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* INVESTIGATION OF THmE BUREAU, Of INTERNAL

7AWAY1 I 1, 1',~

UNriTED StArES SNAft,
SELECT COMMIIFE ON IN 1AION

OF THE BUREAU OF T?4TRRNAJ. REVENUE,
Wuaington; P. a.

The select. committee met, pursuant to ca 2.30 6'o p. n.,
n the Committee on Finance committee room, capi , senator

James E. Watson (chairman) presiding.'
Preient: Senators Watson (chairman)', J~nes' of NwMxc'

King, Ernst, and Couzens. ,
Presentalso: Mr. D. H. Blair, Commissioner of .i.terna1 Revenue;

Mr. C.'U. Nash, Assistant to the Commissi6ner of Iriterbtil -Revenue,-
Mr. J. G. Bright, Deput Commissioner, Income Tax Unit; Mr.
N. T. Hartson, Solcitor Iternal Revenue Bureuu; and Dr. T. S.
Adams, tax expert, Yale University.

The CHAIRMAN. The committee now meetiNg was appointed by
the Senate, pursuant to a resolution introducedby Senator 0lizens
providing for an investigation' of the Internal Revenue BuTorau of
the Treasury Departmuent.

The committee met yesterday informally, and itoer some discus-
sion, decided to ask Comnpissioner Blair and such assistants as he
cared to bring with him to meet with us to-day for the purpose of
outlinitig a plan of procedure or a 'program to be pursued-by the in-
vestigating committee.
,Senator CozES. I would like to ask Commissioner Blair if he

has any sug questions, in view of the discussion that I had 'with him
several weefes ago, as to how best to proceed to get at the results
with the least possible interference with the conduct of the Ititernlat
n eRevenue Bureau.
Senator Kxx. And, Mr. Comn issioner, while answering the sug-

gestion f SeMnator Couzens, please have in mind what I am about to
propound, in view of the fact that I offered the redolutibn for the nves-
tgation of the department, in which, I charged that it was alegedtathere wasinefficiency and waste in the Internal Revenue Bureau' tht

the method of. makg refunds in' the'aacertainment qf and the set-
Tling of accounts of taxpayers was inefficient and productiVe 'i may

instance offiaud and corruption, or theopportunity for corruption-ard tat aterianguge is included in ono of the "'where'ases" of

andstgatn coamtte e. • ' "

Senator Couzens's resolution, although it is not a part of the resolution
itself as passed; and in view of the further fact that it washstated in
that and in another resolution that frauds were-committed upon the

tigtio ofthedeprtmntin hic.I hared hatit as lleed ha



2 INVESTIGATION OF BUREAU OF INTERNAL REVENUE.

Government by reason of allowances for depletion in the returns on
mines, particularly coal mines; the charge also having been made
that employees who had separated themselves from the service had
done so or the purpose of drumming up business against the Govern-
ment, and that they and lobbyists and so-called experts and whatnot
were ib ?' /i'tuols- g~inst, the Q0vornment, claiph t have
influence with the department oee M refunds, because my resolu-
tion contemplates an investigation to-learn to what extent those
thins exist. We want to ascertain from you whether or not
machinery should be _stabli hed to pass upon these claims in the open,
instead of by a sort Of star-Chamber proceedings; that instead of the
methods which were employed in the past, to have a court with judicial
powers to pass upon the aims, which you may make against others
and the claims which the taxpayers would make against the Govern-
ment,,for refunds on'account of illegal and improper assessments.

Those are the charges embraced in my own resolution, and I
tJdnk this Committee will want to inquire into those things. After
having answered the Senator's suggestion, will you state how we
caI best, in your opinion, make an investigation of those charges
to which I have referred?,

STATEMENT OF D. H. BLAIR, COMMISSIONER OF VERNAL
REVENUE.

Senator CoUZ s. You have my question, Mr. Commissioner,
have you not?

Commissioner BLAIR. Yes.
Senator CovzP.qs. All right; you may proceed now.
Commissioner Blair. The first question was as to how you could

best proceed to get at something definite and concrete. I do not
think that you can get an intelligent understanding of this situation
in your own minds, that is, a picture of the Bureau of Internal
Revenue, and for that reason I have brought a chart showing the
organization of the bureau, a copy of which I have placed before eachof you."'

1 ]really think you could get a better idea of the bureau by taking
a little time .to go through it, and I should like to invite the com-
mittee, at any tie to suit its convenience, to go through this bureau
and see just what the problems are that we are up against.

The bureau is located in seven different buildings, scattered pretty
nearly all over the city of Washington. Five of those buildings are
temporary buildings. "One is on Louisiana Avenue; one at Sixth and
B Streets, known as Building C; another large building at Fourteenth
and B Streets, where most of the income-tax work is done, a temporary
building; another known as Building 5, at Twentieth and C Streets;
and then in the Treasury Building we have some offices; my own
office is in the Treasury Building, te solicitor's office; and the office
of the committee on appeals and' review is in the Interior Building.
Then we have annex -No. 1, which is a fireproof building, just op-
posite the Treasury Building and heat to 'he Rigs Bank. All of
those buildings except the Treasury, 'the annex No. 1, and the In.
terior Building are temporary buildings.

From No. 5 building at Twentieth and C Streets, in which we have a
large number of people, to the building at Sixth and B Streets I'should
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tigoe196 "the city ofWolcton oI

8enato:1CIN. Youiilean just in th Di~triet bf f70
Cb Si6nerIBCA.' That'm 'iAhe' District.- 5There -are somhe-

thing over 19,000 altogether, including collectors'offices.' Since hgat
July we have reduced oti' force by sone 2,000 peole.'-

Senator'KiNo. It seerus to me that' there oug 'to have been a
material reduction following the war, because diAring 1918, 1919, and
1920 you were collecting double the amount of revenue that you
are colleCting. now.

Commissioner BLAm. Yes, sir; but the work on those very returns
has been done in the last two or three years; but the' Government
had to have the money during the war, and in 1020 they made what
IS known as a superficil audit and sent'out their assessments, with'the
idea of getting money quickly, and then having the' returns audited
accurately atterwardq. Some one said, "They needed the' money
bAy, and they shock the tree and got the easy fruit." Then the
audit and the determination' of the difficult questions concerning
invested capital and other things were left, and that work was hardly
commences before the last month of 1920 and'the early part of 1921.
While it is true that we collected more moneY, the very work on those
returns is the thing that has thrown us behind, and that superficial
audit, which was necessary, I think, was the thing that has given us
the most trouble up to the present time.

-Prior to 1917, for the year 1916, there were about 450,000 income-
tax returns filed. The organization, "of course, was -small. For
191 7 it jumped to 3,824,000.

Senator ERmaT. 'he 450 000 tax returns were filed when?
Commissioner BiLhr. TAose were for 1916. Those were returns

fied in 4917 for the year 1916. For the year 1917, it jumped to3,824,000; in 1918, it jumped to 4,742,000; and in 1919, it jumped
to 5,652,600.'

Senator KiNo. But a good many of those returns did not get you'any revenue. I - . ...
'Commissioner.BWR. That is, of the returns filed, some were

nontaxable, and some were the small returns on less than $5,000.
In 1920 it jumped to' 7,005,000; in 1921, it exceeded, 8,000,000

returns. in 1922 t was not so great. There were 7,575,000'returns
filed ini that year.

The force in 1917 'and 1918 was not adequate. Men who ought
to hiVe been doing that work, or who were best suited for the doing
of that work, were in the war, and they were obliged to get anybody
they could; the law was new; nobody knew anything about, it. t
was complicated."

Senator Jots. My recollection is that the statement was made
that .there were not enough" auditors in the country to really' do the
work during that time.'

Commissioner'Bw R. r think thatis true, &nt& JonAs 80m"-
body h 444dIthak the 'aUtmobile Uias made us u nation bf. mechoiics.

I I



mlcon,4axf w i goin~eyent ly to makes nation pf ao i
countit; but'tteY_ 'did not eista jm ,,d there was m9b6dY
Aq4Q,,thew9r*k4,Thi result was tih itj~t aumulate1 aOid .g4,
up. They had no machinery; they 11 no organiztiO . d
tiey did a marvelous *ece oi work in 19204o get this, thtg 9rgtil0~~~' his ... :
and in shape, ani4 tey ,bUil;up a 99P([ ,paehine tor the "W fl o, hi
wvor, bt; that maefhine was, .t in complete oporatio9 iintglth Jast

of 1920.' In that time, the " come ta returns were , pii bigger
and higher,, and we have been trying to clean up tliatituaton
during the last threeyear.s.

The CaAIRMAN. ow man cases. remained unadjusted at the
time that you became Commissioner of Internal Revenue-

Commissioner Bamn I can not give you the, exact ' number,
Senator Watson. I did not know Oust what the purpose of t Ibis
meeting today was, but what I want to do is to ask youtopermit

e to file within a few days, a brief history, showing jist those 'facts.
should .ike to supplement any statement that I may make today

by filingq written statement with you. I will prepare that statement
very quickly, and will file some day next Week, if permitted to do so.
* enator K ~o. I move that hebe permitted to file that statement.
,The CuAlzwc,. Certainly; you may do.that, by consent.
Senator KiNo. Proceed and bring the matter on up, unless you

desire to make the statement in your own way..
Commissioner BLA n. The bureau is making rapid pror ess within

the last year and a half in getting these cases closed. We believee,
and we pre confident, that, in spite of all the obstacles,' by the end
of the next fiscal year we can have this work reasonably current.

Senator Kiwo. That means by June, 1925?
Commissioner BL..a. Yes.
Senator ERNsT. Mr. Blair in your judgment, have you all of the

assistance that you now need in your bureau? ,
Commissioner BLAiR. I am basing the statement I have just made

on our present organization. I thitik last year we did cut our forces
more than they sould have been cut. I think we could havo held
many, of the men to good advantage. You will remember that'our
appropriation was cut some $3,500,000, and we reduced our force's
very materially. I think some of those men could halve been held
to very excelent advantage to the Government.

Of the 1917 returns, for example--and I want you to understand
that this. includes the little returns, the big ones, the non-taxable
ones and all--we have closed :99.7 per cent' I give you the per-
cent, because, when it gets into millions, the number looks large.
There are. still pending ii the bureau 9,135 1917 returns,.

The CHAIUMAN. The other day, Mr. Gregg, representing the
.Treasury-a, very intelligent young man, too-sad before ' the
Finance Committee that there were 68,000 of those cases, And' that
they are being adjusted now at the rate of' 14,000 a month.

ComMissioner .BiR. 1mr. Gregg had the fltures of last'December
in miid and I had the 1917 and 18 figures in mind, instead of the
1917 only because-those are the correct figures for 1917 and 118,
, SenatorKxNo. Ue may* have' bee giving the aggregate number
of cases that are being disposed of every month, rather than 'the
number which, "ht be allocated'to t.je 1917 returns.

Co mm!nsionek.,us. Yes.- He was correct as to the ,approximate
number of cases which we are disposing of every mith.
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11.Dodtor ADAMS. But his figures included the, 1917 ,and .918 cams
Commissioner BLrms. Yes., That was: in December. That state-

ment is exactly correct as to last December, but those. figures, iu
eluded 1917 and 1918, :not just. !1917.

Now, of the 9,135 1917 cases, there are 8,553 that are through the
auditbut, under. the law- we have to give the taxpayer 30 do, s'
time in which to perfect his appeal. There are only. 582 cases Ior
1917 that are not audited actually. Those are now in the process
of audit. As to the 1918 cases, there are 99,5 per cent of those cases
completely audited and behind us. _

Senator JONES. What is the nature of the cases that arg not yet
audited; I mean in a general way I

Commissioner BLAiR. -The cases that are not audited are the
difficult cases, usually. Mr. Bright can tell you about those cases
better than I can.

Mr. BRIGHT. Those cases probably cover the returns of the larger
corporations that we have in the country, those with natural resources,
andthe 'other complications of the law, such as amortization claims,
coming into 1917 and 1918, and claims in invested capital where in!
tangible values have been involved. The taxpayers for the past two
or three years have been building up data to prove that value, onelargelyfollowing another, asking for additional time in which to com-
pile further information to prove their contentions as to these in-
tangible items that have a vilue.

Commissioner BLAIR. You understand that under the law they had
until this March to file claims for amortization. We could not pre-
vent that, and some of them did not come in until very late, to file
their amortization claims. Under the law, as I say, they had until
March of this year to file those claims.

Senator JoNEs. How many unaudited 1917 claims have youI
Commissioner BLAIR. Five hundred and eighty-two that are not

yet audited.
Senator JONES. And for 1918?
Commissioner BLAIR. Two thousand one hundred and fifty-six;

and 1919, 50,091.
Senator JONES. It will not be difficult, will it, to audit the claims

for 1918 or 1919 after you have fixed the invested capital for 1917?
Commissioner BLAIR. That simplifies it very much, and that is-the

reason that subsequent years are much easier. The invested capital
is fixed, and the March 1, 1913, value is fixed. The difficult engi-
neering problems that come up in connection with fixing the invested
capital, for example, are behind us, and that makes the subsequent
years much easier than those two years.
* Senator JONES. After you have really fixed it for one year it is a

matter of mathematical calculation, practically, for subsequent years
is it not?

Commissioner BLAIR. Yes; that is true.
Doctor ADAms. Commissioner Blair, would you have any correc-

tion to make on that? There has, been some recalculation of the
engineering work for 1918. Some of these depletion cases have been

o dnered u Austed have they not?
Commissioner BLAR. Yes. Take the copper cases, for example.

There havebeen a number of those that have had to be corrected.



DoCtor.vAAs. >I' merely raises: that- questions in' view of your

,*t6mnnt,' beftse somne; of those, earlier valuatiofis are5 still coming
iup fr correctionn i :a certain number of. cases. .

Commissioner BLAR. We find that in. some- isances'the values
wee ,too ,lbw; in, other instances the -values were Utureasnably high,
iud some of those values have'been corrected, and are being cY*

Doctor A A's. And with respect to those' verydifficult amorti-

sation values, 'you will recall tha'both the taxpayer and the Gov-
ernment had until March, 1924, to make them?

Connnissioner BLAR. Yes, sir.
Doctor ADAMS. So that some of those would still have t6 come up
Commissioner BL.Aiu. Yes, sir; there have been some: filed in the

last week or two.
Doctor ADAMS. I mean that you have that work ahead of you?
Commissioner BL.an. Yes; until March 3 they had the privilege

of, filing them,
Senator KING. Do you mean that when they were audited, that

that Imeant a settlement? You stated that there were some five
hundred and some odd which were unaudited. How many of: those
have been audited, but are not settled ?

Commissioner BLare. There are 8,553 audited, but not settled.
Senator KiNG. All the rest are settled ?
Commissioner BLAIR. Yes, sir; that is for the year 1917.
Senator KING. Do you think there will be a repercussion in any f

those cases which have been audited and settled ? Do you think they
will come 'up again and demand refunds and returns, aside from those
S8,000? In other words, is the slate clean for 1917?

Commissioner BLAIR. Under the law there is first the five-year
statute, and then there is another provision in the law Which gives a
man two years after payment, if we assess an additional tax againts
him, to file a claim, and we can not tell until the two years are up
whether or not the claim will be reopened. That is one of the most
difficult things that we have to contend with.

Senator Kiwo. Out of these 8,000 cases audited and unaudited for
1917, you will have to wait for two years-

'Commissioner BLAIR. Yes; two years yet.
Senator KnwG. After the last payment?
Commissioner BLAIR. Yes, from the date of the last payment.

:Senator KIwo. Before those cases are finally closed?
Commissioner BLAIR. Before we can absolutely close them"
The CWIMAN. There is no way in which you can prevent that, is

there?
Commissioner BLAR. No, sir; and that is one thing that has

caused us the most trouble and the most delay. We just have two
complaints in the bureau-one is that we do not open cases, and the
*ther is that we do.

'Senator JONEs of New Mexico-. When you ha e a claim audited,
Mr. Commissioner, does that mean that at that time you, have
assessed whatever additional amount the audit shows due to the
Government? Does the assessment -follow immediately upon the
conclusion of that audit? '

Commision4r B LiR. What is known as an A-2 letter is, sent out
on the conclusion of the audit, showing how much tax we estimate is

I'l
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due. Then,,under the, laww must wait 30 days, wd give,,ha 'tax-
payeria chance 1to protest the amount which we claim he-, owes. Re
generally appeabi andwe have to have shemring before tlVommitt"e
on appeals and review.-I

Seinator JoNas of New Mexico., And the asmeat oithetax does
not come until after they appeal? .

Commissioner BLAnR. No; the assessment does not come until atr
the ,appeal.

Sefiator KING. With respect to these 8,000 and plus cases unsettled
for 1917, does your auditation indicate that you will get something, or
that the refunds will exceed -the paymentst, . : - . I . , , .,:

Commissioner BIum. I am of the opinion that the Additional
* taxes--I do not k tow about these particular 8,000 claims; Mr. Bright
probably does- ,ut our experience is that the additional tax far
exceeds the refunds. There will be a refund in some of the cases, no
doubt, but I ant sure there will be more additional taxes than there
will be refunds.

Mr. BRIGHT. I should say that that is true with respect to the
8,000 cases, that the additional tax disclosed will exceed any over-
assessment.

Senator Ko. But representations have been. made to me and,
I am sure, to other Senators that many of these corporations, a
greatmany of these cases included in that eight thousand pkis, are
bankrupt; that is, to say, the business is bankwupt, and you get
nothing, even where it is conceded that your demand is due. In
many instances, where, if the corporations were not defunct, they
might contest it, the statements brought to me are that most o them
are defunct, or at least many of them.

Mr. BRIGnT. Well, I would not say most of them, by any means.
Senator KNo. Well, I will strike out the word "most," and say

4a good many of them.
Mr. BRIGHT. Yes; quite a number of them; but we get a great

deal even out of cases that are bankrupt. Mr. Hartson can tell
you more about that, because that is in hs particular department.

Mr. iARTso. Yes.
Senator ERNST. Did you say that these eight thousand plus cases

are for the years 1917 and 1918?
Mr. BRIEr. No: these are 1917 cases. 0 0
Senator ERNST. There is one point that I want to getyour opinion

about, Mr. Blair. If this business were your own, and if you were
running it as you do the Bureau there now, from your experience
there, what help, in addition to what you have, would you obtain,
'if any I

Commissioner BLAIR. If the business were mine, I would get the
ablest lawyers and the most skilled accountants that could be had,
and I would pay them adequate salaries. I would put them in such
a position that they could work together, instead ol being scattered
all over the town, where they can not have the close supervision
that you would have in a big plant of your own, whether it was a
manufacturing plant, or anything else.

Senator ERNsT, Along that same line, would you ask that there be
any lawyers added to your force, or any additional accountants ?. Commissioner BriLi. We do need a few more lawyers. t the pres-
Sent time. We are getting along fairly well with our accountants now,
are we not, Mr. Bright I
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" Mr igwio' . Yes; 'Agt the capabilitiesof sonie, on our larger
cases we could, otll use 80 expert" accountants on our mot difficult
* in order tohave a oleaizmp of! the invested-capital features'ofit.

Commissioner BLAIR. We need in connection with those enor-
merly big6ses accoumtanta that havehad broad business experience.
A man may have kept a set of books successfully, but he is lost when
heMaetSinto the big case that we have.

Mr. BWOuT. We must have those who havehad the best training,
hI other words. e' 1
SSenator ERNST. ' .Because ycur men have to go up against the very
best experts in the United States, and they have to measure swords
with'temeontAntlyA .

Commissioner-Bi&n. Absolutely. Take our solicitor's office.
The men' there are up against -the ablest lawyers in the whole country
constantly. ' Those lawyers have prepared one case, while the men
of the solicitor's office are hearing case after case, just as fast as they
can get to them.,Senator JoNs of New Mexico. What are you doing with the
capital-stock tax? Is that also held in abeyance for an examination
of the invested capital and a determination of the other questionsW

Mr. B BTw. SenAtor, that does not come directly under our
division'.

Commissioner BLAIR', That work, however, is practically current.
The Ostaio, 4ax, the capital stock, and the typical cases of -hose
miscellaneous taxes are practically current today.
. Senator JoxEs of New Mexico. How can they be when, as I
remember the statute, the amount of the capital stock is based upon
the invested capital and surplus? ,

'Doctor ADAMs. No; the fair value of the capital stock.
SSenator Joxns of New Mexico. Oh yes; the fair value of the capital

stock, but I assume that that would be the same as the invested
capital-.

Commissioner BLAIR. Not necessarily.
Senator JoNEs of New Mexico. And the surplus.
Commissioner BLIR. The invested capital is the physical prop-

erty itself, and the market value of the stock, of course, is the stock
that represents the property; but in large companies you have that
fixed by the market quotations. If you take the United States Steel
Corporation' we can fix the fair market value of that stock, because
it is qIoted on the market, and we take those market values.

Senator Jotgs of New Mexico. So, then, the two branches are not
Workingtogether? V ntl.

Commissioner BLAIR. They operate independently.
SenttorJoNl s of New Mexico. I mean that the one does not base

its wor on the work of the other.
(Commissioner &Axn. No; absolutely, although we do frequently

confer when there is a disputed question.
Senator Jonms of New Mexieo. Yes.
Commissioner BLAIR. It happens that the capital stock tax is

operated from the building down at Sixth and D Streets, and the other
At the other end of the town; but when, we have disputed questions,
they do get together and compare notes as well as they can.Senator Jodz s of New- Mexico How do you get at the fair market
value of a stock which is not quoted on t$e market V



Commissioner BLAw.: :They have, aA rather complicated formula
Senator Jones, for that. ,

• Senator nfqsT. And!does it not, varjnV,,
Commissioner BLUR. Theey base! it on earnings nMd .tJ y, take

into consideration quite a number of things, but, enrning_ has. a very
important bearing 'on that- proposition. if it ir,, o Plosely/hold ;or-
pVorhtion, they base it on earnings,. Do you know what else, MrB righth? ' , , , . € . .. :. • ,.: , , .

l itr.,BnoHT.. There. are three prnoinpal methods ,of !detQrninpng
fair valte., One is the capital stock, and surplu;. the others makpt
value, if the stock is listed on the exchange,; and the t d iq a"AT
ings; that: hi, capitaliing the -earnings, .on a basis .of, f in 1.0, 1
per cent. It is 4ased, on a comparison with other similt~ bus1*A4PW#

Senator ERNsT. The bureau has no fixed methodin reard 0,0P I
Mr, Bnioirr. No; ishasnot.
Senatot ERvqsT. But the bureau, uses that plan which will eaable

it to fit the facts to the case which is before it, does ituot? .- i'
Mr. BRIGHT. That is it exactly, Senator.
Mr. HARTSON. They generally follow the rules that a court would

follow in determining a fact, on the evidence., Those.,things that a
court would listen to in determining that are followed.

Senator Josq, of New Mexico. Have you been able .to work. out
any formula as to the weight to give to the different factors,?,'

Mt. HARTSON. It depends upon. the business. In some, businesses
you can adjust the far value by just taking the capital and the
surplus. In other businesses you get it by taking, the market 9Uo-'
tations; and then there are still other businesses where you, would
adjust itiby the relative earning power, and a:s to the other busineses
you would 'have to take two or three of these element into con-
sideration, in order to arrive at it. It is not nearly as difficult, on
the average to determine the invested capital fop the, income tx
as it was before.: I may say, though, that for 1922 the capital stock
return is completed, and we have got a start on the L92, retuMs.

Senator Jolq~s of New Mexico. Then, it is more a question of how
much capital stock the corporation has,, is it not ? I might state here
that the reason for a great many of these questions is the fact thal
in the Finance Committee we have under preparation a bill now,, and
we are trying 'to get information which will be of use to us io dating
that bill.. Commissioner BLAIR. I think it would be worth your while to let
me send to you the head of the capital-stock tax division, a mAIn who
we think is an expert and very capable, and whose advice will be
worth more than the advice of any other person who has been in the
business.

Senator JomNs of New Mexico. What is his name?
Commissioner BLAI. Drake.
The CHAIMAN. You may bring him up here at our next session.
Senator JoNEs of New Mexico., Yes. "
Mr. HIARTsoN. This further suggestion might be made, Mr. Com-

missioner. No doubt the Senators are conscious of this, but the
capital stock taxes were returned on quite a separate returnfrom the
income taxes; so that there is that separation in grade. It should
have been in a different portion and under.ta different title of the
revenue law, and it is returnable in au entirely separate way.
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-'$ftor Kmz:.: It seem to me that to. sgregate these aweouuta as.
is indicated by your replies to Senator Jones's questions.wold makefor inefficiency and result in unnec y expense ,'if the reie auditors
orthe.'sae force that dealt with one asptt.of the caseshould deal
'with theicio in itsentirety.• :Is hot that so-

M hn!rso* . My answer to, that question, Senator would be no,
ft4' this regsobn that the law -itself is segregated under different titles
with entirely different provisions, different rates, different theooeso
t~~tstion, 'and dif erent methods for determining the tae. .The

iriiiwrho is reviewing, and considering income-tax returns need
,tiV nothing of, and would, oply be confused by, having the capital-

stodk t turn Tight before him at the same'time. Why? B aUse
the -law is. different in: regard to that, and it tontemplates an entirely
difteent type of tax.

The C. Is there any way in which you can change the
laws as to bring about the situation that Senator King has described?

Mr. HAwrsdox. The Government needs revenue. You could
abolish the capital stock tax and increase the rates on some other
forms Of tax.

Commisoner Bim. Yes; that would save the filing, which would
be more agreeable to most corporations.,

Doctor ADAMS. Senator Jonesiwill probably remember that before
the revenue bill of 1921was passed the House recommended that thetax o. capital stock be abolished, and a similar tax be raised byrii the te on -the income tax. That was in the bill in the House.
I do not know whether that was in the Senate bill or not. There is
this distinction:, the capital, stock, rate is coming from corporation,
whether they. have any income or not, and I fancy, if I. may suggest
it to Mr., Hartson, the subdivision is not such where they were subject
to diffetent taxes as in thoed cases with respect. to the income tax
itself. 01 I mean this capital .stock tax ia'a very different thing here,
but it 801 happened, that: the: capital stock tax is the most effective
way.to adm sister taxes. , I won't say it is necessarily the most just,
but it itthe way of. getting through and done with it. , think
j~bably the thoightM your mind was as, to the different bureaus

m.hnheicome tax section. .
Mr.' HaaTsox. As. D'ctor Adams has suggested, I think the
kaerai belief is that it is efficiently administered and the reason

tor a is because of its ease of administration. That is shown, by
the, fact that we are practically current with the 'capital stock tax.

' oinknissioner BLAin. And that is' true of the estate tax and al of
this list of miscellaneous taxes like tobacco. and the luxury taxes of
various 'kinds, which yield $930,000,000 a year to the Government,
and yet all of that part of the bureau is current.

Senator Kwo. The telephone, telegraph, admissions, ete.? .
Commissioner BLrA. Yes.
mentorr ERNST. Mr.: Blair, would it not be a goodidea in your

statement, "m view of the direction this examination has taken, to
just point out where the work is practical current and u st where
it isu0t, WitL the suggested remidyf I think that woud help. us

'_'omiioner BLAUR. Yes; -I will call your attention to that in
th1e statement that I make here..

I



Further,,ia refereoac tc *wM 8qpst~r, !~naidw hav oiip
fled the pro in bureauu. We .ave _ onsohdate4 it, so asto'
make fe~wr uits We havIaboised two depty ooi nbips
which were allowed wider the law, because we felt that the bu
could be more economically administered by consolidating all mis-
cellaueous taxes and etat axes. I

Senator Ku. What were those?
SenatorE~. Iwillreadthemto you,'etatetww)and h

capital stock taxes, as well as the taxes on tobaco, nseflanoow,.
stamp exes, et,,

The lay.. No; theyhave not been abolished.
C(mwissioner.Bwu. N;, they have not been aboli~e1 . The.

estate tax and the capitrl stock tax were-adm iistered under one-
deputy commissioner, and these other, miscellaneous taxes, under a.
second and the incometax under a third. We have now put Ai of
the taxes, except the income tax, under one'deputy oononer,.
Mr. Robert, X Estes, of XetuOky. Then we c0nsolidated thee
accounts unit, which was a deputy commiaionenpi with the,
servisor of collectors' offices, ind made one unit of that, now
caled the accounts, and collections unit. That has resulted i big.
.aving to the Government and I think a muehwmore efficientadmin-
istration of that office. 1That office has charge of all the collectors'
offices and all the accounts.

Senator JoNzs of New Mexico. -fr. Chairman, I should like to-
&sk the :Commssienor this question: hlow m of the corporations
that made a return are not actively engaged i business • .I
: Commissioner BLA=. As was suggested by Doctor Adams .a
moment ago, that some of these corporations have no income, this.
norporotion tax is realy a tax on capital. - .....
.IMr. BRIGM . Answering that question, Senator Jones, the 1921
returns filed by corporations were 375,000. , Of that number aproxi-
mately 50,000 reported no tax, inactive or subsidiary corporations not.
produceig. any. revenue.,

Sen."or JO*zs of New Mexico. I have forgotten ,the law, but ele-
mosyary and church organizations do not even make current returns.

C,-omissioner.Bwl. No.
Senator JoNEs of New.. Mexico. There are less, than 400,000 corpo-

rations in theta United States making, returnsI
Commissioner BLaIr.. Yes..

i Senator JONES of New Mexico. Does that include those organized.
within the lastyear, as well as all others in existence?

:,Mr. NAsH. Senator, for the year ended Decembe31, 1923, 420,860.
corporations filed corporation income returns.

Senator KNG. Have you found any evasions by corporations of the.
provisions of the law reuiring a filing of those returns?.

Mr. NAsH. Yes; we find evasions every day.
Commissioner BLA=r. And we have collected some very large

amounts as aresult of detwcting evasions on the part of, coriporations,
Senator KING. I should think, there muht be many evasions if thenumber making returns was only 400,000, because I was readigth_

other day-the number that wexe .organized last year in the United
States, and, my recollection is that it exeeded 100,0,. corporations.
in all of the States of the Union. Then, when you take into count.



thi.fmutitude, thit ihae., leenJ ojani~dr fr6m) e.n',or two' oi thee
Y4afttndisbie ?6 them 3Oor'40yees,;'I;thinA tathnlet,be sio, L

i1oinmihibner BvLti Bl t akao of them, h~+e gon out: ofbia

Commissioner BLAnt. I have no, doubt' th: ,many more: _ae
organized than go out. " ) "' " "

Ser6tor'JoNss of,'-ew MexDco. Those: oiporitiong 'are- the 'ones
which, 4make'n -inborhe'ttx return., What have- you'W say as to th,
number of corporations making a return for capital' gtock taxT1..

Mr. NASH. Thati5sghownln the iainual'repor..
"tr, lAiaok. That dan bedeVelooed very readily SenatorJhns.
We *ili make anotiof'it."! .

nMtor Jois 'of -Vew; Mexido. While you are ,looking that up;,
if, i e~tb(en e, odrrect, the 1921 'returns,- that, is,;, the returns filid
ift' 1922' bMt' Ior the 1921 taxes,, only about half, of the, corporation
mI .etiuhrn shWet any actu l "et profit subject to. tax: Do6s
th'it Mierd ith your. recOllectiot .
, Mr, 1ikGT.'Yes, sir. i, ,.
:$&toi jO s of New' Mexico. So that as to that;half'of the

,drportidns k.aki#g returns -for. income tax purposes have really

pai"Thote capital stock taxed out. of ea'ptal rather than out ofearnings "• "1,M, it"B itorr. Those not havii, intiomes would have to.

Dotor. A DAmS..if it is- not actively engaged in business,, it is not
subject to tax, 'but otherwise your statement is correct. .,-. "

; Senator JoNES of New Mexico. What I have in mind is this:
I own most of the stock of a little corporation down' there. All that
it has in the world is a town site. It'has not sold a lot forse'eral
yteas. All that' We aredoing is payitig the taxes out of our, wn
p~ckeft, but we hare to make a return, on account of this franchise
tat and' the capital stock tax. !. .

Mr. JARTOO . You do pot, unless yot are'doingbusmess, under
the' law.• Manyicbrpbrations are not'actively engaged in busin&a.

'SenatorJorNs'ofN wlMexicb. They do not pay anything, ,

Mr. HFARTsoN. Not under the law. Unless they are .engad M
business or doing business they are not subject to 'the capital stock
tax. That raises some: nice qfiestions as a matter of law.- " - "

Senator JONES of New :Mexico. 'This corporation is alive and wd
do not want to surrender the charter, but a a mattOr''offact, it is Aiot
doing any business whatsoever. We have not made a salefor several
years, but we have' been paying a small tax every' year.'

Doctor ADAMs.' Th treasury' Department has recommended the
abolition of the capital stoek tax for the' vety reason you speak 'of,'
and others.

Senator JoNES of New Mexico.; I am asking that, because I say that
my mind is running in that direction, that we, ought to raise that
*eteue in'some otherway. In otherwords, I believe-inputting this

th btrdeh 'upon those who areable to pay the tax. It seemS to me
cleAy that when a corporation isiiot earning anything it should not
be;riired to pa'y anytax. "' " '-

SmtFtItOr Krmo..'It seems to meMr.'Chairmnu-and I submit".this
to Dotok Adams 'and ( ommi'.ione:'Blair and these experts here--:-
that it's a pretty. dangerous thinD nat to require corporationsa to make'
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rttimp afto~ ~~y~rit i'~t bt hytr ive, 'bittlaro
W;9Ibbund aniddo noibusies.a lt'is tidangous thito permit
th'filnlt' t fi tums, beclukte a- btud f, corporatioxns to-day
may spring ;, ikd Miniva from the brow of Jove and develop'. mito
goodpiyhg*oncerns. .''•,

Doctor ,Ams. They have to make returns. .
X'Mt HAiaOt i ' They have_ to make returns. I do hot: want you to

misunderstand me on that, but they are not subject to the ta. -
Senator JONES of New Mexico. There is another thing that I want

to bring out about the necessity of making returns by these corpora-
tions and by individuals as well, who do not actually pay any tax,
Of course, I know the purpose for which they are required to make
returns; but is the opportunity for fraud any less by the fact that
they make returns ? As a matter of fact, is. it not'just as easy to make
out a false return as it is to falsely make out no return ? '

Mr. ILUersoI. I think not, as a matter of law. I wili answer that
as th legal officer for the bureau.

Senator JONES of New Mexico., That is what I am getting at.
Mr. HALTsor. We find, Senator Jones, in our penal work-and that

* involves the enforcement ofthese penalty provisions a' the law and
prosecuting criminally those who hav attempted" wilfully to evade
this income and revenue laW-that perjury- is a thing that tI~ey are
mibh more frightened. about, aid are -more careful not to commit
than they are a mere avoidance, or just a failure to make any move at
APiLtha l is, a -passive acqUiescence. :Oie is a positive thing, made
under oath, which carries a penalty for violation or stating a falsehood
ider 6ath..
Senator JONES of New Mexico. Yes.
-. Mr. HARiMoN. 'An the other man may be merely negligent or

foretful.
Senator oxts of New Mexico. How. do you handle those returns

where, on the face of them, they show no taxes due? Do you reaudit
those returns I'Mr. HA*rso. ' Those returns, Senator are audited'first in the field
by the collectors' offices when they are fed. Of course, the bureau
has to act through its agents, and the agents are spread all over the
country, in districts. Those returns are audited there, and there is a
looal force to check the apparent accuracy of those returns.. In
other words: a deputy Collector or internal revenue agent in that
same locality pan check against that return and determine whether
the'facts as alleged to be true'on the return lare true. .

Senator JONES of New Mexico. Now, right there, the names of
these &,orp'ortions can be' 'obtained from the various States where
they are organized, and would it not be just as easy and effective to
hae your agents in the field determine the question as to whether
a corporation should have made a return or not as it is for them to
determine, in a superficial way, whether it has made an accurate

•return,'or not ."*'R.. H&RTOsN. I should say, in answer to that, that the fewer
discreti6niry problems that may be settled, by the bureau employee
the better the enforcement of the law. In other words, let the law
answer it, rather than an agent -or a deputy c6lleotor in the field;
"id I should say that, from my' experience in the bureau, it leads me
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to believe that the average mopn who cau be i0d4e4 tQ re0" itheoservi einthe field is not suceh a. ma.as can, in evey .csu. sett le '

these very complcatedi and, very difficult. uestiom, ptularly
so whor they can be very. readily,4 decde by the',aw tse.

Senator JONES of New Mexico. Yes; that is true. It )it eptai.
an enormous expense to handle those returns from which you get no
revenue; and, if we could devise some plan to cut. off that, i# would
not only save your time but would save expense.

MrH tTsox. It would cost more, it seems' to me, to. charge a
deputy collector with the duty of going out and determining whetjier
a return should have been filed than it does to audit a return that
has been filed, to see whether there is no tax, and check its accuracy

Senator JONES of New Mexico. But it is the duty of that same
representative to determine whether all of these corporations have
made returns or not, is it notI

Mr. HARTsON. That is correct, and, he has before him a sworn
statement, to start out with, as having some weight. A. taxpayer
ordinarily is presumed to tell the truth.

Senator JoNEs of New Mexico. Yes; but he still looks after those
who have made no sworn statement, does he not I

Mr. HARTsON. Oh, yes.
Senator JONES of 1;ew Mexico. While he is looking at some of

those who make no returns, why could he not just extend that activ-
ity? Can we not devise some plan of getting rid of this enormous
number of returns that must load down your files with things that
produce no revenue?

Senator ERNST. Senator, as a practical business question, I think
so. There is no question about that.

Senator JONES of New Mexico. You may have a better insight into
it than I have; but the purpose of my question is to get at the facts,
and I am asking the people who are right in touch with the situation.

The Cz-a"N" How many of those, are filed in a year, approxi-
matelyI

Mr. HARTSO. I can answer that; I have the figures here,'and I
also have the figures on the question that Senator Jones asked a
moment ago.

As has already been stated, there were 420,860 returns corpora-
tion income returns, filed for the e.lendar year ending beceinber
31, 1923; and for the same period of time the capital-stock returns
numbered, 439,958. There, is a difference in favor f the capital-
stock returns of approximately 19,000--close on to a difference of
20,000 returns.

Senator KiNG. That would mean that there were 20,000 who werp
making no profit and had no income?

Mr. HARTSON. That might be true, and it might be taken up also
on the question of consolidated returns. That might make a dif-
ference between the two -items.

Senator ERNST. What do you mean by "consolidated" returnst,
Mr. HARsoN. Under the income tax, law a single corporte

group, composing a holding company, for instance, and many sub-
sidiaries, -file what iskno*ia as.,a consolidated return.

Senator ERNST. Oh, yes; I know..
Commissioner BLIaR. Sometimes tbere are two. or three or eve.n

four hundred corporations in a consolidated group,
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Senator N T. flOW y IUMY "S I:k," "°
Commissioner BLAre. I have in mind one case where there ae 400.

.What doyu think is-the largest nuber,'Mr B right? 'I

'Mr-oAikir. I% think that one case is the larget number.
SenatOr Jotis of New Mexico. I think it was brought out in some

of oti. 'hearings somewhere that Armour,& Co.t had something like
700 different lines of activity.

Doctor ADAMS. One railroad 'corn . testify before the
Treasury Departpient one time, testified that tey h"d, I think 728,
n any event, over 700 underlying corporations represented in their

system; for which they made one return.-
Senator Knm. Mr. Chairman, Commissioner Blair started out

to show the number of returns not audited. We got them for 1917
and 1918.
The CHAUXAN. Yes.
Senator KING, And we interrupted Mr. Blair; Senator Couzens

asked a question.
Senator Couznws. Yes; I think we ought to let the commissioner

go ahead and finish his general statement.
Senator King. Yei..
Senator CouzirNs. Otherwise, there will be so much interruption

that we will never be able to connect it up.I Commissioner BLAI. In the, statement which I will file with you
next week, if I may, I will bring the matter right up to date and give
you the status of the claims in each year..

Senator Knro. That will be all right.
COMMISSiONE BLA=. I can give it to you now, if you like.
Senator Couz~is. At that point, Mr. Commissioner, will you tell us

just how you think we ought to proceed to conduct this investigation
of your bureau I

senator KING. That is, how best to investigate you in your trans-
gressions and inefficiencies, etc. 1
.Commissioner Bwrt. I think the first thing to do is to go and see

the property. I think the first thing you ought to, do is spend a little
time inlooking over the field. Go right into the bureau and see what
the men are doing and what an enormous task they have to perform.

'We are eager to have suggestions as to improvements and methods.
We had an expert from the outside come in last ear and go through
the units very carefully, Mr. Rounds, from the Federal Reserve, who
has had a lrge experience in reorganization. He is an expert in
that sort of thing. He went ,through our entire bureau and made
some suggestions which were helpful to us. 1 . ,

When I first came in I had the Bureau of Efficiency send some men
through, and they. spent quite a little time there. Then, we had a
man of our own, whom we brought from California, and he went
through it, and we are constantly making changes.,, , When we'see
that there is a waste of money we try to check it up.

Senator KNo. The charge is often made that the Tresaury Depart-
ment as a whole-not so much your bureau-has an old-fashioned,
archaic method of accounting, and that you more or less partake of
that antique method. I have no information about that, 'but when
Ireadthe -reports of the Treasury and try, to get at the: condition f
the'reaaur ~vit seems to me that if anybody had tried to make. that
report comlilicated and to prevent the giving, of full information as to
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the conditions in the Treasury they could:not have bi* ,mrQ .Suc-

Commissionje BLkUe lWelli I am -ot'n expert act4' myl,
but we hare,, gotten ithe best, accountants ,wo ould. We., have
gotten them,frbm commercial enterprises. We have gotten men
everywhere we could get them. We have gotten the best accountants
that were available, and we are making an effort -to simplify the
work and to do'it efficientlyo I know that there are places where
it is not claimed to be so -at all.

'Now, you asked' a question. awhile ago about nien on the inside
conspiring with people on the outside. That, has happened; tit
will-continue tohappei as long as you have an organization as big
as this, and have men on the inside with small salaries.

Senator KINo. Or big salaries, for that matter.
Commissioner BLAIR. Or big salaries, for that matter, because it

happens in private business as well as ,in Government business.
Senator KING. Yes.
Commissioner. BLIuR. 'But we have an organization known as

the intelligence unit, which spends its 'time watching that very thing.
We have caught quite a number of men. I filed with Senator Couzens
the other day, when, we discussed' this matter, a list, showing that
we have been alive to that situation, and we have convicted a number
of men. 'We have quite a. ntnnber of cases pending now against
men who hive. attempted to defraud the Governmeat, in one way
or another. I should like to file that with you, because I think the
public does not know that we are working very seriously and earnestly
to prevent thatsort of situation. -Men do go outside, and they. do
solicit business, but as soon as we catch one of them soliciting
business, we disbar him from practice before the Treasury Depart
ment.

I Yesterday a taxpayer came in and said, " I received a letter from a
man who recently went out of the bureau." , In 10, minutes I had the
letter in the hands of the: disbarment comm-Littee, and told them not
to give him a temporary card, and to say that he was not admitted.
We have disbarred a large number, and we are going to prevent that
thin, if we can.

S Senator KIo. Do you not think it would be a good idea W admit
no one: to practice, even before your, bureau, unless he is a lawyer of
standing and has been admitted to the bar?

Commissioner BLA=. Well that. would simply our problem. very
much, but -many of these problexns before the bureau are either ac-
counting problems or engineering problems.

The, CAntmAN. And they do not require the services of a lawyer.
Commissioner BrLA=. Well,+ they need 'the expert knowledge.

That is the only thing.
-Tho CmAIuMAN. That is:the point.
Commissioner BLrn Lawyers, as a rule, are not good accowitants,

and veDry few of. them are engineers. There are questions of deple-
tion in the ease of coal mines, and all sorts of things that come up, and
those matters:can only be determined by engineers. :T have thought
ofthat 'rery thing myselfi, iSenator King, and I have. sometimes
thought' that 'we ought to do it, anyway; -but there are +two sides titoik
It would certainly enormously simplify our problem of :practice before
the bureau if, it-could be .done properly. ,



Sen r-or omov s. Hav youiny tstatkiftt;(Mr, Cominsioueras
to just how we could secure this ifdrinMation tas to, the operations oi
the bureau? .f you , ,, .

Commissioner .]6w ! I Y *U . W giv U6 jutdthet ind of
information you want, . will have the expert in:,that particular line
come dow nd give you U the light ie ca. 'For example;.Senator
Jones asked about the capital stock tax. I will send Mr. Drake, who.
is the head of that division, down here at once, and'if there is any other
particular department about which yonu ant information,, I ,can send
you the best man that we can get in that departinnt. ,.; - ',. : :

The CHmRMAN. There is one thing thdt i would like, to ask, y6u*
about, because it has been much discussed in the, pqbliepress:recently
andhas beentalked about among Senators;: That is the 8123000;000
refund which was referred to in the newspapers. People. think, that
is alvery largo refund. Now, for what purpose was that refund made,
and what end did it serve ?

Commissioner BLAr.; That came from a report which we are re-quired to file, under the law,. The appropriation act requires us to
file with the Ways and Means Clommittee a list of the, refunds made
during the year. Those were filed last Decembere I do not know

cho got them out. They are supposed to be confidential.
"Senator JONES of 'New Mexico. By the! way will you let us have. a

copy of that report which you made for the Ways, and Means Com-
mittee? -

Commissioner BLAIR. That was made last December.
Senator JoNs of New Mexico. Yes. "
Commissioner BLAR. And it has been dormant ever since, and

somebody got it out.
senator Joxno of New Mexico. Could you let us have a copy of it I
Commissioner I3LAIR. Yes; I think we. ean go to the Ways, and

Means Comnittee and get it.
Senator J oEs of New Mexico.. That was for one year, was it, Mr.

Commissioner?
Commissioner BLAIR. Yes; that was for one yeir. .
Senator JoNES of New Mexico. Let us have it for different years.
Senator Kio.' All reports.
Senator JONES of New Mexico. A copy of a of those reports'as tol*fuhds. - :

"The CHAntMAN. Are you permitted to give that out?
Commissioner BLAIR. Well, I do not know.
Mr. HARTSON. I am inclined to -think; not, except tider. the

authority of the provision contained in the appropriation bill, which
carries t provision requiring the Treasuryto submit to the House of
Representatives a' report each year, on which report refunds are
given.
'T CnARMAN. Does not that same law require that this report

shall be filed with the Finance Committee of the Senate I
Mr. HARTSON. I think not.-The CumamAw. Then we are discriminated against.
• Commissioner BLAIR. Since you are speaking of those refunds---
The CITAIRMAT (interposing). Wait until Ilnd.out whether or not,

in' your judgment, it is illegal for you to permit us to have that
information.
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.Coniieioner BLA.; Well, if it is legal, I want to furnish it to you.
I -havenot objection: in the world to your having it.

The CminmAN. Certainly.
C viomnisone BLuR -Iwould like you to have it. .
TheHAb9A'. -. Yes. ,
'Commisiioner BWaxi. Butif it is against the law I do not want tto,

•Mr. HAnTsox.; Mr. Commissioner,. on that; point Mr. Nash calls
my attention to, this: JThat appropriation bill, which contains, this
p rovision, requires that;the Treasurysubmit the report to Congress,
Of',course# that is the-Sehate; and the House.

'The CaaRn.x .* iwas wondering if that were not so.
Mr. HARTsON. That is in the appropriation bill. That is not a'

matterof internal, revenue law..
- Senator JONES of New Mexico. There is no impropriety in it what

ever.
Mrn HAUTSON., There is no inpropriety in it. .

Mr. NA=. Senator Jones,. I. will say this in that connection.
That is, a very voluminous report,; and. copies are on file with ethe
Ways and Means Committee. For 1921, we have been unable to
find the bureau's -copy, and the clerk in charge of the Ways and.
Means Committee seemed' to be .a little. bit reluctant to' permit us
to make a copy over there. The copies, of the 1922 and 1923 reports
are on file in the bookkeeping and warrants division of the Treasury.
There is just-one copy in, the Treasury files. Now, it would be

quite a task-it would take several months, probably-to prepare
duplicates of those reports,.

Commissioner BLmuu. If you would send over there, I .think you
would be, entitled to it, and could get it without any trouble, by
asking that it be sent to this committee from the Ways and Means
Conmvittee.

Senator CouzrsS. ,Can photostatic copies be, made of it?
Mr. NASH. It is a voluminous report.
The CHmmAN. Was ita refund of $123,000,000?
Commissioner Bim. I think it was.
The CHARMAN. How about the collections? Were you getting

at the same time any additional taxes?
Mr. NAsH. I have not the Gtatement of that with me, but there

were over $600,000,000, in additional taxes that are assessed and
reported for collection during the- same period. The refunds amount
to 'about 12 per cent of the additional taxes.

Senator KiiMG. But how much additional taxes will you collect?
,.Mr. NAs.. The additional. taxes-, that were assessed for the last

fioal year, and which have not as yet been collected, because there,
are some contingencies that enter into it. As mentioned heretofore,
we find, after we make. an -assessment, that some one is bankrupt,
or there are some cases in which it is necessary to bring suit.

-Senator KNG. Well, are you getting any additional taxes?
Mr. NASH. Yes,sir. O -On the additional assessments that were

made during the fiscal year of 1922, we have realized 'over $300 -
000,000. We are still working on 'the assessments that were made
for last year, and we are compiling statistics showing how much. has
been collected on them.
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S -CoiuonerB11.A 'Since yod. are on thisqsubject, Senator Wat.;
son, I want to call your attention to the fact that many of the large
r"ds whicli were published in that list were refunded under
decisibitgfithe'SUpreme -Murt of the United States. The largest
one, on the list was refunded under the case of Schwab v. 'Doyle,
decided by the Supreme Court.

'Senator ERNST. To what amount?
'Commissioner BLrM. $9,000,000, I think.

* The CHAIM.AN. Can you find out which of those refunds were
miade pursuant to a decion of the Supreme Court?Conissioner--BLm. I think Mr. "Hartson 'can tell you practi-
eally All that were made; but I happen to notice some 0 them that
I: rimbimber, that were made under that decision.

The CmrRvA. Or other court decisions, if there were any.
Mr..b ATSON. There are a -good many, Senator, and that is

another thi which has not been mentioned 'here, but which is
very mate=

.The bureau establishes, through regulatiofi, a precedent, an inter-
pretati on of the law, and many of them require some sort of a
dem nation; somebody has to make up his mind as to what course
is to be pursued. A tax is paid, and some one taxpayer takes it to
court, and maybe after two or three years, the" court determines that
the'burea's interpretation thereupon was wrong. Amended returns
come. in, and refund claims die filed, and, of course, under the
authority of that decision, if it is a competent tribunal, we do refund
the money. Under this decision that the commissioner has spoken
of, in Schwab v. Doyle, they ran into many millions of dollars on
reffinds, because it involved a complete departure from anything
tat' the bureau had theretofore interpreted the statute to mean.

'Senator JoNEs of New Mexico. What is the principal question in-
volved in ,that case?" "Mr. HiTsoN. It involved'the retroactivity of the estate tax law.
It seems that'ithe estate tax law took effect September, 1916, and
they said that all gifts made in contemplation of ceath should become
a part of the gross estate of the decedent. The bureau interpreted
thii to aena' that all' gifts maide prior to the effective date of that
at, but 'where the death ocrd after the effective date of the act,
became taxable, if it is shdi0W that the gift was made in contempla-
tion of death.

The Stipreme Court, in'Schwab v.' Doyle, said that that law had
no retroactive effect,_and only applied' to gifts made subsequent to
the effective date of the act. We had a refund in the State of New
York of $9,000,000 and another one in California that involved a
$3,000,000 refund. There were many of them of. smaller amounts,
all of which had been collected on the theory that if the decedent
died after the effective date of the act, then had he made a gift prior
to the* effective date of the act, in contemplation of death, that that
propel y cb~stitutin$ the gift' should become a part of the gross
esta a id become taxable. : I was a disputed question; it was one
about which the best legal minds of the cotmtry had sharp differences
of opinion.

Commissioner BLAIR. The'W6odwardcase is another estate case, in
which-there was a large amount refundbd.. ' That was a case which held
ihat the estate tax paid was' educble- frm gross income. We in

II
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OQ INAPTIN1 AUA~iW Or INW41 AWY

the .burea&M4~had tht it we 40o 4edctI% e t,,th4,1prenwe
Coait Of. theW" tAnted$4 4140, thAt wwr, I thi;l, tlpo.qsq W-j"
tai0n up. .14t, was, thp case in which $enatornderwoo4's fatherr,,
lawwas interested,, I thij% ; an4 we ha,4 to makA , very largen=qNber
of; refunds undor -that decision. : The amojntp: Were nqt W ,hrgeeaa
in the case of Schwab v. Doyle, but were prQbaby mqre numerousp.
That all results in reaudits and extra, work and it- can not e helped.Mr. HARTSON. There are :a number 4 deiM Qs 'which, %u )be
pointed. to as requiring the btreu torefind taxes.

Another situation which hA*s, not .been mentiOned, here, whichfinds its way' into this ;10,0oo,OoQ , uad, is the unitprqpe'ty
estate ruling. , $ome States' f tb,Unina eyqunit property statutes
permittg the husba~ad an4, ;wdf* tgq jointly own or; each: 4e 4
vested right _n a ha1f 'interest o the estate during narriaagej'0In
most States there is'just one tax levied on the income fomtble Voss
estate of the two; 'hut these five States, under the ophnion of, the
Attorney General, having the unit property law, permitted the tax-
payers there to split their income -and.the husband 6Jed a spAmte
return from the wife, dividing it, between the two. That cut 44wpa
the taxes very largely on some of. the. large incomes. There, were
very large refunds instead, made on that as the basis.

Senator KNG.* Vid the Supreme Court decide that I
Mr. -HARTSON. No; that was the Attorney General's opinion,
Senator KiNo. I think he is Wre6ng in that.
Mr. HAlTsoN.. Before the Finance Committee, Senator,

there was presented the recommendation from the Treasury.that
even in the unit property States they be not permitted to file separate
returns, to eliminate that very thing you mentioned,, but yoiwll
recall that "that was stricken' out of the bill before it left the HoV*eSenator KNG. When it comes to 0theSenate, we wil draw swozs
on that.

Senator CouZENS. I want to make- this statement for the: re, Or.
I do not believe, the press should be excluded at this point.The CHAumz. I do not think o6ier"l~y, but he i mention

the names of individuals now.
Senator CouzFs. These men go 0ound and tel the newspae

these things, and if they tell the W~p~per, why sho uld, th-y 404
tell us, and let us get at the truth of the mnatterf,

Senator ERNST. You mean who? I'" ' 9

Senator Couzims. These men that the commissioner 'is' t kig
about, that have been fired# and have caused so much ,trobe,
going and telling the newspapers, and the newspapers writing itup.
There has been a lot about it in tho New York WOTld, a who'xes er'e
of stories.

Senator JONES. May I make this, suggestion, that, after all, we
are trying to outline our work.

Senator CouzEns. Yes; I understand that, Senator, but the €om-
missioner is making some statements as to the ori.n of this generally
bad impression that exists, and I think that is public, property.It would go a long ways toward bringigg it out in the public mind
as to what the cause of this situation is. ,,

Senator B Rsi. I think that is :Q ect.
Senator CouzENs. And the press ought to be here when it is said,

so that the press can not say that wjien these matters were dealt
with they were excluded from the room.

I
I



,p, ThO AI W N,. TheJ4 only.reason 'I h00itate is bcts. .w,
tto inig a i 'snaR me in the maters: thatoh be en l itl I
tthi4imp, I think, very properly, and. ugt togo o thp esiand.I tookthe liberyof smng those gentleme .nt coqe hre.
. Commissioner B-i-0. I. did not know that, they were i 1h"r re al.

The. &. 1I agree with , Senator. Couzeno, s far . e
general proposition is concerned, that the press ought to be invited in.
.,Senator JoNzs of, New Mexico. I think so, but ,after we gotistaed

on this.
, Comxisioner Bir~u. There is one other thing in this connection,
and I do not know whether it can be helped, but we ought to: face it
without the publication in .big headlines, which disorgaize the'unit.
You see things published about what is going on here,, and people
Igo out into the corridors instead of sticking 't their jobs; and many
of them think, "Well, I am geing t lose my job next," and it diis,
organize the bureau. But f6' that. reason I have no objection 6o. it.

I think that is a serious matter. That is a very delicate machine
that we have. We have had these troubles'to contend with before.
The employeesget excited and the do not work. When things go
smoothy we get a big output. You can tell it; -it is just lie a
barometer.

Senator ERNST. Would there be any objection to holding it and
putting it in your statement? Why not put all of these things that
have been.whispered about in your statement just exactly as you
have stated them to us?

. Commissioner BL=. I think I had better cover it in my state-
ment because I can make the statement with care and I want to
picture it just as it is.

Mr. HAkTsON. The question has been asked here several times,
and I know the commissioner would like to squarelystate it, and that
is how the Bureau of Internal Revenue can assist this committee in

roperly getting at the bottom of the information that you want to
ha ve.

I think the commissioner will agree with me that this is probably
the ;most helpful method that can be followed on the part of the
bureau, namely, that we -t~ke. Senator King's .resolution, the pre-
amblead the,.whereases in that resolution. that we study that
between iow and the fast, of the week and that the commissioner's
written statement, which he has asked permission to file hare, con-
tain, generally speaking, as nearly as possible and in as much :detail
as can possibly be contained in a written -statement, the.helpful
information in respect to those rather vague and indefinite and
intangible .charges. In addition to that, when the commissioner
comes back to this committee at its next meeting, he bring with hin
the heids of his departments who are intimately in contact with the
many facts that are set forth in that statement and who know from
personal contact with these points generally ,just exactly what the
conditions are. Those men can be inquired of by members of the
committee and the statement that the commissioner himself makes
can be amplified by questioning these individuals. That must neces-
sarily be limited, so far as the bureau's offer is concerned, in the first
instance, to a limited number of men to the men who are in charge
of that work. On. the other hand, if it develops through questioning
these others that additional men are needed f rom the unit, I know

0



the -ommisioner ill cheerfuly Mve those come as well. Bhut:tt
does seem to me to make an issue here;, and that is What we need.
We hkvd'had charges made. -Now, let us meet them." It is true that

th e w c A ar gue, It is extremely, d~i~eult t- kno '0t~r
thereisrbbhind'them, and as squarely, as is huma .y possible I1 aM
sure the commissioner would like to meet them. I -think if that were
p6siblo they can be met with the best advantage.

The CEAWRMAN. I would now like to ask Doctor Adams if he has
any suggestions to make that would be of assistance to us.

Doctor ADAMS. Mr. Chairman, I have not given any thoughtto
that as' yet.' I think you should take these charges that you hear
against the bureau sometimes and try to ascertain the truth tibout.
each one of those things.

There are questions 'that have been brought out here today, such
things as. insiders tipping off outside lawyer. There are questions
about delays and about the supplementing of returns. I saw some
statements in the paper this morning about secret rulings, rulings
which are not disseminated. '
I I think it would be very easy to list those things and try to get the

facts with respect to each one )f them, and what I think personally is
even more important, the remedy for each one of them. _

Commissioner BLJUR. I think that, in addition to the things that
are contained in Senator, King's resolution, if you would give us a
list of the things that are i your minds, or that have been brought to
you, it would be helpful. We do not know what has been brought
to you, but I do know, just as a matter of common sense, that dis-
gruntled people and dissatisfied people will cometo you; you will
hear from a thousand people, but you must remember that there are
hundreds of thousands of people that have dealt with -the bureau andhave nothing to complain of. They say nothing. The disgrun ted
man, whether he has been discriminated against in taxos or otherwise,
is the man who complains; and I have no doubt that there are some
instances in which there is ground for complaint. We are just,'as
anxious to cure those things as anybody can be.

Senator CouzuNs. It seems to me, Mr. Chairman' inasmuch as
Senator King has stated that numbers of people hive been to him:4--
and no doubt others have been to the other members of the tomJ
mittee; I know they have been to me and I have had letters of
complaint-that these witnesses and these complainants ought to
be called in to testify.

The CHFARMAN. I think so. '

Senator CouzEs. And after hearing what they have to say, this
testimony should be submitted to the department; and let them
answer it.

Senator ERNST. I imagine that is exactly what you would like to
have, something definite to answer.

Commissioner BLAI. Yes, indeed.
Senator ERasT. Because I think your observations are absolutely

correct. ' They are indefinite, and you do not know what to prepare
for.

The oC RMAN. Are there any further questions? ' .

Senator CouzENs. I have made some notes here. Could you, Mr."
Comissioner, give us some typical cases, without the names of. the.
taxpayers, but identifying them by numbers or alphabetically, which



urinated in your office, say in 1917, what/process6s'h&1vebeen gonethrogich since then; ld why:it has taken solng, fro 1917 to, 1924i
to o'oniclude themt bpYou, caget aopy f 'these; questions from: tu
teh6graspher, beau§e1 did not, write themn out.

Comnistioneil Yes; I will be glVd Aipve you that.
Senator b6uzixes A:n going to'ask & aumbr of thesa things, and

you can get the questions just as propound them from the stenog
rapher, and you can prepare some of'these things, and submit them

Commissioner BLAm. I .Y"live you some of the typical cames'*and
will give you a histr, of what happened* :'

Senator Couz*s Yes.,'
Commissioner BrAi. And that may enlighten you more than any-

thing else.
Tie. CMmAN. I had that in mind that you take ank instance of;

that kind, run it through, and give us the various, st6ps, telling us just
whar happened and wh4y it happened

Senator CoUZENS. Have you a simplification board?
Commissioner ELAMR. Yes; that is a board appointed, by Congress.
Senator CouzENs. I assume that you can ,have the head of-that

board' or have one member of it, to come down lre and tell us why
there has been this great delay in some of these typical cases that we
desire to know about. •

Commissioner 'BL£ t; Yes; I am sure, the' chairman of that board
will be glad to come. He may not be as intimately ,acquainted, per.:
haps, with the details as Mr. Bright or Mr. Nash would be,, but r- am
sure he will be glad to come at any time ,he is asked to come.

,_Senator Couz mrs. Would it be a difficult job to give us the names,
of the lawyers and the tax experts, whether lawyers or otherwise,
who' practiced before the bureau, and the names of the firms they
represent? I think that probably is too big a job.

Commissioner BLAin. That is a; pretty big job.
Senator CouzENs. But could you state, or instance, those name

beginning with the letter "C" and those whose names begin with the
letter "( ," or something of that kind, as typical examples of the kind
of individuals, and whom they represent in their practice beforei the
bureau V

Commissioner BLre. I do not know. how many there, are. ,"'It
would not be difficult to give the names of those who are enrolled
to: practice. That would be a comparatively easy thing, but asto
whom they represent, that would be inpossiblet exceptby going
into an individual case and dig out the'file to determine who the
taxpayer's representative was in that'particular case. I do not know
of any-record that the bureau keeps, under a man's name, or. under-
a lawyer's name, for instance, as to the case 'he is appearing in be-
fore the bureau. There were no accurate records kept in regard to
the people that practiced before the department until July, 1922.
The regulations of practice were' amended in January, 1922, but' it
took some time to get them in operation. From July, 1922,, we
have complete and accurate records;. Prior to that, we had not a
great deal.

Senator Ea isT.' You do not have'anything like a court ' dooketj
which s hbws, when you turn to, the case, the attorney in! the:casel.
You have nothing of that sort.-



the bureau, without iW to xhiom OyirepwalkA .al w
Can dete=ei%(oat"WAds'1 As(Wp~ $h4e. 9#he iut9U

ppiobably itestiy, as to: whom, ie Tepretd
f 6 mXM WO 0" not -. C them ah

Commissioner BLAmn. No; you would sit'here a long imie if YOU

Mr, HARTsoN'. That would-b beWajr, j~ssibly,, thau to ,go through
the files of these several millions of cases downt1heOT,

eenAtotr CGOukXN9-XAB Ethe -bUwePU': a0 og ~ print,4 rules-;"wh
defie the qualifications 'of those permitted to practice before the

(~omisionr B&in Ye, sr;we, hay, and l oIbgadto.
furnish you with a copy of the, raoitions. .,We -have amended
them and made' them sttor 8t -the tune we.)amen4ed ihe6~

*Smator Cwzymoi. 1 tha vw would like to have: tl~at..
TheiA.AumAN. Yei; that is ontirely proper.

.Senator JOxw of:New_ Mexico.. Is it necessary, for, any. practicing
attorney _,to be formally admtted to practice in your dejpatMet

CommssinerBr~R. essir hehas to be rolledd to practice
befr the reaaw'y Dopairimeat. .We have a committee on euroll-
meait .nd-diauzent. IIt. is not a bureau committee) but a Treasury
committee

Senator JeNNESOf New Memueo. Thle-fact, then that a man who is,
an., active, practitioner at the. bar would not. qua6f him to. Practice
Mn your, department?

' Commiioner 'Bwt. No; -he lms.to apply and has to have a power
4of attorney now.

Senator ERNsT. Dos he haveo to -be, an active practitioner to
Practice before your depaflnznt?1:". ;Ot

Conm iss ioner BIAIR,, Ns; he dos not.,
.0,84ator Jofts~of New Xexico. He does not have to be admitted,

Commissioner BLAiun. No.
I i Mr'% HAI-1'aow It it; attox'ney ,: ocountant, or iegent, A msn quali-

Ifyifgin, either of thosei respeots-.may,.appear as. an, _Vert
Sonatot, K004. Have .you .not:,observkd t ht. alaoge number' O.

yur!,,emlojees,.,have, rssigaod- tfte, -they. had, jottou .hold, of same
irnormatton;, anore~ elae that manila a~ept, bad:
been made, ,which,, if chWWled to ,the attention of. the board. woul.&
reskult ina refund being made; that~ they hove reigned, have slipped.
out sadhavre gone to the: Uxpayer, gottext tho cpase from him., pre-.
sented it,. andwere paidfor Mi.

C Cowmissiouers Bwtn,IbL ave uot doubt, that -that~ ha4, been done.
Senator KiNG. - hear of a, case; the, other day.

Comssioner Bian. We are 4tryinag veryhrtop0ettat
i~Senator KiNG. I-learned. of a mae. the other da4y of A Man in Texas,

who was not acquainted with these things, and had been overcharged.
11004)0 -it was -apparent ioA . its -1ce, aad, one of , your, ei .y.eS
ifamediatelyresigned and slipped down: to Texa8,,ot. hold of this a.
and received a percentage amounting -to,,$80,000.



tm. ~ 1%tbktt. Kin~"bte~fnt '*Aty to; preot6f ttI
A 6ato J~F~&4~fNe*- Meikdo. Did -he' VikIaO -at statlhte"'in dtion

Senator E1ae.-a If, he 'did nob want: td regignhcol'hv' e-

respect..A A5 AA

Commis'sidinor Bz~xii. We'are, tryit to prevent it, and -we afre ina
measure preventting it.' I do- hot think -*e will *ever get to the*-poitit
where we will entirel r prevent it. I think 'one oatswet to thist is that
Barnum was right.A

Tho' CHA1kiA'N, What Jproportion of' outie ii" taken uph,
Senators and RepresehtatIves coniing: tip thee. and bringing their
constituents'with 'themd to talk -over tax ca.4svwith you?' A: A .

,Comamissioner, BLAIR. Well', I hardly kItow. Quite good devd,,of
my time is taken up in that way. I have quite A long list of eallb~rs
e*vnrv day

We ICh fAt. -Every day?' '

Commissioner'BLAIR. Oh, y";; quite q- long list of callers evy day.
Sometimes I -ha~'e not'a', minute' whih o a'gve t elwr io
9 o'clock until 1. 1 try to keep them out in -the afternoon but 'I cati
not refuse to see a Senatxf or a Congriessni~n, if &e comeA * fiere iii 'the
aftroon. I try to -reeve -the aift~o6hi 16k, work,- but, , 06h., n;t

Senator COvzENs. Does the fact that these Sendtors-and .RepreL
sqhtAtives come down theree influen''66 'you' in viny wayI

C~inmiissonei ULMR 'No; I do not think'auy'man hm- ever- it)fin'
ended m~e, consciously,, on' a tar case'

Senator COUZENS. What advantage IS there in having 4 R re'
sent'&'tive or a. Senator 'come down thet'with a constituentV

.~"Commissioner BLAiir. Well, they feel that they -can -not rfusqe'
'constituent. 'A constituent always fees that thby should accompany
him.'

'Senator'CovzEv% s. But it does not helpl'hem any, as a matter of
-fact?''

Commissioner BLAIU. No; it does not.
Senator Coiivs. As a mait ei o-ffact, the" grater benefit, accrues

ito the Senator.
Commissioner, BLAIR. Wll, he d~s this for hi§- constituent. 'As

a rule-there 'are some exceptions' to this-buit' as a rule , the' Codi'
gressm.'n an nators nevraru cae. Ty'come up 'there aiid
introduce the' Ma n and say dd This:iA one of'ni constituents." "Occa-
-sioniy one comes up an wants tW i'g 'tbje caie, but a' 4 rule they
are, most courte'ouisand iostethical Aout it. ''They idefstArud thiat
I 'understand that the y arie intfoducing it constfi'from home; and
-they 1o not expect im' to have, any favors. '

Mhe CtAImAN. What he gays is, for' hjUO u consumptio' ?
CorniinrBwi Yes ;*what saysis for homiecofisumptiA'

Always treat li O, att a ny rate.'A
Senator COUZENS.. COId your bureau devise any method'w4hrb

the taxpayers cold' 'be' notified *th~t 'i is 6heesit. fa.
solicitor or any, ageqt, any, commission to get retfried, to'* hih ' b~iet
,overch~ges'or payments iiade as' i i "testlt- of honest rbrs f'As ""



Voiwnissioner D" Well,; I gave, A! statement.,tothe, pr ass one
ue4 and I, do pot ,often ,gL: a Statement . ithe pr~os, -enator

Couzens,as you'and I have a different view about that; I like to
say out of the press , but I gave out a atatement t the' presspub-
liseing one of these 40-60 agreements, which one of. these tax experts
outside was havi signed, by ,solieiting businesss and calling .tten-
tion to the fact that the taxpayers were being bunced', an that if
they, had .eritorions cases a id a, large refund, coming -tO: them,
under the, law, theywould getit fc- them. I said there was no use
to pay any such_ Meg that sum. I gpve, out, that starenent .because
I thought it ought to go out.

Senator Jon~s of New Mexico. Right. in that connection, the
pension law baaprovis'on limit, the amount of fees that a person
may receive, who is practiing before the Pension Bureau. , I wish
you would consider the advisability of our putting something of that
kind in this revenue law.

Commissioner BLAIR. We have already, in a measure, done thgi
in our regulations before the department. We make a, man state
what his fee is, and if it is on a contingent basis, we make him statte
what the contingent fee is, and we call his attention to it if it looks
like an outgeous holdup.

Senator JocNFs of New. i. Should not Congress, in legislating,fix a percentage or something of that sort that could be published to
the entire country, in the same way that it is done with respect to the
Pension Bureau?

Senator CouzEs. The difficulty with that, Senator, is that, the
amounts vary so much that if you were permitted to collect, say,. 10
per cent on a small claim and 10 per cent on a large item, the large
item would be outrageous.

Commioner BLAmr. In the Pension Bureau the maximum amount
to be charged is stated. ' , " I 1 . .I

SenatorKz6o. And it is probably always the maximum amount.,SSenator ERNsT. But that is very small.
Senator JoNsEs of New Mexico. I offered that merely as a suggestion.
Commissioner BLAmr. It is a matter worthy of consideration.
Senator JONES of New Mexico. I think so.
Commis.oner B.uit. It is a' diFicult matter to deal with.
Senator JoNEs of New Mexico. ' It is.
Commissioner Bzun. You have, perhaps, a case that does: not

involve very much, but which does require a great deal of work, and
50 per cent fee is notra big 'fee. You might have an easy case likethe one I spoke of a while ago, of the man getting $80,000 for nothing.

Senator Eu4NST. Fqr stolen,information..
,Comissioner BLAIR. One ]er cent woula represent a high fee for

the wor~k~heactuly dpes; so it is a most difficult thing to get a rule
that is fair.

Senator JoNzs of New Mexico. Why not do this, then-pro~vide
that the commissioner shall fix the fees to be allowed in each Case.
based upon. the amount'of work done and the.respoxsibility in con-
nection with it?

Th le A .",% , A e I commissioner, then would h e a lot of
trouble Oq hbs ans.

_senator E SeTs. ,e woul , indeed. He' could not do anything
else.



. Senator Oovsw He might ssign somebody to 4o that.,., I
that is a ood suggestion.
• ..Con sner KBza. How far dqes the committee on eq )ment
and isbarment assume'to regulate fees, do you know, Mr. rtou I

M. H&RTsow. I think there is no attempt whatever made to6 4o it.Senator COUZVNS. Do you not think it would be a good thing to
make an attempt, to do that ?

Mr. HAnTsoN., As a question of policy, I am inclined to t think it
would, The difficulty that the bureau confronts, however, .e its
inability to regulate and exercise proper control and superior
over those who do not practice openy before the bureau. ake
this case that Senator Jones spoke of, or Senator King, the $80,QoQ
case. That case should not haMve happened if the facts were properly
presented to the bureau, because that is clearly in violation 1of the
regulations of the bureau, and the probability is that that man did
not dare to appear in that case. , The bureau could not keep him
from resigning. We had no information that. he was going to resign,
or of.his knowledge in that particular case., He goes down there,
and hie gives, some information to th~e taxpayer, and then the tax-
payer takes it to some accredited practitioner, who might con-
ceivably be innocent of the whole scheme.

Senator JONES of New Mexico. Why would it not be feasible to
provide in law that it shalt be a criminal offense for anyone who is
not a' legalized practitioner before the department to receive any
compensation for work in such cases as we have been speaking ofI

Senator ERNST. I may get a man at my home to go over the
accounts and to get my case ready for other accountants. There is a
lot of- work to be done in connection with some of these cases.i You
can not prevent dishonest employes from stealing information. He
may go to a man and say. "I can give you some information which
wil result in a big saving." He gives him that information, and the
saving results, through the use of attorneys, and no one would ever
know what happened between this employee and the man who got
the information.,

Senator JONES of New Mexico. Well, we have not many criminal
laws that are not violated.

Senator ERNST. I think there have been just such cases, and if it
is possible to do, anything to. prevent them, we ought to do it. -
thihk you can prevent an employee from stealing information.,

Senator JoNEs of New Mexico. The reason [iam bringing up the
question is to try to get our different minds to meet on it, and see if
something can not result.

Senator ERNST. I am trying to make it clear as to the regulation
of fees. I do not see how, it is possible to do it. I do not think it
would. serve the. purpose that you have in mind by attempting to
regulate.the lawyers' fees.

Senator o0VZAsNS. I would. like to know if the commissioner or
his staff has any recommendations to make that might be incorporated
in the law, or otherwise, to avoid the necessity of such costly service
to: the taxpayer occasioned by the employment of accountants,
attorneys, and experts of all kins. Com laints have come to m6,that
it,.costs .enormous, sums to get a refunJd from the Government,. on
"Ceount of hving to retain so many experts. ,

Senator KXxo. And lawyers.

. 'I 1



f-'si- tor tzg. And lye- -,and on. , Itseems -to &e' that
that ,s something that thought ought to be given to. l ,

Cbuor iner, n_. Th)_ght . i being givento tht. Senator
Obu0isa. We tire, 66W, in the field,; ttvin our field -men.exanie
the etum i for 1920 and 1921; at one exammatioji. • That simplifies
thetkingi for the taxpayer in the way of employing a~countants, and
so forth, and also saves the Bureau a eat deal of money. If we
4an once get this work current, it will be more cheaply done, b0th
to thetaxpayer and the Government, because when a thing is fresh
in the minds of everybody, the truth can be gotten at more easily
and at Much less expense. The secret of it is, gentlemen, toget your
work:current.

Senator JONES of New Mexico. And I suppose your correspondence
regarding these long-pending cases takes an awfullot of time?

S(emmissioner BL.. It does, and you get then this situation:
Here is a big case that comes into tie Bureau. It came in, say,
three years ago, and you have had a group of accountants working
on it. • The case was not completed: something happened, and the
accountant resigns and goes out. The next year you have to puts
hew man-on it. The turnover is terrific. What is our turnover, Mr,
Nash?

Mr. NAsH. It has been 30 per cent.
Commissioner BLAIR. You see that makes it difficult.
Doctor ADs. Your turnover must be much higher than' 30 per

cent. Taking into consideration the men at the head of these
units, it has been much more than that.

Mir. NAsH. From the men at the immediate top, it is higher,- but
taking the auditors and the clerks in the income tax unit, it has run
about 32 per cent for last year. , I , .•

The CQ~WxA. That is to say, as fast as a man develops ability
and he becomes known on the outside, he is hired by some private
corporation or firm?

' Commissioner BLAn. Of course. Here is a fellow that comes in
and devotes his time to this work. He goes to school at night, and
he works like a dog and masters this income tax business. He is
down at the bureau. The taxpayer comes in and he sees him doing
the work, and how he handles it' intelligently ' and quickly, an
"There is a bright fellow; he wouid be worth a lot of money. in

our business." We are paying him $3,000, and -they will pay him
$10,000..•Senator COUZENS. I understand from the list that, you furnished
me the other day of cases of discrepancies that were discovered, that
there has been delay in securing prosecution; is that correot-1 .

Commissioner BTbAn. 'Yes, sir; there has been. I told you of.
eoniiction the other day. I expected the sentence in that case, but
the attorney for the defendant was ill to-day. I got a note since
I came down here to-day,, and I wanted tobe able to t you sboutit,
that the sentence was postponed again in the RickmeieirUnderwood

Senator CoUZENS. Is there any delay on-'the part o, the Depart.
ment of Justice in the handling of these cases I

Commissioner BImn. These cases are handled through the district
attorneys, usually, and not; in the Department of' Justice itself.
Of course, that is a branch of the Department of Justice,
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.'Senator Couma. Do you get prompt cooperation in prosecuting
these cases from the district attorneys I

Commissioner BLAm. The district attorney has a very congested
docket here in the District, but he has shown a fine spirit of co-
operation. They are frightfully behind with the work, and we have
to- take our cases:when we get to them. We have not reached our
cases as promptly as we would like to but I do not think there is any
lack '(J cooperation on the part of tle district attorney here. He
has a tremendously big docket, and he has not reached the cases.

Senator KING. In line with the Senator's remarks, did you find
any defalcation for criminal acts on the part of your employees
in other parts of the United States, which result in prosecutions and
convictions?

Commissioner BLrAR. Quite a number; yes. There have been
quite a number. I can not give you the exact number now, but
I can get you a statement showing just what is being done in that
respect. Human nature is the same the world over.

Senator KING. Oh, yes. Excuse me, Senator. I did not mean
to interrupt you.

Senator CouzENs. Yes. Could you give us the number of cases
that you have had of dishonesty in your field employees, and also
on the part of employees in the District?

Commissioner BLAxR. I can give you a list of the prosecutions.
Now, we run up against this situation sometimes, andit is a very
delicate situation to deal with: There is something that we think is
wrong in a certain place in the bureau. We can not get the proof
of it to save our lives, and we either transfer that fellow or ask for
his resignation, or something of that kind. There have been cases
of that lind, where we felt that things were not going right, but we
could not get any proof, and we got rid of them in some way.

The CmirmAxn. Have you your own secret service ?
Commissioner BLAIB. Yes, sir.
The CHA1RwAN. In the bureau?
Senator JONnS of New Mexico. How much of a secret service?
Commissioner BLA=. We have about 60 men. They are scattered

around over the country.
The CnmaunAN. How many have you right in the bureau I
Commissioner BLA=. Well, it varies from three to six or eight.

We have more than that in the entire department.
. Mr. HARTSON. From a dozen up to a out thirty, they range, in
the District.

Commissioner BrLm. We call them in when there is something
here that needs special attention. We have to get new men, because
the old ones become known.

Mr..HARTsoN. In that same connection, it might be interesting to
point this out, that the commissioner has found frequently that tax-
payers themselves, through fear or through the apprehension that
their case might be jeopardized before the bureau by any disclosure
of claimed irregularities, do not cooperate with the bureau officials in
bringing to light these irregular thin& that are taking place, and which
eome to their knowledge. It is only occasionally that a taxpayer
will come in and say, "I think John Smith in the bureau can be
reached," or that "he wants to be sweetened up a little." It is-only
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in: the most exceptional cases t"t that occurs; and they do. not want
their names used; they want to keep out of it; they do not want the
slightest point made of it at all, or any publicity whatsoever.

o missioner BIAn. We often get intimations, but they are so
indefinite that we can not act on them; but occasionally a taxpayer
homes up and gives us something definite, and we catch the man every

time when the taxpayer does that.
We have to have help from outside people, and a great many of

them do help us in that respect, because the fellow that is doing the
grafting does not come to us; he goes to the taxpayer outside.

We had a case of a woman who telephoned a taxpayer in New
York, saying that there was an overassessment going out, and saying
that for a consideration she would get the returns out and close
them .out. A taxpayer called immediately on the phone. We
arranged to have one of our secret-service men pose as the taxpayer.
She came up, delivered the papers, and took the money, and of
course we got her.

Take this Rickmeier-Underwood case in which they pleaded
guilty recently. There was a tax there of considerably over a million
dollars that the man on the inside proposed to the man on the outside,
or the reverse, that they would get relieved of. A very reputable law-
yer, who represented the taxpayer came immediately to me and told
me the facts. They were wanting $160,000 to turn the deal. I got
the fake money from the Treasury, with the exception of $2,000, which
I got myself, and sent a man over. He came up there and delivered
the papers, and we got him. He has pleaded guilty.

We have numerous cases of that kifid. We are catching every one
we can.

Senator COUZENS. One of the complaints that were spoken of, I
think, by one of the Senators, and also by Professor Adams, was on
the question of your decisions, made by the Board of Appeals. Com-
plaint is made that these decisions are not published. Is there any rea-
son why all of these decisions should not be published I

Com ssioner BL.Am We publish all decisions now. We formerly
did not do it. The committee has so much work that it can not sit
down and write a long legal opinion. If you turn these committee-
men loose to write opinions tley would want to write a real judicial
opinion.

Senator KING. To prove, that they are lawyers
Commissioner BLwia. Yes. We have a number of cases coming

over the desk every day, and they can not write those long opinions,
but we have a list of. secret rulings, and things of that kind. Last
December I made an order that every ruling that had not already
been passed upon should be published, and they are all published
-now, I think, perhaps, that should have been done a long time ago.
It has been the custom since.

Senator JoNEs of New Mexico. Were all of these decisions in all
cases made public?.:

Commissioner BLm. Yes; they are published in a weekly bulle-
tin which we get out.,

Senator; Kim. Each one of these refunds is shown, together with
the, siowt., . tai nth s f t
I ComIissionerii Br-.u No; that is not the decision of the com-
mittee. These are the decisions as to the facts and the law in the
case.
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Mr. HARTSON. There are no amounts or taxpayers' names ,men-
tioned in these rulings. They are solely for the purpose of informing
the taxpayers generally throughout the country of the position taken
by the bureau.

Senator KI(o. Suppose John Jones should pay a tax of $100,000,
and it goes through the regular machinery that you have provided
for it, and then later it has been decided that he has been overtaxed
$50,000, or suppose it develops that he has not been taxed enough
and he has to pay another $25,000. Is there a publication of that
decision?

Commissioner BLAIR. If the committee passes on it, or the solicitor
passes on it, the substance of the opinion is published. The prin-
ciple is published.
. Senator Jomzs of New Mexico. The name and the amount involved

are not published?
Commissioner BLmR. The name and the amount involved are not

published, but the principle on which it is decided is published, so
that every taxpayer who has a similar casd has knowledge of that
opinion.

Senator KING. Suppose it does not reach the higher tribunal;
suppose I am an applcant for a refund, and my case goes along for
a little while and you decide that I am entitled to $25,000, and that
it. is paid to me?

Commissioner BLAxR. If it is a question of audit, or a mistake in
audit or something of that kind, that is not published. That is not
committee opinion. There is no opinion rendered.

Senator KNo. I have had many complaints to the effect that
opportunities for fraud exist, and fraud has been committed there,
ii which some of these subordinates have ordered refunds and their
decision has not gone to the higher officials there, and the money
has been paid out, and perhaps it was illegally paid out.

.Senator COUZENS. Could that happenI
Senator KiNo. The subordinate official was passed over, or was

corrupt and did not stand up sufficiently for the rights of the Govern-
ment.

Commissioner Bzja. It would be very difficult for that to happen.
The reaudit must be reviewed, and it must pass through so many
bands that it would be most difficult to corrupt everybody along th
line.

The CHNAMAN. Howmany hands does it pass.throughI
Mr. Bnxowt. Five-that is, in the simple cases.
The CkAImAN. Yes.
Mr. BwoT, Going through the simple process that Senator King

referred to, of the audit coming in the auditor's hands who made the
original audit, passing: through his unit sheet, and then the section
she . to a review: section, and there reviewed by the reviewer and
approved byhis chief.

Senator Kumo. Not connected with, the tirst audit?
Mr. BRIGm, Not connected with the first audit.
Doctor ADmm. Am I not correct in stating that any refund or anr

change involving over $50,000 must be submitted to the solicitors
Commisionor BLAM., Every refund involving over $50,000 must

go to the solicitor's office.
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Senator Km. -Whois' the chief solicitor?
Commissioner BLMR. Mr. Hartson. I do not know the names of

the other members of the committee very well. You asked a question
about the committee on appeals and review. That is simply a com-
ihittee designated by the commissioner to act for him. Of course,
the law provides that all appeals shall be made to the commissioner.
The commissioner can not hear them; it is physically impossible, of
course; so this committee is designated by the commissioner, and I
want you to see how the work is increasing for various reasons.

During the last month the committee on appeals and review passed
on as many cases as we passed on in the whole of the years 1920 and
1921 together. That is partly due to 250-D, allowing Tepeals, and
due to the greatly increased output of the unit, the auditors.

Senator KING. And I suppose due also to the fect that precedents
have been established and cases fit those precedents.

Commissioner BLAIR. Yes, sir: and they take them up with that
committee.

Senator CouzENs. Are the hearings on those appeals before this
board of appeals held in public or secretly?

Mr. HARTSON. They are privately held; necessarily so, because at
the time of the hearing on an appeal there is a complete, open discus'
sion of the tax liability, the amount, and the name and everything
connected with it. If the taxpayer desires to have some person or
persons present it is entirely proper for him to bring anybody he wants
to bring with him.

Senator COUZpNS. Of course he can, but what I am thinking about
is this: If all of these details are gone into in a regularly established
court, why should they not be gone into in public so far as the Internal
Revenue bureau is concerned M

Mr. HARTSON. Because the law permits it.
Senator CoUZE.s. Do you not think it would be a good thing to

correct the law or amend the law so that you would have the same
publicity that takes place in a Federal court or a State court?

Commissioner BLAIR. The new revenue bill has a provision which
creates a court for the hearing of these cases. I do not know whether
there is any provision in that that they shall be held in private or not.
° Mr. HATsoN. It is a question of whether the taxpayer has any
rights of a confidential nature in regard to his own private business.

Senator CouzENs. He' certainly has not when he is using a public
tribunal, in my judgment.

Mr. HARTsoN. There is a difference of opinion on that.
Senator JONES of New Mexico. It seems to me that when any

question is raised calling for a decision as to the amount of tax that
he ought to pay he ought to be willing to have that question decided
in the open. You may say what you please about the ordinary tax
returns which never raise any question, and which do not require
any judicial decision. So far as I am concerned I am perfectly will-
ing to have them all a matter of public record, but it seems to me that
quite a distinction can be drawn just'along that line; ,but whenever
a taxpayer calls for a readjustment contrary to the audit of the
bureau that readjustment should be made i public.

Mr. HARTSON. I think that might be. I can easily conceive how
that miy be helpful from the standpoint of the bureau.

I
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Senator KINo. I am in favor of publicity. If you. set up a court
of review at all, then any man who says, 'I have been wronged by
the Government," ought to submit his evidence there as anybody
else would.

Senator JONES of New Mexico. In the open.
Senator KING. In the open.
Senator JONES of New Mexico. The thought had not occurred to

me before, but I think we might draw a line there in making thesereturns public., •.Tre CHAIRMAN. The only trouble about that, in my judgment, is,

that if you publish the retuns, it will show that a comparatively
few men are making a great deal of money and have a very large
return,, which will give demagogues a chance to go out and harangue
the multitude for the purpose of stirring up the classes against the
few,

Senator JoNEs of New Mexico. Yes; I appreciate the force of tnat;
but is there any distinction between making these returns generally
public and making the proceedings on revie* public ?

The CHAIRMAN. I think so; yes.
Senator KING. Senator Watson-of course, this is purely academic

-here is the answer, whether it is complete or not: I think the public
has a wrong idea in most instances as to the earnings of a man. When
a man dies, it is published immediately that he is worth $25,000,000
or a hundred million, and when you come to get the inventory of his
estate, it is found that he is worth only five million. I remember
some years ago when Governor Flower of New York died, it was
reported that he was worth $25,000,000, and when his estate was
probated it was found that he was worth only $400,000 or $500,000.
The public has an exaggerated idea of these fortunes, and if you
publish these returns, you will* find that instead of exciting the
multitude to anger and resentment at the big incomes, the public
wil! say, "Well, they are not such ig incomes, after all."

Senator JONES of New Mexico. The estate tax returns are made
public, are they not?

Mr. HARTSON. There is some question about that, Senator Jones,
as to whether the law applies to the estate tax or not. I doubt
whether it does.

Senator CouzENs. One of the Rockefellers died recently, and I saw
every item of his estate listed in the New York Times.

Doctor ADAMS. And in the New York probate court.
Mr. HARTSON. And they are not ordinarily private records in the

States.
Senator COUZENS. What difference does it made whether you pub-

lish it -fter a man has died or when he is alive? What is your opinion
about that difference?

Senator JoNEs of New Mexico. The dead man can not make a kick.
Mr. HARTSON. Of course, it is all a matter of public record in every

State in which a man dies. His estate has to be probated, and an
inventory made by appraisers has to be filed as a matter of public
record, and can be inspected by anybody.

Senator COUZENS. I ask you, Mr. Solicitor, what is the difference
in publishing a man's record after his death and not publishing it when
he is alive?
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Mr. HATmON. You are asking me on a question of policy? On the
question of policy, I see no distinction, in prneiple..

Senator Oruzmws. What part, if any, do your deputy collectors
play in the decision of these cases. Do they play any part at all?

Commissioner BLAIR. The deputy collectors play a very little part.
Mr. Nash can tell you more about the deputy collectors - than any-
body else ih the United States. He has charge of them.Mr. NAsM. The smaller income-tax returns, those of incomes of
$5,000 or less are audited in the collector's offices, and the assess-
ments are made there,, and whatever small 'adjustments there
might be. The forces in the collector's offices comprise both clerks
and deputy collectors. The clerks are civil service employees.
The deputy collectors are the personal appointments of the collector.
Theremay be some deputy collectors assigned to the work of auditing
these smaller income tax returns. Whatever decisions they make
would be based upon regulations or Treasury decisions which have been
published.- It would bie a very rare case where they would be called
upon to make an original decision.

Senator COUZENS. You say "the small returns." How small?
Mr. NASH. Returns where the net income is $5,000 or less.
Senator CouzpNs. In such a case the deputy collector has a right
nO make a settlement, based on rules issued by the Treasury Depart-

ment
Mr. NASHI. Yes, sir.
Commissioner BLAIR. Thope are rules macs by .the collector's

office-all of them.
Senator Couzzxs. Does it not appear strange that any clerk out

of the six or seven thousand employed in the Internal Revenue
Bureau, br any deputy collector, may know the income and the
income tax paid by any citizen, and any Member of Congress can
not obtain the same information? I mention this becatise I do not
think there is any secrecy about these things. You can not pledge
this number of employees to secrecy as to the income tax paid by an
individual any more than you can pledge the executive session votes
of the Senate to secrecy.

The CHAIRMAN. Well, that is rather a forcible illustration.
Senator COUZE.NS. Well, we are a little below the average, I will

admit: but it seems to me that if all of the clerks of the Internal
Revenue Bureau have access to all of these records, and the public
has not. it creates a perfectly ridiculous situation. A thousand
dollar or a twelve-hundred-dollar clerk can have all of this informa-
tion, and yet the public, whose interest is paramount, may not have
it. In other words, that situation invites bribery and things of that
sort in an effort to obtain this information.

Commissioner BLAIR. Of course, that is a matter entirely for
Congress; but this might be said in answer to that: You are a
chemist; vou are manufacturing chemicals: vou have secret processes
and you have clerks in your employ to whcm you are paying $1,200
a year and you have laborers who are working and mixing those
ehmicals and making your product every day. They know all
about what is in it, but the public does not know it, because'it is---

Senator KIo. Some little loyalty on the part of the employees?
Commissioner BLAIR. Yes. 'Of course, they reveal it sometimes,

as they sometimes do in income-tax matters.
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Senator COUZENs. The bureau has a system 4r m,ing 1 rbitray
assessments, as I understand it, after a mere sperficial audit, in
order to protect the Government against the running of -'the statute
of limitations. Is that correct?

Commissioner BLAuR. Well, yes and no. In 1917, the law provided
that you shall have 30 days after the A-2 letter goes out to file an
appeal or to object to a proposed assessment. Now, the statute
expires on the 15th of March, and a letter goes out between the 15th
of February and the 15th of March. If you ive him 30 days, the
statute will expire; so we have been obligea in the cases that come in
in those 30 days to make the arbitrary assessment; and We always
permit the taxpayer to file a claim, so that he can be heard ,

Mr. HARTSON. He is given an opportunity to file a wsiver first.'
Commissioner BlAIR. Of course, he can always file a waiver, in

which case the arbitrary assessment is not made. *That ha8 amounted
to very little this year, and we feel that there will be no itecessity for
it in any year after this, beCause the work is becoming so- nearly cur-
rent, or will after this year. We do not think there, will be any
necessity for it next year, and there was very little necessity for it
this year.

Doctor ADvts. All taxpayers are given aa opportunity to file4
waiver before an arbitrary assessment is made.

Commissioner BLAnI. Yes, sir.
Doctor ADDms. I want to get that straight. I understood you' to

say before you put on arbitrary assessment, you warn the taxpayer
And say that you are going to do it, and would like to have a waiver.

Mr. BRIGHT. I think there have been very few instances where we
have made an assesssment, without giving the taxpayer a notice of
the assessment, with the request that he file a waiver.

Doctor ADAMs. I do not know the differences I only want to get
it straight. I hear of an enormous amount oi complaint on tis
point, that taxpayers, out of the blue, got some big assessment, and
it subsequently transpires that what you wanted was a waiver 'and
that really the assessment had not been carefully made. I have
heard that from a number of reliable people, and I wanted to get
your statement on it.

That was true in March a year ago.
Senator CouzENs. You handle the Prohibition Bureau, do you

not?
Commissioner BLAIR. Yes, sir.
Senator COUZENS. I understand that there was some testimony

given before a committee of the Senate to-day which, if I am cor-
rectly informed, charges that some member of the Department of
Justice was requested to investigate the Secretary of the Treasury
in regard to liquor transactions. Did you ever hear of any such
case as that?

Commissioner BLAIR. No; I did not know there was any such
thing. Let me have that again, Senator.

Senator COUZENS. I say, before another committee of the Senate
to-day, a witness testified, who was formerly with the Department
of Justice, that former President Harding had instructed the depart-
ment to make an investigation of Mr. Mellon's relations with the
liquor warehouses, etc., and particularly in the New York district,
if I am correctly informed. Do you know of any investigation that
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was made in the Prohibition Bureau by the Department of Justice
in that connection ?.

Commissioner ,BLaI. No; I do not know of any that has ever
been made.

Senator OOUZwIs. You have, never heard of any such investiga-
tion?.

Commissioner BiAim. No.
Senator. CouzEis. That was the testimony given before the

Daugherty committee to-day.
Mr. HAuTON. Who was that-Gaston Means, Senator?
Senator Couzims. Yes; I think that was the witness.
The CaA IvaA. Who was that witness?
Mr. HAzTsoN. Gaston Means. I assume so from following the

public. press. His name has been featured in the press.
S enator CouzEzl. So far as I am informed, I have nothing further

to ask at this pont.
The CUM . Then, may we not adjourn?
Senator KwNa. I think we ought to take up some of these matters

with Doctor Adams.
Senator COUZENS. I would like to suggest, Mr. Chairman, that

the Commissioner and his staff be excused for the balance of the day.
The CMRMAN. All right you may come back at our call. Our

next meeting will probably be on Monday, Mr. Commissioner.
Commissioner BLAR. I can come whenever you desire me. I

want to prepare this statement for you as quickly as I can. I will
write.it out so that I may have it ready on Monday. I will go ahead
with it, at any rate, and have it for you, and I will come here at your
call.

The CHAIRMAN. If we want you on Monday we will let you know.
Commissioner BLAIR. We will come when you notify us.
The CHAiRMAN. The committee will stand adjourned and will

meet next at the call of the Chair.
(Whereupon, at 5.05 o'clock p. m., the committee adjourned,

suhbect to the call of the Chair.)

It
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INVESTIGATION OF THE BUREAU OF INTERNAL
REVENUE.

WEDNESDAY, MARCH 19, 1924.

UNITED STATES SENATE,
SELEcT COMMITTEE ON INVESIGATION OF THE

BUREAU OF INTERNAL REVENUE,
Wa~hington, D. 0.

The committee met, pursuant to call, at 2 o'clock p. in., Senator
William H. King presiding. r

Present: Senators King, Jones of New Mexico, Ernst, and Couzens.
Present also: Mr. D. A. Blair, Commissioner of Internal Revenue;

Mr. C. R. Nash, assistant to the Commissioher of Internal Revenue;
Mr. J. G. Bright, Deputy Commissioner, Income Tax Tnit; Mr. N. T.
Hartson, Solicitor Internal Revenue Bureau; and Dr. T. S. Adams,
tax expert, Yale University.

Senator KiNo. The committee will be in order.
Senator COUZENS. I would like to ask Colonel Drake a few ques-

tions.
Senator KwG. You may proceed, Senator.
Senator COUZENS. Colonel Drake is the president of the Standard

Steel Car Co., of Pittsburgh, and was formerly assistant to the presi-
dent of the Gulf Oil Corporation.

STATEMENT OF 3. FRANK DRAKE, PRESIDENT OF THE
STANDARD STEEL CAR CO., OF PITTSBURGH, PA.

Senator COUZENS. I have not put anything in the record that you
wrote me, Colonel, because I thought you probably could state it
best in your own way. You might state for the committee now
your connection with the Treasury or with the Bureau of Internal
Revenue, how you became connected with it, what you have done
since you have been connected with it, and what, if any, part you
took in the management of the bureau.

Colonel DRAKE. As I have written to you, under date of March
14, Senator Couzens, I am president of the Standard Steel Car Co.
of Pittsburgh, Pa., and was formerly assistant to the president of
the Gulf Oi Corporation. The Mellons of Pittsburgh have a sub-
stantial interest ib- said companies and consequently I came into
contact occasionally with Hon. A. W. Mellon prior to the time when
he became Secretary of the Treasury. When the Secretary came to
Washington, March 4, 1921, 1 accompanied him and assisted him
for a tine in a private, confidential capacity by endeavoring to
secure accurate information as to the qualifications of persons who
were being considered for some of the more important positions in
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the Treasury Department. In order to render the greatest possible
service in this regard I made such a study as time would permit of
the nature of the various positions to be filled and the particular
qualifications which men should have in order to fill them. In this
way, as time went on, I acquired a knowledge of the Internal Rev-
enue Bureau, and particular V'of the Income Tax Unit, land became
familiar to some extent with the problems of administration con-
fronted by the bureau. Much hfts been accomplished in the way of
solving those problems, .but I believe that it lies within the power
of Congress alone to correct what I regard .as the most serious defects
in the present system of administration. "Some-of these defects and
my recommendations for their correction are as follows:

'The salaries paid in the bureau are woefully inadequate. This
results in a big- abor turnover which has most disastrous effects, as
it does in any other business. It is particularly disastrous in the
Income Tax Unit because it tends to reduce production aid delay
tax collections and at the same time causes dissatisfaction among
the taxpayers. Secretary Mellon and, I believe, his immediate
predecessors have been cognizant of this situation and endeavored
to correct it by requesting larger appropriations, but Congress has
refused such requests. Until Congress changes its attitude and sees
the wisdom *of sanctioning a more liberal policy so far as salaries in
the bureau are concerned, it is idle to expect the close approach to
100 per cent efficiency which we would all like to see.
, Another very serious obstacle to efficient administration is the fact

that the various branches of the bureau are scattered over a large
area in Washington, there being no less than seven different places
where the bureau is doing business, some of their being at a remote
distance from others. I believe that administrative efficiency would
be increased 25 per cent if all of the said branches could be housed in
one building. Furthermore, it would be a great convenience to tax-
payers. The Secretary of the Treasury has called attention to this
situation repeatedly, and I believe there is now before Congress a
request for an appropriation sufficient to provide for such a building.

I indorse most heartily the present move for a Board of Tax Appeals
which shall function as a judicial body independent of the Internal
Revenue Bureau and guarantee to the taxpayer both a judicial and
expeditious decision of his appeal. In order that this board may
accomplish all that is desired it is most essential that adequate
salaries be paid.

The three defects above mentioned I regard as vital and funda-
mental compared with any others that may exist. I believe firmly
that if- the special committee, as a result of its investigation, can
induce Congress to enact the legislation necessary to correct them,
it will have rendered a great constructive service and that the solu-
tion of the chief problems of administration in the Internal Revenue
Bureau will have been obtained.

Senator CouzEls. I would like to ask you some questions about
your experience with the method of handling depletions in the bureau.
I understood from some talks that I have had with you that you have
some ideas in that connection.

Mr. DRAKe. I do not know very much about the details. Of
course, that has been left to the engineers of the Gulf organization
and also to the accountants whom we employed on the case. I just



have 'some very general ideas, as I have expressed, them ,to you, and
I do not know enough about the details, really, to have an intelligent
opinion of. how the valuations are made up. If you: wish to ask me
some speOific questions, perhaps I can aid a little. % I .

Senator COtTZENS. It is. recorded in the Congressional Recordsi
through correspondence between Senators and the Treasur , Depart-
that certain claims were filed .by the Gulf Oil Corporation.

Mr. DRAKE. Yes.
Senator CO(ZE.s. And they were allowed, prior to the adminis-

tration of Mr. Mellon; is that correct?
Mr. DRAKE. That is correct.
Senator CouzE.Ns. Can you tell us about when those claims began,

when they ended, and if they were paid?
Mr. DRAKE. No: I can not. The Gulf Oil Corporation employed

Ernst & Ernst, of Cleveland, Ohio, and they handled the whole
case, and have all of the details. Mr. A. C. Ernst is head of that
concern, and I would respectfully suggest, if you want all of the de-
tails, you call Mr. Ernst. I am sure, Senator, ;hat the Gulf Oil Cor-
poration would have no objection toward giving you any figures of
any kind pertaining to their case. I mean, it would not be necessary,
to go to 'the department. I think they would give you everything
that you wanted, and I think it would be a very interesting discussion
you would have, because there are a great many points there that
would be of interest.
. Senator CouzENs. 1'want to bring this up, because it might be used

as a basis to get at what appears to be the incorrect law or incorrect
construction of the law, or a wrong rule of the department. I under:
stood you to say, during one of our conversations, that you believed
that the depletion credit had been too great.

Mr. DRAKE. Yes; and they cut that sown, as you will remember.
I think it was in 1921. There was no limit prior to the 1921 law, as I
understand it, but in 1921, I believe they linited it to the net income
of each property, and in the present bill now before Congress Ii be-
lieve the Treasury has recommended that that limit be cut right
in two.

Senator COUZENS. That means 50 per cent of the net earnings?
Mr. DRAKE. Yes, sir.
Senator COUZENS. That is the maximum that would be allowed

for depletion in oil properties?
Mr. DRAKE. Yes. Personally, I believe that cut should be

made, to be frank about it.
Senator COUZENS. Mr. Chairman, Mr. Drake has suggested that

we get Mr. Ernst here, and I wanted to have it appear in this record
that he is no relation to Senator Ernst.

Senator KING. He is from Cleveland, Ohio.
Mr. DRAKE. Yes. I was saying, Senator, that 1r. Ernst handled

the Gulf Oil Corporation case when it was before the bureau. It
was disposed of before the present administration, and any questions
that you want to ask him about that case, I believe that the Gulf
Oil Corporation will not have the slightest objection to his giving
you all the information you wanted.

Senator KiNG. What official in the department handled that case?
Mr. DRAKE. I have not the slightest idea. I presume there

must have been a lot of them. Usually, in those big cases, there would
be 50 men to handle them, I should imagine.



40 ISM1IATION OP ISURAV OF MINUBNIBE 1U

-Senator KINo. That is to say, it would have to go through the
hands of 50 men there I

Mr. DiKE. I would say so in some of -the large cases. That
number would not be said to be at all high, I should say in some of
the large cases, but that is merely a guess.

Senator KING. That is, where there are controversies I
Mr. DRAKE. Well, I would not say that that was only where there

were controversies.
Senator KING. Is it not a fact that in many important cases where

refunds have been made, they have been handledby a comparatively
few men, perhaps not to exceed six or seven?

Mr. DRAKE. I do not know.
Senator KING. Did not your investigation go far enough to enable

you to determine that fact?
Mr. DRAKE. I never investigated the thing in particular.
Senator KtNo. You did not investigate, then, the detailed opera-

tion of determining taxes and settling controversies or making
refunds?

Mr. DRAKE. Well, I do not know just what you mean by detailed
examination.

Senator KING. Well, so that you could determine who did it and
the method that was followed.

Mr. DRAKE. My experience has been rather superficial, because
it was limited practically to what I gave you in my statement there,
because I have my own line of business that I "am trying to take care
pf, and this is just a little service that I have been able to render
down here.

Senator KING. Have you any further questions, Senator Couzens?
Senator CouzENs. I think Colonel Drake has brought out the fact

that he was not an official of the department, and therefore had no
right to examine into any of the records of the department.

Mr. DRAKE. No; I have never seen a return'of any kind.
Senator CouzENs. His duty was just to pass upon the personnel or

the heads of the various units there.
Mr. DRAKE. Just in a general way, and more particularly during

the first year, Senator, when everything was new down here; and the
appointments had to be made.

Senator COUZEN.s I want to suggest, Mr. Chairman, that I thought
Colonel Drake would probably be a valuable witness to you, as,
according to your origifial resolution, the principal complaints, as I
recall it, arc the allowances for depletion.

Senator KING. Yes.
Senator COUZE1S. And discovery, and as Colonel Drake has had

some experience and has some facts in connection with that matter,
I thought maybe you would like to ask him some questions.
. Senator KiNG. Yes. The two principal grounds for investigation
as set forth in my resolution, were the questions of amortization,
depletion, obsolescence, credits, allowances for losses in mines and in
capital, and also the method of settling claims. My idea wis that
there should be a court, that it should be open, and that no claim
should be settled in private where there was controversy, but they
should be settled opefily, just as it would be in a court, to see whether
or not it was proper, and whether the machinery was sufficient for
determining all of those controversial questions, for the purpose of
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ascertaining the amount due, and whether or not refunds should be
made.

Mr. DRAKE. This subject is so complicated that it requires a man
who has made a special study of it to talk about it intelligently, and
that is one reason, of couxse, why Ernst & Ernst would be capable of
telling you about it, because they have a large organization, and their
men in that organization are familiar with those problems.
' As I stated to Senator Couzens before you came back, Senator

King, he asked me point blank what I thought about a reduction of
the limit of depletion, that is in the present law recommended by
the Treasury, and I told him I thought it should be made.

Senator KINo. That is to say, they have been allowing too much?
Mr. DRAKE. No; I say that the law is not restricted quite as much

as it should be. That is the reason I supposed that the change was
being made.

Senator COUZENS. You say that prior to 1921, there was no law
covering depletions, but it was rather a rule promulgated by the
bureau, and that since 1921, they have limited the depletions to 100
per cent of the net income I d t

Mr. DRAKE. Of each property.
Senator COUZENS. Of each property?
Mr. DRAKE. Yes.
Senator COUZENS. And now in the bill coming from the House,

there is a provision making it 50 per cent of the net income as the
maximum allowed for depletion?

Mr. DRAKE. Yes.
Senator CouzEsS. And that is a matter that Colonel Drake recog-

nizes as right?
Mr. DRAKE. I certainly do.
Senator KING. Have you investigated it to determine how they

ihey reach the amount that should be allowed for depletion?
M-,-. DRAKE. No.
Senator KING. What was the basis of it?
M '. DRAKE. No; I have never gone into that personally.
Senator KWo. Nor the corporations which have obtained large

reductions on account of depletion?
Mr. DRAKE. Well, just what do you mean by that, Senator?
Senator KiNG. The corporations which have availed themselves of

the construction placed upon the law and have secured reductions in
their assessments on the ground of depletion.

Senator ERNST. What is your question about it? I did not catch

Mr. DRAKE. Neither did I.
Senator KING. Did you investigate the situation sufficiently to

ascertain what companies those were that obtained reductions on
account of depletion

Mr. DRAKE. No.
Senator KNG. Did you investigate any of the companies that got

refunds?
Mr. DRAKE. The Gulf Co. ?
Senator Kno. No: any of the companies.
Mr. DAK. No: because I had no right to.
Senator KiNG. Then, you jult say so.
Mr. DRAKE. I never went into that at all.
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. Senator KNG1. I did not know what was the basis of youi Tecom-
mendation of 50 per.cent.

Mr. DRAKE. Just the experience of the Gulf Cos. as I have stated.
It was merely an opinion. It was my suggestion that if you were
to call Mr. Ernst or the men in his organization, you would be able
to get an intelligent view of this depletion question. I really am
not qualified to give that to you, Senator, I am frank to say.

Senator KiNG. They have been the ones who have been advocat-
ing, or at least securing large credits or deductions on the ground
of depeltion. I do not say impropely, but they have been repre-
sentiig that side.

Mr. DRAKE. I do not know as to that.
Senator KING. Well, they represented the Gulf Oil Corporation.
Mr. DRAKE. I have never heard that the Gulf Oil Corporation

made any move toward asking for any refund, or took any part in
getting any through. I do not think they ever did.

Senator KING. No; but did they get credits or reductions from
their assessments for depeltion or obsolescence?

Mr. DRAKE. Every production oil company has.
Senator KING. Exactly so, and Ernst & Ernst would represent

that side of the matter?
Mr. DRAKE. Yes sir.
Senator KING. The corporation side of it.
Mr. DRAKE. Of course they are in general business. They do not

just work for the Gulf Oi Co. They are a large firm of accountants
that do general accounting work.

Senator COUZENS. I remember people saying, Colonel, that you
speeded up this Gulf Oil Co.'s case so as to get it out of the way before
Mr. Mellon took office.

Mr. DPRus. I did not speed it up. but I said to Ernst & Ernst that
this case must be closed before the Secretary, before Mr. Mellon,
takes office, regardless of how much the Gulf Oil Co. sacrificed. That
is just what I told him.

Senator COUZENS. When you said that, did you know how much
the Gulf Oil Co. claimed?

Mr. DRAKE. No; we had not completed it. That was in January,
1921.

Senator COUZENS. It was known, however, thaw Mr. Mellon was to
be the Secretary of the Treasury at that timeI

Mr. DRAKE. Well, it was not exactly known, but it was just sup-
posed. It was not settled so far as I knew, at the time, but we just
did not dare to take that chance.

Senator CouzNS. I am not suggesting that there was any im-
proper reason. Just want to find out.'.

Mr. DRAKE. I am very glad to have you bring that out.,
Senator COUZENS. I just want to find out if, when you were speed-

ing up this case, you ainved at any conclusion as to the method that
was' to be used in arriving at the depletion a asked for by the Gulf Oil
Co. when they asked for their credit. . °

Mr. DRAKE. No. You see, there really was not time to go into
anything. As I recall it, they just filed their schedules as fast as they
could. That is my recolleetion of it. This was three years agoi and
of course I did not handle the details at all; but there was hot any
time to go over them agair. ' '
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Senator CouzENS. _You were assistant to. the presidentof tbr., com-
piay at that time?.

Mr. DRAKE. Yes.,
Senator COUZRNS. What was the refund that was allowed by the

bureau?
Mr. DRAKE. I do not remember. It was something like $3,800,000;

but there were 14 corporations embraced in that, and it covered a great
many years.

Senator COUZENS. You said you were in such a hurry about getting
this thing through so as to not embarrass the Secretary that you
waived any question of claims that the Gulf Oil Co. might have, in
order to get it out of the way. Can you say how much in money you
waived?

Mr. DnAKE. I do not know, but Mr. Ernst can tell you thut.
Senator COUZENS. As I understand it, the corporation has no ob-

jection to Mr. Ernst telling us fully how they arrived at these meth-
ods, etc. I

Mr. DRAKE. Not in the slightest degree. I can not speak for that
corporation, of course, but I would say that I do'not think they would
impose the slightest objection, and would be glad to assist your com-
mittee in any way that they could.

Senator KIMG. Did you aid in preparing the tax returns of this
cororation?

M DRAKE. Not in the slightest degree.
Senator KING. Or for the subsidiary corporations?
Mr. Drake. Not in the slightest degree.
Senator KiNO. Who prepared the returns I
Mr. DmAix. Ernst & Ernst.
Senator KiNG. They were familiar with tax matters?
Mr. DRAKE. Yes; that is their business.
Senator KING. That is their business?
Mr. Drake. Yes.
Senator KINo.'Did they prepare the returns under which your

corporations paid more to the Government than they ought to have
paid? Were they not made out legitimately and properly, according
to. the provisions of law, to secure reductions, abatements, and so
forth?

Senator ERNST. Mr. Chairman, I understood him to say two or
three times that he does not know how those reports were prepared.

Mr. DRAKE. You are referring to the original return now?
Senator Kiwo. Yes; that is what I am speaking about.
Mr. DRAKE. The original returns were employed by the company

Nobody was employed on those original returns.
Senator KING. That is what I was asking you about. I thought

you said Ernst & Ernst were employed on them.
Mr. DRAKE. 'No; they prepared the amended returns which were

filed, and upon which these refunds were based.
Senator KING. Yes.
Mr. DRAKE. You see, that whole question of depletion was inserted

in the law in 1918 for the first time, so that nobody on earth, knew
anything, about it. The oil companies themselves did not know
how to interpret it, and, as I recall it, the final interpretation of that
law was not made until about December, 1919, which was long after
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they had filed the 1918return, and it was inevitable, in -the nature of
things, that all producing oil companies would have to get refunds.:

Senator Kiwo. Was each of these a producing oil company?
Mr. DRAKE. No; a part of them. I should say half of 'them.

There was a consolidated return of course.Senator KING. Do you recall Low that $3,800,000 was allocated?
Mr. DRAKE. No, I do not.
Senator KNG. Whether to producing oil companies or selling oil

companies .
Mr. DRAKE. I think it was divided amongst practically all of them.

I do not remember in what proportions.
Senator KiNG. Do you recall the amount which was refunded, the

ratio which it bore to the entire tax?
Mr. DRAKE. No; I do not remember it. 1 would hate to give a

guess on this.
* Senator KING. All right, if you do not know.

Mr. DRAKE. But Mr. Ernst can give you those figures exactly.
Senator KNG. All right. Did you iake sufficient investigation

of the workings of the Department to feel justified, as a business
man, to make recommendations, other than the two recommenda-
tions contained in the letter which you road?

Mr. DRAKE. No, because, Senator, I regard that first recommen-
dation of mine as absolutely fundamental. It is just like the founda-
tion of a house. If I may be pardoned in making a personal allusion,
taking my own case, where the companies of which I happen to be
president employ not quite so many as there are in the Internal
Revenue Bureau, but pretty nearly as many, and where I have full
authority to employ and discharge and fix salaries. It is a pretty
difficult proposition to handle companies like that, even with supreme
authority of that kind. Now, 'when you are confronted by a condi-
tion such as you are in the Internal Revenue Bureau, whore, first
you have the Civil Service Commission, with its limitations and
restrictions, and with the difficulty, under the civil service regulations,
of getting rid of employees, we will say, who are moderately inefficient;
and then add to that the fact that inadequate salaries are paid, and
furthermore the political element which may enter into it-I mean
by that the pressure that is brought to bear upon the officials of th6
bureau by various people, Members of Congress and others, to
appoint this, that, and the other man-you take that combination
and, believe me, it is remarkable that they have accomplished what
they have. I do not believe it will be possible to secure the efficiency
that you desire to obtain in that bureau until Congress takes hold of
that proposition and appropriates adequate salaries. I think that
is the foundation of your whole structure.

Senator COUZENS. You think that more efficient men would take
the civil-service examination if there were higher salaries? Is that
your idea?

Mr. DRAKE. Yes, indeed, sir.
Senator KING. To which categories of employees are you referring

to now?
Mr. DRAKE. I refer to practically all the important positions that

there are down there, and there is a great number of them in all
branches of the bureau, Senator.
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Senator Kmno. Did you find that that organization was toiPheavyI
Did you not find', in. other words, a superfluity: of enployee I

Wr. DRAw . No, sir; I do not thin you can say, that. That is not
my impression. I would not.sy tht.-

Senator ERNST. Do you think there is a shortage I
Senator Kne. Did you not discover when you made your examine

tion that there were substantially as many employees in the buildings
here in Washiton devoted to the work of the T-reasury.Department
or the Internal Revenue Bureau as there were at the peak of the reve-
nuesV That would be along in 1918'and 1919, when the revenues were
nearly twice as much as they were at the time you made yourexamina'
dion.

Mr. DRAKE. You see, Senator, in 1920 and 1921, and along there
that was the time when there was an enormous accumulation of the
past years. That work had accumulated and itcertainly would need
all of the people of their organization in order to -ever get current. Of
course, when the stuff came in every year, witjA more returns each
year, the situation was very difficult. I presume, of course- that you
could have gotten this all from the officials often Internal Revenue
Bureau. Certainly they would give it to you if- you wished..!

When your first revenue producing law was passed; which was in
1917, there was practically no organization at all. That was passed
as a war measure, and they had no organization to cope with it, and
nobody knew how to interpet that law or administer it. That, of
course, was during the war, when men were being drafted into the
service, and others were volunteering; business was shorthanded, and
it was always difficult to recruit men here in those positions. The
same thing was true in 1918. So that, so far as my recollection
serves me, in 1917 and 1918 there probably was not a great deal of
thought given to it except to keep the machinery moving, to get in
the money, which was, after all, the thing that they needed. There-
fore, back in 1919 and 1920, you had those big years all accumulated,
and still each year rolling up, while they were trying to get from under
the load. I think they really have accomplished a great deal. I
think that the men in the previous administration real y did a splen-
did piece of work in doing as well as they did, with all of the things
that they had to cope with, and with the tools that they had to use.

Senator KiNo. Would you care to state whether you made any
recommendations to Mr. Mellon as to inefficient agencies or individ..
uals or instrumentalities in the Internal Revenue service?

Mr. DRAKE. I do not remember about that, Senator. I presume I
must have talked with him. You see, I have not been here very much
since 1921. That was the year in which he was building up his
organization, when I devoted most of my time to it, and he was pretty
busy. I tried to make such recommendations that I thought would
be helpful, but it was principally to find out the qualifications of the
men for particular positions, because he did not have time to do that.

Senator KING. That is to say, there were applicants for the import-
ant positions in the department, and you were trying to ascertain
what the duties of those particular positions were and the qualifica-
tions and competency of lose applicants?

Mr. DRAKE. Yes, sir; that is it exactly.
92919-24--T 1----4
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Senator KING.! I see.,;
Mr. DMzm w. Because; there was no one in the bureau whom he

knoew, anthe.did not know whom to ely on, and whom not to relyon.
Senator KXiNG. Did you find great political pressure from Senators

and Congressmen and fr6m political organizations in favor of particu-
lar, indi'iduals to occupy some of the positions there I

Mr., DAKR. I think that is so, Senator.
Senator iga. And that is one of the evils which you found to

exist?
,Mr. DsANZ. Well, you can' call it that. There is no question but

what it handicaps the work of the bureau, to speak frankly.
Senator KN'G. I agree with you. I do not think there is any con-

trovers.yabout that.'
Mir. Di RE. This question of housing is really a very serious mati

ter.. cannot: conceive of trying to run a business in that sort of way,
spread! all over. the city.,

SenatorXiNG, Did you. find that the Treasury Building, the
building known as thelreasury Building, if all other agencies of the
Government were taken from that building--I do not now whether

they have.been. now or not-would have sufficient room for the dis.
charge of the duties of the Internal Revenue Bureau ?
-IMr. Dwwxz. Do you. mean to ask if that building would be large
enough?.

Senator KING. Yes.
_Mr.,* DnAK1. I do not think it is. I do not think it is designed

right., It is a very old building. I imagine the officials of the Inter-
nal. Revenue Bureau must have some very interesting figures that
they can give you on -that, but with an organization of that size my
impression would. be that that building would be very inadequate.

Senator KiNG. Well, Colonel Drake, I take it, then, your work
there was, not so much that of an efficiency expert, or to point out
the defects of that system, but it was rather to examine the qualifica-
tions, of- those applicants who were being pushed by politicians for
positions?

.Mr. ,DqKE. Well, and others, too. I would not say that they
were all pushed by politicians.

Senator KING. Oh, I understand.
Mr., DRAKE, But I could not help, during that time, arriving at

some opinions, ,which I have expressed to you here, as to what are
the fundamental defect, of the bureau. As I said, I could imagine
what a proposition it would be for any business to try to labor under
those handicaps and try to produce results. I think they have done
remarkably well, when you consider everything.
. Senator COUZENS. .1 wonder if Doctor Adams would not like to

ask some questions of Mr. Drake while he is here.
:Doctor AnAwS. I would like to ask Mr. Drake particularly about

his feeling that the salaries should be advanced all along the line.
I would like to have -a careful statement about that. Did you feel
at times that the upper positions, what, you might call the key
ppitions, ar very. much hiandicappod for that reason ?

Mr. DRAKE. The way I feel about it is this: The so-called key
positions, and there are many of them, it would take a great deal of
time to tell just where they start, but the men filling those positions
ought to be paid several times what, they are getting there. Then,
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as you go further down the bureau., the percentage of increase would
naturally be less, because when vou getdown to the average run-I
am speaking now of the auditors and accountants and employees of
that kind-there is a bigger field to go out, and get those men; but
even there, I do not think they are paid as much as they ought to
be.
. Doctor ADAMS. Do you think that if the key positions were remu-
nerated so that more efficient men could be secured and held, some
saving in the lower positions could be had? - .

Mr. DRAKE. I certainly do, because you can imagine what would
happen to a business if they had any turnover in their important posi-
tions, as happens in the Internal Revenue Bureau. You would won-
der how the business could run at all.

Senator KniG. Has not that turnover been the result in part, and
in a very large part, of the fact that some of these people occupying
key positions have gotten information in regard to taxes,, and have
been; offered by taxpayers larger salaries to go out and prosecute
claims for them against the Government V

Mr. DPAKit. WIll, that may be so, Senator, but my point is that
if you paid those men what they ought to be paid so that you can
compete with those outside concerns, then the men would stay in the
bureau."
; Senator KvNq(. Do you not think that that situation is really whatmight be denominated an emergency. not a continuing one, but that

by reason of the passage of that new law, with its complexities and
the difficulty in interpreting it, there werebound to arise a good many
complications and controversies and that many of the employees who
would have been entirely satisfied with their positions if it had not
been for this law and thie chance that they saw for getting a large
compensation to prosecute claims against the Government, took ad-
vantage of that condition when it arose?

Mr. DRAKE. Undoubtedly, there is a good deal of truth in that,
but my point is that, at least in my opinion, a large proportion of the
ablest men who have gone out from the bureau, attracted, if You
might say so,. by more lucrative positions, would have preferred to
stay there if they had adequate salaries, even at a little,less salary
than they got on" the outside.

Doctor ADA-.iS. Do you feel that if the salaries were raised some-
what, it woula be fair to pass such legislation prohibiting employees
resigning to take up private work of Federal taxation?

Mr. DRAKE. I certainly do; but I think until that time comes, it
is not fair to do it, because that means that a lot of the good men
that you have now, you would not get otherwise.

Senator KING. Do you not think that the men, by regulation,
ought to be prohibited after resigning or severing their relations
with the department, from prosecuting cases within, certainly, one
or two years, in any event?

Mr. DRAKE. Well, I think there is a good deal to be said for that.
Senator KING. Has it not become a scandal-the resignation of

many incompetent persons, who got some information, secretly or
otherwise, which enabled them to secure. employment from the tax-
payers, and thus obtained very large fees?

Mr. DRAKE. Well, of course, I do not know, Senator. There may
be some such cases, but I believe it is a very small percentage in



*

48 INWVESTIGATIONT OF BUREAU OF INTERNAL BEVRNV.5.

comparison with all of the men that have gone out. My experience
with the men here in the bureau is that they are a very conscientious
bunch of men, and that, of course, in any lame number of men you
are bound to have people who are dishonorable, but I think, by and
large, they are a splendid bunch of men.

Senator KNG. Have you any idea of the number of persons who
have severed their relations with the Treasury Department, and who
are now prosecuting claims against the Government as experts, as
tax collectors, as advisors, or as attorneys?

Mr. DRAKE. No, I have not.
Senator COuZUNS. In talking of the heads of departments there,

do you happen to recall the name of H. J. Schermerhorn?
Mr. DRAKE. I never heard of him.
Senator CouzENs. The head of the sales tax division.
Mr. DRA"e. I never heard of him.
Dr. ADAMS.. I would like to ask one rather technical question of

Colonel Drake. It is interesting to know that Colonel Drake
approves of the proposed reduction of the discovery or depletion
allowance, which will be in some cases cut in half. I wondered if
he thought that the, basis on which that allowance is made is a sound
and helpful one. You see, the discovery depletion allowance in-
volves the valuation of the oil well within 30 days of its discovery.
It involves a valuation, a thing always desirable to avoid, if you can.

Senator KING. But which, of course, is purely arbitrary' and
fictitious, in any event?

Doctor ADAMS. I was wondering whether your experience, has led
to a conclusion that you personally hold that we could get some
other basis for this allowance by which we would all be much better
off?

Mr. DRAKE. No; that is such a deep question that I do not feel
qualified to really answer that. I think you would be better qualified
to answer that question than I.

Senator KiNc. Doctor Adams, I did not go into that question,
because I saw that Colonel Drake was, perhaps, not familiar with
that matter.

Mr. DRAKE. I have an opinion, just the same as anyone who
knows just a little about these things, but these are complicated
matters.

Senator KING. Yes; I think so. Did you select Elmner Dover?
Mr. )RAKE. No, sir.
Senator KING. Were you there when Mr. Dover's activities were

at their height?
Mr. DRAKE. Yes, sir. I mean I was here occasionally, but not

very often.
Senator KING. What position did he have there?
Mr. DRAKE. He was one of the assistant secretaries of the Treas-

ury, having to do with matters in the Internal Revenue Bureau, a
position which Judge Moss now has.

Senator KING. What changes did he make?
Mr. DRAKE. I don't remember them all. I think he made some

changes in personnel in some of the key positions.
Senator KING. Are those persons whom he inducted into positions

still there I

1~~
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Mr. DRAKE. I think not. Perhaps some of them may be, but
some, of them are not.

Senator KING. Will you care to say what influences were behind
Mr. Dover, to your knowledge, in procuring his appointment?

Mr. DRAKE. I really do not know.
Senator KINo. He was not your recommendation?
Mr. DRAKE. Certainly not.
Senator KING. That is all I have to ask.
Senator ERNST. I do not desire to ask Colonel Drake any questions.
Senator COUZENS. I think that is all, Colonel, for the present,

unless you have something that you want to volunteer to the com-
mittee,

Mr. DRAKE. Do you wish me to remain in the room at all? I
would like to catch the 5 o'clock train.

Senator KING. Unless you want to stay, you are at liberty to go.
Senator COUZENS. As long as Mr. Blair is here, I thought that he

might want to make comment on some of these things.
Senator KINo. I think we had better ask Mr. Blair if he is ready

to submit that report.
Commissioner BAaiR. Yes, sir; I have it right here. I have five

copies of it. There is the general report you asked for, giving the
eases decided bf the courts, as they affect reversals and refunds and
other matters.

Senator KING. Mr. Blair, as far as you know, is there anything
here that ought not to be given to the newspaper men?

Commissioner BLAIR. I do not see any objection. I have no
objection to its being published, any part of it.

-Senator KNo. I would not want to interrogate Mr. Blair about
that report until I have had a chance to read it.

Commissioner BrAIR. Yes; I think you ought to read it. It
covers the situation pretty fully.

Senator COUZENS. Do you want to comment on anything that
Colonel Drake has said, Mr. Commissioner?

Commissioner BLAHI. No; I do not. I think I have commented
on the question of housing. I did that before.

Senator COUZENS. Yes?
Commissioner BLAu. And I have done it somewhat briefly in this

report. I think on the question of salaries I have covered that fully.
Senator ERNST. This is a very full report, Mr. Chairman, con-

sidering the time in which he has gotten it up.
Commissioner BLAnt. I have another report as to the people

practicing before the department. You asked to 'have that filed,
With the regulations governing that practice.

Senator KING. Yes. 1 0
Mr. NASH. Here is the list of people practicing before the depart-

ment, with a copy of the regulations.'
Senator KING. Are these separate reports?
Mr. NAsu. Those are the individuals, the names and addresses

of individuals admitted to practice.
Senator KiNG. How many are there?

.'Mr. BRIGHT. The total is somewhere in the neighborhood of
18,000. ,

- Senator KINo. That are practicing before the departmentI
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.Mr.,BniomT. Not actually practicing now, but who have at some
time appeared before the department. Some of those on the list
are now dead., : : ' , , ..

Senator KING. Within what period have they practiced before the
department?

Mr. BRIGHT. Since the time the regulations started, in 1884.
Senator COUZENS. Have you the antecedents; of these men at all?

Have you a record of these men, where they came from, or whether
they worked in -he department or not'?

Mr. BRIGHT. As to whether they ever worked in the department?
Senator COuNs. Yes.
Mir. BRIGHT. That can be checked back against the personal

records. That record is not disclosed in-this report.
Senator KING. Then, there is. nothing, as 1 understand it, in

these -27,000 names to show which of the 20,000 ever worked in the
department?

Mr. BRIGHT. No, there is not. The list is divided into three
parts-thoso actually admitted to practice, those who have appli-
cations pending, and those who have been disbarred. I

Senator KINo., How many applications are pending, according
to this list?

Mr. BRIGHT. I have not counted them.
Senator KING. Have you any idea as to that number and the

number ,who. are practicing who have been employed in the depart-
ment?

Mr. BxuIrrI. I have not. I can find it out for you, probably, in a
short period of time.

Senator KING. If it meets with the approval of Senator Ernst and
Senator Couzens, I would be very glad if you would give us the number
who have been employed in the department.

Mr. BRIGHT. The number of attorneys and agents who are now
practicing before the department, and who are ex-employees?.

Senator KING. Yes; the number of applicants pending of ex-em-
ployees?
Mr. BRIGHT. Yes.
Senator CouzENs. That means the names, how Iong they worked

in the department, and what position they occupied while in the
department?

7Mr. BRIGHT. That would involve quite a search.
Senator KING. Let the record show that there are 800 applica

tions pending for admission to practice before the department.
Senator ERNST. That is just the statement of the clerk.
Senator KING. That is the statement of the clerk of the committee.'

That is approximate.
Doctor ADAMS. I would like to ask the Senator if he thinks he

wants to have the record of the length of time they were employed in
the department. That may be a long job.

Senator CouzeNs. I do not care.so much about the length of time
they worked in the department, although .that might give us an indi-.
cation of the turnover, and might be generally valuable to the depart-
ment to see what the turnover is. However, so far as I am concerned
I am only interested in whether they work in the department, and
what position -they occupy in the department. Of. course, that is.
important.

.80
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Doctor ADAMS. I think you could got at pretty well the 'questionof
the turnover by getting the records of the positions that youtare inter,
ested in. Take a position, and see how many occupants ithas had in.
the last three years, say..

Mr. NASH. Senator Couzens, would you mind saying just what you
do want in reference to this?

Senator CoUzENs. If I understand the committee right, they would
like to have these lists, a separate list showing those who worked in the
department, and what position they occupied in-the department; K

Mr. NASH. We had better take these lists back and designatethem.
Senator KING. Yes; just make a memorandum on the lists them-

selves.
* Mr. NASH. Yes.
Senator KiNG. And show how many have been. disbarred.'
Mr. HARTSON. I think the commission's report shows. about two

hundred.
Senator KING. Within what period ?
Mr. HARTSON. Since the records have been kept, two years ago
Commissioner BLAiR.n Since July, 1922. There were no accurate

records kept back of July, 1922, but we have been'checking up since
that time, and have kept a pretty careful 'record since then. ,_ The
new regulations that we got out became effective early in 1922, aiid we
got them in full operation by July. ',, '

Senator KING. What proportion of those disbarred )hiaveoben
disbarred since 1922.

Mr. HARTSON. All of them. '
Commissioner BLUR. Every one on that list that,'MAr. fartson

speaks of has been disbarred since that time.
Mr. JIARTSON. Yes. That 200 does not includeall 'of those who

who have been disbarred. Included in, the 200 are 'those that have
been disbarred and those that are pending now on charges; where
claims are still pending in regard to their disbartuett.' I do not
know what proportion that would be of the 200.'

Commissioner BLAIR. Does that include those that have applied
and who have been denied admission in the first place?' I' think it
does give' the number that have applied and have been denied' admis-
sion. ' ,

Senator ERNsT. They are included in that same list? "
Commissioner BLAiR. I understand so. .
Senator ERNST. What are the general reasons that yu advane

for disbarring and for refusing applicants permission ,tlopractice'
Commissioner BLAm. Well, soliciting business and any unethical'

practice that we hear of. This is not a burau committee; it is a
Treasury Committee. I have never appeared'before'the committee,
but I do know that one of the most common things 'because I fre-
quently get the complaints and turn them over to that committee,
is that some man has been soliciting business And representvg often
that he had influence with the Department. W6 immediaety, if he
is an applicant for admission, deny him a temporary ca.rd even,' and
if he is admitted, we bare the fact before the' dommitte6, and"they
act upon it.

Senator KMo. That is a committee which you a'pint, is,-itI--
Conmnissioner BLAiR. No; I do not appoint' it, ahogh, I'd0

suggest the representatives of the bureau *ho go 'on it.' .Thoyl .r
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appointed by' tle Secretary of the Treasury. *He has asked me for
suggestions. Three of the members are now from the bureau, where
formerly there were only two. of a o

Senator KING. Do you know, Mr. Hartson, of any other reason
besides soliciting business for which they are prohibited from prac-
ticing there?

Mi. HAaTsON. Senator, there are more flagrant reasons than that.
There have been instances, I believe, where individuals who have
already been admitted, or who have applications pending for admis-
sion, who have come in contact with somebody m the bureau, and
where there is money passed, or there is a charge out; and the com-
nittee of special intelligence has been put on those cases, and they
have appeared before them as representing the taxpayer. Then,
I know of an applicant on the outside to forin a contact with a man
on the inside, and many disbarments result from that. That is
another form f solicitin , of course.

Commissioner BLIR. In those cases we also prosecute.
Mr. HARTsoN. Yes.
Commissioner BLm*. You will find in this report a reference to

those cases, giving one or two examples, and also giving the number
of cases that are under prosecution, or the number that are pending
and the number disposed of. That is in this report that I submitted
to you.
, Senator Couzva. Do you know anybody by the name of J. H.
Schermerhorn in the department?

Commissioner BiLmxi. Yes, sir.
Senator Couzs. How long has he been in the department?
Commissioner BL.AIR. Five or six years. He was here when I

came here. He was down in the sales-tax unit.
.Senator CoUms. Is he there yet?
Commissioner BLRn. Yes.
Senator COUZFNs. Do you know anything about his antecedeniz,

what he did, or where he came from ?
Commissioner BLA. No; I do not.
Senator CoUzeNs. Does any of your staff know that?
Mr. NAsu. He has been in the bureau a number of years. He

was appointed assistant to Deputy Commissioner Holden, and just
before Mr. Holden died he acted as acting deputy commissioner for
a while until we abolished that unit; and when we merged the sales-
tax unit with the miscellaneous unit he was made head of the sales-
tax se0tioi4 of the miscellaneous unit, and that is the position he now

, Commissioner BLxA. Yes.
Senator CouzzNS. What salary does he get?

,.. N4 H, I am not sure. I think it is between $4,000 and

eiiatr COUZENS. Who, is his immediate superior officer?
S A Mr. g. Mr. Estes..

•enaf OrIfNsT. How 1ong has he been under Mr. EstesI
Mr. s. Since about the 16th of last June.
Commssioner BitA=. That entire unit was transferred to Mr.Estes, &ra nmsr~.opf economy,and there were two deputy commIn"-

*iqnersipp, abohshe I gXaly mentioned one of them. One of the
n to .Mr. Estessa unit was the sales tax, and the other was the

miscellaneous tax.
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Senator ERNST. Was that in June, 1923?
Mr. NAsH. 'The sales tax unit was abolished in June, 1923, and

added to the miscellaneous unit, and the tobacco and miscellaneous
units were abolished on December 15. A part of it was added to
Mr. Estes's unit, and the rest of it was kept right under the commis-
sioner's office.

Senator Couzzxs. Have you any record here, or could you get any
record of the refunds, showing the aggregate, since 1921, foi deple-
tion ind discovery?

Mr. NAsH. That record is not available here, but we can secure it.
Mr. BRIGHr. As to the total amount of depletion allowed, it is

of course possible to furnish it, but it would be rather a difficult task.
Senator KING. They aggregate hundreds of millions of dollars, do

they not ?
Mr. BraGnT. The amount claimed?
Senator Kro. Yes.
Mr. NAsH. It would not aggregate hundreds of millions of dollars

in refunds.
Senator KWNG. No, no.
Mr. BRIGHT. No; not in refunds.
Senator KmG. No; in deductions which have been allowed.
Mr. BRIGHT. You would like to hate a report of the total amount of

depletion claimed by taxpayers whether allowed or not. As to the
amount claimed by taxpayers on returns, in some instances the
Bureau has allowed the entire claim, and in other instances only a
part of it. In some case the bureau has increased the amount
calmed.

Senator CoUzENs. You say it would be a great job to find that
out?

Mr. BRIGHT. I think it would take months of search, and it would
take every employee that we have in the Bureau to get it in that
length of time, Senator.

Senator CouzENs. Even if you should just confine your search to
oil companies, would you find it as difficult a task as you outline?

Mr. BIoT. Limited to oil companies alone for the year 1921?
Senator COUZENS. And 1922?
Mr. BRIGHT. 1921 and 1922?
Doctor ADAMS. I think that is covered pretty well in the published

statistics. For instance, there is a separate deduction for exhaustion
amortization, and depletion. That, the, is classified by different
types of industries, and one of those industries .hown in mining
and quarrying. I guess oil is not sufficiently distinguished there.

Mr. BRIGHT. If you would confine it to the corporations alone
for those two .years, we probably can file that.

Doctor ADAMs. Exhaustion, amortization and depletion..
Mr. BRIGHT. They are under those three headings, I do not think

they are seperated in the published statistics.
Senator COuzENs. Will you look it up and just report what you

can find. Never mind going into it until you can teli us how much
of a task it is.

Doctor ADAMS. You are anxious to get the total amount of the
depletion. for several representative. years for oil companies and

mmg companies? Is that what you would like?
Senator CouzENS. Oil companies in particular.
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Doctor ADAMS. Oil companies in particular.
- Senator Couzzs. I believe they are more under discussion, and

particularly in view of the fact that the Bureau recommended that
the depletion be cut dom under the law to 50 per, cent of the net
revenue, as I understand it.

Mr. BRIGHT. Do I understand it correctly now, that it is for 1921
or 1922?

Doctor ADAMs. You would not have it for 1923.
Mr. BRIGHT. No; the 1923 returns have not been received..
Senator CouzENs. Would there be as much difficulty in arriving

at the depletion of coal mines as it would be in regard to oil prop-
erties I

Mr. BwGr. Well, there are just as difficult engineering problems
attendant. I

Doctor ADAMS. There is this difference, is there not, that where an
application is made for depletion on a coal mine, it stays.

Mr. BRIGHT. Yes.
Doctor ADAMS. Whereas, on the oil, it is cropping up always?
Mr. BRIGHT. That is true, especially with reference to new dis-

coveries.
Senator KING.. Is it not true that many of the coal mines, notwith-

standing the depletion, have a value that is increasing? Take some
of the anthracite mines. The depletion is so light, measured by the
rise in value that the rise in value more than compensates for thedepletion?

d i Gut I do not think depletion is based on value of that

kind. Depletion is based entirely on the value as of March 1, 1913.
Senator KwNG. But you could credit it with depletion, could you

not?
Mr. BraonT. Yes.
Senator KING. Is it not a fact that some properties have increased

in value, notwithstanding the depletion?
Mr. BRIGHT. That is probably so.
Senator KING. You take a standard value, after you have fixed it

regardless of its increase in value?
Mr. BRIGHT. Yes, sir.
Senator KING. Is it not a fact that some mining properties, be-

cause of additional discoveries, have greatly enhanced in value since
the fixing of the value by the department ?

Mr. BRIGHT. That may be true in regard to precious metals.
Senator KG. And you still maintain their standard value as of

that date, regardless of new discoveries?
Mr. BoGHT. Only in pfcrious metals would discoveries be allowed,

under the regulations.
Doctor ADAMS. It is difficult to get a discovery in the technical lan-

guage of the statute, Senator, for a mine of that kind, as distin-
guished from an oil mine. A few mines do get them, Senator, but
there are not many discovery allowances in the in industry.

Senator KI~N. Is it not a fact that the number of miining corpora-
tions and oil corporations reporting profits during 1918, 1919, 1920,
1921, and 1922 is inconsiderable, compared with the number that were
operating, due to the failure toreportbecause of the enormous amount
allowed for depletion losses and various other grounds ?

I 'S
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: Mr. BRIGHT. I have no figures on that to verify it. I do not know
whether it is true or not.

Senator KiNro. Senator, I interrupted you.'
Senator COUZENs. No; I do not think I have any further questions

right here. . %
I might say that we have a report from the Sergeant at Arms that

he got service on two out of three witnesses whom we planned to
have to-morrow. One of them is ill in New York, and can not come;
so I told the Sergeant at Arms to have him tell us when he could
come, when he will be well enough to come.

Senator KNG. There are many questions that I would like to
ask, but until I read this report, it may be a work of supererogation,
and I think it would not be wise to start on those matters now.Mr. NASH. The committee asked the other day for a copy of the
regulations which define the qualifications of those permitted to
practice before the bureau.

Senator KING. Yes.
Mr. NAsH. Here they are. The committee also asked for some

typical cases which originated in the office in 1917, and which have
been in the process of adjustment for several years. We are giving
you a brief covering something over 30 of those cases and the va-
rious matters involved.

Senator KING. Have you any other matters, Mr. Nash?
Mr. NAsH. Yes; a question was asked as to arbitrary assessments,

and I am submitting these for examples. What you call the arbitrary
assessments were made several years ago, and the practice has since
been discontinued. 1

Senator KiNG. I do not just recall what that alluded to.
Mr. NAsH. Senator Couzens said that the bureau has a system of

making arbitrary assessments, as he understood it, after a mere
superficial audit, in order to protect the Government against the
running of the statute of limitations, and he wanted to know if that
was correct. Now, that was a practice several years ago, and there
were some cases in March a year ago.

Commissioner Bi-Are. There were a good many cases a year ago.
Mr. NAsH. Yes.
Senator Couzms. When did you discontinue the practice of making

those arbitrary assessments?
Mr. NAsH. There have been very few, if any, made this year.
Mr. BpmGrr. There have been no so-called arbitrary assessments

made this year. It was necessary to make 3,000 assessments with-
out compliance with the provision of the 1921 act idlowing the tax-
payer 30 days in which toptest. These assessments were, however,
b es on a field examination reviewed in this office, or on a complete
audit of the return in the bureau, on information furnished by the
taxpayer, and were not so-called arbitrary assessments. '

Senator COUZENS. When did you stop the practice of making
arbitrary assessments I When were they last 'made?

Mr. Biow. That practice was stopped in 1921, except for a
period preceding March 15, 1923, when, in order to prevent a tolling
of the statute on the 1917 returns, assessments was made based on
field agnents' report without examination of the reports as to their
correctness. The agent had made an examination in the field and
submitted the report, and not having sufficient time to examine the
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report before the tolling of the statute the amount recommended by
the field agent was placed on the list.

Senator CouzENs. You have not done any of that since March,
19231

• Mr. BRIGHT. Only in those cases where bankruptcy is threatening,
and that, of course, is required under the statute.

Doctor ADAMS. And in fraud cases.
Mr. Biuowr. Yes; and in fraud cases.
Mr. NASH. The Senator also asked if we could give him the number

of cases involving dishonesty on the part of our field employees, and
also on the part of employees in the District. I have a statement
from the head of the special intelligence unit on that.

Senator KiNG. According to this memorandum, the following
figures relate to cases handled by this unit, showing dishonesty on
the part of employees in the Bureau of Internal Revenue during the
past three years [reads]:

Number of employees separated from the service as a result of investigations
involving dishonesty outside of Washington, 726.

Number of employees separated from the service as a result of investigation
involving dishonesty in Washington, '7% *, total' of 796.

On the question of arbitrary' _.sments, this memorandum states
that:

The policy adopted at the inception of the work called for an intensive audit
of all cases in the office where possible and in the field where examinations 'of
taxpayers' books was deemed necessary. By this policy an attempt was made
in thousands of cases to complete the audit of a return by correspondence.
Taxpayers were thus subjected to numerous inquiries for information, which
was oEten difficult or impossible to obtain from such records as they had at that
time.

Due to slow progress obtained under this policy and the pressure for addi-
tional revenues, a change was proposed early in 1919, and made effective the latter
part of that year, of making a superficial audit of all returns, particularly the
larger returns, disallowing for the most part all deductions for depletion, amor-
tization, etc., and assessing the resulting additional tax. It was thus hoped to
immediately bring into the Treasury the large bulk of additional revenues due
as a result -f taxpayers filing returns containing apparent gross errors in the
excess-profits tax returns, which errors were caused by their unfamiliarity with
the provisions of this new law. These errors were principally the adding to
capital accot'nt of unexplained additions and the failure to deduct from capital
items which could not legally be included in capital. Through this plan it was
thought that the few controversies arising as a result of this action could be dis-
posed of at a later period in the adjudication of claims in abatement. By this
superficial audit a large portion of the returns for 1917 and 1918 were temporarily
closed between the latter part of 1919 and the early part of 1921. The immediate
effect of this policy, however, was not the payment of large amounts of additional
tax into the Treasury but the receipt of an avalanche of claims in abatement of
taxes assessed, accompanied by protests on the part of taxpayers. Thousands
of cases closed by this audit were later sent to the fieid, with the net result that
practically all cases for 1917 and 1918 involving additional taxes in any large
amount were subsequently reopened.

To correct the situation created by the superficial audit policy legislation was
recommended and enacted in the revenue act of 1921 (section 250D), providing
reasonable opportunity for taxpayers to protest and appeal before assessments
were made by the unit. ,An exception to this policy was necessary in some 36,000
cases for the year 1917, where the collection of the tax appeared to be in jeopardy
because of the possibiU, of the tolling of the five-year statute of limitations with
respect to that year. For the year 1918 ithas been necessary to make 3,000 such
assessments. These, however, have only bebn made after intensive audit and are
not arbitrary assessments.

Mr. NASH. Another question was asked as to the secret rulings, and
our answer to that question is this: The published rulings of the
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Bureau of Internal Revenue are contained in tle Internal Revenue
Bulletin, which is issued weekly. This bulletin has for its purpose
the informing of taxpayers and their counsel os to the trend of official
opinion in the administration of the Bureau of Internal Revenue. It
would be a literal impossibility to undertake to publish the rulings
made in every case decided in the Bureau of internal Revenue.
Before any ruling is published it is necessary to delete the names and
figures which would give unauthorized information of the affairs of
the 1axayers. Thousands of cases are ruled upon every year, and
by Lir *he greater part of them contain no novel questions, which
would be of general interest to taxpayers. Wholly aside from the im-
practicability of digesting and making ready for publication all rulings
made in every case decided, the expense would be unjustifiable, and
the resultant mass of rulings would serve only to confuse taxpayers,
and would thus defeat the very purpose sought to be obtained in
publishing rulings. Many cases are audited and closed without any
rulings other than the computations made in the course of audit and
announced to the taxpayer by letter or certificate of overassessment.
It is therefore the policy of the bureau to publish only such rulings as
will serve to guide the taxpayer and the employees of the bureau in
the proper determination of their cases. This policy is summed up
in a statement, which is printed on the cover of each issue and which
reads as follows:

The rulings reported in the Internal Revenue Bulletin are for the information
of taxpayers and their counsel as showing the trend of official opinion in the admin-
istration of the Bureau of Internal Revenue; the rulings other than Treasury
decisions have none of the force or effect of Treasury decisions and do not
commit the department to any interpretation of the law which has not been
formally approved and promul ated by the Secretary of the Treasury. Each
ruling embodies the administrative application of the law and Treasury decisions
to the entire state of facts upon which a particular case rests. It is especially
to be noted that the same result will not necessarily be reached in another case
unless all the material facts are identical with those of the reported case. As
it is not always feasible to publish a complete statement of the facts underlying
each ruling, there can be no assurance that any new case is identical with the
reported case. As bearing out this distinction, it may be observed that the
rulings published from time to time may appear to reverse rulings previously
published.

Officers of the Bureau of Internal Revenue are especially cautioned against
rea;hin. a conclusion in anv case merely on the basis of similarity to a published
ruling, and should base their judgment on the application of all pertinent pro-
visions of the law and Treasury decisions to all the fates in each case. These
ridings shdld be used as aids in studying the law and its formal construction
as made in the regulations and Treasury decisions previously issued.

In addition to publishing all internal revenue Treasury decisions
and all formal solicitor's opinions, it is the policy of the Bureau of
Internal Revenue to publish all rulings and decision, including mem-
orandum opinions of the Solicitor of Internal Revenue and recom-
mendations of the committee on appeals and review, which, because
they announce a ruling or decision upon a novel question or upon a
question in regard to which there exists no previously published ruling
or decision, or for other reasons are of such importance as to be of
general interest. It is also the policy of the bureau to publish all
rulings or decisions which revoke, modify, amend, or affect in any
manner whatever any published ruling or decision. In many instances
memorandum opinions of the Solicitor of Internal Revenue and recom-
mendations of the committee on appeals and review are not of gen-
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eral interest because they announce no new ruling or no new construc-tion of the revenue laws'but simply apply rulings already made public
to certain situations of fact which are without special significance. It
is not the policy of the bureau to publish such memorandum opinions
and recommendations. Therefore, the numbers assigned to the pub-
lished memorandum opinions of the Solicitor of Internal Revenue and
to the published recommendations of the committee on appeals and
review are not consecutive. No unpublished ruling or decision will
be cited or relied upon by any officer or employee of the Bureau of
Internal Revenue as a precedent in the disposition of other cases.
Unless otherwise specifically indicated, all published rulings and de-
cisions have received the consideration and approval of the Solicitor
of Internal Revenue.

It should be pointed out that the present bulletin service is the
outgrowth of a bulletin service which was initiated in the year 1919,
and which was issued for the confidential and exclusive use of officers
and employees of the Internal Revenre Service. It was not t'ntil
some time in 1920 that the bulletin was made available to the general
public. Since then, it has been the policy to publish an ever-increas-
ing number of rulings. It has never been the policy to settle cases on
the basis of rulings the publication of which was withheld. The
settling and closing of old cases with as little delay as might be neces-
sary to their proper consideration has been considered of the first
importance, and for administrative reasons a relatively small num-
ber of rulings which were made prior to the adoption of the present
liberal policy in regard to publication, and which might be considered
by some to *be of general interest, have never been published.

Senator KING. Mr. Blair, may I ask you with respect to the num-
ber of cases of dishonesty found outside of Washington, for what
positions persons were fitted generally?

Commissioner BLUI. Revenue agents. I have not gone into that
report fully, but I know that some of them ar, revenue agents and
inspectors. I presume there were also some deputy collectors.
Don't you think so, Mr. Nash?

Mr. NASH. I did not hear the question.
Commissioner BLAIR. He asked as to those people separated from

the service on account of dishonesty, what class of employees they
were, and I said th(e, were some revenue agents and inspectors, and
I think there were also some deputy collectors.

Mr. NASH. Yes, sir.
Commissioner BLAIR. I know we had one or two cases of deputy

collectors.
Mr. NASH. Deputy collectors in the field, some revenue agents

and inspectors in the field, and some auditors in the bureau.
Senator KIqG. Were there any defalcations as to money collected?
Mr. NASH. There have been defalcations of money collected

among deputy collectors.
Senator KING. What have they amounted to?
Mr. NAsH. I have not any figures on that, and I do not carry

those figures in my mind, but, as I recall, we had some cases in
your State, Senator Couzens, of deputy collectors collecting these
excise taxes, admissions and taxes on jewelry and destroying the
tax return and keeping the money. Our intelligence men, in con-
nection with Collector Woodward, worked on it for several weeks,
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and that money has been recovered from their bondsmen. Of
course, we have never been able to ascertain if we really did get
all that was embezzled..

Senator COUZENS. Are the bondsmen professional bondsmen, or
are they fidelity bonds?

Mr. NASH. They are surety bonds given by the deputies to the
collectors. The collectors are held liable for the collections, by the
Treasury Department.

Senator COuziNs. Does he take a personal bond or a corporation
bond?

Mr. NASH. That is optional with the collector.
Senator CouZiNs. Have you. had to resort to collecting from any

collector as a result of these defalcations on the part of the sub-
ordinates?
. Mr. NASH. No, sir; the collector usually has been able to indem.

nify the Government, taking action against the bonding companies
of the deputies. .

Senator CouzENs. Then, in practice, the deputy collectors usually
require a bonding company bond, is that it?.

Mr. NASH. The collectors usually require P surety bond from their
deputies.

Senator COUZENS. So you have no figure showing the aggregate
loss to the Government by reason of these defalcations?

Mr. NASH. I have not any figures available. I will be glad to see
if I can make such a figure for you.
Senator COUZENS. Have you any record of the defalcations in the

District of Columbia °
Mr. NASH. We have not had any of what you would call defalca-

tions in the District of Columbia. The cases that we have had in the
matter of dishonesty were in the settlement of tax cases, in not
properly settling the cases, and not in the actual taking of money from
the Government,

Senator COUZE'S. When a case is settled, does the dishonest man
get a rake-off in view of the settlement that is made; is that the idea?

Mr. NASH. Well, usually, he has had' the consideration af the
taxpayer.

Senator CouZENs. Have you any record of the number of com-
plaints that have come to the department from taxpayers in regard
to these exemployees charging them fees for getting their claims
allowed?

Mr. NASH. I do not believe any record has been kept of such com-
plaints. I have seen several such complaints.

Senator COUZENS. I gather from that answer that they are not
very general, then.

Mr. NASH. They are not; that is, there are not many of these claims
coming through my immediate office.

Commissioner BLAI. I think there are comparatively few. I
transmit them to the committee on enrollment and disbarment.
The are turned over to them.

. NASH. Yes, sir.
Commissioner BLAR. And they could probably give us an accurate

list of those.
. Senator COUZENs. Will you suggest to them to have that list
prepared, so as to have it ready when they are called upon, in case
they are called upon?
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Commissioner BluR. Yes.
Senator KING. Have you any accurate or satisfactory method of

checking your agents in the field, your deputy collectors and their
agents with a view to determining irregularities, defalcations and
embezzlements?
. Mr. NAsH. Yes, sir. A deputy collector carries a serially num-
bered receipt book, and whenever he accepts a payment from the
taxpayer, he is required to give the taxpayer a receipt, and turn the
duplicate of the receipt, with the remittance, in with his daily report.

A record is kept of receipts, and the deputy is held accountable
for every receipt which is issued to him. If he spoils a receipt or
defaces it in some way he must Teturn the original and the duplicate
of that receipt. The collections go through Is division chief to the
chief field deputy and to the collector's office, and the collector's
offices are audited periodically by auditors from the bureau at Wash-
ington.

Senator KING. I am prompted to ask that question by reason of
the fact that I have had mny complaints made to me-I judge be-
tween 100 and 200 within the past three years, in my State and out-
side of it, but mostly outside of my own State-from persons, some of
'whom I know and know to be reputable men, to the effect that they
had paid their taxes for a given year, and they would show me de-
mands, in some instances, for a second payment, the contention being
made that they had not paid, or, at least, if they had paid there was
no evidence of it, and they have had to pay twice. To what extent
have you found that condition to exist?

Senator ERNST. Did they pay without taking a receipt?
Senator KING. Well, in many instances they had lost the receipt.

They may have moved away, or had a fire, or something of that
nature.

Senator ERNST. I should think the check books or something of that
kind would be sufficient evidence.

Mr. NASH. There is no necessity, Senator King for any taxpayer
to pay a tax twice. There were some instances in your State of
Utah; during 1919 and 1920, due to the fact that three States in
that section constituted one collection district. In March, 1919,
they instituted a new accounting procedure in collectors' offices. We
also had the new war revenue act, and thousands and thousands of
taxpayers' returns were coming in which theretofore had not come
in. Every collector's office was undermanned. They could not get
help. There was just a deluge oi business, without any machinery
to take care of it, and consequently the accounts in all the offices
were in a demoralized condition. While they were in that condition
the Treasury Department undertook to establish a collection district
in each State. Then we bkd an office in Utah, and we established
an office in Boise, Idaho. and another office in Helena, Mont., and
the accounts were 'imscrambled as best they could be at that time.

I worked for three months in Montana about two years ago, try-
ing to straighten out that mess, and I came in contact with some of
the conditions there, and I know the condition which you cite existed,
where a great many taxpayers who apparently had paid were receiv-
ing bills, because the credit was in Idaho and the debit in Montana,
or vice versa. That condition has been almost entirely straightened
out,, but there are still individual cases coming up which, if the tax-



INVESTIGATION OF BUREAU OF INTERNAL VENUE. 61,

payer will get in touch with the collector, can be adjusted. There is
no necessity for any taxpayer to pay his tax twice.,

Commissioner BLAIR. There was a similar situation, Senator, in
New York City, where they consolidated two big districts.

Senator KING. I was going to say that I have had complaints
from New York.

Commissioner BLAIR. Things were finally corrected there.
Senator KING. And I have had one or two from North Carolina,
Mr. NASH. That condition was true in a great many districts;,

yes.
Commissioner BLAIR. There was a consolidation of two districts

in North Carolina., too.
Senator KING. I want to ask you, Mr. Commissioner, whether or

not the political appointments by the deputy collectors in the various
States have not made for inefficiency in your organization?

Commissioner BLAIR. Well, that is a hard question to answer. I
adopted the policy of not appointing any deputy collector except on
the recommendation of the collector, because we held the collector
responsible for the office. I have not appointed any deputy col-
lector on the recommendation of anybody except the collector him-
self; and I think the collectors, as a rule, have tried to get efficient
men.

I had quite a great deal of trouble when I first came in about the
age-limit proposition. There was an attempt in many of the col-
lectors' ofces to put in men that were over 55. A rule had been
made prior to this administration that nobody over 55 should be
appointed, and I adhered strictly to that rule. Mr. Frazier was
then supervisor of collectors' offices, and I know he told me that
that pressure would be brought, and I withstood it. It was a very
great pressure for several months after I came here.

I think that was very helpful in getting a better class of men, be-
cause there were many older men who had rendered faithful service,
and who thought they were entitled to a position as deputy col-
lector.

Senator KING. Since the new administration cane into power is
it not a fact that, by one means or another, your collectors have
forced out of office, out of positions, persons who had taken the
civil-service examination and have filled those positions with those
who are not within the civil service?

Commissioner BLAIR. I do not think there has been a great deal
of that. I know that our collector in North Carolina is being criti-
cized most severely now because he has kept former employees in
the office, and he has kept all the efficient men that he had in that
office. They are still there. I think that is true generally through-
out the collectors' districts.

Senator KING. Do you mean to say that you have attempted to
maintain the civil-service status of employees in your organization?

Commissioner BLAIR. Yes, sir; we have maintained it.
Senator ERNST. According to my experience, it has been well done.
Senator KING. What have you to say in respect to the so-called

agents in the various districts? There has been no civil service
there.

Commissioner BLAIR. In connection with the agents?
92919--24-PT 1-5
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Senator KING. Yes; the agents and deputy collectors.
Commissioner BLAI. Well, the deputy collectors are not under

the civil service.
Senator Kuo. Yes; I understand.
Commissioner PLAIR. There has been no attempt to enforce. the

civil-service regulations as to them, because they are not under ,the
civil service.

Senator KING. How many deputy collectors are there in. the
United States?

Mr. NAsH. About three thousand.
Commissioner BJTSm. But as to the agents, the civil-service

regulations have been enforced.
Senator KING. Is it not a fact that a great majority of those three

thousand deputy collectors -
Mr. NASH (interposing). Just a minute. Let me correct that.
Senator KING., Have they not been purely political appointments,

without reference at all to ability and competencyI
Commissioner BAxIR. No; I do not think they have been ap-

pointed without reference to ability. I presume very largely there
were political appointments. They are the men who are recom-
mended by the collectors, and they are not under the civil service.
and I suppose the big majority of them would be classed as political
appointments, but certainly not without reference to their fitness for
the work.

Senator KINo. Are vou able to determine whether those who are
holding positions under the classified service render better work than
the political appointees in the same class of work T

Commissioner BLAIR. Well, they are not in the same class of work.
The work of the agents is quite different from that of the work of the
deputy collectors.

Senator KING. I appreciate that, but as .tr as there is any simi-
larity in the positions, can you determine, and have you determined,
whether the political appointees render as good service as the civil
service appointees, that is, those who come under the classified
service?

Commissioner BLAIR. That is a hard question to answer. I know
some of the-

Senator KING. The point is this: We are asked to make recom-
mendations.

Commissioner BLAIR. I understand.
Senator KING. We may want to recommend that all of these be

put under the civil service, and we would like your judgment as to
whether that would be wise or unwise.

Commissioner BLAIR. In Washington, for example, the deputy
commissioners are not under the civil service, yet ttiey are the most
earnest, faithful, helpful workers I have ever seen. Mr. Nash is an
example. None of the deputy commissioners are under the civil
service. Mr. Bright is another example.

Senator KING. how many of them have been appointed by the
present administration?

Commissioner BLAIR. All of them. I appointed all of the deputy
commissioners.

Senator KING. They are all political appointees?
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Commissioner BLAIR. Well, no; I would say not, because I
appointed them because of their efficiency.

Senator KxNo. Well, they were all indorsed by Republican officials T
Commissioner BL.R. No, sir. I appointed them or selected them

without any recommendation. Nobody indorsed Mr. Bright. I sent
for Mr. Nash and brought him here. I got Mr. Frazier to look into
it, and he went out there. I think he interviewed him, because I
knew of Nash's record as an assistant supervisor of collectors'
offices, and I believed that he was one man that could render the
best service to the bureau and administer it well. And I did not
make any mistake when I brought him here.

Senator KINo. Mr. Blair, have heard it stated that you have
tried to live up to the civil service, and had been independent in your
administration, but that at times you efforts had been circumvented,
and obstacles have been placed in your way. If you would tell us in
regard to that, we would be glad to have you do so, particularly as
to Elmer Dover and others who tried to block your activities to
secure better service.

Commissioner BLAUR. Well, of course, he was not my appointee,
but he was really my superior officer.

Senator Kiwo. He tried to interfere with your operations in the
department?

Commissioner BLAIR. Yes; he wanted to make the appointments
in a different way. I felt that the law gave me the authority, and
while I yielded in a few cases, I finally saw it would not do. I took
the bit in my teeth and appointed the men, and refused to yield to
him. 0

Senator KING. I congratulate you.
Commissioner BLAIR. At times I had a pretty hard time standing

the pressure.
I think I should call your attention to the fact that Mr. Nash and

Mr. Bright, about whom I have spoken, were both in the bureau
before I came.

Senator KING. Yes.
Commissioner BLAIR. And while the positions which they hold

now are not civil-service positions, they were in the civil service and
in the bureau at the time they were put in the positions which they
occupy now.

Doctor ADAMS. In other words, their original appointment was
made under the civil service?

Commissioner BLAIR. Their original appointments were made
under civil service and I took them because of their efficiency.

* Senator Knrio. Io you not think it is in the interest of good
government and of efficiency to promote men who have a civil-service
status?

Commissioner BmR. I do, indeed.
Senator Kxro. And to fill the higher positions by promotion,

rather than by the induction of political appointees into those
positions? -

Commissioner BLAIR. We in the bureau stand absolutely for
efficiency. From the day I came up to this day, that has been true,
with a few exceptions, which were appointed at the suggestion of
Mr. Dover, and those men are all out now.
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Senator KINo. What have you to say with respect to deputy
collectors in the field generally. You said there were about three
thousand of them?

Mr. NASH. I wish to correct that. There are 4,727.
Commissioner BLAR. Those appointments have all, as I have

stated, been made on the recommendation of the collector himself.
Now, I have no way of comparing their efficiency with some other men,
because the class of work of the deputy collector is quite different
from that of the revenue agent, who is under the civil service. The
revenue agents and the inspectors are all under the civil service,
but the deputy collectors are not. There is no way of comparing
their efficiency, because we have not had the two working side by
side;

Senator KING. From whatevor contact you had with them, and
whatever chance you have had for observation of their work, would
you say it would be better to have them under the civil service?

Commissioner BLAIR. Well, I do not know.
Senator KING. Would you still have them political appointments?
Commissioner BLAIR. I am quite satisfied that civil service for the

bureau is a good thing as to the collectors' offices. If you have a
collector who has the backbone to stand up-and most of tfem have-
and select good men, I think you can get, considering the salaries
paid, splendid results in selecting his own men. "

Senator ERNST. Not only that, Mr. Blair, but are there not many
strong reasons in favor of a collector having a deputy collector in
whom he has confidence and not have someone placed in that posi-
tion with whom he is not familiar and whom he might not be willing
to trust.

Commissioner BLAIR. I think there is that side of it. Tie col-
lector needs to have around him men who work with him.

Senator ERNST. Absolutely.
Commissioner BLAIR. Ana cooperate with him. He finds that his

bond is responsible, and he is responsible for the conduct of the office.
When I first came here there were a number of Codgressmen who

tried to induce me to appoint deputy collectors in different districts.
I have refused in every instance to do it, and some of them became
very angry at the start, but they saw, the wisdom of it and after the
first two or three months I had no pressure brought upon me to have
that done.

Senator KING. While it is a rather complicated revenue law which
the deputy collectors have to deal with, more or less, do you not think
it would be better to have their men continued in office than to have
these political appointments, men introduced into the service to
administer this law who are unfamiliar with the revenue law.

Commissioner BLAIR. It is possible, but I doubt whether you could
get, with tle salaries paid to the collectors, better men than the col-
lectors, are, as a rule.

Senator ERNST. Mr. Blair, that is assuming, in the first place, that
when a collector appoints a deputy, he appoints someone wrho is not
familiar with the service; and is it not a fact that many of the deputy
collectors are men who are thoroughly experienced in the service,
and who received their appointments because of that very fact? Is
not that the fact?
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Commissioner BLAIR. In many of the offices they kept the best
deputies that they had. They have not changed in many instances.
I know that in my own State they have kept quite a number of depu-
ties that were in because they were efficient.

Senator ERNST. I want to say, while you are here-and I have had
not a little experience in that-how that works in my own State, and
I think it makes not only for the security and the protection of the
collector, but it makes also for efficient service, that the collector be
fiven fall power and authority to select his own deputies. The col-
ector who knows his business, and most of them do, is anxious to

get splendidly qualified men and men of high character, because so
often he must rely upon them.. He does not want inefficient men or
mere politicians; so that to-day, in looking at it and considering the
offices with which I am familiar, the deputy collectors are men of very
great ability and the collector himself depends upon thom in their
recommendations, because, in many instances, they are far better
posted than the collector himself.

Senator JoNEs of New Mexico. The collector being a political ap-
pointee, do you not think pressure would be brought to bear upon him
to make political appointments?

Senator ERST. Well, you and I know that, as long as there are
Democrats and Republicans, and one side is out and the other is in,
that when the outs get in they are going to have their own friends
there, when they can get them; but what1 want to emphasize is that,
in my experience, the men who are in those higher positions under the
collectors are efficient men; they are frequently men who have spent
years in the service afid who have demonstrated their efficiency and
integrity, and for that very reason are selected by the appointee, who
is a political selection for the position of collector.

Senator COuiZFNS. What salary do these deputies get?
Commissioner BLAzR. It varies somewhat.
Mr. NASH. The entrance salary for the field deputies, that is the

men who are investigators, is $1,500, and it goes up to a maximum of
$2,500. The average for the service is about $1,800.

The entrance salaries for office deputies, stenographers, clerks, etc.,
are $1,000, and they run from $1,000 up to probably $2,000 for the
ordinary positions. They go up to a maximum of $3,600 in the
supervisory positions.

Senator'COuzENs. Have you had any general complaint from the
residents of these districts about the conduct of the deputies?

Mr. NASn. We have an occasional complaint about the conduct of
the deputies, the same as we have as to any employees.

Senator C OUznNs. We are talking about these'political appoint-
ments." I do not find that there is the same objection to them as the
Senator from Utah does, because I know you get some, good men,
even though they are political appointees; but is your percentage of
complaint greater with respect to that class of employees than it is as
to employees selected from the civil-service lirtG'T

Mr. NASH. I could not say that it is.
Mr. ADAMs. Are their duties as difficult?
Mr. NAsn. The investigating duties are not as difficult, because the

deputies work in the smaller cases, that is, on the smaller income-tax
cases. The excise-tax cases are not as difficult as the income-tax
cases or the estate-tax cases. The revenue agents work upon them
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and the work of the deputies in the office is routine clerical work, the
same work as is performed by the civil service clerks.

Senator ERNST. Gentlemen with the temptations with which
these officers in the Internal Revenue Bureau are subjected, by
reason of the prohibition law, I think their record is perfectly
remarkable.

Senator COUZENS. I am afraid you do not know what the record is,
Senator.

Senator KiNo. These officers that we have been talking about
have nothing to do with the prohibition law.

Corinissioner BLAIR. No.
Senator ERNST. I know that, but what I mean to say is this, that

under Ithe way in which the revenue 1cws are now being enforced,
a dishonest deputy collector may become quite rich, and the point
I am trying to make is that when you consider their temptations,
their record is a remarkable one.

Senator KING. Senator, as a matter of information, what does the
ordinary deputy collector in a State have to do with the enforcement
of the phol'bition law?

Senator ERNST. He may make appointments.
,Senator CouzENs. You mean the deputy may make appointments I
Senator ERNST. No; I know how the appointments are made, but

he can by opening his eyes or shutting them make a great deal of
trouble in many ways.

Senator KiG. I might state that those who are enforcmg the
prohibition law are entirely disassociated with those who are collecting
the revenue and levying the taxes. They are entirely two separate
forces, those enforcing prohibition and the deputy collectors. The
deputy collectors have nothing to do with the prohibition law.

Commissioner BLAIR. No; that is a separate or anization.
Senator ERNST. That is a separate organization, but who appoint'

your distillery warehouse guards?
Commissioner BLAIR. Well, we have-
Senator ERNST (interposing). Who appoints those?
Commissioner BLAvR. Well, we have storekeeper-gaugers in the

service.
Senator ERNST. Who appoints those storekeeper-gaugers, and whoappoints the guards?
COMmiSSIONR BLAIR. The warehouse guards are appointed by the

collectors and the storekeeper-gaugers are appointed by the collectors
from civil-service lists.

Senator ERNST. Suppose there are dishonest officials appointed.They have every opportunity for fraud, which would make em rich.
I known whereof rI speak, and under their present temptations, I am
surprised that not many more of them have gone wrong.

Senator COUZENS. Your trouble is that you do not know how
many of them hav' gone wrong.

Senator ERNST. T at is quite right, but you might say the same
thing bout bankers. Some of them have been going wrong, but,
of course, a great many of them have not been. I am only judging
ly the fact that they have not been discovered.

Senator CouzENs. Oh, that is different. You mean there have
not been many discovered.

Senator ERNST. Why, of course.
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Senator CouzENs. That is different. Very many of them have
gon!e wrong.

Senator E RNST. I am only judging by the fact that, so far as we
know, they are innocent.

Senator KNG. Commissioner Blair, coming back to the propo-
, ition that we have been discussing, have you any recommendation
to make with respect to the appointment of the deputy collectors?

Commissioner BLMR. No; I would not feel prepared to make a
recommendation to change it. I do not know what the result would
be.

Mr. HARTsOx. If you will permit me, I think this is a pertinent
thing to say on this point now under consideration. The commis-
sioner has suggested it, and I would like to have an opportunity to
emphasize it, namely, that the Collector of Internal Revenue, of
course, theoretically and really is the collector of taxes in the district.
He collects on the basis of an assessment that is made by the Commis-
sioner of Internal Revenue. It is the collector's duty, under the
law to collect that assessment. He has individual personal respon-
sibility for the collection of that assessment, and is liable personally,
under his bond, for any failure to collect, through lack o diligence
on his part to see that that assessment is collected, so he can only
act through his deputies. When he is personally responsible for
his deputy's failure to act for him, that is a matter of some concern
for him to know who his deputy is, and that is material here in con-
sidering this point.

As has already been pointed out, the bond of the deputy runs to the
collector. The collector, though, is the man who has to answer
to the United States Government if that deputy does not collect.
So that should be considered, and I think emphasized on this point.

Senator KING. Mr. Blair, before we leave that matter, complaints
have been coming to me because of the duplication of your agents and
collectors. I have been in Wyoming, in Montana, in Idaho, in
Arizona, and in Utah, and at the same hotel there would be one or
two deputy collectors and one or two agents, who would be doing
the same thing. When I say "Doing the same thing " that is so
in a way, yes, but one individual could have done the work of the
two. You have an agent, and you have a deputy collector. You send
an agent from Salt Lake City down to St. George, 200 miles at a great
expense. You send the collector down to collect $10, and it costs
you more than you get.

It seems to me that there is an unnecessary duplication, especially
in small districts, such as some of these are. I suppose in a large
area it would be smaller in proportion.

There should be coordination in the work of these two, between
the agent and the collector, or the collector and the agent. You do
have too many agents and too many collectors in some of these
places, as I have discovered, and according to complaints that have
come to me by men y,'ho are in the service. Now, how ftar you have
corrected that evil, I )lo not know.

Commissioner BLAII. We have, I think, to a large extent.
Senator. INco. .That was a very serious situation two or tree years

ago.
Commissioner BLA=u. The local agent is looking after the collection

of the income tax. He is responsible to this officehere in Washington.
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Of course, the deputy collector is collecting taxes that go into the
collector's office and certain miscellaneous and other taxes. There
ought not to be much duplication, and 1 think there is very little
duplication.

Senator KING. Well, but the deputy collector can collect all of the
tax; he does not need the agent to do the collecting.

Mr. NASH. Senator King, the functions of the agent and the deputy
collector are not at all similar.

Senator KING. Why are they not?
Mr. NASH. The agent is sent out upon specific instructions from

Washington to verify the income-tax return of an individual or corpo-
ration or an estate. A deputy collector is searching for delinquent
taxes, both income and excise, and special taxes, etc. The deputy
collector is not roaming at random over a State, but the State is organ-
ized into divisions consisting of a certain number of counties, and then
the divisions are again organized into zones, consisting of a small
number of counties. A deputy is assigned to a zone consisting'of two
or three counties, for which is held responsible. He makes his
report through the division chief to the collector.The internal revenue agent is not interested in collections. He
makes none. He makes investigations and reports facts to Wash-
ington, so that they can adjust an income tax case. After investi-
gation the tax is determined, and then sent out to the collectors for
collection.

One of the duties of a deputy collector is to make collections
wherever the taxpayer has not voluntarily paid his tax. The col-
lector makes out a bill against him. He sends him a bill by mail.
If he sends it two or three times, and it is not acknowledged, the
deputy will call upon that taxpayer and present thc Mnill n ,Oerson.
But a very small proportion of our collections come from a puty.

Senator KING. I have seen in many cases a deputy collector and
an agent visiting the same person, when one of them could have done
it. hey frequently go together, too.

Mr. NASH. You might Ind a deputy collector in a business insti-
tution, in a commercial business, which is probably paying a half a
dozen different kinds of internal revenue taxes. An agent would be
in there investigating their income tax or estate tax. He does not
investigate any other kind of tax. Usually, the deputy collector is
not qualified technically to make an exhaustive examination of an
income tax, but he might investigate a jewelry tax or these taxes on
wearing apparel, etc., that we have had since 1918.

The deputy collector is a $1,500 or an $1,800 man, and the agent
gets anywhere from $2,500 to $3,600. The latter is not engaged
in collecting small taxes. It might occasionally happen where you
would have an agent and a deputy in the same business, but that is not
usual at all.

Senator ERNST. I would like to ask you if in the larger cities and
towns, they ever conflict.

Mr. NAsH. We have an occasional conflict on the income of an
individual around $5,000. With the deputy collector we draw that
line at $5,000. That is the dividing line between 1040-A and the
1040 returns. That is for the sake of having a division. We will
say that the deputy collectors will exanine and verify the 1040-A
returns, and that the agents will examine the 1040 returns. That
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does not mean always that the deputy collector is not qualified 'to
examine a return ofrmore than $4,000, or that we do not want an
agent to investigate a return' of less than $5,000. An agent's in-
structions, when he goes into a place of business, is to verify all .of
the individual returns of the omcers, the higher employees in that
business, in connection with his examination.

Senator COUZENS. I would like to make a record of this, and then
turn it over to Mr. Blair.

I have a communication here from Milledgeville, Ga., dated
February 21, 1924, from the Milledgeville Coca-Cola Bottling Co.
It is addressed to you, Mr. Commissioner, and several othe's in
your bureau, and has reference to an additional assessment, 1918 of
$559.02 against the MilledgeVille Coca-Cola Bottling Co., and it pro-
ceeds as Aollows:

The taxpayers in letters and sworn statements dated November 12, 1923, and
January 6, 1924, protested against the assessment proposed for the year 1918
and outlined reasons therefor.

In office letter of February 28, 1924, there appears to have been no consider-
ation given to this appeal except to paragraph seven which had reference (sug-
gested only) to the adjustments made at conference May 16, 1922.

If it be in order, the taxpayer would respectfully request opinion of the depart-
ient on each of the paragraphs in our letter of November 12, 1923, before the

additional assessment is demanded.
In this case the taxpayer overpaid inebme tax by a very large amount for so

small a corporation and to get refund for overpayment was obliged to send
representative to Washington, D. C., on four different occasions. At last on
May 16, 1922, there was an adjustment made and accepted by both Government
and taxpayer resulting in a refund. This was considered final. For some reason,
unknown to taxpayer, aield auditor was sent here November 9, 1923. The
field auditor did not have the calculations as made by the department at the time
.of the conference in Washington May 16, 1922, neither did the taxpayer have
these calculations, and from the results of the statements gotten up by the field
auditor it appears that no two men can calculate the same tax from the same set
of books and get the same result (rather an intricate problem, isn't it?).

Office letter of January 22, 1924, relative to refund for the year 1919--$21.31,
does not agree with field auditor's report, page 8--refund for 1919-$92.08.

Why this difference?
With due respect, the taxpayer requests the information as to the policy of the

department and the departmental rulings, as to just when a case is closed, and
how many times the taxpayer is required to submit books and records? In this
case the records are almost worn out-having been inspected and audited by
Joel Hunter, L. S. Fowler, four times by the department at Washington, and one
time by field auditor, and yet there is more to come.

Awaiting a prompt reply to this letter with advice and assurances as to how
we will be required to proceed to get our refund, due 1920, and not have to pay
the proposed assessment of $559.02 for 1918, which is neither, in the opinion of
the taxpayer, correct, right, nor just.

Senator ERNST. Is that addressed to the Commissioner of Internal
Revenue?

Senator COUZENS. Yes; it is addressed to the Commissioner of
Internal Revenue.

Senator ERNST. How did it get into your possession?
Senator CouzENs. He sent it to me. I assumed that there would

be no objection to rep lying to that.
Commissioner BLAIR. No, sir; I assume a reply has been made.
Senator CouzzNs. You can reply to it, as to the cause of this

situation.
Commissioner BLAIR. I will find out, if I can.
Senator KING. May I say that I have had hundreds of letters of

complaint and some far more serious than that, and some not quite
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so serious. I am getting them almost every day with regard to
similar conduct on the part of officials of the Internal Revenue
Bureau.

Senator CouzNs. I mean that there are no legal objections to
telling us, are there, in view of this being sent to the committee?

Cofmmissioner BLAm. No; I will give you- the best answer I can
on that. The department and a taxpayer can not always agree on
those things, and as examinations are made new ting develop. I
will go into this case and see what I can find out and make a report
to you.

Senator COUZENS. I have nothing more.
Senator KNG. As far as I am concerned, I want to finish on this

question of the civil service. You have no recommendation, then,
as I understand it, Mr. Commissioner, in that respect?

Commissioner BLAIR. With respect to deputy collectors?
Senator KING. With respect to deputy collectors.
Commissioner BLAIR. No, sir.
Senator KNm. The placing of them under the civil service I
Commissioner BLAIR. No, sir; and I want to say right here,

Senator King, that I mentioned two of the deputy commissioners as
having come up through the civil service.
* Senator KurG. Yes.

Commissioner BwR. While the are my appointees, they were
in the bureau and had come up through the civil service. I have
only three deputy commissioners now. There were five men when
I came in, and Mr. Mires was also in the service and was advanced.
He is the deputy commissioner in charge of accounts and collections.

Mr. NAsH. In reply to Senator Couens-
Senator KING. State what his question was, so that we may have

it in the record.
Mr. NAsH. He asked whether we could devise some method

whereby the taxpayers could be notified that it is unnecessary to
pay a solicitor or an agent any commission to get returned to him
honest overcharges or payments made as the result of honest errors.

This is a memorandum showing the facilities that the bureau has
for assisting taxpayers.

Senator ERNsT. That should go into the record.
Senator KING. Yes.
(The memorandum referred to is in the possession of Senator

Couzens.)
Senator JoNES of New Mexico. How many people are sitting in

your bureau deciding questions upon these income-tax returns?
Commissioner BLAIR. There are practically 20 members of the

committee on appeal and review. There are perhaps 60 men in the
solicitor's office.

Mr. HARTSOx. Yes; I should judge so.
Commissioner BLAIR. There are around 60 that pass on questions

of law. I could not tell you accurately how raany auditors we have.
Senator JONEs of New Mexico. I do not mean that, but I mean

the number of people engaged in deciding questions.
Commissioner BLAIR. The committee on appeals and review is

entirely engaged in hearing appeals and deciding cases on appeal.
That consists of approximately 20 men.

70
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Senator JONFuS of New Mexico. Those cases are on appeal from
whom?

Commissioner BY.,xR. From the unit. The case is audited and
heard before. If there are any points of difference, the auditors, after
going over the case, decide it. We have a committee down there
that goes over the cases, and then if the taxpayer is not satisfied he
appeals to the committee on appeals and review, which is an appellate
body designated just to listen largely to appeals on the facts.

Senator Jmns of New Mexico. But if the auditor makes a finding
satisfactory to the taxpayer, that is the end of it, is it not?

Commissioner BrAIR. Mr. Bright can tell you just what that pro-
cedure is.

Mr. BRIGHT. After the auditor has finished with a case it is
reviewed by his section auditor.

Commissioner BLAIR. The section unit auditor reviews the case.
Senator JoNs. And if the section unit auditor adjusts the case to

the satisfaction of the taxpayer, that ends it?
Mr. Birow. No, sir.
Senator ;JONES. Then where does it go?
Mr. BRIGHT. It then goes to the review section of the division, an

entirely separate section, with a separate set of auditors, having a
separate chief, and there a review auditor reviews the case, and if
he then passes it, it then goes on to the taxpayer.

Senator JoNEs of New Mexico. You call him the review auditor?
Mr. BRIGHT. The review auditor.
Senator JoNvEs of New Mexico. How many of them are there?
Mr. BRIGHT. Depending upon the section. I can give you the

number in the personal audif division.
Senator JONES of New Mexico. To illustrate what I think would

be better than to go about it in this rather loose way, I think we had
better have a studied statement of it, an accurate statement of the
procedure and the number of people in each class of officials that are
andling these eases. What Iam after is to get at the magnitude of

the proposition.
Mr. BRIGHT. I think that is necessary, because, in n' certain class of

vases only a certain number of auditor and reviewers are employed.
In the larger classes, there is ai greater number employed.

Senator JoNES of New Mexico. In order to get the problem which
I have in mind before the commissioner and others in his bureau, I
want to state that, if it is practical to do so, I would like to see the
machinery down there of this general nature, that wherever there isa protest made by the taxpayer and wherever there is a readjustment
of the taxes, I should like to have those tax returns and the whole
procedure subject to public inspection. Of course. you can not have
it public under the law as it is now. I quite understand that, and I
am not condenining any action heretofore taken by the commissioner
or anyone under hhn; 'but it does seem to me that where there is a
controversy between the Government and a taxpayer, the controversy
ought to be decided in public, or, at any rate, the public should have
access to the facts which are in controversy. I do not believe you
can ever eliminate the question of fraud and that sort of thing until
some such procedure is brought about. I do rot see how it would be
practicable to have a public court room procedure, but it may be so.
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When you get a case up to these 20 people that you speak of
or the board of appeals such as is provided for in the present bill as
it came from the-House, I think that then, wherever a taxpayer has
a controversy with ths3 Government as to the amount of his tax, he
should be willing that the entire facts should be brou lit out before
the public, or, at any rate, accessible to the public. do not think
a man has a right to complain of any action on the part of the bureau
in making an assessment, an additional assessment, for instance,
unless he is willing to disclose his whole case. It seems to me that
we might be able to work out something of that kind, and that is
why I am asking for this information regarding the number of people
handling these matters, etc., to see if we can not devise some
scheme whereby on any controverted question the facts involved
and the decision involved shall be subjected to public inspection.

Doctor ADAM1S. I want to ask the commissioner or Mr. Bright' or
some one else connected with the Bureau this question: W lat is
the proportion of cases in which these controversies occur? My im-
pression would be that of the taxpayers who pay in excess of* say,
$25,000, probably three-fourths of them come in for some readjust-
ment, do they not, or what proportion would you say?

Mr. HARTSON. I would say a greater percentage than that.
Mr. BRIGHT. No; I would not say that.
Doctor ADAMs. Who come in for a hearing on some kind of an

adjustment.
Mr. HARTSON. They may come in, Doctor Adams, but I do not

believe that any additional assessment, in the general line of cases,
is acquiesced in by the tax ayers.

Mr. BRIGHT. That is a different matter.
Mr. HiAnRTSON. That is the controverted thing from which an

appeal lihes, and from which this adjustment that the Senator has
spoken of arises. That is all controverted.

Doctor ADAMS. I wanted to get at the magnitude of this problem.
Senator JONFS of New Mexico. Yes.
Doctor ADAMS. Senator Jones is trying to solve a very difficult

question, as I see it, which is how to get rid of this constant charge
of grafting and improper influence, by suggesting some form of

ublicity or it. I think everybody wants to try to cure that evil.This publicity procedure, as I see it, will be difficult because of itsmagnitude, and I wanted to have some expression of opinion on that.
Senator ERNST. Docor Adams, if made public, how would that

prevent it?
Doctor ADAMS. I do not know. I had not given any thought t

it until this question of publicity was mentioned here a cure for
this big problem. My Impression is that most all concerns with
taxes above $25,000 get in or some sor of discussion or conference,
usually in the way of a protest. .

Mr. BRIGHT. Wherein there is a question of additional assessment.
Doctor ADAMS. Yes.
Mr. BRIGHT. Yes.
Senator JoNEs of New Mexico. Those are cases that I think ought

to be tried out in public. If your auditors recommend n additional
assessment, and that is accepted by the taxpayer, we have every
reason to believe that the puisc interests the private interests

of the taxpayer have been properly cared for.

imU n
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Senator ERNST. But, Senator Jones, what will that accomplish by
having a public hearing?

Senator JONES of New Mexico. My dear sir, would it not obviate
a whole lot of these rumors that we have been hearing around here
about people having influence on some individual in the department,
and all that sort of thing? When we hear a case in open court, where
the public has access to all the facts in the case, I submit it is a greater
safeguard to the public interests than to the individual. We do not
Want to impose undue burdens on these individual taxpayers, and if
they are arbitrarily assessed for additional taxation, we want to know
about that. If it should appear that the taxpayer comes in and
shows that there was no substantial ground for the additional assess-
ment, that ought to be published, and the commissioner would, if
brought to his attention. I know that he can not supervise all of
these deicisons. I used to sign decisions at the rate of four or five
hundred a month myself in the Interior Department, and I know
how you have to rely on subordinates; but in every controverted
matter it does seem to me that the whole case ought to be subject
to public inspection.

Senator ERNST. You mean to have the same trial as you would
have a trial of a case in court?

Senator JONES of New Mexico. Not necessarily that trial, but to
have the papers in the case, the facts in the case, subject to public
inspection by anyone who may suppose that there is something
wrong about it.

Senator ERNST. So that all of the facts may be known, the figures
and everything? o

Senator JONES of New Mexico. Yes, sir; the whole ,thing, and I
submit that no taxpayer has a right to insist upon secrecy of his
tax return if he is raising a controversy with the Government as to
the amount of the tax that he is called upon to pay.

Now, I would like to ask the gentlemen from the Bureau, together
with the commissioner, if you could formulate some plan to bring
that about. I think if you could the committee would like to have
it in order to consider it, because personally I feel compelled to try
to do something along that line. It may be that if we would just
simply declare in a public law that whenever a taxpayer protests
against any action of the department, his tax return and all of the
actions of the department officials should become public, that might
do without going further; but I rather believe that might be limited
in some way to cases which come up to the higher point, something
of that sort, and that we should properly have .those hearings in
public.

Mr. .HARTSON. That might very well be done by amendment to the
present pending bill, wherein, for the first time, this court of appeals
is established. That, in a sense, would correspond to what has been
done with the committee on appeals and review within the bureau.
In other words, with legal authority, there has been established in the
bureau a similar board, which does not have the same powers that
this board is to have, but operates in possibly an indentical field or
in the same general stage of the discussion. That could be done by
an insertion of that provision that proceedings in these particular
appeals should be a matter of public record. It is not so stated in the
present draft.
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Senator Joizs of New Mexico. Would it be advisable to carry that
down to even another levelI

Mr. HAETSON. Doctor Adams has raised a point there which was
brought out by my attempted answer to his question. I think that
practically the entire operation of the bureau in Washington in the
auditing itself is engaged in these cases, and that the great majority
of the work is subject to controversy, a great many of the taxpayers
coming in by correspondence, in many cases by personal appearance,
and some of them by counsel, and they attempt to dispute the pro-
posed action that the commissioner is about to take. Even in small
amounts, amounts not up to a thousand dollars, there is controversy.
That is what the bureau is doing down there, trying to settle some of
those controversies, and it runs all through the entire functions of the
bureau.

Now, it is question of policy for Congress to determine, whether
they want to throw it all open-and they have the power to do it-
or, as the Senator suggested, be limited on some definite lines, which
might confine their limits within the jurisdiction of this appeals board.

Doctor ADAMS. Has the bureau ever given serious thought to the
general question of preventing charges of graft? Five out of six of
these cases raise very difficult questions, about which honest men
would differ frequently in equal proportion. If it is decided one
way, there are charges of one kind, and if decided the other way,
there are charges of the opposite kind.

Senator ERNST. Well, you know we are having a lot of five to four
decisions.

Doctor ADAMS. I know, but these are real problems, and you have
it in the department. The men differ; a nice point comes up, and
millions of dollars, perhaps, turn on the hearing. Now, has the
department ever thought of methods of preventing or anticipating
charges of graft in connection with those things? How can it be
done?

Mr. HARTSON. The bureau has given thought to that, Doctor
Adams. The commissioner and I have frequently discussed that.
I have some personal views about it, and I know the commissioner
feels much the same way as I do about it.

Personally, I have had a considerable experience with fraud-order
cases; I mean in charges that the commissioner was making against
taxpayers for having fraudulently understated their incomes when
they made their returns. I worked in the appeals division, solicitor's
office, for some time, and I have thought that there would be less,
fraud originally in making out a return if the return was subject to
public inspection.

Senator JONES of New Mexico. That is the idea.
Mr. HARTSON. I think if the taxpayer knew that his neighbor-

would be able to come in and look at that return, and that he would be
in a position to criticize it, if necessary, it would act as a moral influ-
ence on him, and would have a psychological effect on him when he.
made out his return, whereas, if he knows it is a secret thing, there
might be some motive which would cause him to understate it. That
is a thing to be considered. I think, to make a return a matter of
public record, would prevent, in many cases, a fraudulent understate-
ment of the original return.

Sm m N I
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Senator JONES of New Mexico. Let me ask you, what is the vol-
ume of fraud charges?

Mr. HAnTSON. -Relatively speaking, it is small, Senator Jones. I
can not answer that.

Senator JoNs of New Mexico. Well, of course, it is small relative.
to the whole number.

Mr. HARTSOm. Yes. How many returns are filed in a year?
Mr. NASH. Something over seven million. '
Mr. HARTSON. At the present time, tho cases in which there is a

charge of fraud rere around 500. That does not mecn that many other
cases do not invc lye fraud, but that is the number of cases in which the
charge of fraud has been made, and which are either now on hearing
or on appeal.

Mr. ERNST. Is that 500 out of 7,000,000?
Mr. HAuTSON. Five hundred out of 7,000,000. That is not a

proper comparison there. I simply state the two figures for such use
as you might make of them. There are around 500 cases pending in
the Solicitor's office in which the charge of fraud is made. That does
not mean court cases alone. Some of them are court cases, where
criminal prosecutions are being had against the taxpayers for perjury
in making out their returns, but it involves ad valorem penalties, etc.

Senator KING. Of those 7,000,000, perhaps 3,000,000 or 4,000,000
are in connection with incomes of less than $2,000?

Commissioner BLAIR. Yes; but the period covers more than one
year.

Mr. HARTSON. These 500 cases do not involve just one year.
There is the total number of cases that are pending.

Senator ERNST. In how many years?
Mr. HARTsoN. For the entire period, within which the income tax

law has been in operation, because some of those cases are older
than five years, and they may not have discovered fraud for a num-
ber of years afterwards. There is no limitation, on the commissioner,
in making the assessment for fraud penalties when fraud has been
determined.

Senator COUZE.Ns. How did you discover those fraud cases?
Mr. HARTSON. In most cases they are discovered by the revenue

agents in the field.
Senator COUZENS. And it is possible that there are a great many

more frauds which have not been discovered?
Mr. HARTSON. I think that is entirely possible.
Senator KING. When you come to examine many of these returns

which have not been examined yet, you may find many more cases
of fraud?

Mr. HARTSON. I think that is true.
Senator KING. Because, I understand in 1918, 1919, 1920, 1921,

and 1922 there were thousands of cases there and no one to examine
them.

Mr. HARTSON. Relatively speaking, the number of cases unsettled
is greater as you approach the present date, of course, but it is true
that in some of these cases in which the audit is not yet completed,
fraud may be suggested.

Senator JONES of New Mexico. Where the amount involved is
very small, does that have to go through the same procedure as the
case involving larger items?
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Mr. HARTSON. Are you speaking of fraud alone?
Senator JoNES of New Mexico. No; adjustments.
Mr. HARTSON. No; it has already been suggested here that in

cases where the net income is under a thousand dollars, the return
does not come to Washington for audit. They are settled in the
offices in the respective d;,tricts, by the collectors.
Senator JONES. Yes; but after they get to Washington.
Mr. HARTSON. After they gret to Washington?
Senator JONES-Oe New Mex'ico. Yes.
Mr. HARTSON. 'tne procedure in those cases is the same, but due

to the different amounts involved the history of the case is entirely
different. In other words, a small case may have a dozen or twenty
different questions in it, which require settlement. It may be a
natural resource case, or there may be a number of different questions
in it for settlement. The taxpayer, by reason of the small amount
involved in the case, may be satisfied with raising one question,
and then paying the additional amount, if anything is found, but
a very large taxpayer would insist that every point be settled, due
to his right to have all of these things determined. The history
of the case may be different,, because he might insist on a thing in a
large case which he would waive in a small case.

Senator JONES of New Mexico. That is what I was getting at.
I wanted to (et before you the question as to whether it would not
be only feasible but wise to have those small cases stopped lower
down, so as to give the cases----

Senator ERNST. Pardon me, but before Senator Couzens leaves I
would like to know to what tinie the committee will adjourn when
it does adjourn to-day.

Senator COUZENS. Two o'clock to-morrow.
Senator JONES of New Mexico. I want to pursue this inquiry a

little further, but not to any great extent. In the court procedure
of the country, certain cases are stopped with justices of the peace.
For instance, in most States, a justice of the peace has final jurisdic-
tion over an ordinary account, involving only $200, the district
court having jurisdiction over cases involving a larger sum, and
only cases involving considerable sums, are carried to a still higher
court. I remember very well when New Mexico was a territory,
the Supreme Court of tie United States had jurisdiction on appeal
of cases from the Territory where' $5,000 or more was involved.

Could e not apply that procedure somehow to the business of
the Internal Revenue Bureau, that some of those cases should end
with certain officials, that the cases involving larger amounts shall
proceed a step higher, and then, when you get to the very large
amounts, that there shall be an open court hearing, the same as any
ordinary trial.

I am merely suggesting this for consideration, because I do
feel that it is extremely important that some different system be
worked out; and again I want to say that I am not criticizing what
has been done, because, under this law, with the provision as to
secrecy of returns, I see no way of criticizing the bureau for its
present practice, but we are seeking light, with a view of remedying
the law and the procedure.

Mr. NASH. Senator Jones, may I say that out of something over
7,000,000 returns filed, over 5,000,000 stay in their respective collec-
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tion districts. There is something over 1,250,000 returns, in number,
that come to Washington. Since last July, we have been following
an audit procedure somewhat different than that which was followed
heretofore, in that we have auditors at our files, who give these returns
a preliminary audit, and about 70 per cent of the personal returns are
settled a the files. That is, the adjustment is made right at the
files, without putting them through our intensive audit machinery,
and only about 30 per cent of the personal returns go through the
entire machinery. That practice has relieved the strain on the
machine to a great extent. We have just finished the files audit for
1921, and instead of about 700,000 personal returns going through
the entire audit machinery, there are something over 180,000 just
starting to go through. I think we have had in mind something along
the line that you are suggesting; that is, to keep a great deal of the
chaff out of the machine.

Senator JONES of New Mexico. Yes; I was just wondering if it
would not be feasible and advisable to make another stop, where you
could shut out another 70 per cent of what is left.

Mr. NASH. Senator Jones, I might say this: When you start the
audit of a return, you do not know how much is involved. That is,
you know how much tax appears on the face of the return, but before
you get through with it, it might amount to a great deal in excess of
what you started out with.

Senator JONES of New Mexico. Of course, I would not want to
stop this procedure where anything of that kind ws likely to happen.

Mr. NAsH. No.
Senator JONES of New Iexico. Now, you only let the cases involv-

ing a thousand dollars or less, is it?
Mr. NASH. It was $5,000. This year we changed our figures

to $15,000 gross income, which gives us a fairer division, and brings
the more important returns to Washington. We found on the
$5 000 net income basis, a great many returns that would have, say,
a hundred thousand gross return in the field, and did not receive
proper attention.

Senator JONES of New Mexico. I am inclined to think your
subsequent view is the better.

Mr. NASH. Taking the $15,000 gross now, it leaves a relatively
small number in the field, but brings the more important returns to
Washington, which heretofore stayed in the field.

Doctor ADAMS. In case of the salaried men, these deductions
would probably be only on 10 or 15 per cent; so that $15,000 gross
might give a great many cases of $12,000 or $13,000 net income
remaining in the field.

Senator JONES. But I do want to repeat, and I feel very keenly
the fact that there should be a procedure between the Government
and citizens involving the payment of any considerable sum of money,
either way, which would enable the public to scrutinize it.

Mr. HARTSON. Doctor Adams, how is it with the returns in
England?

Doctor ADAMS. With the returns in England?
Mr. HARTSON. Yes.
Doctor ADAMS. They are handled by the local board.

92919- 2 4--PT 1-6
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Mr. HnTsoi. I know, but is the procedure before the board
public?

Doctor ADAMs. The procedure before the board, as I understand
it is public, but there are, of course, the auditors of Somerset House,
which corresponds to the bureau here, and they can challenge the
returns and check them, just as they do here, and have a discussion
between the board of inland revenue and the taxpayer, just as we
have here. In Great Britain, they feel that they get a great deal
out of this board, both in affording the publicity and protecting the
taxpayer.

Senator JoNEs. Let me ask you this: Are the corporation returns,
involving $15,000 gross, audited in the field?

Mr. NASH. No, sir; all corporation returns and all partnership
returns are audited in Washington. That is, they are audited ii
Washington first, and if something develops in the audit which
necessitates a field investigation, they are investigated by the revenue
agents.

Senator JoNzs. The committee w ill adjourn at this point.
(Whereupon, at 4:50 o'clock p. m., the committee adjourned

until tomorrow, Thursday, March 20, 1924, at 2:00 o'clock p. m.)
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THUSDAY, MARCH 20, 1924.

SFINI[TED STATES SENATE,
SELECT COMMITrEE OXN INVESTIGATION OF THE

BUREAU OF INTERNAL REVENUE,
Washington, D. 0.

The committee met. pursuant to call, at 2.15 o'clock p. m., Senator
James E. Watson (chairman) presiding.

Present: Senators Jones of New Mexico, King, Ernst, and Couzens.
Present also: Mr. D. H. Blair, Commissioner of Internal Revenue:

Mr. C. R. Nash, assistant to the Commissioner of Internal Revenue:
Mr. J. G. Bright, Deputy Commissioner, Income Tax Unit; Mr. N. T.
Hartson, Solxcitor Internal Revenue Bureau; and Dr. T. S. Adams.
tax expert, Yale University.

The CHAIRMAN. I would like to ask Mr. Nash a few questions
before you start in on whatever you have in mind to do.

STATEMENT OF MR. C. R. NASH, ASSISTANT TO THE COM-
MISSIONER OF INTERNAL REVENUE--Continued.

The WAIRMAN. You testified yesterday in regard to the number of
persons in the Income Tax I nit that had been prosecuted.

Mr. NAsH. Yes.
T U)1IAIRMAN. Or in the Internal Revenue Service?
Mr. NASH. I submitted #a memorandum which had been prepared

b- the Chief of the Intelligence Unit in reply to a question of Senator
Cozens.

The CHAIRMAN. Did you explain yesterday over what period of
time that extended?

Mr. NASH. No, sir; I did not answer any questions at all: I just
submitted the memorandum.

The CHAIRMAN. Do you know over what period oftime it extended:
was it over one year, two years, three years, or what?

Mr. NASH. Why, 1 imagine that. extended since Mr. Blair took
office in L921.

The CHAIRMAN. Over a period of three years?
Mr. NASH. Yes.
The CHAIRMAN. Does this statement specifically designate how

many were prosecuted each year?
Mr. NASH. It does not designate how many were prosecuted each

year, but a statement has been prepared to cover Mr. Blair's term of
office.
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Doctor ADAMS. The statement says, if I may be allowed to say so,
that it deals with charges of collusion on the part of employees of the
Internal Revenue Bureau and with persons outside of tfie Govern-
ment service during the past three years.

Mr. NASH. Yes.
Doctor ADAMS. It aggregates, apparently, over the three years.
Mr. NAsH. Yes.
The CHAIRMAN. I read in the paper, and it was not set forth-it

all came on us at once; I want to ask if any of those cases occurred
in the Prohibition Enforcement Unit and ofhier units of the Internal
Revenue Bureau. Explain that for the record specifically.

Mr. NASTI. In the Income Tax Unit there wcr-e 116 'employees
separated from the service outside of Washington an(l 38 employees
in Washington were separated from the unit.

Senator ERNST. How many?
Mr. NASH. Thirty-eight. There were 15 prosecuted who were

employed outside Washington on income-tax work and 10 prose-
cuted wiho were employed in Washington in the Income Tax I'nit.

There are 75 cases outside of Washington now pending and 35
cases now pending in Washington.

In the Prohibition Unit there have been 331 separations from the
service outside of Washington, and 12 separations in Washington.

There have been 22 prohibition employees prosecuted outside of
Washington and 4 prohibition employees in Washington, and there
are 210 cases pending outside of Washington and 12 cases pending
in Washington affecting prohibition employees.

Senator ERNST. You already gave part of those figures, the prose-
cutions.

Mr. NAsH. Yes, sir.
Senator ERNST. You already have given us the figures for the

prosecutions.
Mr. NASH. Yes, sir.
Senator ERN.ST. They are included in the totals which you first

gave?
Mr. NAsH. Yes, sir.
The OHAIRMAN. If there is no other question----
Mr. NAsI. There are 448 employees who have been separated

from the service as the result of invesirations of alleged colluston---
Senator CotzwNs. Collusion with whont?
Mr. NAsh. With the taxpayers in case of the Income Tax Unit,

and in case of the lProhibition' "nit, the people desirous of obtaining
permits, or getting action on permits.

Senator CouzExS. Getting action on permits?
Mr. Ns. Yes.
Senator C()OZF.Ns. Not in collusion with bootleggers, only those

who want to get permits; is that it? .
Mr. NAs. It might be collusion with bootleggers: the bootleggers

are sometimes interested to get permits.
Senator CotTZFxs. But what I mean is do you separate between

those who desire to get permits and those w-ho desire to smuggle
something from other countries, or across the border from some
foreign country?

Mr. NAsmI. There might be collusion or conspiracy in such case.



INVESTIGATION OF BUREAU OF INTERNAL REVENUE. 81

Senator COUZENS. As I remember the testimony yesterday-it
was given orally, and not taken from that report-there were about
some 790, as I remember who were separated from the bureau, and
no distinction was made between those who were separated from the
Income Tax Unit and those who were separated from the Prohibition
Unit.

The CHAIMMAN. That is what I am asking now.
Senator ERNST. He has just gone into that.
The CHAIRMAN. I understand that he says something over 400

were separated from collusion, which includes some of those who
wanted to smuggle into the country.

Mr. NASH. It might.
Senator COUZENS. Those who wanted to get permits to release

from warehouses, or it might be collusion with the taxpayer in the
Income Tax Unit.

Mr NASH. Yes, sir.
Senator ERNST. There is nothing here to show that, is there?
Mr. NASH. No, sir; not to show the specific nature of collusion.
Now, there 149 emploTees that have been prosecuted on col-

lusion chargei3; and there are 597 cases of this kind that are pending
and not yet completed.

Senator COxTZENS. Five hundred ninety-seven cases?
Mr. NASH. Yes, sir.
The CHAIRMAN. Pending where'?
Mr. NASH. I assume a number of them are pending in the courts

and some of them are pending in the Special Intelligence Unit,.
Senator COUZENS. Do you prosecute these cases with your own

attorneys, or do you have to get attorneys from the Department ofJustice.
Mr. NAsx. The cases are referred to the United States Attorneys

in the respective collection districts. However, our solicitor's
office does assist the United States attorneys in the prosecution of
some cases.

Senator COUZENs. There is none, then, that is referred directly
to the Department of Justice; they are all referred to the district
attorneys; is that right?

Mr. NASH. Inasmuch as the United States attorneys are under
the Department of Justice, all litigation is under the Department
of Justice.

Senator COUZENS. I understand.
Mr. NASH. They are referred to the United States attorney- of

the separate districts.
Senator COUZENS. I understand; but what I was trying to get at

was whether here in Washington you refer any of these cases direct
to the Department of Justice.

Mr. NASH. We do not, because they are not in position to prose-
cute. The district attorney is the one to prosecute.

Senator ERNST. The district attorney of the District of Columbia i
Mr. NASH. That is in the Distrit, of Columbia, the district

attorney of the District of Columbia.
Senator COUZENS. So if there is any delay in these 500 cases,.

there is none of it chargeable to the Department of Justice direct?
Mr. NASH. As such, no; only the district attorney.

- _ _ _ -1-1 Wow- -- M
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Senator COUZENS. Is there any undue delay in prosecuting these
cases?

Mr. NASH. I think there is a great deal of delay in the prosecution
of these cases in court, Senator Couzens; there is a very long docket
before all Federal courts of the country. That is a matter of public
knowledge, and these cases, the prohibition cases and other cases, in
which the Government is interested, have to take their turn along
with the other litigation that the United States courts conduct.
There is delay in these cases.

Senator CoUZENS. Ilow manyr of these five hundred and odd cases
are in the District of Columbia?

Mr. NASH. A relatively small number. I can not answer that
definitely without the figures before me. It would be a relatively
small numb& of the entire number that would be pending in the
District.

The CHAIRMAN. Do you know bow many cases there are pending
in the whole United States, in all the Federal courts, for the violation
of the liquor law?

Mr. NASH. No, sir; I de not.
The CHOAMAN. Do you, Mr. Mr. Hartson ?
Mr. HARTSON. I do not know; no, sir; I do not.
Senator ERNST. The Department of Justice can give you a pretty

close figure.
The CHA RMA.N. This last estimate you gave covered the prohibi-

tion-enforcement features?
Mr. NASH. That is with respect to employees?
The CHAIRMAN. Yes.
Mr. NASH. Yes, sir.
The CHAIRMAN. Anything further of Mr. Nash?
Senator CouzENs. No, I have nothing further.
The CHAIRMAN. Then who do you want to call, Mr. CouzensI
Senator CouziiNS. Mr. Edward H. Batson. Is Mr. E. H. Batson

here?
Mr. BATSON. Yes.

STATEMENT OF MR. EDWARD H. BATSON, ATTORNEY AT
LAW, 705-12 SOUTHERN BUILDING, WASHINGTON, D. C.

Senator COUZENS. Will you give the stenographer your correct
name and address?

Mr. BATSON. E. H. Batson, Southern Building, Washington, D. C.
Senator COUZENS. Were you formerly in the department under

investigation?
Mr. BATSON. Pardon me, Senator.
Senator COUZENS. Were you formerly in the employ of the Internal

Revenue Bureau?
Mr. BATSON. I was.
Senator COUZEN8. In what capacity'?
Mr. BATSON. In various capacities, Senator, up to Deputy Com-

missioner of Internal Revenue. I came with the department in
February, 1918, and occupied various positions, being made deputy
Commissioner of Internal Revenue in charge of the Income Tax
Unit about the 1st of June, 1921.

Senator COUZENS. Will you tell us what the various posts were
you held in the bureau from the time you entered it until you left?
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Mr. BATSON. I came in as a lowly claims examiner, examining
income-tax claims, and I was on that work for about six months,
and I was then assigned to reviewing claims that had been decided
by other examiners. I was on that work, perhaps, six months, and
then I was made what is know as assistant head of the Claims Divi-
sion, a division which, of course, as the name implies, is engaged in
the adjustment of income-tax claims.

Another six months and I was promoted to the staff division, a
division engaged in the hiring, training of employees. I was six
months at that. In November, 1920, I was made assistant deputy
conwiissioner of Internal Revenue.

On February 28, 1921, 1. was made Acting Deputy Commissioner
of Internal Revenue, and on June 1 made deputy commissioner.

Senator COuzExN.% Then you resigned from the department on
what date?

Mr. BATSON. I resigned January 15. 1923, more tnan a year ago--a
year ago this last January.

Senator CouzE:Ns. From the beginning were you a civil service
appointee ?

Mr. BATSON. I WasL.
Senator CouzEss. What is your business now. Mr. Batson?
Mr. BATSON. I am a lawyer.
Senator CO UZEN.S. And are% you engaged in any activities before

the bureau?
Mr. BATSON. I have some cases before the bureau, quite a number

of cases. Senator: yes. sir.
Senator Couz..ss. Probabrv how many?
Mr. BATSON. Probably 40 or 50 or more: I did not give it anythought.Senator CouzENs. Then you have not complied with the law ith

respect to practicing before the bureau within two years?
Mr. BATSON. I (1o not understand that to be the law, Senator.

except with respect to certain (lasses of cases. I understand the law
to be that I am prohibited from prosecuting, for a period of two years,
any claims which were pending in the bureau while I was connected
wiih it: and in my judgment I think I have fully complied withthat law.

Senator COUZENS. Yes: and that is the law. The claims must
have been pending under that statute.

The classes of claims you have dealt with were not penLding in the
bureau when you were a member of the bureau?

Mr. BATSON. Not to my knowledge, Senator. I have run onto
one or two cases which were in the office when I went out, but I
would not handle them; I have refused such cases; I do not want
anything to do with anything that was pending during my time or
of which I have or had any knowledge.

Senator CouzENs. You stated a while ago that one of the first
posts you occupied in the bureau was reviewing the claims that had
been passed upon by others; is that correct?

Mr. BATSON. My first position was that of adjusting the claims.
Senator CouzENs. Yes.
Mr. BATSO-. And the second position was a little promotion:

they thought I had attained more proficiency, I suppose, and I wa.
a%igned to reviewing the work of other examiners who had adjusted

88
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claims. It was not the practice to make one man the sole judge as
of a claim; his work was reviewed.

Senator CouzFNs. How many reviewed these claims?
Mr. BATSON. Now, Senator, I can not tell you. You see, I have

not examined a claim since 1919. I suppose that no less than four
men examined thpse claims in those days before they were passed.
Just how many see them now I can not tell you, but I imagine at
least three; possibly four.

Senator CouzENs. Could you, Mr. Nash, tell us how many review
the claims now?

Mr. NASH. The claims are handled in a different manner now than
they were when Mr. Batson was in the claims section. The claims
are handled in connection with the return and the return is reaudited
by any of the regular auditors in the Income Tax Division. The
adjustment is reviewed by the section unit auditor and then passes
to the review section and is again reviewed by a reviewer and the
head of the review section; and if it involves more than $50,000 the
entire case goes to the solicitor's office for a final review.

Senator CoUZENS. Do you consider that system better than the
system in vogue when Mr. Batson was there?

Mr. NASH. We handle the cases faster.
Senator COUZENS. Do you remember the person who succeeded

to your particular position when you resigned from the bureau?.
Mr. BATSON. Yes, sir.
Senator CouzENs. What is his name?
Mr. BATSON. E. W. Chatterton.
Senator COUZENS. Is he still in the bureau?
Mr. BATSON. He is not.
Senator COUZE s. How long after you resigned didl he resign?
Mr. BATSON. I resigned January 15, 1923, Senator; and it is my

understanding-my impression-that Mr. Chatterton left about
June the same year. He was there about five or six months.

Senator COUZENS. From the time you left until the time lie left did
you have any relations with him in the bureau?

Mr. BATSON. I can not recall that I had any relations with Mr.
Chatterton.

Senator COUZENS. You were there frequently, were you not?
Mr. BATSON. Yes, but I did not have any relations with him. It

(lid not become necessary and I do not know that I should have
anyway.

Senator COUZENS. You never appeared before him with any
claims afterwards?

Mr. BATSON. Let me remove a misapprehension you may have,
Senator. The Deputy Commissioner does not pass on those claims;
it would be impossible. He is a general executive in charge of the
work. He is a sort of director, but as far as passing on the claims, he
does not do it, and I do not know of any other deputy commissioner
that had, except perhaps in a very complicated case where there was
a very bitter contest and there would be some complaint made maybe
to the Commissioner, and the Commissioner would come over and
ask Mr. Batson or Mr. Chatterton what was to be done, that there
seemed to be a serious conflict. If there were, the deputy commis-
sioner might hear the parties and possibly suggest or pass on it with
the suggestion that it be referred to the solicitor if it was a matter of
lawv.
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I did not feel competent to settle those disputes between technical
men. You get away from the subject and into the executive end of it,
and a deputy commissioner would be foolish to try to pass upon a
very complicated case. I did not do it and I do not know of any
other deputy commissioner who has ever done it to any extent.

Senator COUZENS. You would have a great influence in cleaning
up a case, would you not?

Mr. BATSON. Oh, yes. In other words, if a case was brought to
my attention that upon complaint or otherwise showed that it
had been unduly delayed, I would telephone to the head of the
division in charge, the section chief in charge, and tell him I thought
the case ought to be adjusted, it had been delayed long enough,
or I saw no reason why they should not speed it up.
Senator COUZENS. Where is Mr. Chatterton now?
Mr. BATSON. Mr. Chatterton is in New York, Senator. I do

not know just where; I know about where he is.
Senator COUZENS. Is he in like work with you?
Mr. BATSON. Oh, no.
Senator CouzENs. He is not?
Mr. BATSON. He is with a private concern.
Senator KING. With a law firm?
Mr. BATSON. He was not; Mr. Chatterton was not a lawyer and

I think he is with English Brothers, a realty firm, or something
of that so. t. Just what his work is I do not know.

Senator KING. Is he practicing before the department'?
Mr. BATSON. He is not to my knowledge. I do not think he

ever has.
Senator CouzE.Ns. Are you working for any clients that had

claims before the bureau when you were there?
Mr. BATSON. I am not working for any clients in connection with

any claims that they had before the bureau while I was there, to my
knowledge, Senator. Everything that I am handling so far as I
know are matters that have come up since I left. I would not
knowingly handle anything else.
Senator COUZENS. But you may have some clients that you met

while you were at the bureau, would you notf
Mr. BATSON. I do not have a single client that I know of that

I met while I was in the bureau; no. I will tell you how most of
cases come if you would like to know.

Senator COUZENS. I would be very much interested.
Mr. BATSON. Usually from reference, out of town reference to

represent clients who simply want local counsel who is familiar with
the procedure more than anything else.

Senator CouzENs. How do these references come to you?
Mr. BATSON. I suppose they know me by reputation; I do not

know.
Senator COUZENS. It seems to me rather strange that these

lawyers from out of town would suggest to their clients that they
go to you when you had not been set up here very long as a practicing
lawyer.

Mr. BATSON. I do not know that there is anything strange about
it, Senator; it might appear that way but I do not think so.

Senator COUZENS. Did you write to any lawyers drawing their
attention to the fact that you were engaged in this line of business
in Washington.

85
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Mr. BATSON. No, I did not; unless you would say that-I would
like to show you my announcement card and my stationery, and my
personal cards, the only ones I have ever used, sir.

Senator COUZENS. Mr. Batson's announcement card says:
Edward H. Batson announces that he has resumed the practice of law with

offices in suite 712, Southern Building, Fifteenth and H Streets N. W., Wash-
ington, D. C.

Did you send these cards out to law firms throughout the country?
Mr. BATSON. I sent them to my old home men who knew me

when I was practicing in Kansas City. I sent some to lawyers that
I knew;. I sent some over to New York, Senator, not very extensively.

Senator COUZENS. I would like to know how these lawyers got
your name to refer these people to you.

Mr. BATSON. I suppose they heard of me in connection with tax
matters. Of course, I was pretty well known in matters that pertain
to taxation.

Senator COZENS. How did you get known like that concerning
taxation; because of your position in the bureau?

Mr. BATSON. I suppose so, Senator; yes, sir.
Doctor ADAMS. Does not the deputy commissioner personally

sign a great deal of the correspondence?
Mr. BATSON. He signs a great deal of it personally, and a lot of it

goes out over his signature signed by subordinate officials in type-
writing "E. H. Batson, Deputy Commissioner," by the chief of the
section who signed it.

Senator COUZENS. That is probably the way these lawyers knew.
of your position.
Mr. tATSON.0 I suppose that is one source of their information; yes.
Senator COUZENS. Have you any suggestion as to how the effi-

ciency of the bureau could be improved?
Mr. BATSON. I had hardly expected such a question, Senator; but

I studied that very proposition for five years, and gave it a lot of
thought. Since getting out I have sort of been content to "let
George do it." f am interested in it. I do think this: That above
all you must look after your employees a little better; you must
house them better; you must pay them better.

Senator KING. Do you mean by housing putting the employees of
the Treasury Department that are now in one or more buildings into
one building?

Mr. BATSON. Precisely. You have this sort of a situation here.
You have a factory turning out a very delicate product. If they
want a part, or a screw, they have to send out to this place for it; if
they want something else they have to send to that place; and if
the want an additional thing they have to send to a third.place.

The buildings they occupy are very much crowded; the danger of
fire is enomous; and it is necessary to keep the bulk of the returns
in one fireproof building and send to the other buildings just enough
"(raw material" to keep the "mechanics," so to speak, busy; and you
have to cart them back and forth. That cannot be helped; that is
the situation; nobody is to blame.

Senator CouzENS. If properly housed could the force be reduced?
Mr. BATSON. Well, within a short time, yes, Senator, but I should

not say that it could be reduced right now by getting into a new
building.
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I think the peak of this situation has passed and I think if the
bureau is separated and given resaonable facilities and the money to
better pay its employees, that it is but a question of time when they
will pull out. They have been under a full load by reason of this
war condition. I remember when I was in charge for the two years
the returns, for instance, that came in in the spring of 1921, truckloads
of them-I had them piled up on tables and on the floors until along
in August, with no place to file them, and the only way we were ever
able to get them away was to find some temporary space in some old
building and move out some of the oldest returns to replace with the
newer' ones. That is occuring right now every year. to my knowl-
edge.

Senator KING. A witness the other day testified, as I recall it, that
with proper housing facilities, assuming the work now being done
would be continued at that time, you could reduce the force 25 per
cent.

Mr. BATSON. Well, I think the Colonel is a little optimistic. I
think it can be done inside of a year if there are proper housing fa-
cilities. You could not just move these people into a new building
and say "Now we are going to cut your force 25 per cent," and
expect to go right off.

Senator KING. You now occupy three buildings-the Treasury
Department Building proper, the one across the street that you call
the annex?

Mr. BATSON. Yes.
Senator KING. By the theater?
M. BATSON. Yes.
Senator KING. And another one. Say now that the Veterans'

Bureau were allocated to the Treasury Department, would that
building provide the housing facilities that were necessary to discharge
the duties of the Treasury Department?

Mr. BATSON. If you mean to give the Bureau of Internal Revenue
the Veterans' Building you would have your housing problem solved.
I figured on that very thing once myself.' I think it would hold them;
I think it would be t wonderful thing.

Doctor ADAMS. You do not mean the prohibition unit, too?
Mr. BATSON. I do not know that it means the whole thing, because

they are not related subjects at all.
Doctor ADAMS. Do you think the possibility of higher salaries for

some of the key men would enable the savings among other employees
to make up for their salaries?

Mr. BATSON. I do not catch your question, Doctor.
Doctor ADAMS. In other words, most of the witnesses called

seemed to think that higher salaries are necessary. Does that mean
that your total appropriation would be higher, or that the higher
salaries for some men would enable savings to oe made so that the
bureau could get along with its present appropriation, or perhaps even
with smaller appropriations?

Mr. .BATSON. I do not know an employee there that is overpaid.
Doctor ADAMS. Then you think it is necessary to have larger appro-

priations ?
Mr. BATSbN. For the better class of men particularly.
Doctor ADAMS. If you had more better class men could you spare a

considerable number of the subordinate men being paid smaller
salaries?
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Mr. BATSON. EVentually, Doctor, but not right off. I have heard
that advanced before. It sounds good, but it is not practical.

Senator KING. Isn't it your experience that it would not be long
after they got one increase before they would want another increase?

Mr. BATSON. People are never satisfied, Senator. Real human
beings are never satisfied: and you can not expect men to sit down
there and pour over these returns, go through these complicated cases,
cases that are complicated even to the best talent of the commercial
world, for a mere pittance when they meet figures running into the
millions of dollars, and hundred of thousands of dollars; you can not
expect to keep them satisfied.

Senator KING. Don't you think they would take into account this
fact: That this is a contingency; that when these returns are audited
and settled; when we get back to Mr. Harding's "normalcy" that
they will feel that they have their positions and whatever advantages
accrue from retirement, and the limited hours which they work, and
the freedom from the combats and contentions and difficulties encoun-
tered in private activities?

Mr. BATSON. I never regard any Government job as certain.
Senator.

Senator KING. Well, it is as certain as civil service can make it?
Mr. BATSON. I know; at least I have heard of any number of

employees who have been discharged not because of any wrong
doing, but because a reduction of personnel was necessary.
number of them were good employees, too.

Senator Ki.xo. The personnel was greatly increased by reason of
the war from 37,000 in the I):strict to over a hundred thousand.
Obviously there must be a reduction in the civil-service list, as well
as in theononcivil-service list.

Mr. BATSON. The personnel of the Income Tax Unit was never
sufficient, no matter how much you increased it; it wis never suffi-
cient to cope with the situation. I remember when I came in in
1918 I looked about the room. I saw the lame, the halt, and the
near blind. They were trying to make high-class auditors out of
school-teachers. They could not compete With the commercial
world. People who were not in the Army were drawing enormous
salaries, and we were struggling along for a y _ar and a "%alf or two
years with that class of employees, and we never were able to get
real men-people of experience-until after the war really when there
was a depression in business. Then we were able to get a few for
the price we were authorized to pay; and through all that periodd
this congestion was accumulating.

The CHAIRMAN. As rapidly as men became expert in your depart-
ment they were gobbled up by private corporations?

Mr. BATSON. We could not hold them; we could not tell them to
get to work or else get out and take a pick and shovel.

Doctor ADAMS. Do you regard the constant resignation of men
as responsible in any material way for delay in settling cases?

Mr. BATSON. I do not know what the resignation rate is at this
time, but two and three years ago the resignation feature was some-
thing terrible. I think the turnover was at one time around 35 per
cent or around 37 per cent a year. I do not know what the resigna-
tion situation is now, but it is bad enough, from all I gather.

The CHAIRMAN. What is it now, Mr. Nash?
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Mr. NASH. About 20 per cent.
The CHAIRMAN. Now'
Mr. NASH. Yes. The gentleman in charge of the Atlanta (Ga.)

office was in my office this morning and told me that out of 70 em-
ployees, since last August he has had 27 resignations.

senator KiNG. Were those collectors?
Mr. NASH. Agents and inspectors, the men who are examining

income-tax returns in the field.
The CHAIRMAN. What salary do they get on an average?
Mr. NASH. They average about $2,500.
Senator KING. What is the maximum they get?
Mr. NASH. $4,000 for inspectors and the man in charge gets from

$4,000 to $5,000.
Mr. BATSON. I think it will average less than that, from my

knowledge, about $2,500.
Mr. NASH. The field agents at Atlanta average $2,500, but the

general average over the country is less than that because a great
many of them enter at $1,800, which is the entrance salary, and we
have been able to make only one promotion a year. We made a pro-
motion a year ago last March, and we made a second promotion on
March of this year; and we have been severely criticized by the ap-
propriations committee and the Bureau of the Budget for doing it.

Doctor ADAMS. I would like to ask Mr. Hartson whether it is
necessary to keep constantly after a case to get action on it.

Mr. IIARTSON. I think n'ot. Within the past few years they have
inaugurated inventory systems, and they have been checking up the
divisions to see that they keep as near current with their work as
possible.

Doctor ADAMS. Mr. BATSON, speaking from your experience as a
tax lawyer, do you think it is really necessary to get a tax lawyer to
keep after an important case if you want 'to get a really prompt
examination of it.?

Mr. BATSON. I do not think so, Doctor.
Senator CouzFNs. What do people get a tax lawyer for if it is not

to expedite their cases through the department ?
Mr. BATSON. They usually get a tax lawyer, I suppose, Senator,

for the same reason that a man gets t doctor when he is sick.
Senator CouzENxs. Then the taxpayers are sick.
Mr. BATSON. In many cases, yes; they (o not understand the

complicated Jaw; and you can not expect them to understand it, as
often as it is changed.*

Senator CouzENs. Have you any suggestions as to how the organi-
zat ion of the l)ureau might )e corrected so as to speed it up?

Mr. BATSON. I think from my observation, and it is only an obser-
vation at the most, Senator, that they are doing very well over there
in the way of organization and reorganization antl tightening up.
I have not-iced that they have eliminated a lot of sections that were
considered necessary during the war; they are coordinating sections
and mitking the organization more comptict. It strikes me they are
on the right road, Senator.

Senator KIN G. Is it more than two; are there more than two
sections combined there?

Mr. BATSON. I am speaking now from. observation over a period of
a year. I see they have abolished several sections and combined other
sections, and so on.
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Senator KINo. Are you speaking of the Income Tax Unit or refer-
ring to the units of the bureau as a whole?
Mr. NASH. I think, Senator King, you have in mind Mr. Blair's

testimony that we have abolished the sales tax unit.
The CHAIRMAN. Yes.
Mr. NASH. And the miscellaneous tax unit, the tobacco and mis-

cellaneous unit, and the old supervisor of collectors' offices, and have
made consolidations so that we now have three deputy commissioners
where we formerly had five deputies and a supervisor.

Within the Income Tax Unit we are reorganizing all the time, as
Mr. Batson has explained, abolishing sections here and there, and
creating new sections. It is just a constant reorganization. There
is a constant reorganization going on, and has been for the last year.

The CHAIRMAN. What is the purpose of it?
Mr. NASH. To perfect a better organization. We have a reat

big machine that has a certain volume of work going through it.
You can not tear that machine to pieces all at once without inter-
rupting your work; so wherever we see weak spots we patch it up;
we abolish a section here and another one there, or combine sections.
That has been going on through the organization in the last year,
and still we are keepingup our normal output.

Senator KING. Mr. Nash, when the war camne on, ts you know we
were collecting in revenue approximately a billion iollars-as a
matter of fact a little less than that. With the advent of the war
we increased the revenue to five, six, seven and eiht billions of
dollars. Obviously with the excess profits tax anI all of these
provisions for taxation passed as war legislation it would call for an
enormously increased personnel in that department. When we began
to reduce, as we have, the taxes have got down now to approximately
four billions of dollars --not all taxes, hut I mean taxes and miscella-
neous receipts, probably two billioms from taxation, the reduction
in the personnel ought to be very great, but there is m, very great
reduction taking place yet, is thei'e e

Mr. NAsaH. There, is "not l|cause y.ou can not gauge the personnel
by the amount of the collections. * The airgest collections we had
were during the years 1918, 1919, and 1920, when we were building
up our organization. The money canie in andi was put into the bank.
but the accounting work was not done: we (iI not begin to get a
good start to audit those returns until 1920: and it wais 1921 before
the )ig job of auditing was under headway, anid tle work that we
have been doing since 1921 is auditing the i returns that were filed
during 1917, 1918, 1919, and 1920: an(l the (.ost of the operation
ought to be properlv allocated to the war years an I not to the present
years. One-half of" oti orghniztltion to-da'iy is not, working on current
work.

Senator KING. You have got to-day probably 40 to 50 per cent more
in the department than you had in 1913, 1914 and 1915?

Mr. NASH. Yes, sir; and we have 100) per cent more work.
Senator KING. Approximately how many employees did you

have in the whole Internal Revenue Service in the years 1913, 1914,
and 1915; that means in the field and all collectors, agents, deputy
collectors.

Mr. NASH. My figures only go back to 1917, Senator, but in 1917
we had 5,053 employees in the service.
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Senator KING. What time of the year was that, June, the end of
the fiscal year 1917?

Mr. NASH. That would be I presume at the beginning of the
fiscal year 1917.

Senator KING. Then you mean by that the Ist of July, 1916,
because that is the fiscal year for 1917?

Mr. NASH. Yes, sir; I think that would be it.
Senator KxNG. You are not sure about that?
Mr. NAsH. In 1918 the personnel increased to 9,597.
Senator KING. That is in the field and in the District?
Mr. NASH. That is the entire bureau, Washington and outside of

Washington. 1919, 14,055; 1920, 18,440 1921, 20,141; 1922, 21,388;
1923, 21,275; 1924, 19,632.

Senator KING. Then you have increased from 5,000 to 19,000;
you have got now a 300 per cent increase?

Mr. NASH. Yes, sir.
Senator KING. I do not tl ink you have reduced enough; that is

my opinion, but that is an opinion only.
Mr. NASH. Well, Senator -
The CHAIRMAN (interposing). Did you have enough during the

peak period?
Mr. NASH. Mr. Batson explained that we put on the people we

could get who could do this work. If we had been able to get more
people of the right kind in 1920 and 1921, we would not have on our
hands now all this back work. Another thing to be taken into
consideration is the fact that prohibition* has come into existence
since 1913 which accounts for some of the increase.

Senator KxNo. How many are there in the prohibition personnel?
Mr. NASH. Somewhere between three and four thousand.
Doctor ADAMS. Is it not higher than that, Mr. Nash?
Mr. NAsn. I will get that figure in just a minute.
Senator KING. Th-at is an important element; I am glad you

mentioned that.
Mr. NASH. There are about 3,500 people in the prohibition service.
Senator CoITzENs. Is there any red tape in the bureau that you

think might be eliminated?
Mr. BATSON. I do not know what you mean, SenPar. lky red tape;

what do you mean, useless unnecessary procedure?
Senator COUZENS. Yes.
The CHAIRMAN. Or cumbersome procedure.
Mr. BATSON. Well, I cut all of it I could find and all I could cut

through; and I think the men in charge are continuing to do it
wherever they find any tape; but you do not dare cut too much red
tape in connection with these cases. Otherwise you would have a
laxity. I deem it highly important that these cases be reviewed by
these three competent persons.

The CHAIRMAN. In war time, Mr. Batson, and subsequent periods
there was complaint among Senators and Representatives on their
part that if they would go down there for a constituent to see the
commissioner he would send them over to some other person and that
person would send them to still another, and that person would send
them to still another, and so on and they could never find the person
who had the authority to decide the thing or to take it up for first
consideration.
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That may be an exaggerated statement, but, of course, there were
many instances of that kind.

Mr. BATSON. They sent you all over town to these various
buildings.

The CHAIRMAN. Yes, sent you all around. Now, do you know
to what extent that has been eliminated?

Mt. BATSON. That condition can not be avoided so long as the
Senator or the Representative labors under the impression that he
must fir, discuss it with the President or the Secretary of the
Treasury.

The CHAIRMAN. Yes.
Mr. BATSON. The work is thwnstairs, and if he insists on starting

upstairs I suppose that can n, " be overcome.

The CHAIRMAN. Of course, L i does not know where to go; lie has
to go to the commissioner; theta the commissioner should direct him.

W1r. BATSON. It is a very embarrassing situation where they have
to send them all over town, but :,t just can not be helped.

The CHAIRMAN. There is complaint of lack of efficiency. Could
the department more efficiently c(.nduct its business if you now cut
its personnel to any considerable ex tent?

Mr. BATSON. No; I think it absolutely dangerous to cut its per-
sonnel at this time.

The CHAIRMAN. That is what I wanted to find out.
Mr. BATSON. In my humble judgment I think it would be dan-

gerous.
Senator KING. Senator.Couzens asked a very pertinent question

and I am not satisfied with your answer, Mr. Batson, although I am
not criticizing you. I mean I want to go a little further. Suppose
that you had absolute authority down there and it was a private
business that you were conducting, yet having to do the same thing
that the internal Revenue Bureau now is doing, do you mean to say
there are no economies, no red tape, no expenses that you could.
excise, lop off-no reforms that you would introduce?

Mr. BATSON. I would prol)ably find some, Senator, as I proceeded.
I have been away from the bureau quite some time now, and only
from observation I see that they are making the changes from time
to time. They all look pretty good to me. But, as I said, this job
nearly killed me in the two years I was on it, and I have, perhaps
selfislhly, tried to escape it; and I did not come up here with the idea
of being asked for advice about it.

Senator KING. Would you be embarrassed in giving advice because
of having cases pending before officials who might in the exercise of a
reasonable discretion decide one way or the other?

Mr. BATSON. Not the slightest embarrassment; no, sir.
Senator KING. You have cases, as I understand you, before the

Department, and expect to have more, hope to have more at least?
Mr. BATSON. Well, I am not making any special play for them;

I am not pushing matters; I have some cases, as I said, and perhaps
will take someni more. I have cases in other departments. You know
what the law business is in Washington. It is a peculiar class of
work. I would not have the slightest embarrassment if I really had
a suggestion.

I ave noticed one thing that has been proposed here by the bureau,
or the Treasury Department, that personally I am not in favor of.
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Senator KvNG. What is that?
Mr. BATSON. That is this board of tax appeals.
Senator KING. You are opposed to that?
Mr. BATSON. I am opposed to it.
Senator KING. Have you stated to the committee your thoughts

on the subject?
Mr. BATSON. In other words, I am not opposed to it absolutely,

but I just do not think it is a wise thing in the form it has gotten into.
The CHAIRMAN. Will you give your reasons, Mr. Batson?
Mr. BATSON. As I understand it-
Senator KING (interposing). You refer to this proposed tax appeals

board with 28 members?
Mr. BATSON. Yes.
Senator Ki.so. Would you give us your thoughts as to its wisdom

or unwisdom?
Mr. BATSON. This is my own personal view: I think it unnecessary.

I am opposed to creating new offices, and new bureaus, and com-
missions, and things of that sort when you can do the same thing in
another way without so much publicity and without opening to the
wide world more jobs to be fought and scrambled for.

They have over there in that organization practically the same
thing;" they have the good men on it. They call it the committee of
appeals and review. It is not recognized 'by law, but it has been
created within the department; the men on it are paid out of the
sundry appropriation; and I think if the bureau, or the Treasury
Department, had the implied stutliority from you gentlemen that
they might create that boad and pay* its ineibers the $7,500 or
$8,000 a year for such men as they neel, that that would be all that
would be'necessary.

I am opposed to" it because it strikes me--this is only my view-that
you will be injecting politics into taxation, where it fias no place,
in my humble judgment. As it is the men on that board are responsi-
ble to the man who is responsible for the job as a whole.

Senator KING. Mr. Batson, don't you think that the present sys-
tern is conducive to criticism and to suspicion? We read of large re-
funds. One corporation, I am told, received a refund aggregating
$8,000,000; the Gulf Co., a company with which the Secretary of
the Treasury, Mr. Mellon, is connected, received refunds of more
than $3,000,000.

The proceedings by which those matters are determined and the
refunds ordered are in secret; I mean they are not public; there is
no public hearing, but the proceedings are behind closed doors-
sort of a star-chamber proceeding; and no matter how upright a man
may be who passes upon those claims, unless there is publicity there
is bound to be, it seems to me, suspicion and criticism, doubtless
most of it unjust, but it gives occasion for criticism.

Do you believe that the system of having those large contro-
versies determined in secret by men of whom the public know noth-
ing-some clerk, entirely worthy, who has been promoted because
of his eflicieUCv, is called upon to pass upon these claims of millions
and millions of dollars; Congress is asked to pay a man three, or
four, or live millions of dollars because some clerks or officers down
there have so ordered, and we do not know who they are; the pro-
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ceedings are not open to the publii-do you not think there ought
to be some c e in the law made in favor of abolishing such star-
chamber proceed . in passing upon those questions?

Mr. BATSoN. I t nk that some objections might very properlV be
made; but as far as throwing it wide open to the public, where john
Smith can walk in and dema-.d to see Bill Smith's return, I think is
out of place. I think if Members of Congress, or congressional com-
mittees, want those thig they are entitled to them.

Senator KING;. But if this secrecy was done away with entirely and,
all tax returns were made public, the same as they are in the States---
if I file an income tax in my State it is put on record there and anybody
can see it.

Mr. BATSON. They burn them un in my State. Senator, six weeks
after they are filed.

Senator ERNST. You say in every State .-.--I (1o not understand that
that is the case.

Senator KING. I correct it, then, and say that my understanding
was that in all States they were public. [ (to not know, however..
from actual facts.

Mr. BATSON. I do not have any decided views on it, Senator. I do
not think that they ought to be turned absolutely loose to the public
because it will absolutely impede the adjustment of the cases, in my
opinion; and I think in a lot of cases the Government has received
taxes that it might not otherwise have received if it had not been
that the taxpayers felt their returns were inviolate.

Senator KNG. I beg pardon: I di(i not quite un(enstan(i your last
statement.

Mr. BATSON. I say this: I think there have I)een cases in which we
have received more tax because the secrecy of the returns is protected
by law.

Senator KING. Yes.
Senator COUZENS. Just why; give us an instance.
Mr. BATSON. Well, sir, I remember a case in which a very promi-

nent man had for a number of years been engaged in sort of a ques-
tionable business. His conscience finally began to hurt him. He had
not filed any return. He filed those returns, paid his tax. If he had
known that those returns were going to be open to every Tom, Dick,
and Harry I doubt if he would have done it, Senator.

Senator COUZENS. In othei words, his conscience could not stand
lip against publicity?

Mr. BATSON. No, I do not believe it would have.
Senator EnNST. That is the reason why we have such a large con-

science fund the source of which is wholly unknown.,
Senator CouzENs. I find on your letterhead the name of Mr.

William T. Peake. Is he a lawyer?
Mr. BATSON. Yes.
Senator CouzENs. Was he ever in the Internal Revenue Bureau?.
Mr. BATSON. He was.
Senator CouzENS. Whe, n was he there
Mr. BATSON. He was there about 1920, 1 think, to March, 1923.
Senator CouzENs. You hired him?
Mr. BATSON. I hired him.
Senator COUZENS. Then I find the name of John F., Lanigan..
Mr. BATSON. YeS.

I
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Senator CouzENs. Was he in the Internal Revenue Bureau, toot
Mr. BATSON. He never was.
Senator CovzEws. Does he practice before the Internal Revenue

Bureau now?
Mr. BATSON. Only in connection--he works on general work in my

office.
Senator CouzENs. What was your salary when you left the bureau?
Mr. BATSON. When I left the bureau my salary was the amount

which was authorized by Congress for the job years before the war,
$5,000.

Senator COUZENS. Would you mind telling us what your income
now is per year, in relation to that?

Mr. BATSON. Well, my income-I have no objection- -1 have not
not found it so rosy on the outside, Senator; I think 1 made about
$20,000 last year.

Senator CouZnNS. Four times as much as you got in the bureau?
Mr. BATSON. Yes; and that did not scare anybody.
Senator Couzms. Could you give us any idea of the basis of fees

for performing this service?
Mr. BATSON. By whom?
Senator COVZENS. By you?
Mr. BATSON. Every Job stands on its own bottom, Senator, as far

I am concerned. It depends upon the nature of the case, the com-
plexity of it. I usually insist on a moderate retainer, and a reasonable
fee, to be determined in the light of the results accomplished and the
amount of work performed.

Senator CouzENs. Do you take any on a contingent basis 0
Mr. BATSON. Very seldom. 1 do not think I have but two or

three cases in the office on a contingent basis. I do not want them.
I want pay for my time whether I win, lose, or draw. Senator.

Senator COUZENS. When taking them on the contingent fee basis
what would be a proper percentage for you to take?

Mr. BATSON. I do not know; I am not a judge.
Senator COUZENS. I mean what do you thiink?
Mr. BATSON. It depends on how involved it is. ,f you give me a

specific case. a specific amount and tell me soinels' :ng about the
points involved and the difficulty of it I will try ant give you my
idea of it.

Senator COUZENS. Tell us the minimum amount of claims that
you deal with and the maximum amount of claims that you deal
with in your experience, of course.

Mr. BATSON. The minimum amount?
Senator CoIzENs. Yes.
Mr. BATSON. I have no minimum amount; I might take a case

for a man that only involved $150, or $100. one of these fellows
who is fighting for a principle, and I just have to charge; him for my
time in that case.

Senator Couz vqs. Then what is the maximum. on the other side
of the case?

Mr. BATSON. The maximum size?
Senator CouzENs. Of your claims, so far?
Mr. BATSON. I think about $90,000.
Senator COUZENS. That is the highest claim you have had so far?
Mr. BATSON. I think that is the highest one I have completed.

95
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Senator CouzNs. Supposing you had a claim against the bureau
for $25,000, taken on a contingent basis, what would the percentage
be on $25,000?

Mr. BATSON. About 10 per cent.
Senator CouziEis. About 10 per cent?
Mr. BATSON. Yes.
Senator CouzENs. That is a rather small contingent fee, is it not, as

contingent fees usually go?
Mr. BATSON. Well, Rhave heard a lot about these high contingent

fees, but they are just like the fellow who tells you about winning at
poker;. he tells you of his winnings but does not tell you of his losses;
there is a great deal of "bunk" about it.

Senator COUZENS. Do you recall when you were in the bureau
of having a case against some steel foundries concern in the Middle
West?

Mr. BATSON. Having a case?
Senator CouzENs. Yes, sir; with some large steel foundries concern

in the Middle West?
Mr. BATSON. I did not handle such a case. I think some round

robins, Senator, went around within the last year and a half in which
they were talking something about the American Steel Foundry; is
that it?

Senator COUZENS. Well, I am not going into the individual names
of these concerns.

Mr. BATSON. I did not handle it, and I can not tell you a thing
about it, Senator.

Senator CO1UZENS. Did you remember a Mr. Marx Perry appearing
before the bureau in the case of a corporation in the Middle West?

Mr. BATSON. Well, I think you have the name wrong. I know a
fellow by the name of Max Pam; and I think perhaps Max Pam is the
man wh had that case, some steel foundry question and I only knew
of it by reason of the round robins that went around here a year and a
half ago.

Senator CO UZENS. What do you mean by round robins around
where?

Mr. BATSON. Some fellow, some newspaper man, wrote up a series
of articles here, and I think he referred to that case. That is about all
I remember about it, but as to what points were involved in that ad-
justment I can not tell you.

Senator COUZENS Who started the round robins?
Mr. BATSON. You may recall, Senator, that there were a lot of

anonymous communications sent out to Members of Congress and the
Senate here about two years and a half ago, most of them unsigned-
anonymous communications, most of them sent out by disgruntled
employees.

We'had a bunch of employees down there who insisted on running
the department for us: and we decided that we would run it so long
as we were there; and we separated a few of them who would not
work, and they wrote a lot of letters to Members of Congress and things
of that sort. I think that case was one, but I just remember it faintly.

Senator CouzEs..s. Do you remember whether you were dissatisfied
with the settlement that was ultimately made with this concern?

Mr. BATSON. I do not know whether I was satisfied or dissatisfied
because I do not recall the case. I am inclined to think it was settled

A " 11 " " -
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long before I assumed the r6le of deputy commissioner, before I was
realy in authority. I do not know what tile adjustments were.

Senator COUZENS. Do you know a Mr. L. E. Rusch?
Mr. BATSON. Yes, I know Mr. Rusch.
Senator COUZENS. What is his position?
Mr. BATSON. At the bureau?
Senator COUZENS. No, what his activity is now ?
Mr. BATSON. He is an accountant.
Senator COUZENS. Where?
Mr. BATSON. His office is on Fourteenth Street, in 6e Metro-

politan Bank Building, sir.
Senator COUZENS. Where is former deputy commissioner G. I.

Newton, is he now in Washington?
Mr. BATSON. He is in New York.
Senator CouzENs. Is he practicing before the bureau, if you know?
Mr. BATSON. I have not seen much of him lately. I guess he has a

few cases.
Senator COUZENS. Was Mr. Rush ever in the bureau?
Mr. BATSON. Yes.
Senator COUZENS. He was in the bureau at one time?
Mr. BATSON. Yes.
Senator COUZENS. When you were there?
Mr. BATON. Yes.
Senator CouzxENs. I am informed he was responsible largely for the

settlement that I am just referring to and which it is intimated that
you were dissatisfied with. Do you recall any such circumstance?

Mr. BATSON. No. If I was ever dissatisfiedwith the case I do not
know it, Senator because I do not know just what the adjustment was.
I do not recall being dissatisfied with that adjustment. If I was I
would have probably looked into it and had some review made of it.

Senator COZENS. You do not know whether it was reviewed then
at all or not?

Mr. BATSON. Oh, it must have been reveiwed; all cases were
reviewed.

Senator CouzENs. There is a Mr. Batsirn, a financial writer in New
York. Is he any relation of yours?

Mr. BATSON. Not that I know of; I am not acquainted with the
gentleman.

The CHAIRMAN. Mr. Batson, in your practice before the Depart-
ment now you depend on your ability and your knowledge of taxation,
and of the general subject, and not on any influence you may have
with any person or persons connected with the Ineome Tax Unit, do
you notI

Mr. BATSON. Absolutely. I try to get by in this world on what I
know. I have studied this income tax law from the time I caine with
the bureau, and I know the facts about it-not all of then of course;
but I know considerable about it. It is a complicated subject; it is
the biggest subject I know anything about.

Senator COUZENS. Is it not possiblee, though, that because of your
familiarity with the staff and the routine that you get your claims
through quicker than others who are not so familiar?

Mr. BATSON. Well, I do not think so, Senator. You see every case
is passed on by some three or. four different men. I might know one
of the examiners, but the chances would be that I would not know
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the other three. There were about five thousand men there, and there
were a few with whom I came in daily contact. Most of them have
(hanged and gone.

Senator CouzENs (to Senator Ernst). Have you any questions to
aisk the witness?

Senator E RNST. No, I do not care to ask Mr. Batson anything.
Senator CouzE. s. 1 think we may call Mr. Rossmoore.

STATEMENT OF E. E. ROSSXOORE, 17 EAST FORTY- SECOND
STREET, NEW YORK CITY.

Senator CouzErNs. Give the stenographer your name and present
address.

Mr. ROsSMOORE. Seventeen East Forty-second Street, New York.
Senator ERNST. What is your occupation?
Mr. RosSMOORE. I am an accountant.
Senator CoUZENs. When did you first enter the Bureau of Internal

Revenue?
Mr. RosS5bOORE. I entered the bureau in April of 1918.
Senator CouzENs. Will you tell us from that time on what you

did at the bureau up to the time you left?
Mr. ROSSMOORE. Ihad been before then with a firm of account-

ants in New York, Arthur Young & Co., and I was in charge of. the
tax department of that firm. The 1917 revenue bill had been passed
some time before, and the tax reviewers had been organized, as I
understand it, by the Secretary of the Treasury. Doctor Adams
was chairman of those tax reviewers. I understand that they called
for some accountants from the leading firms in New York for some
assistance. They found the returns were somewhat complicated and
they needed assistance in working them out.

I was sent by Arthur Young & Co., and told to go down and help
them out for 30 days. I came down and worked on the staff of tax
reviewers under the general supervision of this group. At the end
of 30 days I was asked to stay another 30 days, and so on, one to
another, until I stayed finally almost two years. associated at first
directly with the tax reviewers up until about the close of 1918,
at which time the tax reviewers were about to be dissolved and their
work was to be taken up by the Income Tax Unit.

Accordingly a division was organized in the Income Tax Unit to
hathdle this work of the tax reviewers which had been primarily the
difficult cases, the intricate cases, those which were not in the ordinary
routine; and I was assigned to assist in the organization of this tech-
nical division, and as part of that organization the consolidated return
section was organized of which I was put in charge as chief. The
section started with myself and then it gradually built up until when
I left there were perhaps a hundred people in it. I left the service
in December, 1919. My resignation went in the 1st or 2d day of
December.

Senator ERNST. Did you say when you entered the service?
Mr. ROSSMOORE. I entered about April, 1918. 1 do not know the

exact date.
Senator ERNST. And you left when?
Mr. ROSSMOORE. I left in December, 1919, giving almost two years

of service.
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Senator COUZENS. When you were serving these 30tday periods
were you on the pay roll of Arthur Young & Co. and of the bureau at
the same time?

Mr. RossMoonE. I was on both. As matter of fact when I first
came down I was loaned to the Government; Arthur Young & Co.
continued to pay me my salary, and my expenses here and whatever
I got from the Government I turned over to Arthur Young & Co.,
which was less than what they were paying me until it became clear
to me that I was not going back to Arthur Young & Co., for it became
apparent that if I wanted to be of any service in this business-the
war was on-I would have to stay some time. At that time Arthur
Young & Co. ceased sending me remittances and I just kept what
the Government was paying me.

Senator Couzws. When was it Arthur Young & Co. ceased pay-
ing you?

Mr. RoSSMOoR F.. Perhaps after a lapse of three months. I am
Just estimating now.

Senator Col'ZENs. After three months you went on the Govern-
ment pay roll?

Mr. RossMooneI. I had been practically on the Government pay
roll all the time.

Senator COUZENS. I understood you went on exclusively to the
Government pay roll then?

Mr. RosSMOORE. Exclusively, well-
Senator CouzENs (interposing). Would you mind telling us what.

your salary was then?
Mr. RossruoOiu. $5,000 a year.
Senator COUZENS. Up to what time (
Mr. RossMOORE. Up until I left the service. I do not know

-whether I was a civil-service employee or not; I never had to fill
out any papers, or anything of that sort; I just was there.

Senator CouzENs. You got it without any examination?
Mr. RosstOO, fo. I know from the very nature of the thing I just

.ame down.
Senator COUZENS. When did you say you left the bureau?
Mr. ROSSMOORF. December, 1919.
Senator COUZENS. Where did you go from there?
Mr. ROSSMOORE. I went into practice.
Senator CouzENs. Where?
Mr. RoSSMOORE. In New York.
Senator COUZENS. Into the practice of what?
Mr. RosSNIOOR. The practice of accounting, specializing in tax

matters.
Senator CoUzENS. And are you still practicing?
Mr. RossMtoomi.i I am still in that profession.
Senator GouzENs. And are you practicing before the bureau?
Mr. RossmooRE. Yes, sir.
Senator COUZENS. Afld have you practiced ever since December.

1919, before the bureau?
Mr. RossMoonE. Practically.
Senator CoUzENs. And have you still a number of cases before

the bureau?
Mr. RosSMOORM. I have a few.
Senator CouzuNs. How many, perhaps?
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Mr. RossMooRE. Perhaps 10.
Senator COUZENS. Do you associate with any lawyer in this

practice before the department, or do you practice by yourself?
Mr. ROSSMOORE. I practice alone. In almost ev .V case there is

a lawyer for the taxpayer and there is a certain degree of consultation
and work with the lawyers, but my work is almost exclusively for
the corporation.

Senator COUZENS. Did you go into practice immediately you
left the bureau?

Mr. ROSSMOORE. Well, no, not immediately; because I left in
December, 1919 and my last day of service was on December 5.
I had 30 days leave coming to me, and, technically, I was not out of
the service until the end of December, although Iwas in New York
doing what I believe, but .1 did not begin to practice until this tech-
nica[30 days had elasped.

Senator cOUZENS. Is the Standard Oil Co. one of your clients?
Mr. ROSSMOORE. 'Yes, sir.
Senator COUZENS. Are they still clients of yours?
Mr. RossMoonE. Yes, sir.
Senator COUZENs. And did you deal with their cases here in the

bureau?
Mr. RossMOORE. No, sir; and I would like to take this opportunity

to make reference to the statement I have seen in the New Yor
World called to my attention yesterday; and I had seen an article
last January.

I want to say that the statement there, without qualification, is
false. The statement I refer to was that the chief, presumably my-
self, had managed the case of the Standard Oil Co. in his section, and
then insinuated that a tax had been built up and then went out and
got the case and knocked down that tax. 0

That statement and the insinuation with reference to myself is,
without qualification, false.

Senator COUZENS. Could you tell us what fees you have got from
the Standard Oil Co. sipce you have been working for them?

Mr. RossMooRE. Yes, isir. My contract with the Standard Oil
Co. was made in 1920. I was called in by the attorney for the com-
pany who told me that my name had been mentioned to him by
Mr. George E. Holmes, who is a leading practitioner in New York,
and he offered me a position with the company as a deputy comp-
troller in charge of tax matters. He told me that there was then an
audit being made and that they needed some assistance from some-
body on the outside, somebody 'like myself who had had practice and
knew the ways of the bureau" and knew its attitude and could look
after the interests of the company.

I told Mr. Wellman, the attorney, that I was not interested in any
salaried position because I was in public practice and preferred to be
in that situation. Then he suggested that I undertake to handle
their case as a practitioner myself, not having them as my sole client.
I told him I would and the contract that we entered into was for me
to serve for a period of one year from July 15, 1920, to act for them,
do what was necessary, prepare their case, check up their returns,
file claims, if necessary, whatever was necessary within the period
of a year and that my compensation was to be a minimum of $10,000
and a maximum of $25,000, the $10,000 to be paid me in-I forgot
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whether it was quarterly or semiannual, installments, and the balance
of the $15,000 was to be paid me if I billed that balance and felt that
my services were worth that amount. That $15,000 was never billed.
Since then I have been retained further.

Senator COUZENS. So you only got $10,000?
Mr. RossMoomu. I got $10,000 a year, and for the next year I got

$10,000, and the next year I got $10,000. Since then each year-
at least the first year there was a renewal for $10,000. The second
year I think there was a renewal for $10,000. The third year there
was a renewal for six months at the rate of $5,000, and I think since
it has been further renewed for $5,000. In other words, it has been
at the rate of $10,000 a year.

Senator CouzENS. And you have not got any greater fees in any
one year than $10,000: is that correct?

Mr. RosSMOORE. No, sir.
Senator COUZENs. How many clients have you got that you have

to deal with in handling their cases before the Internal Revenue
Bureau?

Mr. RosSMOORE. Have I now?
Senator COUZENS. Yes.
Mr. RossMoonE. I said not more than 10.
Senator COuzENs. Not more than 10. You have a lot of clients

i.Ltside of them, do you not?
Mr. RossMOOatE. Very many of my matters might consist of a

single controversy, and then I "might be engaged to either represent
,r to advise, and when that matter would be settled that would usually
be the end of it. Here and there I get a retainer on a per annum
basic l to advise and to assist as far as possible.

Senator COUZENS. Could you tell us what your annual income has
been since you left the bureau?

Mr. RosSMOoRE. I should be very glad to do it, and I want to
say at the same time that when I was getting $5,000 a year-this
may be interesting in the light of some of the questions which you
asked Mr. Batson-had I been getting $25.000 a year more I might
still be in the service. Five thousand dollars just pinched me; I
had it family. to support, a mother, and grandmother, and I had to
get more money. When I went out I did not have any idea that 1
would do as well as I did. I have averaged at least about $75,000
a year for the last four years.

Senator COUZENS. I had been informed it was about $200,000.
So, you see, you are richer in the public mind than you apparently
are.

Mr. ROSSMOORE. If I had been getting $2,500 more a year in the
bureau I might still be there.

The CHAIRMAN. Why did you leave the bureau, Mr. Rossmoore?
M.r. ]tossmtooRE. For the reason that I was not in a permanent

employment; I never had any feeling of permanency and expected
almost any time that I would be told to go, that somebody else
wanted my job.

The CfAIRMAN. Were there any charges of any kind against you ?
Mr. RosmfOORF. No, sir.
The CHAIRIMAN. Are there any against you now in the Internal

Revenue Bureau? a
Mr. Ross.ioonE. There are.

101



102 INVESTIGATION OF BUREAU OF INTERNAL REVENUE.

The CHAIRMAN. What is the nature of them?
Mr. RossMooiaE. The nature of them is that I have handled cer-

tain cases that I handled when I was in the Government service.
With respect to that I would like to say that in my position as

chief of the section there were any number of cases that, of necessity,
passed over mv desk or were withiin the section and concerning which
I might, or night not, have had knowledge that they were there.
In any event; Whatever knowledge I had would have been of the
most superficial nature, naturally, in my position in an administrativeCap ity.e CHAIRMAN. Let me ask you this, which is the crux of it all.

Mr. Ross.booiI. Yes.
The CHAIRMAN. When you took the employment in this case did

you know that it had passed over your desk while you were connected
with the bureau? If you do not want to answer ii, if it involves vou,
you need not answer it; you can answer it voluntarily if you like.

Mr. RossMsooRE. I would rather not answer those questions
because that is the case up before the committee. I want to be
perfectly frank.

Senator COUZENs. You will answer them before the committee?
Mr. RossMooRE. Yes, yes. I have answered formerly before the

committee; I denied the charges, whatever they were, before the
committee.

Senator COUZENS. Were the charges enumerated?
Mr. ROSSMOORE. They were enumerated.
Senator COUZENS. How many charges were there?
Mr. Rossmoon&. They were all ol the same nature, but they

involved -
The CHAIRMAN (interposing). That is to say that you violated

that statute?
Mr. RoSSMOORE. No, no, sir; they do not charge me with the viola-

tion of any statute; and I maintain that there was no statute that I
ever violated; that there was no rule that I ever violated.

The CHAMMAN. Is there any charge that you have violated the
statute against taking a claim two years after you left the depart-
ment that was pending while you were in the department?

Mr. RossMoonE. No; that charge is not made. The charge that
is made is the general charge that I took cases where there was
knowledge on my part of the case.

The CHAnuw. Was it further charged that you were using
undue influence with men that had been under you in the depart-
ment?

Mr. Rossmooit. There was no such suggestion made.
Senator COUTZENS. Just tell me the nature of the charges that

were preferred. . a
Mr. RossbtooRE. I have stated that; they are very brief; that is,

that certain cases that I have handled before the department rang-
ing back over the last four years were handled by me with knowl-
edge on my part.

The CHAIRMAN. Who filed the charges, Mr. Rossmoore?
Mr. RossMooRn. The charges, as far as I know, were made by the

bureau, by the committee on enrollment.
The CHAIRMAN. B the committee on enrollment and disbarment?
Mr. ROSSMOORE. Yes. I do not know who originated it.
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The ClIRAMAN. Are they pending in the department now before
that committee?

Mr. RossMooRE. They are pending now.
Senator COUZENS. How long have they been pending?
Mr. RoSSMOoRE. They have been pending now for perhaps two

or three months.
Senator CoUZFNS. In the meantime are you disbarred from

practicing, or are you practicing?
Mr. ROSSMOORE. In the meantime I can not practice, and I

have not practiced; and I think it is a great shame that such action
was taken. I believe it was entirely improper.

Senator CouzENs. Are you still retained by the Standard Oil
Co., or is your time out with the Standard Oil Co.?

Mr. ROSSMOORE. My time is not up.
Senator COUZENS. Do you recall a case before the bureau in which

there was an assessment ]in the neighborhood of $23,000,000 that was
afterwards reduced to five in the particular claim?

Mr. ROSSMOORE. Well, I believe you have reference to the Stand-
nrd Oil case; that is the only case that has such figures.

That brings to my mind the Standard Oil ca3e, and the fact in that
case is that there never was an assessment. of $23,000,000 and that
there never was a reduction. In other words, there has been perhaps
from the time of the initial examination-that is, in the field, the
examiner who made the examination has proposed very large addi-
tional taxes, the exact amount I do not recall, but it is in the neigh-
borhood of what you have mentioned. That case has been in contro-
versy ever since for the last few years, and has not, to this day, been
definitely decided. There have *been certain issues decided, but the
case is not yet decided, and no one can say that there has been a
reduction up to date.

Senator COUZENS. Has there not been a tentative reduction?
Mr. RossMooRE. I believe there have been tentative reductions.
Senator CouzENs. To what extent?
Mr. RossMooRE. I can not say specifically, because of the fact that

the tentative decisions that have been made have been made with
respect to specific controversies that have been rendered. I do not
believe it has been reduced at this date to a computation. In a case
of this size there are any number of controversies. The Government
takes one side, the taxpayer takes another, and various controver.
sies arise that have been under consideration by various units in the
bureau. I believe that in it good many of them the decisions have
been rendered; but what the result is from the tax viewpoint I do
not know, because I never made the calculation, and the Govern-
ment has not made the calculation, as far as I know.

Senator CouzENs. But you said that in this particular case that
you thought somewhere near $23,000,000 was--

Mr. RossmooRE (interposing). Twenty-three was proposedsome---
Senator Couzpms (interposing). I was coming to my question; do

you understand that that tentative assessment of $23,000,000 has,
in a sense, been dwindled down to about five?

Mr. RossMfooRE. I think that will be the effect finally. I say I
have not made the calculation and do not know. I am just estimat-
ing it: I do not know.
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Senator CouzENs. Could you tell us about how this assessment
was tentatively reduced, by what steps; was it so much for depletion
or so much for something efse, or so much for something else, or how?

Mr. ROSSMOORE. That is exactly the basis. Of course there are
any number of different items. The case is naturally a very large
case involving a tremendous amount of papers and documents, and
it is several years since I have been in intimate contact with each of
the questions so that I should not allocate, if that is what you mean,
how much of the reduction applies to any one of the 10, 15 or 20
items in controversy.

Senator COUZENS. Are you working on this case now?
Mr. R.ossMooiE. There is no definite work being done now. It is

all before the bureau and I advise with the company from time to
time as to what is being done. There are no hearings and there have
been no hearings held for a long time. The case has been under
advisement by the Government for the last three years.

Senator COUZENS. And still not settled?
Mr. ROSsMoORE. It is still not settled; no, sir.
Senator Couz=Ns. And the Government has not collected any-

thing yet on this tentative assessment?
Mr. ROSSMOORE. What the Government has wanted, my recollection

is, $3,000,000; I am not sure of that amount, but to the best of my
knowledge it was somewhere in that neighborhood. There has been
a tentative payment made.

Senator COUZENS. And the nearest amount to the $23,000,000 has
been $3,000,000 paid?

Mr. RossMoonE. There has been that much of a recognition. All
these points have been matters of controversy, most of them tech-
nical, and one large item still open is the question of depletion. There
has been a tremendous amount of data filed.

Senator CouzENs. If I recall correctly, you were sent for by a
lawyer of the Standard Oil Co.?

Mr. ROsSMOORE. Yes.
Senator COUZENS. You at no time solicited the work from the

Standard Oil Co., did you?
Mr. ROSSMOORE. I aid not; I had no idea of the Standard Oil Co.

doing what I saw in the newspapers.
Senator CouzEN.S. What do you mean by the newspapers?
Mr. RosS.mOORE. Well, I would see the Standard Oil Co. mentioned

from time to time in the newspapers as one of the big organizations.
My only knowledge of the Standard Oil Co. was as I saw it mentioned
from time to time as a large company.

Senator COUZENS. But you never approached them seeking em-
ployment or seeking a retainer?

Mr. RossMooRu. I did not.
Senator COuZEwNS. Did you see this series of articles that they ran

in the New York World in the early part of January?
Mr. RossMOORE: I have made r'eirence to them in my first coin-

ments here: and I did not know what'this subpoena was about until
I saw an advance notice in the World last night.

Senator COUZENS. But you had been subpirnated?
Mr. RossOOuEi u. That I would be subpamned to tell all I knew

about a certain oil company. If I had gotten more notice I might be
able to give you more facts. It is a tremendously large case, and I
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dare .mty the papers in the case might fill half of this room. There are
auy number of questions involved-and an awful lot of figures that had
to'be collated.

Senator CovzENs. Of course from the Standard Oil Co.'s view-
point there is no objection to this delay, is there?

Mr. RossMOORE. I think there is; I think they are anxious from the
very start to get a prompt settlement and I think that they are most
eager right now to get a prompt settlement. I do not think any tax-
payer that is honest wants delay; he does not like to have hanging
over him the shadow of anything; he wants to have it settled, and 7
am confident that has been the viewpoint of the company,

Senator CotzENs. That is not the general view point of the rail-
roads, is it? They usually liketo delay the settlement of claims Ps
long its possible. u

Mr. Ross-.ooRE. Well, that may be so there.
Senator CouzENS. Was Mr. Guernsen the man who piled up all

this case?
Mr. RossmooRE. He was the man who recommended this additional

tax.
Senator COUZENS. Evidently the bureau does not think very

much of his recommendatlions, then, if they-
Mr. ROSSMzOORE. Well, I do not know; he was reputed to be one

of the best men in the service, and I personally think he is one of
the best men that was ever in the service. Offhand you might
wonder how a man of this high caliber is capable of making such
recommendations as can be thrown down, but my answer to it is this:
That when a man on the part of the Government makes an examina-
tion his viewpoint is somewhat for the Government first of all. Cer-tainly, because his viewpoint is from the Governmext's side his
examination is conducted along the lines that will reveal errors that
have been made by the taxpayer; that is, he will scrutinize deductions,
for exai~mple, from income; that is how the income is reduced by de-
ductions; he will analyze each one and criticise the various ones he
comes across and perhaps where he is in doubt over particular ques-
tions he knows that Washington is the final arbiter, and he decides
tentatively for the Government and leaves it to Washington.

The man on the other side of the fence, like myself-my function
is to study the case and to supplement the Government examiner's
view. I look at it primarily and naturally from the other side of
the fence. I look to see what has been omitted, not to just scrutinize
what is there, I see what is not there that should be there.

That, briefly, is the explanation for reductions that I have been
able to effect, and probably for the reductions which most practi-
tioners -are able to effect.

Senator COuZENs. Do you remember what division this case was
first in?

Mr. RosswsiooRE. I have no idea, Senator, from my knowledge of
the case. I did not know of the company when I was chief oW the
Consolidated and the first meeting that I can recall-and I have met
any number of people and dealt with any number of matters, so I
can only rely upon my memory-the first contact I had with the
Standard Oil Co. was in June of 1920, over six months after I left
the service.

Senator COUZENS. At that time you had no recollection of this
claim at all?
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Mr. ROSSMOORE. There had been no claim; there had been nothing:
this $23,000,000 only came after I had left the service.

Senator CotTzEr&s When did that come about?
Mr. RossMOORE. I believe the examination was commenced, I

believe, in the spring of 1920. Mr. Gurensen. with the aqsistance
of three or four men. were examining the books for three or four
months.

Senator Cou z ENs. 1s Mr. Gurensen still there.f
Mr. Rossioon. No; he has left the service.
Senator Couzrzs. What is he doing?
Mr. ROSSMOORE. Mr. Gurensen left the service a year ago.
Senator COUZEs. In the year 1923?
Mr. Ross-.voou.. At the end of 1922. He went into practice for

himself.
Senator Vot'zpxs. Where?
Mr. RossfmooRp. In New York. and he had pretty tough sledding.

he got very few clients. He was a man in whose ability, as I said, I
had great faith. and I gave him jobs from time to tin;(-, and then in
November, 1923, one of my men resigned and I offered Mr. Gurensen
a position in my office.

Senator CVO1ZENs. Is lie still with you'?
Mr. RossMOoiE. lie is still with me.
Senator C'ouzvis. I suppose he will be used t-o get. the Standard

Oil assessment down.
Mr. ROSSMOORPE. I am quite sure he won't.
Senator CorzExs. You are quite sure he won't f
Mr. RosSmooRE. I am positive he won't.
Senator Covz :Ns. Will he be as positive in trying to sustain thie

assessment of the $23,000,000 now as he was before
Mr. RossMooim. I think so: lie is one of these fellows who has

pretty firm convictions. hlis mind may change with respect to (ertaiti
matters. You see these tax matters' are very complicated. . They
were more so years ago than they are now.

The CIUH'MAN. This was 1917?
Mr. ROSSMoOmE. This wats 1917 and 1918. Whl it man may have

thought four years ago he may not think to-day. here hav been
thousands of rulings put out by the Bureau. one reversal after an-
other. A man has one opinioii to-,lay and a different opinion to-
morrow. The subject is a complhiate(I one. and. of necessity there
are difficulties that you encounter.

Senator Cor'zENs. I understand you say this additional appraise-
ment of approximately $23,000,000 was for the years 1917 and 191's

Mr. Ross.%tooRE. 1917 and 1918.
Senator CovzENs. 1917 and 1918.
Mr. ROSSMOORE. There was never an assessment of that amount..
Senator CouzE.ws Well. proposed assessment.
Mr. RossmoomE. Proposed assessment: yes.Senator CouzENs. Were you interested in the Fulton Bag case?

Mr. Ross.%toRE. Yes.
Senator CouzENs. In what way?
Mr. RossmooRE. I have represented them.
Senator CouzENS. Before the bureau?
Mr. ROSSMOORE. Yes.
Senator COUZENS. In an overassessment case f
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Mr. RossMoomE. In a case involving additional tax that was
demanded by the Government.

Senator CouzN.,is. And what amount was that?
Mr. ROSSMOORE. That was about $600,000.
Senator Couznxs. That was an additional assessment made by an

auditor?
Mr. ROSSMOORE. No. not made, but proposed to be made.
Senator CozE.4s. And how was the proposal made-by a letter?
Mr. RossMooR. By a letter-it was made really by a rvenue

agent's examination: "most of these things originate in that way.
Senator C(ouZEwS. After the revenue agent examined the tax of

the Fulton Bag people he told the company then that he was going
to suggest a further assessment of $600,000?

Mr. ROSSMOORE. He actually filed the report in his office which in
turn is forwarded to Washington.
Senator COUZENS. And then before the actual assess, .cr!. ,' inade

by the bureau the bag company protested; is that right?
Mr. RoSSMOORE. Tes, an opportunity is afforded the taxpayer to

protest; that is, he gets a copy of the revenue agent's findings.
Senator COUZENs. And when was that tentative proposed?
Mr. Ross.tooRE. By the agent?
Senator COUZENS. Yes.
Mr. RoSSMOORE. That was about November, 1920.
Senator COUZENS. When did you come in on the case
Mr. ROSSMOORE. In January'of 1921.
Senator COUZENs. And how did they come to retain you?
Mr. RosSMOORE. They had heard of me; I had been in somewhat

of a conspicuous position in the bureau.
Senator COUZENS. In the bureau?
Mr. RoSSMooRE. In the bureau as chief. I did not occupy as high

a position as Mr. Batson did. I gained quite a reputation, however.
The CHAIRMAN. Are you the man who wrote a book on taxation
Mr. Ross.ioOmE. I have written three books on the subject since

I have gotten out, and it was my duty for a good time when I was
in the bureau-I said I started that section and there was nobody
but myself and I had to find and train the men. The men came from
all parts of the country to listen to the lectures which I gave on the
subject; and, I daresay, I established a reputation of having some
knowledge on these laws.

Senator COuZ=NS. And that is how the Fulton people came to
retain you?

Mr. ROssmooim. Yes, sir.
Senator COL-ZENs. And has that case been settled?
Mr. ROSS,%1OORE. Practically so; that is, the taxpayer has been

informed of the decision which has been reached.
Senator COUZENS. What is the final amount?
Mr. ROSsMOORE. The final amount is that they have got a refund.
Senator COUZENS. Of how much?
Mr. RossMOORE. They have not got it actually but will in due

course get a refund.
Senator COUZENS. How much.?
Mr. RosSMOORE. $400,000.
Senator COUZENS. Cut down from $600,000 to $400,000?
Mr. RossMooniE. Yes.
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Senator COUZENS. It would be interesting to know just how the
bureau would arrive at a tentative assessment of $600,000 and upon
review cut it down to $400,000. Now, just tell us in a general way
how that happened.. Mr. RoasMooRE. Well, generally those cases come about as I have
indicated before.

Senator CouzENs. Not "those cases" come about, but how did
this case come about?

Mr. RossMoORi. As I have indicated before, when. the examina-
tions are made the field examiner has a certain viewpoint and at the
time he makes the examination there are certain rules to be followed,
certain practices. Later on those rules when put under the search-
light may be found improper. For example, the principal element
in this case the reduction of invested apital on what was known as
the straight-line method of depreciation. I do not want to get
technical, but the effect is to reduce invested capital because of the
alleged failure to take depreciation in prior years.

Since the Government worked on that basis it has put out a memo-
randum, called" Memorandn 106," which states that the burden of
proof is upon the party, Government or taxpayer, who wishes to make
any change from what the books show; and it was under that memo-
randum that this particular adjustment was thrown out; that is, the
Government had no evidence to show that there was this inadequate
depreciation. As a matter of fact there had been a reserve of 50 per
cent, but just because it was not the regularity of depreciation, 10 per
cent per annum-it was established in 1873-they went in and con-
structed this straight-line method; every revenue agent in the country
did it.

Senator CouzENs. Just explain the straight-line method.
Mr. RossMooRE. The straight-line method of depreciation requires

you each year to set aside a reserve for depreciation in the regular
fashion.

Senator COUZENS. Of how much?
Mr. RossMoouE. If your rate is 10 per cent, you have got to set

aside 10 per cent each year. Well, your building on that basis would
be wiped out in 10 years if it is 10 per cent. In this case the agent
started with 1873, and he said, "Now what rate of depreciation shall I
take; shall I take 8 per cent?" If he takes 8 he will wipe out the
entire plant, and yet there he sees a great big plant in front of him.
So he takes 6. Well, 6 gives too much so he takes 4, and so he has
apparently some consistent plan and he forgets that the depreciation
each year is not a thing dependent entirely upon itself but has got
something to do with repairs, something to do with the wear and tear,
with the use of equipment; if you thoroughly overhaul your machin-
ery and keep it in proper shape, in first-class condition, and if the cost
of overhauling is charged against your expense for the year your depre-
ciation is less.

Senator COUZENS. I understand.
Mr. RossMooRE. But the agents in this case when they were apply-

ing this straight-line method could not examine into idl those side
issues, but just applied a dtraight-line method. There were thou-
sands of cases in which that was done, but that was put out of busi-
ness by memorandum 106, which was a very sensible rule.

Senator CouzENs. What was that rule?
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Mr. RossMooxir. It puts the burden of proof upon the party, either
Government or taxpayer, who would change the books. The fellow
who says that the books show an excessive invested capital must prove
it affirnatively. The taxpayer who wants an addition to invested
capital without the books must likewise prove it affirmatively. The
mere fact that depreciation was not regularly taken each year on the
books is not evidence-

Senator CouzENs (interposing). In this case the bag people proved
that the invested capital was higher than the books showed it?

Mr. RossMooRE. No; they proved that the invested capital as
shown by the books should not be disturbed.

Senator COUZENS. The examiner then said that the invested capital
on the books, then, was too much or too little?

Mr. RossMooRE. Too much.
Senar CouzENs. Too much?
Mr. ikOSSMOORE. As a matter of fact they had a reserve on their

books for depreciation of about 50 per cent, but he, applying his
straight-line method, cut it down until he built up a reserve f-I
don't know; 75 per oent or 80 per cent. You never see reserves of
that extent on anybody's books.

Doctor ADAMS. They generally claim the taxpayer has not taken
sufficient depreciation in some years?

Mr. RossMooRE. In effect that is what he said. Without criticis-
ing the books where the books fail to show depreciation. He said
they had ngt taken depreciation, but did not go back to see what they
did, but followed this straight-line method.

Doctor ADAMS. You say, then, in effect, that he said this taxpayer
for some years had not taken all the depreciation he should have
taken off.

Mr. RossMooiE. He did not go into it at any great length of rea-
soning, but made this assessment.

Doctor ADAMS. Let me point out that this depreciation ques-
tion-

Senator CoUzENS (interposing). I understand that, Professor
Adams, but I did not just understand how the taking of insufficient
sums for depreciation-

Mr. Rossmomiz; (interposing). In prior years.
Senator COUZENS. 'es: I understand, in prior years, would make

an increase in the assessment.
The CHAIRMAN. Perhaps I can explain that. The invested capital

is larger as the depreciation has been smaller. In a great many cases
revenue agents will come in and say, "You have taken insufficient
depreciation" for the purpose of cutting down the asset account, and
thereby cutting down the invested capital account.

Senator COUZENS. But in this case I understand he said that the
invested capital-

Mr. RossMOORE (interposing). Had been increased by the agent.
Senator COUZENS. It was decreased by the agent.
The CIJRMAN. I understand that-
Senator COUZENS (interposing). Therefore that from 1913 on the:

invested capital was really greater than the books show. Is that
correct?

92919--24--PT 1--8
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Mr. ROSSMOORF. No; the agent claimed that the books reflected a
capital and surplus, or an invested capital in excess of the actual
invested capital. He said they had not taken enough depreciation
in prior years. Therefore if I take the proper depreciation I cut
down your surplus and so I cut down your invested capital.

Senator Couzw.;. And therefore the earnings were greater.
Mr. Rossmoom. Therefore you have got a smaller exemption and

you have got a larger tax at the (0 per cent or the 80 per cent brackets
for those years.

Senator CouzENs. In other words, the profits are larger, then?
Mr. RosSMOORE. Your profits are the same, but the profits subject

to the excess war tax is greater.
The CHAIRMAN. I think I can explain that. For those years that

ihe agent claimed an insufficient depreciation had been taken the
result of the agent's report would be to reduce the taxable income
for those years.

Mr. ROSsMOORE. For those years.
The CHAIRMAN. Now, then, Senator, later on that would leave a

smaller invested capital and a smaller invested capital under the
excess-profits tax would yield higher excess-profits tax.

Mr. RossMoR-E. In other words a higher earning.
The CHAIRMAN. No: higher excess-profits tax by reason of smallercani, -al.Ur. RossooRE. And smaller exemption.

Senator COUZE.NS. It would have to be higher earnings, would it
not?

Mr. RossMoouE. The percentage of income simply changes, and the
greater the percentage of income to invested capital the greater your
tax.

Senator ERNST. Senator, this discussion shows why there is trouble
in this department.

Mr. RossMooRE. That is the entire reason, I think. This tax is
terribly complicated. I would like to say this-it throws some light
on what your own troubles are here. It has nothing to do with my
own affairs; I do not know if you even want me to say it.

Senator COUZENS. Go ahead.
Mr. ROSSMOORE. When I first came with the bureau, with the tax

review committee, for a period of 30 days I constantly expected at
the end of 30 (lays to be done. There was a general feeling that it
could not be a tremendous 4ob to clean up that task. When Doctor
Adams was at the head of t e tax reviewers he, and others, I feel sure.
looked ahead maybe a year to see the finish of those returns; and then
later on whoever succeeded him looked ahead a year. Nobody has
been able to comprehend, until recently, the magnitude of the job.

This excess-profits tax is terribly complicated. It is something
that is untried in this country and has involved problems in
economics, accounting, and every subject you can think of; it gave
rise to problems that were new; and naturally when you have that
situation and are handling thousands of millions of dollars you are
bound to have controversy and delay.

The CRAIRMAN. Then in war time they were just going out to
get the money?

Mr. RossMooRE. They were just going out to get the money and,
furthermore, in the war time the taxpayers were not so contro-
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versial as now; there was a spirit of patriotism that animated them
and I know of cases where taxpayers even though they felt they did
not owe the money did not object but paid.

Doctor ADAMS. I want to ask Mr. Rossmore this: Do you believe
that a close audit of the average corporation's books for the years
1917 and 1918 is likely to result in additional taxes or do you believe
that it is likely to uncover sources for refund and litigation ?

Senator ERNST. That is the point.
Mr. RossMooRRE. I think I am quite firm in my conviction that a

close audit would result in additional tax.
Doctor ADAMS. In additional tax?
Mr. RossMOOR&. My own observation has been that on the average

the cases involving refunds are relatively few.
Doctor ADAMS. -For the 1917 tax?
Mr. ROSSMOORE. 1917 and 1918. The point is that in those days,

1917, particularly, there was a new law, very complicated. What
invested capital was nobody knew, not even the so-called experts.
Therefore it was the natural tendency of the companies to make
claims that later on would not be supported; and that is the reason
men like myself can come in and offset the bureau's contentions.
At the same time they failed to take advantage of things in their
favor that they could have taken advantage of as the rules which
have since developed show.

Doctor ADAMS. My point was really directed to this: I)o you feel
that a close. minute ;tudit for those years is necessary in order to get
the fair tax for the Government: and I want this ttken into consid-
eration: do not incorrect returns or statements lead eventually to an
increased tax paid usually on the face of the return (

Mr. RossMoonrE. I believe myself that it is not necessary to ina-ke
an extensive long-winded investigation. Given an able 1an he (call
find as much in three days almost as much he can fild in one ye r
investigating the same concern, He misses a. little. but1 not elIloug
to compensate for the extra time.

l)oetor AnAis. I have had a hypothesis in mny mind that )erlhlapS
if the returns for those e years were closed out sun mumrily. the years
1017 and 1918, that the 'Governmetit would lntudiv gain.

Mr. RossmooRE. I think so when you tatke ilto -oilsid(eratisJii dip'
delays and controversies s'nd the ft.i that the rules are chnngillg i'll
the time. frequently resulting in it taxpayer finding a rul in his favo,
that lIe would not have found had the ease beenl (fi Qotd thit' 'elr
before.

)octAor AI .. s. Is the expwrieiwe illustrated by t his hst cr.se which
st.'rtetd out with at proposee :ldditioill alssssflleilt ut elideI ul with
a refunid to the taxpayer, a common experienceI

V.r. RossMoo i. I do not think that it is Verv commiiiion, I hLve 1140t
found it \'ery often, but. [ believe that there are t'lrobably at gIth, Ianyof them.

Senator COUZENS. Could you answer that question, Mr. Nash e
Mr. NASH. N9, sir. I think it wouhl be very unusual.
Mr. HARTSON. I think it is an usual circumstance, but it doets

occur. I think this should be pointed out and emphasized, that
this calculation is the revenue agent's report. As Mr. Rossinore has
stated, the revenue agent goes in the field and builds up, in a sense,
a prima facie case and an ex parte showing containing rather his
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personal view, and that report is the evidence that goes down to
Washington. My experience has been that the agent's recom-
mendation almosit universally is cut down in some way upon audit
here in Washington. The revenue agent you might say works up a
prima facie case against the taxpayer but the liability is finally
determined upon review.

Senator C6ZENS. What was your fee in the Fulton case?
Mr. Rossmoonp. I have not received it yet; it has not been closed

yet.
Senator COUIZENS. Will you figure it on the basis of what you get

the assessment cut down to, or will you do it on a per diem basis,
or the time you worked on it, or how?

Mr. RossioonE. Well, it mill probably be figured on the basis of
the tax involved.

Senator CoUzEs. Will your fee be as high as $40,000?
Mr. ROSSMOORE. It certainly will, but it is a matter for the future.
Senator COUZENS. Is there any suggeston that you can make that.will obviate the taxpayer being required to pay such fees when the

agent in the field puts on a tentative assessment or proposed assess-
ment, that is. and in excess of what the taxpayer thinks he ought to
pay?

Mr. RossmooRE. Well, it is very largely up to the taxpayer. Some
taxpayers, like the Standard Oil o. of New Jersey, were wise enough
to insist upon a definite contract with a definite limitation. I dare-
say if there had not been any such contract I would be entitled to a
very handsome fee, more than I got, and probably the very fact that
these rumors have gone out as to what was involved in the case has
given rise to the rumors as to what the fees have been; it is natural.

I do not see how one can limit fees. It is a question as between
taxpayer and counsel. No attempt is made to limit the fees of any
attorney; it is a matter of private contract.

Senator CovzErxs. Yes, but the law provided what maximum fees
could be collected inpension cases; is not that correct, Mr. Chairman?

The CHAIRMAN. Yes.
Senator CoUzE Ns. And it is quite within the power of the Con-

gress to fix a maximum fee which these so-called tax experts are
entitled to collect from taxp ayers.

Mr. ROSSMOOR. Well, that may be.
Senator CovzE'.%s. For prosecuting claims against their Govern-

ment.
Mr. RossIMooRE. That may be perfectly all right, if once there is

legislation to that effect -you cannot control ?ees without legisla-
tion; I mean to say you cannot say what a man's fee shall be.

Senator Cox'zE.,s. I understand that; but you know that this
Government is the taxpayers' Government, too; the taxpayer is
entitled to the same consideration as his own Government is; and
unless we do set up some maximum fees that might be collected by
the so-called tax experts the taxpayer is likely to be imposed upon
when by it simple drawing attention of the error to the Government
he might get the rebate without having to pay the fee.

Mr. Ross'MooiR. That all depends upon what your limitation shall
be. If you say lie shall not receive more than' a certain per cent,
that per cent may be absurdly high. If you limit it to 5 per cent
in the Standard Oil Co. ease. I would regard that fee as very high.
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On the other hand, there might be a case where the amount involved
was so small that 5 per cent. or even 10 or 20 per cent, would be so
small the taxpayer could not get counsel.

Then, again, it you say that a flat fee shall be charged, it would be
subject to the same criticism.

Senator COUZENS. I think that these experiences and this evidence
that is coming out in the hearing should make it obligatory upon the
Congress in some way to provide, or at least let the taxpayers know
about the tentative assessments. In other words, you take this
Fulton case-

Mr. RossIzOORE. The Fulton Company was advised.
Senator CouzENs. Yes; just.a minute--you take the Fulton case.

The proposed additional assessment was $600,000.
Mr. ROSSMOORE. Yes.
Senator COUZENS. Had that case come to Washington and been

gone over by auditors and experts and boards of review it might, of
itself, been cut down to $400,000 without a tax expert.

Mr. ROssMooRE. Oh, yes; absolutely.
Senator CouzENs. Well, then, why should the taxpayer know

what the tentative assessment is until it has gone through the
processes at Washington?

Mr. RossbIOORE. There is this: That while Washington would pos-
sibly cut down the assessment perhaps proposed by the agent, in just
as many cases it would accept the agent's.assessment. It would all
depend upon the basis for the proposal.

Doctor ADAMS. The answer to your question, Senator, is not plain.
Formerly when a revenue agent in the field made an assessment
opportunity was given for a preliminary hearing in Washington.
But to people on the Pacific coast, for instance, it was a great hard-
ship for the taxpayer who did not accept the agent's report to have
to come to Washington. So the procedure was revised whereby the
revenue agent submits his report to the taxpayer first. I may have
been instrumental in changing the practice.

Senator COUZENS. I think the change has probably been worse
than the former system.

Doctor ADAMiS. I do not think so, because the agent makes a
tentative finding.
Senator COUZENS. But that tentative finding invites the taxpayer

to engage a tax expert and lawyers to fight his case.
Doctor ADAMS. I do not think so, sir.
Senator CouZENs. I do think so.
Doctor ADAMS. There is too much of that. I share many of

your views. He would go on to Washington; he would have to get
his tax expert eventually. Now he has a chance to go to the revenue
agent and tell him he thinks he has made a mistake in his proposed
finding and ask him to change his finding.

Senator COUZENS. I do not understand why if the Government
is fair he has to get a tax expert eventually; it should not be necessary.
I do not understand if the Government is fair that it has to be prose-
cuted or urged or induced to reduce the tax to a fair basis by a tax
expert.

Doctor ADAMS. I do not. That is another question.
_ Senator COUZENS. You say he eventually has to get a taX expert.
It has been stated here in the record by Mr. Rossmore that the

118
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disposition of the agent is to build up a case as much as he can for
the Government which is then referred to Washington and Washing-
ton goes over the case. It is assumed that somewhere-at least it
should be assumed, that somewhere the taxpayer is going to be dealt
with fairly. After it has gone through the various processes in
Washington and then the taxpayer is notified and he is discontented
it seems to me then it would -be time enough for him to get his tax
expert; but now the agent flashes an assessment on him which he
thinks is wholly unfair and inequitable and he immediately rushes
for assistance. I want. to prevent the necessity of rushing for
assistance when there is no real sickness to cure.

Doctor ADAMS. May I make a statement?
Senator CouzNs. Yes.
Doctor ADAMS. In the first place this idea of having the revenue

agent's report submitted to the taxpayer was done at the instiga-
tion of the taxpayers. Secondly, there are a great many questions
that the revenue agent passed on that can best be settled in the
field by ani inspection of the property or things of that kind. Take
the question of depreciation. Suppose a taxpayer has claimed 5 per
cent depreciation. The revenue agent reduces that to 3. The tax-
payer has a right of preliminary appeal to him, and he says to the
revenue agent "That is wrong; let's go out and go over the property;"
and they go out and go over the property. There is no one vho, can
assist him any more than a taxpayer; and it seems to me a pretty
wholesome thing. The taxpayer does not need to get the tax shark
to assist him; he can take it up directly with the agent. I think he
likes to know that there is not a report going to Washington that
he has not had it chance at first. I may be wrong about that.

Senator COUZENS. What Doctor Adams says has two weaknesses.
One is that it subjects the agent to bribery 'and temptation in the
first instance by permitting he taxpayer to discuss and argue with
the agent that this tentative report should not be sent in and un-
necessarily throws a scare into the taxpayer and he rushes for the
doctor.

I do not believe our Government should be in such a position that
tle taxpayer is afraid of the Government. The report should be
sent in and there should be proper consideration given to the case in
Washington which would eliminate the possible "fixing" of the agent
who fixed the tentative assessments, and also avoid the necessity
of the taxpayer running for a doctor.

Doctor ADutMs. That I indorse most heartily, Senator.
The CAIRMAN. Yes, I'think that is all right. Of course, there

is always this psychology about the situation, Senator: There is a
feeling on the part of the taxpayer that the Government is trying to
get all out of him that it can; and, secondly on the part of the
Government that the. taxpayer is trying to evade just as much as he
can; that is always involved in all the controversies, as everybody
knows. I will tell you the thing-if there be a wrong in the thing
that might be corrected--at least it looks bad, it is men after having
been employed in a department and acquired the knowledge and
experience going out and beginning to practice and use that knowledge
and expqrience-that are allhonest; we concede they are all honest--
that is the thing that looks bad in the public mind. Whether or not
that should be prohibited by law is a different question, because you
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might say on the other hand, Why should a judge who has left the
bench be permitted to practice law before another judge who has
succeeded him, within a given time, because having been a judge he
may exercise an undue influence over his successor, in a perfectly
legitimate way because of the other's respect of his knowledge and
experience, and so forth? That always enters into matters and
questions of that character.

Senator CouzENs. This is a different case; that is done secretly,
as has been pointed out, but the practitioner in court acts openly.
The opening of the tax records would be a bar to possibleefraud not
only on the part of the employees but on the part of the taxpayers
themselves. They would be less willing to file fraudulent statements
if they knew these records were in the open. In the case you referred
to it is (lone in the open and everybody sees it.

The CHAIRMAN. Sure.,
Senator COUZENS. But this is (lone in star-chamber sessions and

nobody sees and nobody knows what goes on, and nobody knows
what is said.

The CHAIRMAN. You would have them thrown open to the public.
Senator COUZENS. Congress ought to go at least that far. I

believe they ought to go all the way and open the records entirely.
When you took the Fulton case mlho did you deal with in the bureau

that was responsible in getting the appraisement cut down from
$600,000 to $200,000?

Mr. RossMOORE. There have been a number of men; we never dealwith any one man in any of these cases, but you have a hearing and
that is held before two or three or more men.

Senator COUZENS. When you first made your appeal, who did you
appeal to, what individual?

Mr. RossMo,9RE. The appeal is made of a form of written proof.
It is on file. The hearings I believe were held before-the only name
I can recall was Merlick;he was one of the men whose names I recall;
I can not recall the names of the others.

Senator COUZENS. Were they acquaintances of yours?
Mr. ROSSMOORE. They probably knew me, those fellows did.
Senator COUZENS. But did you know them?
Mr. RoSSMOORE. Oh, I knew Merlick.
Senator CouzENS. Was he in the bureau while you were there
Mr. RoSSMOORE. He was there while I was there.
Senator COUZENS. Were the other conferees in the bureau while

you were there?
Mr. ROSsMooRE. I do not know.
Senator COUZENS . You do not remember?
Mr. RossMooia. I do not remember whether they were.
Senator COUZENS. Was the case speeded up in any way?
Mr. RossMooRE. I should say not. It has dragged terribly. It

started in 1921 and has only recently been completed-1921 1922,
and 1923.

The CHAIRMAN. What was the total amount paid to which the
$600,000 was an additional assessment?

Mr. RossMOORE. The total paid?
The CHAIRMAN. Yes.
Mr. RossMooRE. I should say they paid-i am only guessing-

$5,000,000. In 1920 and 1921 they had severe losses and the Govern-
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ment got much more out of their situation than they did. The tax
for 1918 ran up to 67 or 68 per cent.

Doctor ADAMS. Is it a corporation?
Mr. RossMooma. It is a corporation that was established in 1873,

one of those old gradual growths.
Doctor ADAMS. Have you studied the English system of income

tax?
Mr. ROSSMOORH. Not enough to talk about it.
Senator COUZENS. I understand that the. collect income tax on an

average income of five years.
Mr. ROSSMooR. That is my general understanding. I think if

this Government did something life that it would be the fair thing to
do. At present of. course there is this net loss provision, you can if
you have a net loss take it the succeeding year; but how about the
fellow that starts out with a profit the first year and has a loss the
second year, a loss that puts him out of business when in the first year
he divides with the Government 50 per cent ? He does not get any-
thing back. It ought to operate both ways.

Senator COUZENS. What do you think of the proposed court
recommended by the Treasury Department?

Mr. ROSSMOORE. I am firnmly in favor of that tax board-that is
what you refer to?

Senator COUZENS. Yes.
Mr. RossMooRE. And I am in favor of it being public. I might say

I am on a committee for the New York State Society of Certified
Public Accountants, and that my duty as a member of that com-
mittee has been to study the pending 'bill; and one of the principal
recommendations I made tothe committee for recommendation in
turn to the Senate Finance Committee is that the records be made
public just like they are in any court.

Doctor ADAMS. That is the new appeal tax board that replaces the
present committee on appeals and review?

Mr. ROSSMOORE. I donot know whether it does, but I think itshould.
I think you should still have a committee much like what you have
got instead of compelling the taxpayer to go to the courts or the
Supreme Court, and-you would have a body that would be trained to
pass on these complicated tax cases.

The CHAIRMAN. Is that all, Senator Couzens
Senator COUZENS. That is all I think of just now. Are you going

to be in Washington for any length of time?
Mr. RoSSMOORE. I am going to be in New York; that is where I

hope to be. However, I am at your service.
Senator COUZENS. Do you want to ask any more questions, Doctor

Adams?
Doctor ADAMS. I do not, sir.
Senator CouzENs. I think we can excuse him, Mr. Chairman.

I want to ask Mr. Batson a question.
Senator ERNST. Pardon me, but there was a statement left here

yesterday by Mr. Blair, and my attention has just been called to the
fact that it was not placed in the record. I think it ought to be.

The CHAIRMAN. What was the statement?
Senator COUZENS. You mean the statement of conditions in the

Internal Revenue Bureau I
Senator ERNsT. I do not know what it is cled, but that is it.
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The CHAIRMAN. There can be no possible objection to its going in
the record. It is part of the testimony.

Senator COUZENS. There is no objection to that.
Doctor ADAMS. Mr. Nash, has that been mimeographed I
Mr. NASH. Yes, sir; I brought several mimeograph copies with me.

STATEMENT OF MR. EDWARD H. BATSON-Continued.

The CHAIRMAN. Mr. Batson, were you in the department when
this $23,000,000 Standard Oil case was up?

Mr. BATSON. I recall that my attention was called to the Standard
Oil case by the men who were working on it.

The CH xiRMAN. Do you know anything about it?
Mr. BATSON. And they reported to me that there had been a

revenue agent's investigation which tentatively recommended some-
thing like $23,000,000, 1 think it was; said it was clearly wrong down
to approximately $10,000,000.

The CHAmamAN. Who were the men?
Mr. BATSON. The men in the department who were working on it?
The CHAInAN. Do you remember their names?
Mr. BATSON I only remember one man of the two or three, and I

think his name was Simcoe.
The CHAIRMAN. How did your attention happen to be called to

it, Mr. Batson?
Mr. BATSON. And they went on to tell me that the taxpayer had

alleged some very serious questions and they did not know who was
right but they were of the opinion that there was unquestionably
about $3,000,000 due and said it was a complicated case; that it had
been dragging out a long time. There was a voluminous record and
they did not know how long it would take them to finish it. So I
either had them request representatives of the Standard to come to
my office or sent for them-I do not know which-and I told the
representatives of the Standard that there were some serious questions
involved and we decided that there was something due and wanted
that money. They asked me how much; I told them. They said
"All right, we will have it for you to-morrow"; and it was brought in.

Senator COUZENS. Have you been retained by the Standard?
Mr. BATSON. Never.
Senator COUZENS. You have had no fees from the Standard Co.

at all?
Mr. BATSON. No fees from the Standard Co. at all.
The CHAIRMAN. Did you tell us why that was run down to

$10,000,000?
Mr. BATSON. There were two or three big questions involved.
The CHAIRMAN. Do you recall what they were?
Mr. BATSON. I could not tell you what they were, Senator.
The CHARMAN. Could you, Mr. Hartson, tell us the questions

involved?
Mr. HARTSON. Senator, I have absolutely no personal knowledge

of the case. I did not know there was such a case until it was
mentioned here to-day.

Senator COUZENS. Could you, Mr. Nash?
Mr. NAsH. No, sir.
Mr. HARTSON. I will supplement that by saying I came in to the

Solicitor's office since Mr.-atson went out, so I do not know what
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was pending during the time he was there, which was before my
time. While I have no knowledge of this cas6 at all I think it can
be secured.

Senator COUZMNS. I think, Mr. Chairman. the committee would
like to have those questions.

The CHAIRMAN. I think so.
Senator CoUZENs. Will you bring the questions that were in-

volved in this case?
The CHAIRMAN. I quite agree with you in that.
Mr. HARTSON. I think that should be done with the understand-

ing that the taxpayer submits it. There may be some question
here as to whether or not you can publish this case.

The CHAIRMAN. It can not be done unless the/law permits it.
Mr. HARTSON. But as to the questions asked here I see no ob-

jection.
The CHAIRMAN. I say, as far as the law permits.
Mr. ROSSMOORE. It might be objectionable to the Standard Oil Co.
Senator COUZENS. Of course you are representing the company?
Mr. RosSMooRE. I mean the discussion of questions that might

have a bearing on any final decision of the matters actually before
the bureau. I do not know that the company would object, but I
am just suggesting it.

The CHAIRMAN. They probably would not object.
Doctor ADAMS. I think. Senator, with respect to some of these

propositions, you would have to get the company's consent.
The CHAIRMAN. I think that is true; under the existing law you

would have to get the company's consent to bring all of tliem in.
Senator COUZENS. But we want to know what the questions are

at issue so we can pass a law to cover such cases, instead of leaving
it discretionary.

Senator ERNST. I tell you, Senator, you will not be able to pass a
law or laws that will cover all the questions that will arise in these
cases, even though you pass laws from now until the end of time.
There are too many questions involved in these cases.

Senator CoUZEZNs. Here is a statement that was handed to me
yesterday that did not get in the record. I just want to read it into
the record and make a comment or two after I have read it [reads]:

The following is an extract from inquiries made by Senator Couzens of the
investigating committee of Congress, in which he asks for certain data, etc.,
from the bureau:

"Could you devise some method whereby the taxpayers could be notified that
it is unnecessary to pay a solicitor or an agent any commission to get returned
to him honest overcharges or payments made as the result of honest errors?

" I would like to know if the commissioner or his staff has any rec .ommendations
to make that might be incorporated into law, or otherwise, to avoid the necessity
of such costly service to the taxpayer occasioned by the employment of ac-
countants, attorneys, and experts of all kinds."

In general it may be stated that it has been the policy of the Bureau of Internal
Revenue since the early part of the calendar year 1922 to issue certificates of
overassessment to taxpayers in cases where it is found in the course of audit
that they have erroneously or illegally paid income and profits taxes in excess
of that which is due the Government. This method has enabled the Govern-
ment to make a systematic audit and adjustment of the tax payers' liability and
in actual practice it appears to be working satisfactorily to the taxpayers as well
as to the Government. These certificates of overassessment are issued without
the taxpayer filing a claim for refund in cases where refund could otherwise have
been made if claim therefor had been filed. It is unnecessary iii such cases for
the taxpayer to pay a solicitor or agent any commission for appearing in his
behalf before the Income Tax Unit.

'118



INVESTGATION OF BUREAU OF INTeRNAIL REVENUE. 119

Systematic instructions by correspondence course and otherwise is being given
to collectors of internal revenue and their employees to the end that they mray be
fully advised with respect to all questions affecting the income tax law and regu-
lations. Collectors of internal revenue and deputy collectors are willing at all
times to extend to taxpayers information and advice as to what their rights are
under the income tax law and regulations in order that it may not be necessary
for the taxpayer to hire a legal representative. A course of instruction is also
extended to revenue agents situated in the various districts throughout the
UInited States, who are tius qualified and willing at all times to give advice and
assistance to those who desire to avail tl',imselves of such assistance.

The rules and regulations section, Income Tax Unit, answers several thousand
inquiries during the year, rendering decisions and issuing advice to taxpayers with
respect to transactions consummated during the year, thus enabling them to
receive decisions in advance of the preparation of the income tax returns. This
section, forming part of the Income Tax Unit at Washington, may be availed of
at any time by taxpayers to assist them in ascertaining their rights under the
income tax lawv and regulations (both formally and informally), and in specific
cases, upon a presentation of facts, will issue decisions without the taxpayer being
required to secure the services of an agent or representative. Through the
bulletin service, which may be secured from the Superintendent of Public Docu-
inents, Government Printing Office, taxpayers may keep informed as to the

general trend of decisions, which service contains concise digests of decisions.
It would appear from the foregoing that taxpayers who desire to ascertain

their true tax liability to the Government may do so through the mediums
enumerated herein without incurring the expense of hiring representatives to
appear before the Income Tax Unit in their behalf. It may be stated in con-
clusion that taxpayers will receive the sante consideration with respect to the
audit of their income-tax returns, regardless of whether they appear in person, by
correspondence, or are represented by an attorney or ageni.

That question was propounded largely because of a story that was
quite current and that was put into the record by Senator king which
related to a farmer in Texas who discovered an oil well on his farm
and paid taxes of some $600,000, and when the tax return was received
and the taxes paid no credit was taken for depletion and the taxpayer
was not notified that he was entitled to any credit for depletion; that
the bureau employee who received the tax return tipped off somebody
on the outside, and the man on the outside went down to Texas and
told the farmer that he was entitled to a credit of some $300,000
because of his failure to take credit for depletion. The story is that
he received $80,000 as his share of the $300,000 that was eventually
refunded to the farmer.

I do not believe that that communication which was handed in
yesterday by Mr. Nash takes care of a case of that sort. Mr. Nash,
do you think that takes care of that case?

Mr. NAs. I think it would depend upon the manner in which that
man's return was prepared. If there was pAything in the preparation
of the return to indicate that he was entitled to a depletion deduction
it would have been investigated by an agent, and our field agents
recomniend refunds in the same manner that they recommend addi-
tional taxes, and wherever the field agent recommends a refund it is
not necessary for the taxpayer to hire an attorney or an expert to get
that refund, for the Government voluntarily gives it back.

On the other hand, if in the audit of a return in Washington without
a full investigation and a refund is found due the taxpayer it is given
to him through the medium of a certificate of overassessment as out-
lined in the first part of that memorandum. In the case that you
cited there the chances are that the man would have got his refund
without the employment of a tax attorney provided there was some
indication on the face of the return that he was entitled to such a



INVESTIGATION OF BUREAU OF INTERNAL REVENUE.

deduction. If he just showed income without indicating the sources
it might not have developed until it was the subject of investigation.

Senator COUZE1s. Well, such a case as I have just related is pos-
sible under the operation of your bureau?

Mr. NASH. What?
Senator COUZENS. Such a case as I have just related is possible

under the operation of your bureau?
Mr. NASH. Yes, sir; that man might have secured his refund with-

out ever seeing his attorney.
Senator COUZENS. And he also might not have secured it at all if his

income-tax return did not show the nature of his business.
Mr. NASH. Yes, sir.
Senator COUZENS. So it is quite possible that he did get $220,000

that he would not have got otherwise except through this man appear-
inVin the field and telling him that he was entitled to it?

Mr. NASH. Yes; that is true.
Doctor ADAMS. I would like to ask one question. I frequently

hear the rumor that agents and other men are rated on the amount
of additional tax that they turn up. In other words, that their pro-
motion depends upon discovering errors in favor of the Government.
I hear that constantly. I would like to have some statement as to
that.

Mr. NASH. Doctor Adams, I believe that a few years ago there was
some system-or I would not say there was a system, but the efficiency
of a revenue agent was rated to some extent on the amount of addi-
tional tax that he reported. That policy has been discarded and
to-day a revenue agent is not rated on the amount of additional tax
which he reports, but on the general quantity and quality of his
work, whether in involves refunds or additional tax.

Doctor ADAMS. I notice on page 11 of the statement made by the
commissioner yesterday that in discussing the results of the field
investigations he was very careful to point out the amount of addi-
tional tax turned up. I think sometimes it might be helpful in keep-
ing the point in view Senator Couzens has in mind to calculate the
amount of refund with similar emphasis.

Mr. NASH. The figures quoted on page 11, Doctor Adams, refer to
the activities of deputy collectors vho were reporting delinquent
taxes and not income-tax investigations such as are made by agents.

The CHAIRMAN. The committee will stand adjourned until to-
morrow afternoon at 2 o'clock.

(The following statement of conditions in the Bureau of Internal
Revenue was submitted by Mr. D. H. Blair, Commissioner of Internal
Revenue:)

STATEMENT OF CONDITIONS-INTERNAL REVENUE BUREAU

.THE RAPID GROWTH OF THE BUREAU AND WHY THE WORK ACCUMULATED

Prior to the year 1913 the greater part of the revenue of the Government was
derived from the tax on distilled spirits, liquors, and tobacco. The tax collected
in 1913 was only $344,424,453.85.

The income-tax law was passed in 1913. The provisions were simple and the
tax collected for the next few years averaged $436,137,734 annually. But when
we entered the World War the tax on incomes was greatly extended in order to
meet the greatly increased expenditures of the Government.

The revenue, collected by the Bureau of Internal Revenue increased from
$512,723,287.77 in 1916 to $809,393,640.44 in 1917, an increase of 58 per cent;
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to $3,698,955,820.93 in 1918, an increase of 621 per cent; to $3,850,150,078.56
in 1919, an increase of 658 per cent; to $5,407,580,251.81 in 1920, or 956 per
cent increase over the collections for 1916.

There were 778,289 income-tax returns filed in 1916. The number jumped to
3,824,316 in 1917, an increase of over 392 per cent; in 1918 it again increased to
4,742,693, or 510 per cent; to 5,652,958 in 1919, or 627 per cent; to 7,605,539
in 1920, or 878 per cent; and to 8,716,072 in 1921, which was an increase of
1,020 per cent over the number of returns filed for the year 1916.

The enormous increase in the revenue, the overwhelming increase in the
number of returns filed, and the increase in the work to be performed as a conse-
quence thereof went by leaps and pounds. No one did or could foresee it, or
prepare for it. To get a sufficient number of men with the proper qualifications
was doubly hard because the very men who were best qualified for the work
were in the war. The bureau had the keenest competition with private industry
in securing such accountants and engineers as were not actually in the war.
We were unable to meet the salaries that private concerns could pay, and this
of course made the task more difficult.

The bureau was in no condition to start the actual work on auditing and closing
the returns as they came in. During the early part of 1918 the entire organiza.
tion in Washington had less than 600 officers and employees, and during the early
part of that year practically nothing could be done except to disseminate under
the new law.'

Experts were called to Washington for the reorganization and expansion of
this small organization into an organization big enough to meet the gigantic task
which had been thrust upon it almost overnight.

It was not until the very close of 1918 that a survey was completed and actual
work begun. The force of employees was entirely inadequate in number and
lacking in knowledge of accounting and its application to the act of 1917. These
employees, while possessing knowledge of administrative procedure gained through
the previous simple income tax laws, were totally unadapted to cope with the
administrative and technical problems involved in the new act.I In the first six months of 1919 approximately 1,000 auditors were recruited.
It was ncC: 4ary to give them from four to six months' training before they were
equipped to carry on the work. It was further necessary to bring the' whole
field force of revenue agents and inspectors to the bureau for training. The
work of recruitment and training of personnel continued during 1919 and 1920.
No cases except the simplest, representing approximately 40 per cent in number
of the 1917 returns were completed prior to 1920, and but few of the consolidated
cases and natural resources cases were completely audited prior to 1921. Prac-
tically all of the cases which were audited in 1919 were only superficially audited
and were left over to be reaudited and disposed of in later years. The result was
that the work continued to accumulate.

During the early years of the excess profits tax law the taxpayers, as a rule, had
not kept accurate sets of books; their books had not been kept ii conformity with
the requirements of the excess profits tax law. Even the best lawyers of the
country had not mastered the law, the field men of the bureau knew but little of
it, and the necessary regulations to enforce it, with the result that the returns were
full of errors both for and against tiho taxpayers.

Many of the provisions of the law as it was amended were retroactive, and
the returns having been made in ignorance of the law and regulations, amended
returns became necessary, and reaudits necessarily followed. All this caused
a vast accumulation, particularly for the years 1917 and 1918.

The following are some of the great diificulties which had to be encountered
and which have particularly caused the great delay in closing the 1917 and 1918
returns:

(1) The determination of invested capital including the difficult questions
of consolidation and affiliations.

(2) The determination of March 1, 1913, valuations-
(a) For purposes of depreciation.
(b) For determination of loss or gain on sales of capital assets.
(c) For depletion on all of the neutral resources including oil and gas wells,

coal, precious metals, ore and timber, clay beds and other nonmetals.
The size of this task alone staggers the imagination. The valuation of the

railroads of the country is a simple task compared with this and yet the Inter-
state Commerce Commission has been endeavoring to arrive at their valuation
for years.

After March 4, 1921, there was great uncertainty as to who would be the head
of the Internal Revenue Bureau, and what policies would be pursued. For more
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than 60 days after the new administration came into power a new head of the
bureau had not been selected. The commissioner of the prior administration
had resigned and the bureau was left in charge of an acting commissioner. There
was the natural uncertainty and unrest which accompanies any change in admin-
tration, and this was added to by ambitious people in the bureau who desired
marked promotion and other favors, and by people on the outside who felt that
their party services entitled them to any position in the bureau which they might
desire regardless of their fitness for it. During this period the bureau was
practically marking time and much confusion existed.

This was the situation when the present commissioner took over and attempted
to run the bureau. The statements as to the accumulation of work and other
statements made herein are not intended as a criticism of the former.comnimission-
ers and their administration. When the bigness of the task is considered and
the conditions under which the bureau Was obliged to operate during the war,
it is my opinion that no one could have prevented the vast accumulation of work
which the present organization found on hand.

We had to overcome difficulties as we proceeded, which at times seriously
impeded the work and lessened the efficiency of the bureau. When everything
Is taken into consideration we believe that the accomplishments to date have
been great, as will be shown in the following pages, and while we have not been
able to bring the work current, yet great progress has been made in this respect,
and upon the whole we feel that the bureau has been operated economically,
efficiently, fairly, and honestly.

The matters about which your committee has inquired particularly are dealt
with in the detailed reports which follow:

BUREAU ORGANIZATION.

The Commissioner of Internal Revenue, under the direction of the Secretary
of the Treasury, has general superintendence of the assessment and collection of
all internal revenue taxes; the enforcement of internal revenue laws; the enforce-
ment of the National Prohibition Act and the Harrison Narcotic Act; the selec-
tion, compensation and assignment to duty of all internal revenue officers and
employees, and the preparation and distribution of instructions, regulations,
forms, blanks, stationery, stamps, etc.

For the purpose ofeffective administration, the duties of the Bureau of Inter-
nal Revenue are assigned to the following units and divisions:

Accounts and Collections Unit Miscellaneous Tax Unit; Income Tax Unit;.
Commissioner and Miscellaneous Uit; mnd Prohibition Unit.

ACCOUNTS AND COLLECTIONS UNIT.

The Accounts and Collections Unit of the Internal Revenue Bureau is charged
with the duties of administering the laws concerning the collection of the taxes
and as other important functions has under its control the procedure and account-
ing methods in collector's offices, as well as the auditing of all revenue accounts
of collectors.

When it is considered that, a total tax of over two and a half billion dollars is
yearly paid into the 65 collection districts, some idea can he gained as to the
enormous machinery necessary in order to accurately record such paymbents and
properly safeguard the money received. Equal in importance to these tasks is.
the duty of the collection districts to see that the Government receives the tax.
to which it is entitled, and that all taxpayers are treated with uniform justice
and courtesy.

The marny changes in the tax laws make it necessary that the taxpayers be-
accorded every opportunity during the heavy filing periods to obtain any infor-
mation desired as to the proper method of preparing income tax returns. To
meet this situation deputy collectors and other internal-revenue employees are
located at banks, department stores, etc., in the larger cities in order'to bring
this service to the public, and further, in the smaller towns, internal-revenue
officers are sent from place to place to render a similar service to the taxpayers of
the smaller communities.

In addition to its other duties, the Accounts and Collections Unit is charged
with the administrative work in connection with the personnel of the 65 collec-
tion districts (involving a total of over 6,500 employees), and the consideration
of the needs of and requisitions of supplies, equipment, space, etc., of the col-
lection districts.
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This unit also directs the activities of field deputy collectors, plans drives on
deliquent taxpayers, and conducts courses of instructions to properly equip
deputy collectors for the duties of their positions.

The Accounts and Collections Unit also supervises the administrative audit
of the disbursing accounts of all disbursing officers of the Internal Revenue
Bureau as well as the administrative audit of the travel accounts of all employees
of the internal Revenue Bureau.

Further, the unit, is charged with the responsibility incident to the receipt
and distribution of all internal revenue sttrmps.

IMPROVEMENT IN ORGANIZATION PLAN.

Under date of May 23, 1922, the Accounts Unit of the Internal Revenue
Bureau and the unit known as the Supervisor of Collectors' Office were abolished
and the duties formerly performed in these two units are now administered in
a new unit known as the Accounts and Collections Unit, the duties of which
branch of the service have been outlined generally above. The consolidation
which has been put into effect has resulted not only in a more efficient and intelli-
gent performance of the work involved but also has resulted in savings which
cannot in their entirety be estimated. One of the direct savings was a reduction
in the force by a total of 57 employees at an annual salary saving of $92,760.24.

INCREASE IN VOLUME OF WORK.

The Bureau of Internal Revenue is the principal revenue collecting agency
of the Government. Prior to the year 1913 the greater part of the revenue
was derived from distilled spirits, liquors, and tobacco. The income tax law
was passed in 1913, and when we entered the World War the tax on income was
greatly extended in order to meet the increased expenditures of the Government.
The revenue collected by the bureau increased from $809,393,640.44 in 1917
to $3,698,955,820.93 in '1918. In 1920, the collections reached the highest
point, viz: $5,407,580,251.81. During the fiscal year ended June 30, 1923, the
total internal revenue receipts amounted to $2,621,745,227.57.

Prior to the World War the Internal Revenue Bureau did not come closely
in contact with the general public, but due to the great extension of the income
tax law in order to raise the war revenue the collection service now affects mil-
lions of taxpayers. During the fiscal year ended June 30, 1923, the 65 collectors
of internal revenue received 11,967,089 tax returns and reports from taxpayers.
The number of income tax returns amounted to 7,714,825. In addition to the
tax on income, there are now imposed taxes on billiard and pool tables, brokers,
cigar and cigarette manufacturers, manufacturers of distilled spirits, liquor
rectifiers, oleomargarine manufacturers and dealers, theaters, tobacco and snuff
manufacturers, narcotic registrants, passenger aiutomobiles, pleasure boats,
circuses, capital stock of domestic and foreign corporations, nonalcoholic bever-
ages, telegraph and telephone messages, admissions and dues, sales of auto-
mobiles, parts, and accessories, estates, etc. -The number of special or occupa-
tional taxpayers during the fiscal year ended June 30, 1923, numbered 721,618.
The number of capital stock tax returns was 402,009. Sales tax returns which are
filed monthly, reached the total of 2,613,374. Miscellaneous returns and reports,
including monthly reports of leaf tobacco dealers, offers in compromise, monthly
returns of bonded wineries, industrial alcohol plants, etc., amounted to 515,263.
The total of all returns, as formerly stated, was 11,967,089. The fact that during
the fiscal year ended June 30, 1923, there were 1,167,659 taxpayers who elected
to pay their taxes in quarterly installments, required approximately 3,500,000
additional operations in collectors' offices.

In addition to the work of collecting revenue, recording and listing returns,
recording claims, and transmitting the necessary documents to the bureau,
collectors must audit the greater proportion of all individual income tax returns.
During the fiscal year ended June 30, 1923, of the number of individual income
tax returns filed, 6,193,830 were audited in collectors' offices. They must also
assist taxpayers in preparing returns and distribute the necessary forms to
taxpayers. They must hold hearings when taxpayers are dissatisfied with
assessments that have been recommended bv the collector, and they must conduct
correspondence with the taxpaying publie'and supply information. Collectors
must prepare certain records showing the names and addresses of taxpayers
for public inspection.
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OFFICES BROUGHT INTO BALANCE.

In March, 1921, there were 55 collectors' offices out of balance with the bureau
records. This condition was due largely to errors and confusion in the account-
ing procedure during the year 1919. An intensive drive to audit and adjust
these accounts was instituted. This drive has just been brought to a close, and
the accounts of all the 65 collectors' offices are now in balance with the bureau
records.

When we speak of an office being out of balance with the bureau records, it
must be understood that there are charges-set up against each collector for the
taxes listed for assessment in the collector's office, additional taxes discovered in
the bureau, transfers of taxes from other districts, and checks given by taxpayers
which are returned by the banks because of insufficient funds. Eaxh collector
is given credit for the collections as shown by the certificates of deposit issued by
the depositary banks. He is also given credit for taxes transferred to other
districts and or items abated by the commissioner.

As a result of the conditions in 1919 and 1920 nearly every office lost control
of their assessment lists and collection accounts. For example, in the office of
the collector and the second district of New York, it was necessary for the sup-
ervisors of accounts and collections to check all assessment lists for the calendar
years 1918 to 1923, inclusive. This included taxes listed for assessment both by
the collector and the Commissioner, transfers and other districts, and checks
returned because of insufficient funds. Each item of tax transferred to other
collection districts had to be verified and supporting vouchers furnished. All
abatements posted to the lists had to be verified with the schedules issued by the
commissioner. When we consider that the assessment lists that were checked
consisted of over 200 large volumes for income tax alone, and that the collections
for all classes of tax amounted to about $3,5000,000,000, some idea can be gained
as to the enormous amount of work involved in connection with this examination.

When the examination was begun it was found that there were unclassified
collections which had been received in the second New York district amounting to
approximately $43,390,000. A strenuous effort was made to identify the various
amounts and to apply them to the appropriate accounts. The collectors' report
for the month of January, 1924, shows that these unclassified items have been
reduced to $5,314,722.22.

CLAIMS FOR ABATEMENT, CREDIT, AND REFUND.

On September 1, 1921, an invento-y was taken of claims for abatement,
credit, and refund on hand in collectors' offices. It was four that in the various
offices throughout the country there were 60,362 claims on hand September 1,
1921, upon which no action liad been taken. At the close of business January
31, 1924, there were 'only 4,873 claims on hand in collectors' offices.

On January 19, 1922, a new procedure for handling abatement, credit, and
refund claims was issued to collectors. The-putting of this procedure into effect
in collectors' offices required the preparation of elaborate and detailed instruc-
tions. The system has proven very successful in that it enables the collectors and
the bureau to dispose of claims for abatement, credit, and refund with greater
dispatch than under the old system.

PREPARATION OF ACCOUNTING DOCUMENTS.

Under date of January 18, 1922, a procedure was put into effect which resulted
in the abolishment of an expensive system of preparing assessment lists and
related documents by means of stencils. Mechanical billing machines were
installed in collectors' offices for the preparation of assessment lists, tax bills,
etc., at a saving of many thousands of dollars annually. Without this change in
the method of preparing lists it would have imposed considerable embarrassment
to the collectors' offices in the forced reduction in personnel which became
necessary by reason of decreased appropriations.

SALES-TAX PROCEDURE.

Under date of October 6, 1922, a new procedure for writing sales-tax assessment
lists was installed. At the same time the assessmept lists are written, the
returns for the ensuing month are addressed and receipt forms are prepared.
The preparation of several documents at one operation' obviously results in an
economy to the Internal Revenue Service.
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AUDIT OF INDIVIDUAL , INCOM-TAX TURNS.

•Effective January 1, 1024, aproiedure was put into effect whereby collectors
,will retain for audit In their offices not only noomertax returns filed on Form
1040-A but ali Income-tax return filed on Form 1040 where the, gross income is
$15,000 or less. It Is contemplated that this procedure will result In the audit
of the great majority of all' individual Income-tax returns within a period of sit
or seven months, after the returns are filed. This prodceure will obviously
benefit the taxpayers, inasmuch as their income tax liability will, In the majority
of cases, be settled before the next returns are due, and relieve them from future
annoyance in connection with their liability to the Government.-

FIELD INVESTIGATIONS.

Deputy collectors operating in each -of the 05 collection districts under the
immediate direction of a chief field deputy canvass their districts, searching out
delinquents and verifying returns previously filed.' A summary of the work
accomplished by these field deputies for the fisbal years ended June 30, 1920;
1921, 1922, and 1923, and for the six months: period, ended December, 1923,
follows:

Average per do

Mprtment per

Collected month.and re- "
....... es ,o .. .. • CoU .

met C ase... lneo$. e. in.z' .S

Fiscal year ended June 30- . .
1920 ......................................... 2,495 681,510 $42,213,547 23 $1,410
1921 ........................? .............. 2,- 57 769,171, 41i 231.580. X., if343
1922- ....................................... 2,375 762,228 88, 791,914' ' 2 ' '" 2

Im ........................... 2,378 797,518- 47,001,5'49 '27 1,10
Six months ended Dec. 31, I ................. 2,229 370,239 27,810,708 8, %Oo

The average annual salary and expense.of deputy oolleotors based on, the stj
months' period ended December 31, 1920, is approximatly $,248, sothatthe
average -net annual return per deputy was in excess. of $2200. . ,
I Below will be found a statement indicating. the total personnelof the cQllctiop

service as of given dates: , • .

•June 30, une30, June Feb. 1,
1921. 1922. 1923. 1924.

..... ................ ,.. . , 65O111i8e ........... ............. .........-- ......... 5-'....-.. 1, ,48 M,
Field ....... . ...'............ ....:.... ...................... ..... , ,2'"; ' ,.,, '4_ ', :,.;; -4i,

The number of collectors was Inceaed frbm.64 to 65 due to the establishnient
of the third. internal revenue collection 'district, of .Ndw'Y6rk, 'April' 1, 4928, ptie.
vided for by legislation. * During the fiscal. year ended June 30, 1923, reduction
of 159 employees was effected throughout the collection services; "This rbedaw
tion ih personnel was effected notwithstanding the establishment ofW aa l a ddi-
tIonal collection district during the: fiscal, yea'.'- .On July tI, 1923, at'whinh time
the ppropriations for the present fiscal year -Mame,',vailable, it was necessary
to effect a rather marked' ieductionthroughout the entire Revenue .er*ice3 due
to'decreaed appr6priatiors. 'Reductions in persofinel' are applied, 'prinfiplly
tO the field forces. : This io accounted for by, the fact.that 'thee -wet eertali
definite duties which must be perforiied-n 4*der'that, the,-offlce may fahetioiu,
but to reduce the-field' force sim curtails :the colleetiwi of- deliiqfudbtt*kes.
The -total' personnel throughout the service of February, 1;- 1924i wasf'01663ia4ompbved with 4V,870 on June 80, 1928- ,tteot'.'reduction 0f 718' dxringi the 4sbh

year, 19--24--Pr 1-----
9219-24-PT 1-9



126 XNVEIOAnTON OF BUR U OF INTWWAL WRVSNUE.

MZCH&NICA ACCOUNtING SSTEM.

A system for keeping the collection accounts submitted by collectors of internal
revenue was installed in this division in January, 1923, at a substantial saving
in personnel. Under the old system it was not possible to kep the work current,
and many of the aeoounts were not balanced for several years. Differences
between the records of the collector and the records of the bureau developed
which it was impossible to correct; through correspondence. , Under the present
system of doing the bookkeeping work by means of bookkeeping machines the
account of each collector is balanced with the head office ledgers monthly, and
statements of differences are mailed to each collector before the close of the month
in which the account is received. The collector's records and the bureau records
are, therefore, kept in agreement month by month.

MECHANICAL BOOKKEEPING SYSTEM.

A mechanical system of bookkeeping for the appropriation accounts has been
installed. The system givedl information of the balance existing in the
various appropriations and each allotment made therefrom. As the alotments
are made to the various units of the bureau for specific purposes the daily
information of the balance existing in the allotments against which no encum-
brance has been placed is very beneficial, as overdrafts against the appropria-
tions can be prevented and in addition the administrative officer will have
available information not only of the expenditures immediately necessary but
can make provisions for the future contingencies.

Heretofore it has been necessary to perform a considerable amount of compu-
tation in order toarrive at the balance available as there was no accounting in
the system In use that showed a daily balance. Formerly 25 employees were
necessary to maintain the system of accounts then in effect. The present sys.
tem requires only 8 employees.

REDUCTION OF FORCE.

On May 15, 1922, the date on which the Accounts Division of the Internal
Revenue Bureau and the supervisor of collectors' offices were merged into one
unit now known as the accounts and collections unit, there were 223 employees
assigned to the two units at a total salary cost of $370,410 a year. At the present
time there are employed 166 employees at a total yearly cost of $277,649.76. It
will be noted, therefore, that the force has been reduced by a total of 57 employees,
and a total saving accomplished in annual salary cost of $92,760.24. This saving
is due principally to the consolidation of the two units, which made possible not
only a closer supervision of the work involved, but results in a more intelligent
and efficient performance of the duties intrusted to the unit. As an almost
equal factor in bringing about this reduction in force has been the installation of
mechanical accounting and bookkeeping systems.

MISCELLANEOUS TAX UNIT.

The miscellaneous tax unit is charged with the responsibility of administering
the estate tax and capital stock tax laws; the interpretation and administration
of Title V, section 500, of the revenue act of 1921 covering the tax on telegraph
and telephone messages; Title VI, section 602, relating to the tax on beverages
and the constituent parts thereof; Title VIII, sectious 800-1, regarding tax on
admissions and dues; Title IX, sections 900-2-4-5, pertaining tP the excise taxes,
W well as to tax matters under sections 500-1-2-3-4, 628-9-30, 800-1-2o
900-1-2-3-&-6-7 of the revenue act of 1918 and similar subjects under the act
of 1917; the administration of laws and regulations relating to taxes on tobacco
snuff, cigars and cigarettes; cigarette, ppers and tubew, oleomargarine, adulterated
and renovated butter, mixed flour, filled cheese, phosphorus matches, playing
cards, documentary stamps and miscellaneous special taxes. -.

The number of returns filed in connection with internal revenue laws other
than income totaled $3,561,087 for the fiscal year 1923. The tax yielded from
these tat laws for that year $900,297,607.38.
. The miscellaneous tax unit comprises four divisions--estate, capital stock sales,
and tobacco and miscellaneous, the duties of which divisions embrace tie ad-
mlinmtrave features of tax laws on which collections will approximate one billion
dollars for the present fiscal year.
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The sales tax unit was consolidated and na4e a part of this unit June 16, 1923,
resulting in a vast saving to the Government, as vill be shown later in the state-
ment relating to the sales tax division.

The Tobacco and Miscellaneous Divisions were transferred and made a part
of this unit on December 16, 1923, as a result of this consolidation, even at this
early date, a saving in money and a more expeditious manner in handling the
Government's business is indicated.

RETURNS AUDITED.

The sales tax unit received an average of 380,000 returns monthly for the
months from April, 1921, to December, 1921, inclusive. For the fiscal year
July 1, 1920, to June 30, 1921 the amount of the tax collected under the pro-
visions of the revenue act of 1618 amounted to $785,447,322.38.

The average number of sales tax returns received monthly for the fiscal year
1923 was 200,000 and the collection thereunder approximated $302,922,837.03.

CAPITAL-STOCK TAX DIVISION.

The total revenue yielded from capital-stock returns for the fiscal year 1923
was $89,603,322.81.

The capital-stock tax is an excise tax payable annual in advance in July
and is imposed on joint-stock companies associations, and insurance companies
for the privilege of carrying on or doing business. There was no change during
the year in the law or regulations governing the imposition of this tax.

Approximately 439,000 concerns file annual capital-stock tax returns. Domes-
tic corporations are taxed on such amount of the fair value of their capital stock
as in an excess of $5 000, and foreign corporations are taxed on the amount of
money employed in tle transaction of business in the United States.

The additional capital-stock tax assessed and collected as a result of the audit
for the fiscal year was $7,761,988.85.

TOBACCO.

The total receipts from all tobacco taxes during the fiscal year 1923 were
$309,015,492.98.

The revenue acts of 1918, approved February 24, 1919, which greatly increased
the rates of tax on tobacco, snuff, cigars, and cigarettes, imposed a floor tax on
stocks in the hands of dealers at the effective date of the act equal to the differ-
once between the tax paid by stamp and the new rates. This floor tax brought
in 750,000 returns and the details on the same number of inventories. The burden
of the audit of these returns and inventories and the assessment of additional
floor taxes found due by such examination had been barely completed in the
quarter preceding the time this statement covers.

MISCULLANEOUS.

This division Is oharg with the administration of internal revenue laws rela-
tive to stamp taxes on documents, which includes bonds promissory notes, time
drafts, trade acceptances, powers of attorney, passage ickets, proxies, playing
cards, customhouse entries, withdrawal entries from customs bonded warehouses,
and policies of insurance issued by foreign corporations upon property within the
United States; stamp tax on the issues, sales, and transers of stock and sales
of products for future deliver ; special taxes upon businesses and occupations
and upon the use of boats; al the tax on oleomargarine, adulterated butter
and process or renovated butter; special and stamp taxes on mixed flour and
filled cheese, and stamp tax on white phosphorous matches. The operations of
this division include the furnishing of rules and regulations covering the enforce-
ment of the revenue acts so far as redemption of stamps and the refunding of
taxes illegally or erroneously collected.

In the miscellaneous section a personnel of 22 in March, 1921, was unable to
handle more than half the returns of manufacturers of and dealers in oleomargarine
Which are now being handled within a period of a month by 14 employees. In
the work of other stamp taxes the number of offers in compromise s increased
from an average of 767 or' $8,966 in the aggregate during, the quarter March
1922 (and a proximately the same in earlil quarters), to mor than 21,006

' eatng $134,007.95 during the lat quarter of 1928. This increase was due
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to ihe inqistence of a more strict enforcement of the penalty sections of. the law
relating to documentary stamp taxis and miscellaneous special taxes. Claims
on hand undisposed of which amounted to m0r than 6,000 have become current
with A reduced personnel. Documentary stamp tax work which was practically
always in arrears is now current and, in addition, the same small force has handled
9.640 field reports which formerly it had not been their duty to do.

ESTATE TAX DIVISION.

beThe Federal estate tax is imposed upon the transfer of the net estate occuring
because of. the death of a person. The basis of the tax is the value at the time of
death of all property belonging to the gross estate less a specific exemption 6f
$50,000 in the case of an estate of a resident of the United States, and certain other
allowable deductions. In nonresident estates, only that part of the estate is
taxed which at tl~e time of death was situated in the United States, and the
specific exemption of $50,000 is not allowed. -

The laws and regulations pertaining to the taxation of decedent's estates are
defined in Regulations 63 (1922) edition. The most important part of the work
of this division is of a legal nature, requiring consideration of nearly every branch
of substantive law, knowledge of the State' statutes, and at times the study of
laws of foreign natures, especially those applicable to the administration of estates
and the descent and distribution of property. Examiners and agents not only
must qualify under a civil-service examination, but must take a course of study
and instruction and pass a subsequent examination on the laws and the tegula.
tions governing the Federal estate tax before being assigned to duty.

The number of estate tax returns file In 1923 was 14,272, showing a tax liability
of $82,266,951.88, compared with 13,192 returns filed in 1922, showing a tax
liability of $114,614 189.56.' The increase in the number of returns filed reflects
in part, the result o? a delinquent canvass.

The following comparatiVe statements indicate conditions in the state tax
division as they existed at the beginning of the present administration, as they
were at the termination of each intervening fiscal year since that time, and as they
are to-day. In setting forth these facts It has been decided best for the purpose
of a clear understanding of what has been actually accomplished to present this
data under four headings, namely: Audit operations; Tax resulting from audit
operations; Claims operations; Field investigational work.

"Audit operations.

Fiscal year. 9 . 91 91922 o9 Mar.
1r. . .. ... 3 .10 , 19.2.

Came audited--------------------------------------- ,12891 i0 202 21,771 11,384Average cases audited per month ....... 0................ 850 .. . 0,814
Total bureau employees engaged .......... ......... . 1001 139 6 424
Audit examiners engaged .............................. 24 1 42 36 31C am on hand at endof fisca yea -............................. .. .2, 0801 3,750 Z,100 1,122

The auditis current with'but 1,112.cases t6 be disposed of. The latter number
of cases in this entirety could be handled'b the present eamining force in less
than three Weeks' time. . the r x n i

Taxea asied.' ."

Taxee yielded as result of'audit: ' 1
1921 ---------------------- ---------- 116 347 959. 16
19-------------------- --------------- ----------- 128, 259, 787. 851923,. -.-..-------- 145,031,381. 88

To March 1, 1924.. 91, 198, 008.96
* On the basis of 'the yield in taxes for 1924 -to date, i. e.,. $91g198,003.96; it is

estimated that there will have been assessed $120,4)0000 by the end of this fisca!
year., This apparent dropping of assessed taxes below the amounts shown for asja
'year is accounted for by the existence in fact of successful activities of eat tes ila
,*Ing taxation.underthe Federal estate tox,lw, theeby resultwgin lncreas$
diffibuities of holding transfers taxable wheumade la contempltion of death;
and of limtwtion s to the application o rather bread priniple, of aidivitraW#
of the law in the past through court decisions and changes in the law itself by leg-
islative enactments.
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Claims.

Fiscal year-

1921 1922 1923 To Mar. I, 1924.

Amounts claimed for abatement and re-
fund. ..................... $14,415,009.94 $14,657,335.39 $59,490,200.26 $35,5 91, 309.15,

Amounts rejected ................ 10, 052,959. 39 11, 34, 090. 66 25,526,837.27 25, 579, 709.18
Amounts allowed ...................... 4,36 140. 55 3,315,244.73 33,063,362.99 10,011,599.97

Total claims adjusted .................. 1,867 1,910 3,560 tI,94
Average adJusted per month ........... 156 159 297 887
Claims examiners engaged ............. 6 7 8 9
Average claims adjusted per examiner

or year ..... W 273 445 449
C Mis on and at ed O fisal "yea:. M3 804 1,059 831

In 1923 and 1924 an exceedingly heavy influx of claims has been noted, the
greater proportion of which are concerned with protests as to the taxability of
transfers made in contemplation of or to take effect at or after death; the taxation
of jointly owned property; the allowance of deductions on account of property
previously taxed wit in five years; the taxation of only one-half of the com-
munity property of a deceased husband in California estates of this character.
The reason for such aggressiveness on the part of estates has been obviously
due, first to certain court decisions adverse to the position that the bureau had
assumed from the inception of the Federal estate tax law; second, to a legis-
lative enactment giving a retroactive effect in behalf of certain deductions to be
taken from gross estate; third, a departmental regulation qualifying a prior
regulation interpreting the meaning of a statutory provision of the law.
1 I. Under the first classification the decisions of the United States Supreme
Court in the cases of S&hwab v. Doyle (42 Sup. Ct. Rep. 391) and Union Trust
Co. v. Wardell (42 Sup. Ct. Rep. 393) have been alleged to be fatal to the Gov-
ernment's contentions In all transfer$ in contemplation of or to take effect at or
after death, if made prior to the effective date of the revenue act of 1916, pro-
vided that the decedent died before the effective date of the 1918 act. Like-
wise, under this same classification the Supreme Court decision In Knox v. Mc-
Ellilott has been held by numerous estates a precedent binding the bureau to
eliminate from taxation such portions of the jointly owned property of the de-
cedent as did not actually belong to him on the date of death, although it might
have originally been entirely his by purchase, inheritance, ift, etc., provided
the decedent died prior to the date of the 1918 act. Also tie Supreme Court
decision in Blum v. Wardell (42 Sup. Ct. Rep. 271) in opposition to the bureau's
practice to hold as taxable the entire interest in California community property
in the lsband's possession and control at the time of his death has been the
cause of the filing of numerous claims from California estates.

II. With respect to the second classification, the enactment by Congress of
the provisions in section 403(a) (2) of the revenue act of 1921 to the effect that
the benefit of deductions for previously taxed property shall be made available
to the estates of all decedents dying since 1916 furnished a new resort for re-
fund claimants, inasmuch as the prior act had limited the deduction to estates
where the decedent died after October 3, 1917.

III. The third classification mentioned relates to the change In article 21 of
regulations .63, whereby it becomes incumbent upon the Government to in fact
prove that the decedent did not intend to revoke a trust made bv him, although
the power of revocation was specifically reserved to him. This" amendment to
the re ulations, moreover, appears to be sustained by the decision of the New
York Court of Appeals in passing upon the Carnegie pension trusts. In this
,connection reference is made to Sol. Op. dated June 1, 1923, bearing the symbols
Sol. 1-1-15-1-40. On account of this particular amendment the difficulties
of the division in the matter of holding transfers taxable have been further en-
hanced and many claims have resulted on account thereof.

Strictly because of the Schwab t,. Doyle and the Union Trust Co. v. Wardell
decisions of the Supreme Court alone it was found necessary during the year
1923 to allow in the adjustment of abatements and refunds the sum of $16,828,-
099.45, or about 1II per cent of the tax assessed. Mainly on account of the
retroactive effect given by the legislative enactment above referred to, It be-
came essential to allow $648,447.51 In adjusting claims for property previously
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taxed. The comparative statements of performance above given will confirm
the belief that claims are being disposed of with all possible dispatch and that
there has been an improvement in the section's efficiency since the years 1921
and 1922.

Field.

Fiscal years-

19=

To Mar.
1,124.

R etu ed ................................................... 11,3 13,12 14,272 9,40
Reports completed ............................................. 12,808 1,116 2847 11, 28
Average reports com leted per month .......................... 1,067 1,343 1.87 1,411
Field agents e ........................................... 271 326 295 2
Average report per agent per year .............................. 47.8 49.4 7. 3 57.0
Case on hand at en of fical year awaiting investigation ..... 10, 269 9,927 9,874 8,163

It will be noted that there are about 2,100 less cases awaiting investigation

at this. time than was the condition on June 30, 1921.

Cosga of operation.

Fiscal year-
To Mar. 1,

1924.
1921 192 1923

omtedwalres ......................... 7. 2,4000 8245, 290.00 8O$28, 8 17 163,4610. 91
Averaper employeperyear %..............2,724.60 1,764.60 2,245.18 2, 05.45
Costpereaseaudited...................... 3.00 24.4}0 13.00 14.00

alles...............................66,127.27 810632.25 852,99L35 1404,703.76
Average per employee per year .............. 2,45.08 2,488.60 2,891.51 2,739.35
Cos per report completed ...................... 52.00 50.30 3. 76 48.6

'To Dec. 31, 1923, only.

A study of expenditures for a given year as shown by the commissioner's
report shows very clearly that for bureau operations, salaries are about 90 per
cent, and all other expenditures 10 per cent of the costs of operation.

As to the field, it appears that -aaries represent 85 per cent and all other
expenditures about 15 per cent of costs.

INCOME TAX UNIT-GENERAL FUNCTIONs.

The Income Tax Unit is the agency of the Bureau of Internal Revenue for
administering the income and profits tax laws. Its duties are-

(a) To prepare regulations for the administration of laws relating to taxes on
income and profits;
I (b) To conduct correspondence relating to the subject matter of income and

profits taxes;
(c) To receive from collectors of internal revenue all returns covering taxes on

income and profits;
(d) To audit and verify returns and consider and dispose of reports relating to

returns or questions appertaining thereto*
(e) To assess all original and additional income and profits taxes;
(I) To assemble and audit certificates of ownership;
() To review and dispose of claims for abatement and refund of income and

profits taxes;
(h) To compile statistics relating to income and profits taxes; and
(0 To control and operate all field forces verifying Income and profits tax

returns.
The audit work consists of handling all income and excess-profits tax returns

of corporations, partnerships, fiduciaries, and individual income-tax returns
wherein the income is in excess of $5 000, filed under three separate and distinct
revenue acts. All returns filed for te year 1917 were-audited and handled by
the Income Tax Unit's forces, both in Washington and in the field. For all years
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subsequent to the year 1917 all individual income tax returns with an income of
less than $5,000 were audited in the offices of the collectors of internal revenue.

CONDITION OF WORK, 1 21.

The status of the audit of returns by years in April, 1921, was as follows:

Number and per cent of returns to be audited (excluding claims and field reports
pending).

Personal. Corporation. Consoldate. Total.

Number Per Niumber Pe Number. PrNumber.' e

1017..................... 15,151 1.5 41,794 12 8249 65 6194 3l8 .......................... 233,3 25 760 16 1t,573 83 271 4
1919-----------------...... 849,143 93 I2904,70 00, 12500 100 1,18635 91
19.......................92600 10o0 31000 100, 12500 100 1.259000 too

In addition to these returns on hand in the offices at Washington, there were
in the field divisions 316,000 transcripts of returns for 1917 and 1918 awaiting
investigation. By a transcript is meant the return of. taxpayer for one year.
A transcript for one year,. however, was usually made the basis of an investiga-
tion for both 1917 and 1918 and in some cases subsequent years. The total
number of returns involved, therefore, was very much in excess of 316,000.
There were also 163,000 claims in abatement, credit or for refund awaiting
adjudication. Estimating and dividing these cases between 1917 and 1918
the above figures would be changed to the following:

Number and per cent of all cases pending April, 19*1.

Personal. Corporation. Consolidated. Total.
Year.

Number. Per Number. Pe Number. Per Number. Per
Per N e . cent. Iens.

1917 ......................... 149,151 15 15,704 42 14249 82 311,194 25
1018 .......................... 352,08 38 170,760 80 1. 78 92 61,271 50
1919 .......................... 851.143 92 295, 91 145 100 l.k352 g
192 ......................... 922,000 100 35000 10 12500 100 1,280,500 100

For present status of audit see table on page-.

The above table indicates approximately 25 per cent of the 1917 and 50 per
cent of the 1918 returns as pending in April, 1921. These percentages, however,
are arrived at on the basis of the number of returns and do not take into con-
sideration the difficulty of the audits involved. It may be safely asserted that
the 1917 and 1918 cases still pending were the largest and most difficult, and
on the basis of the degree of difficulty the percentage of work yet to be completed
would be at least 40 per cent of the total work involved in the audit of 1917
returns and 75 per cent of that involved in the audit of 1918 returns. The
cases closed prior to that date for the most part represented returns showing
no additional tax liability or unquestionable adjustments. Consolidated returns
and returns involving "natural-resource features were practically untouched.
The larger cases closed had been closed on the basis of superficial audits without
adequate opportunity for the taxpayer to contest the additional assessments,
with the result that these cases were almost immediately reopened by the filing
of claims. It will be interesting to note in this connection that while more
than $600,000,000 of additional taxes had been assessed up to that time, almost
an equal amount was outstanding in claims in abatement numbered in the
163 000 claims on hand. "

Whe lack of progress to April, 1921, may be attributed to the following factors:
(1) Personnel.-When the war-tax acts were enacted there was no veteran

organization waiting to attack the tremendous task of applying the provisions
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of a new and complicated law to the millions of returns which were going to
be filed. It was necessary to build up from a negligible beginning a staff of
accountants and engineers and train them in the intricacies ora new law little
understood by any one. There was not available a supply of tax accountants
from which to draw, and employees not only had to be found and hired, but
they had to be taught before returns could be audited; instruction had to be
given in a subject in which there were few, if any, teachers, and no textbooks.

In the spring of 1918 the Government called 80 men of the highest technical
training available (including accountants, economists, and engineers) to plan
an organization and provide ways and means of administering this new and
complicated act. The technical organization, which began on the basis of
these 80 men and the small untrained organization of the bureau at that time,
did not reach its present strength until 1921.

It must not be thought however, that the 5,000-odd accountants and engi-
neers making up the total in 1921 were the same individuals who were hired
and trained in 1918, 1920, and early in 1921. During the fiscal year ended
June 30, 1921, more than 1,200 technical employees left the service. This
number may not seem large, but it must be remembered that those who did
leave were the most capable ambitious, and desirable in the organization.

The-task of recruiting and training a technical force of the required size was
one of tremendous difficulty, but that problem shrinks into insignificance compared
to the problem of retaining these trained employees against the inducements of
Wtlvatd'employment. The principal obstacles to maintaining a trained personnel
ar'the Inadequacy and infiequency of promotions in salary. It has not been
possible to Increase the salaries of deserving employees as fast as their services
increased in value. The effect of this most expensive species of so-called economy
to twofold-the Income Tax Unit is prevented from attracting the most deshable
type of persons Into its service and such of this class as have been induced to
accept employment are driven out.
f (2) Housi#..-The Income Tax Unit has been confronted each year with
the problem of providing space for a constantly expanding personnel and an
additional receipt of 1,225 000 returns. The space allotted was in each instance
almost totally unadapted for the proper functioning of the work of this organiza-
tion. The result has been the scattering of the force of the Income Tax Unit
into six buildings in various parts of the city. This has in turn resulted in
millions of unnecessary movements of returns between buildings and has severely
interfered with the welding of a compact organization.

(3) Technical diffultie.-The unit encountered from the start many dif-
ficulties In the administration of the tax laws, some of which difficulties may be
described as follows:

The excess profits tax laws introduced had as a factor in measuring the tax
liability, invested capital-an element which heretofore business had not con-
sidered in the determination of its condition. In theory this factor looks simple,
'but in practice it has proved to be complex. The business development in the
United States during the past half century has been unparalleled in history.
Business is no longer conducted in small units under individual ownership, but
is carried on in large and constantly growing units, and there are thousands of
corporations which in size have now far outgrown anything that was formerly
deemed possible. Many of them have grown from small beginnings and have
been conservatively managed, writing off items against current earnings, which,
under management less conservative, would have been added to the property
account and thus have swollen the surplus. Other companies have been or-
ganized and conducted on the opposite theory, developing large surpluses through
the addition to property accounts of items which should have been written off.
With a .few exceptions among important businesses, the determination of true
invested capital calls for extended examination and is subject to many adjust-
ments. Even after such an examination, there is no certainty of resulting ac-
curacy and the difficulties to be found in the determination of invested capital
are almost unsurmountable.

One of the most complex factors with which the bureau had to deal was that
relating to corporations whose interests were closely allied-or, in other words
the determination of invested capital of a consolidated group. The law of
October 3, 1917, did not specifically provide for the affiliation of corporations
and the bureau, realizing the inequity and injustice of imposing a tax on each
corporation indepenenty when such corporati6ns were controlled and operated
as one economic business unit, and relying on the general provisons of section
201, regulations were promulgated which permitted and required the filing of
consolidated returns.
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Another factor was the determination of the investment wherein there had
been one or more reorganizations through which property values were read-
justed. This factor presented further difficulties when such reorganixations did
not involve a material change in the beneficial interests in which case the real
property values were frequently ignored to the extent that they became inde-
terminable.

Difficulty is found in the administration of the provisions of the revenue acts
which allow a deduction for the depletion of minerals and other natural resources.
This also has the appearance of justice and comparative simplicity. What is
actually involved, however, is the valuation as of March 1, 1913, or other bea
date, of all the natural resources of the country which are under operation fto
profit. Most of this property is under the ground and hidden from sight. h
must be brought to the surface at varying and uncertain dates in the future, at
varying and uncertain costs, and sold on the basis of the market as it exists
from time to time in the future. The- quantity of this property can in but few
cases be measured. It can only be approximated, and its value, based upon
uncertain factors, must be reduced to a present sum which in theory will be paid
by a willing purchaser to a willing seller. This accomplishment has been most
remarkable from any point of view, when it is considered that practically all of
the natural resources of the country have been valued on a scientific engineering
basis in the short space of five years. This is all the. more remarkable when it is
considered that the valuation of railroad properties has been in process for years
and such valuations do not present even in a small way the problems involved
in the valuation of natural resources.

The problems applying to depletion which have just been partially outlined
apply to a degree to the allowance of a deduction for depreciation. Property
acquired prior to March 1, 1913, is depreciable upon the basis of its value at
that date and not upon cost, and thus the uncertainties attaching to & valuation
at a past date are encountered in connection with a large amount of property.

The allowance of a deduction for amortization of war facilities involves such
uqestions as the determination of what is to be classed as a war facility, and in
e case of property undisposed of, its value to the taxpayer under the terms

of the act. Where property has been sold or demolished, the determination of
the allowance is relatively simple, but in many cases the property has not been
disposed of and remains in the hands of the taxpayer and to some extent will
be useful in his business. . The amortization problem is unique, and the aggregate
of the amounts involved makes it a problem of the first magnitude.

(4) Court decisions affecting audits.-A further delay in the auditing of Income-
tax returns has been occasioned through decisions by the court in cases where
litigation has been instituted as a result of previous audits. In the majority
of these cases it has been the cause of the reopening and reauditing of cases
previously closed. A few of the decisions entering in this class are, notably:

(a) Eisner, Collector, v. Macomber, 252 U. S. 527, T. D. 3010, holding that
stock dividends were not available.
(b) Goodrich v. Edwards, Collector, 255 U. S. 527, T. D. 3174, changing the

regulations with respect to the basis for determining the gain or loss with respect
to sales or transfers of property.

(c) United States v. Woodward et al., 256 U. S. 632, T. D. 3195, allowing the
deduction of the Federal estate tax from income.

(d) The opinion of the Attorney General, dated March 3, 1921, T. D. 3138,
with respect to community property interests, permitting the. filing of separate
returns by both husband and wife.

A complete list of court decisions affecting the audit has been prepared and is
transmitted separate from this report.

(5) Audit poticy.-The policy adopted at the inception of this work called for
an intensive audit of all cases in the office where possible and in the ,field where
examinations of taxpayers' books was deemed necessary. By this policy an
attempt was made in thousands of cases to complete the audit of a return by
correspondence. Taxpayers were thus subjected to numerous Inquiries for
Information which was often difficult or impossible to obtain from such records
as they had at that time.

Due to slow progress obtained under this policy, and the pressure for additional
revenues, a change was proposed early in 1919, and made effective the latter
prt of that year of making a superficial audit of all returns, particularly the

rger returns, disallowing for the most part all deductions for depletion, amortiza-
tion, etc., and assessing the resulting additional tax. It was thus hoped to im-
mediately bring into the Treasury the large bulk of additional revenues due
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as a result of taxpayers filing returns containing apparent gross errors in the
excess-profits tax returns, which errors were caused by their unfamiliarity with
the provisions of this new law. These errors were principally the adding to
capital account of unexplained additions and the failure to deduct front capital
Items which could not legally be included in capital. Through this plan it was
thought that the few controversies arising as a result of this action could be
disposed of at a later period in the adjudication of claims In abatement. By this
superficial audit, a large portion of the returns for 1917 and 1918 were tem

rarily closed between the latter part of 1919 and the early part of 1921. TheL ediate effect of this policy, however, was not the payment of large amounts
ot additional tax into the Treasury but the receipt of an avalanche of claims in
abatement of taxes assessed, accompanied by protests on the part of taxpayers.
Thousands of cases closed by this audit were later sent to the field, with the net
result that practically all cases for 1917 and 1918 involving additional taxes in
any large amount were subsequently reopened.

(6) Correspondence audit.-Through correspondence conducted by the unit
with taxpayers and the result of placing assessments against taxpayers by.
arbitrary disallowances of unexplained items of income and invested capital,
taxpayers of the country became aware of the inadequacy of their records.
The taxpayer like the bureau! was totally unprepared to cope with this new
condition. They, being unfamiliar with the provisions of the new laws, failed in
many instances to properly explain items of income and invested capital and the
bureau, without these explanations, was handicapped in properly auditing the
returns.

PROGRESS SINCE 1921, AND PRESENT CONDITION OF WORK.

Since Anril, 1921 the Income Tax Unit has practically completed the audit of
all the different 1917 and 1918 returns. For the most part those cases remaining
represent claims filed by taxpayers in cases previously audited or cases in which
at the instance of the taxpayer the final settlement has been delayed.

This progress has been accomplished in the face of protests and appeals on
every possible contestable point by the taxpayer now reasonably familiar with
all the intricate provisions of the revenue acts.

The number of transcripts awaiting investigation in the field has been reduced
from 816 000 to 81,300, and the number of claims on hand from 163,000 to
68,769. Fhis decrease has been accomplished in the face of the submission of
385 955 transcripts to the field and the receipt of 315,651 claims.

.he figures of cases, by years, received by the Income Tax Unit outstanding
as t Deoember 31, 1923, including claims and field transcripts, are as follows:

Number and per cent of returns to be audited.

Personal. Corporation. Consolidated. Total.

Year. -_

Number. Per cent. Number. Pea cent. Number. Per cent. Number. Per cen t.

1917 .................. .421 6 7,1 2 449 8 13,611 1
1918...............17,171 2 . 22.897 5 2,962 24 43,030 4
1919 ........... . 589 3 53.553 25 4,5 , 6 .1, 7
10 .................. 54,541 6 105. 00 32 7,890 65 168391 15
1921 ............ 26,00 29 270 418 77 12,000 100 38, 418 43
192............... 800,000 100 355,000 100 12, 000 100 1,257,000 10

The following table of cases audited and pending in th bureau, including the

returns audited in the collectors' offices, was compiled as at March 1, 1924.

Status of audit, 1917 to 1959, inclusive.

I Appeals and protestsAudited and closed. Pending account. in audit.

Returns ...... ..
Year. filed. Per cent Per cent Per cent

Number. of total Number. of total Number. of total
filed. filed. Med.

1917 .................. 3, 82, 3)6 3,815 181 99.76 8,553 0.22 582 0.01918 ...................... 4,,742,628 0. 60 16,5 .5 5 01019 ...................... 52,958 5,58%861 9858 13,006 .23 5,9 .89
1990 ............... ;... 7,605.539 7438#924 .97.80 13.820 .18 153,425 2,02
1921 ...................... 8,716,072 8,407,418 9& 46 5,514 .06 303,140 3.48
1022 ...................... ,5 75,5027 6,537,170 86.29 .................. 1, 038,757 13.71
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This table indicates gratifying progress in the audit of the returns filed for all
years from 1917 to 1921, inchsive, particularly in connection with the audit of
the 1917 and 1918 returns. This table also shows the inception of the audit
by the Income Tax Unit of the 1922 returns, filed in 1923.

IMPROVEMENTS IN ORGANIZATION AND PROCEDURE.

To correct the situation created by the superficial audit policy, legislation was
recommended and enacted in the revenue act of 1921 (section 250D), providing
reasonable opportunity for taxpayers to protest and appeal before assessments
were made by the unit. An exception to this policy was necessary in some
36,000 cases for the year 1917, where the collection of the tax appeared to be injeopardy because of the possibility of the tolling of the five-year statute of limi-
tations with respect to that year. For the year 1918 it has been necessary to
make 3,000 such assessments. These, however, have been made only after
intensive audit, and are not arbitrary assessment.

Previous to 1921 it had not been the policy of the Income Tax Unit to inform
taxpayers that an audit of their returns had developed an overpayment of taxes;
in this situation it was necessary for the taxpayer to file a claim for refund before
any action could be taken on any overpayment.

Provisions were made in 1921 to issue a certificate of overassesament in the
tapayer's favor if the audit developed an overpayment within the statutory
period, without the necessity of the taxpayer filing a formal claim. The cer-
tificate is prepared as a part of the audit and after proper verification sent to the
taxpayer through the office of the collector in whoee district the taxpayer is
located in the form of a warrant for refund or a certificate to be used as a credit
against taxes due at a future date.

Criticism has developed from the fact that more than one audit or investiga-
tion was made of a taxpayer's return. To eliminate this apparent duplication
of work and annoyance to the taxpayer the Income Tax Unit has adopted and
followed the policy of making one final intensive audit of all returns, which will
not be reopened unless specific evidence of gross error or fraud develops.

To eliminate unnecessary reviewing and recording and to place the responsi-
bility for producing results of standard quantity and quality on the official
directly in charge of the work, the review division of the unit, which formerly
reviewed all cases, was abolished. Separate review sections were created under
the supervision of the head of each audit division, who is now responsible for the
audit and review of cases handled in his division.

The practice of conducting audits by correspondence is rapidly being eliminated.
The policy of the unit is this respect Is to refer cases to the field force for investi-
gation where it is necessary to secure further information from the taxpayer.
The information necessary can be secured more readily and mote accurately by a
field agent with less annoyance and expense to the taxpayer.

It was found that the final settlement of cases was often delayed by frequent
and unnecessary conferences. Conference units have been organized in each
division of the unit under the immediate supervision of the heads of division.
Conferences must now be arranged at reasonable time in advance, and all the
points at issue completely outlined, so that the discussions may be confined to
the issues involved and a settlement reached in one conference if possible.

The Treasury Department, under date of June 16, 1923, issued Treasury
Decision 3492, applying to cases wherein an appeal had been taken from the action
of the Income Tax Unit. Under this decision a taxpayer must present all issues
upon which he relies in protest of the adjustment made by the unit. This pro-
cedure has been the means of preventing the reopening of hundreds of cases.

For the purpose of eliminating the unnecessary handling and recording, on an
average of twelve times annually, approximately 900,000 returns, and to increaw.
production, audit sections have been created to examine returns in the files and
immediately on receipt from the collector. This examination or survey divides
all returns into four classes. First, returns readily indicating a proper amount
of tax paid, such as individual returns showing income from salary only; second,
returns in which arithmetical or obvious errors have been made, capable of
immediate adjustment without protest from the taxpayer; third, returns which
will require an intensive office audit but may be so completed without correspond-
ence; fourth, returns which require a field investigation. Approximately 1,800,000
returns can then be examined annually and approximately 75 per cent of them
disposed of immediately without unnecessary transfer and distribution to the
various audit sections.
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In addition to the aforementioned files audit, for the purpose of further elimi-
nating. the continual transfer of cases, the handling of the same case in several
sections or division, and to insure closer supervision and better coordination of
the work, a reorganization of the Income Ta Unit was recently effected. Three
special sections, the special assignment, amortization, and inventory sections,
were abolished and their work transferred to the regular audit sections in which
the case originally came up for audit. The special audit division was abolished,
and the consolidated returns subdivision was made a division. The former
natural resources division was abolished, and its function divided between an
enginwering division and an audit division. Under this later change the function
of the engine- stops with the valuation of property. The determination of tax
liability devolves upon the auditors. This has eliminated criticism on the part of
taxpayers that valuations were being made with the resulting tax liability in view.
It has also materially accelerated production. The special adjustment and special
assessment sections were transferred to the office of the deputy commissioner, to
insure closer supervision.

The work in the special adjustment section is now confined to auditing cases
involving fraud in which the solicitor's office recommends the assessment of the
penalty, while those cases not involving the question of penalty are returned to
the regular audit sections for audit.

The special assessment section handles all cases wherein taxpayers have
claimed relief under the provisions of section 210, revenue act of 1917, and see-
tions 827 and 828, revenue acts of 1918 and 1921. The old policy of this section
was to make i complete audit of each case wherein a claim for relief had been
filed; that ls,1b make a determination of the taxpayer's true net income and also
to determinewhether or not it was entitled to any relief with respect to its excess
profits tax. During the latter part of 1922 and the year 1923 it was found that
the number of claims for relief under these sections were increasing month by
month and-anexamination disclosed the fact that in a vast number of cases these
claims were filed merely as a means of obtaining futher delay in the audit of the
taxpayer's case, wherein an additional tax was disclosed. The law provided that
these provisions should apply to those cases wherein invested capital could not
be definitely determined or wherein through some abnormal condition, either in
capital or Income, the tax as computed under the regular provisions of the act was
high as compared to representative corporations similarly circumstanced as to
capital and income, without such abnormal condition. The special assessment
section now only determines the rate of profits tax applicable to the particular
case wherein relief is allowable. Where relief is denied, the case is returned to the
proper section for the computation of the tax under the regular, provisions of the
act. This change has resulted in materially reducing the number of requests for
reiief under these provisions of the act.

The administration division was abolished and its functions divided between a
records division and a service division. In the interest of bringing the field force
Into closer relation with the office organization of the unit, the field division was
abolished as such and the various field divisions placed in the same relative posi-
tion as the office divisions.

Under field order 100, internal revenue agents in charge of field divisions of
the income tax unit were instructed 'to furnish the taxpayer with a copy of the
agent's report and allow him 20 days in which to present any protest, brief, let-
ter, or other evidence, written or verbal, he so desired before the report was
forwarded to Washington. The taxpayer was thus afforded the opportunity of
appearing in his local agent's office.

An experiment is now being conducted in eight of the field divisions wherein
the taxpayer is requested to file protests or appeals in all cases with the local
agent in charge. Cases arising in the Washington office, excepting consolidated
returns and returns involving natural resource features, fraud, or applications for
special relief, indicating a change in tax liability will be transferred to the field
and the taxpayer will be afforded the opportunity of having a conference in the
office of the internal revenue agent in charge. If the taxpayer files his protest or
appeal in Washington and makes statements at variance with the facts presented
by the revenue agent, the protest or appeal will be forwarded to the field agent
for examination. If this experiment proves successful it will be extended to all
field divisions so that in every case where a change in tax liability is disclosed the
taxpayer may present his case in his local agent's office. It is thereby hoped for
the most part to eliminate the necessity of the taxpayer being put to the expense
of appearing in Washington. It will also make the field division an agency for
determining the facts and tend to eliminate variance between the statements

I I
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o4 taxpayers and the reports of internal revenue agents. Through this proi
siedure, it is also hoped to adjust most cases with the taxpayer before the report
is submitted to Wshington for review, The review in Washington is not to be
an intensive audit, but one as to facts submitted and law features peculiar to
each case, thus insuring uniformity in administering the provisions of the several
revenue acts.

REQUIRiMMNTS FOR PRACTICE BEFOR THE BUREAU.

The Treasury Department has made determined efforts to raise the standard
of qualifications necessary for admission to practice before it. The act of July
7, 1884, provides that applications for enrollment to practice before the depart-
ment must "show that they are of good character and in good repute, possessed
of the necessary qualifications to enable them to render * * * claimants
valuable service, and otherwise competent to advise and assist such claimants
in the presentation of their cases." With the purpose in view of permitting
only qualified persons to practice before the department and to prevent cor-
ruption and dishonest practices In handling tax eases, a committee on enroll-
ment and disbarment was created and strict regulations adopted to carry this
purpose into effect. From time to time these regulations have been amended,
as experience has proved a necessity for so doing.
. Under the present practice the name of each applicant for permission to

practice before the Treasury Department is sent to the head of other units in
the Bureau of Internal Revenue with request for the 'submission of any informa-
tion concerning the applicant in the possession of the respective units. A
duplicate application is sent to the revenue agent in charge of the division in
which the applicant is located. The agent in charge is required to make a care
ful investigation into the applicant's eligibility for enrollment; is required to
scrutinize the applicant's qualifications; make inquiry as to his reputation in
the community and concerning the applicant's method of securing business;
particularly whether the applicant solicits-in violation of the regulations con-
tained in the department's circular No. 230. The agent in charge is required
to make a specific recommendation in each case and to append to his report a
statement from the collector of internal revenue containing his recommendation
as to the applicant's enrollment. In the event that an unfavorable recom-
mendation is submitted, the case is presented to the committee on enrollment
and disbarment for attention. All supervisory field officers and through them
all field employees of the Bureau of -Internal Revenue are instructed to watch
carefully for improper practices of agents and attorneys already enrolled and
to report immediately infractions of regulations by such enrolled agents coming
to their notice. Where information -is received warranting such action, the
attorney for the committee on enrollment and disbarment prepares a disbar-
ment complaint requiring the applicant to show cause why he should not -be
disbarred from practicing. The committee has been very active in toe enforce-
ment of the enrollment regulations and at the present time more than 200 names
are on. the list of those that have been disbarred, rejected, or suspended from
practice.

Much criticism has been made of the bureau because of the practice before the
department of former employees who have, it is claimed, gained valuable exPeri-
ence while in the Government employ and thereafter used the knowledge thusacciuired when appearing for clients on tax matters. Most of this criticism is
unjustified because there is nothing, in the law or regulations io prevent a former
employee from practicing before the department merely -because he has been con-
nected with the Government service. Experience has shown that persons familiar
with the law and procedure who represent taxpayers iJ'e in many instances
helpful to the Government in making proper disposition of cases. However, some
of the complaint is well taken becausein rare instances men in the Government
service have gained definite knowledge with reference to a particular case and
have resigned with the idea in mind of assisting the taxpayer in the presentation
of this same case before the bureau. Where such facts have been revealed the
former employee has been disbarred from practice, and prosecuted where the facts
warranted It., I have no doubt that instances of this nature have occurred where
the individual formerly employed by the Government made no appearance in
persnin the prosecution o the cas before the department, but presented the
ease through others. Every effort, has been made to prevent occurrences of this
character but under 'the present law it can not be entirely eliminated. , The de,
partment van uot prevent ,employees from resigning and unless the former emt
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ploye. makes application to practice and to appear in a particular case the Gov.
eminent has no effective means of reaching him. Taxpayers are usually unwilling
to disclose to the Government officials advances made to them by former employ-
em of the bureau, because of the fear that their cases might in some way be
P udiced.

Under present conditions I believe the department has done exceedingly well in
creating high standards of character and conduct which must be conformed to by
those enrolled to practice. As has been pointed out, however, the Government is
almost powerless and can exercise practically no control over those who are not en-
rolled to practice. I believe that much of the trouble is caused by this class of
individuals.

COMMISSIONER AND MISCELLANEOUS UNIT.

The commissioner and miscellaneous unit comprises the immediate office of the
commissioner, the solicitor's office, special intelligence unit, the committee on
appeals and review, and the appointment division.

SPECIAL INTELLIGENCE UNIT.

It is unreasonable to assume in a service composed of over 20,000 employee
there would not be some instances of fraud, collusion,or other illegal practices in
spite of the most careful selection of personnel. It Is unreasonable to expect that
there would not be some instances of employees committing acts which would
unfit them for governmental duty. It has been the desire of the Internal Revenue
Bureau to take every step possible to employ and keep in its employ only suoh
employees a will reflect credit upon it. For the purpose of discovering and In-
vestigating illegal practices, a special intelligence unit was organized for the pur-
pose of making special investigations under the immediate direction of the com-
missioner.

It is necessary to the proper administration of the Internal Revenue Service for
the commissioner to have under his personal supervision an organization such as
this, made up of officers of the highest integrity and specially trained in the investi-
gation of violations of law. The first appointees to this unit were men of long
training and experience as post-office inspectors, and subsequent appointments
have been made only after a civil-service examination and a thorough investiga-
tion- into the candidate's qualifications.

There are assigned to these officers for investigation instances of fraud and eva-
sion of the payment of taxes imposed by the various revenue acts and charges of a
serious or criminal nature against officers and employees of the Internal Revenue
Service. In the investigation of charges against employees in the service the

,commissioner depends upon the special ntelligence agents to obtain and report
v for his consideration the actual facts. Since the organization of this unit, July 1,

1919, approximately 1,400 administrative cases, involving charges of practice y
every kind, against officers and employees of the services have been Investigated.
These cases include the submission of fraudulent income tax returns, conspiracy
on the part of Government employees and others to defraud the United States and
violate Federal laws false representation of persons claiming connection with the
Bureau of Internal avenue, embezzlement of Government funds, and solicitation
and acceptance of bribes by officers and employees.

The following Is a typical case showing the character and value of the work
performed by the special intelligence unit:

One Garnett Underwood, who was in no way connected with any of the Govern-
ment departments in Washington, offered to turn over to the representative of
Mr. Herbert R. Spencer, of Duluth, Minn., the 1917 income tax return of Mr.
Spencer, the returns of three of Mr. Spender's associates, and all of the corre-
spondence on file in the Income Tax U nit referring to the four returns. There
were pending aggnat Mr. Spencer and his three associates additional assessments of
upwards of $1,000,000 in tax for the year 1917. Underwood said and it later
proved to be a fact that he was acting in conjunction with Earl b. RPckmeier,
the auditor in the Income Tax Unit who was handling these cases, and repre-
sented that when the returns and correspondence were turned over to the tax-
payers there would be no evidence left in the Bureau to show additional taxes
due them. For his services Underwood asked that he be paid $160,000 in cash,
which money he proposed to divide with his associate in the Income Tax Unit,
Mr. Riekmeler. Negotiations In this case were continued with the result that
Underwood did get three of the 1917 returns out of correspondence that referred
to these returns. He handed them all to a special inJtligenoe agent who waa
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posing. as the representative of these four taxpayers, and was therefore arrested.
tckmeior and Underwood were Indicted and on January 18 1924, entered pleas

of guilty to the indictment charging conspiracy to defraud the United States
Their case was referred to the probation officer for investigation and report, and
sentence has not yet been passed.

As an indication of the work which has been done n the Investigation of
charges of collusion on the part of employees of the Internal. Revenue Bureau
with persons outside of the Governipent service during the past three years, the
following figures are given. It must be understood that these figures include
only those cases in which the charge of collusion is involved:

Number of employees seperated from the service as a result of investigations
of alleged collusion --------------------------------------- ------- 448

Number of employees prosecuted on collusion charles- -------------- 149
Number of cases of this nature pending, either awaiting flneJ action or investi-

gations not yet completed ---------------------------------- 57
The above total of figures are made up as follows:

Income tax:
Number of employees separated from the service who were employed

outside of Washington, D. C ----------------------------------- 88
Number of employees separated from the service who were employed in

Washington, D. C -------------------------------------------- 38
Number of employees prosecuted outside of Washington, D. C -------- 15
Number of employees prosecuted in Washington, . C------------- 10
Number of cases of this nature outside of Washington, D. C., npw

pending -------- 75
Number of cases of this nature ina Washit

Prohibition: gp
Number of employees separated from the service who were employed

outside of Washington, D. C----- - --------------- 810
Number of employees separated from the service who were employed

in Washington, D. C ---------------------------------------- 12
Number of employees prosecuted outside of Washington, D. C ....... 22
Number of employees prosecuted in Washington, D. C -------------- 4
Number of cases of this nature outside of Washington, D.. C., nqw.

"ending -------------------- ------- 210
Number of cases of this 1atur in Wahington, D. C., now pending... 12

SOLItOITOR'8 0FFCS.

The Solicitor of Internal Revenue and those lawyers assigned to work under
his direction comprise the legal branch of the bureau and act as legal advisoip
to the commissioner and to the administrative units. The various functions of
the office have been separated into four divisions.

The civil litigation division supervises and conducts the cases spend igin court.
The majority of these cases are suits instituted against the" United' States or the
various collectors of int-,rnal revenue for the refund of taxes alleged to have
been illegally collected. In other cases the Government is forced to institute
court proceedings in order to secure the collection of the tax and such cases are
handled in this division of the solicitor's office. The United States attorneys,
representing the Department of Justice in the several districts, -have suits of this
character directly in charge, but due to the volume of work experience has shown
they do not and in fact can not specialize in the technicalities of Federal taxation,
and as a result the principal burden falls upon the solicitor's office. It is needless
to say that millions of dollars in revenues are and have been the subject of
litigation. At the present time about 1,736 cases, exclusive of bankruptcy ase ,
are pending in the United States Courts which are being handled by the solicitors
office In the manner indicated above. In connection with the handling of court
cases attention should be called to the increase in bankruptcy and receivership
matters. On June 30, 1922 there were on hand about 1,400 of this caw, of
eases. On February 29, 1924, there were 3,826 of these cases pending. This
increase in the number of bankruptcy cases being handled by the soiieltor's
office is partly due to an increased number of Individuals and corporations be-
coming insolvent but is to a greater extent attributable to the effort made in
the last year and a half by the attorneys working on this class of cases to file
,.'d eo~t .claims of this character.
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'The revenue'laws' provide for the assessment of adl valorem fraud penalties
igainet individuals and corporations who willfully understate income for the
purpose, of evading the tax. The statutes further provide for criminal prmecu-
tion Which may be -in addition to the imposition of the fraud penalties. All
appels from a proposed action of the Income Tax Unit to assert the ad valorem
fraud penalties are heard in the penal division of the solicitor's office. CriminalproseIutions may have been instituted and the preparation of, the cases for
pfeqentation to the grand juries, the drawing of indictments, and finally the trial
of the cases frequently devolved upon the attorney in the solicitor's office to
whom the particular ease is assigned. Five hundred and ninety-seven cases in-
volving charges of fraud were pending in this division of the solicitor's office on
June 30, 1923.

The two interpretative divisions of the solicitor's office receive and answer
requests for opinion on points of law submitted to the office by the administrative
branches of the bureau. In the audit and settling of tax cases difficult questions
of law are frequently encountered, making it necessary for the auditors to submit
the whole files to the solicitor's office for an interpretation of the law. These
opinions are prepared by the lawyers in the interpretative divisions and are for-
warded with the files again to the unit, where the case is audited on the. basis out-
hued in the solicitor's opinion. Close to 12 000 memoranda containing rulings
on questions of law wereprepared by the soicitor's office during the fiscal year
ending June 30, 1923. The interpretative divisions also review the files sub-
pitted to the solicitor's office in connection with the claims for refund, certificates
Of overassessment and abatement claims. The jurisdiction of the solicitor's
Office in reviewing income and excess profits tax claims extends to cases with
claims involving $50,000 or more, but for miscellaneous tax claims the minimum
is $500.,. The tremendous.volume of this work passing through the solicitor's
office is indicated by the statement that approximately 5,600 claims were re-
viewed between July 1, 1923 and February 29, 1924.
! Under section 3229 of the Reviqed Statutes te commissioner, with the advice
ihd consent oQf the secretary of the Treasury, is authorized to compromise any
e~vili criminal case ailsing under the internal revenue laws. The law further
provides that the Solicitor of Internal Revenue shall render an opinion In ever),

e in which a compromise is offereol. Under the Opinions of the Attorney
neural no comprompie catn be "ccipted of . taxk legally due from a solvent tax-

pyer. Approximately 50,000 taxpayers a year go through bankruptcy, and it
Will be read4ly seen that tbousan~s, of taxpayers. vail themselves of this manner
bf disposing of assessments made 'against them. Penalties, however, may be
compromised without regard to the solvency of the taxpayer. Many offenses
are nominal in character and small sums are customarily submitted to satisfy
Tainor iractiona of the law.
* It is A believed that the delay in closing up ld. cases has had any material
effect on the revq neexept .where the taxpayers have in the meantime become
insolvent. It is difficult even to estimate the number of taxpayers who owed
taxes. for the, earlier years and who in the meantime have become insolvent.
This is the condition that the Government will always be confronted with because
the tax does uot become due until the year. following the receipt of the income,
44d under normal conditions, another year must necessarily elapse before the
=ditional tax liability, if any,'can be. determined. In particular instances

ncial, reversos in the intervening period would make it impossible for the
Government to thereafter collect the full amount Of the additional tax liability,
an4 in my opinion this is a condition that will always exist.

,. .. COMMITTEE ON APPEALS AND REVIEw.

The committee on appeals aind review was created October 1 1919, succeeding
to thq~functipns previously exercised by the er,'dsory tax board.

Thelfunctions and jurisdiction of the oomnuttee are as follows:
Firt. As a quasi-judicial body of appellate jurisdiction, to act In an advisory

eapWity to the Commissioner of Intenil. Revenue in hearing appeals by tax-
payers from action of the Income Tax Unit in cases where a deficiency in tax Is
Jiscovwered, and recommending ap iflc decisions therein be made by the

18pe 'id. ,To .aetin au# advIsory capacity to t1W. commnssibner with respect to
thle prep atiop of Treaur decisions, regulation, and rulings, s .well s othermicellaneous matters Iecting the admintratio k tha40 revenue ats,

The records would indicate that there were reca ved by tlie bolitmittee during
the three months from October I to December 31, 1919, 31 appeals.



INVESTIGATION OF BUREAU OF INTERNAL REVENUE. 141

Treating the requests for opinions during the three months in 1919 referred'td
as cases disposed of, the committee has disposed of the following number of cases
during the years indicated: Oases.

1919 (three months) ---------------------------------------- 40
1920 -------------------------------------------------- 351
1921 -------------------------------------------------- 367
1922 -------------------------------------------------------------- 1, 1i8
1923 ------------------------------------------------------------- 3, 369
1924 (two months) ---------------------------------------- 830

To state the situation in another form, the committee disposed of the following
average number of cases per month during the years indicated:
Average per month, approximately: Casm.

1919 ------------------------------------------------ 3
1920 ------------------------------------------------ 30
1921 ------------------------------------------------ 32
1922 ---------------------------------------------------------- 96
1923 ---------------------------------------------------------- 280

Average per month, 1924 (two months) ------------------------------- 415
The increase In the number of appeals which first manifested itself in the year

1922 was undoubtedly due to the enactment of section 250 (d) of the revenue
act of 1921, which was approved on November 23, 1921. Section 250 (d) of the
revenue act of 1921 provided for the right of appeal prior to assessment in those
cases where a deficiency in the amount of tax Is discovered. While the tremendous
increase in the number of cases was due, to a very large extent, to this provision
of the statute, It reflects also the increased activities and efficiency of the Income
Tax Unit in computing the audit of returns. The committee can not take
jurisdiction of a case on appeal until it has been audited in the unit.

To get a true picture of the tremendous increase iii the volume of work since
1921 it should also be borne in mind that the taxpayer has the right to be heard
in connection with his appeal and, in connection with the appeals which have
been considered, it is safe to say that the taxpayer has availed himself of that
opportunity in at least 95 per cent of the cases.

In addition to the hearings and the consideration of the cases there is a very
large volume of correspondence growing out of the appeals and great deal of
time and effort is consumed in connection with petitions for reconsiderations and
rehearings. Naturally, in handling such a large number of cases, there is bound
to he a large percentage of petitions for reconsiderations and rehearings.

To bring the taxpayer into more intimate touch with the machinery of the
bureau administering the income and excess profits tax laws, a field subcommittee
of the committee on appeals and review was established for the purpose of hearing
the appeals of taxpayers in States distant from Washington, particularly those
west of the Mississippi. This subcommittee functions as a part of the central
committee, its decisions being reviewed and approved by the central committee.
Offices were first established at St. Paul, UMinn., pd about 150 appeals by tax-

.ers in *he statess of Minnesota, Wisconsin, Nqth Dakota, South Dakota,
IOWa, and Montana were heard and dispded of.

The subcommittee later removed to the Pacific coast to hear about 175 cases
of taxpayers in the States of Washington, Oregon, Utah, Idaho, California,
Arizona, and Colorado.

While this administrative policy is yet experimental in nature, its progress has
been entirely favorable.

GENERAL SUMMARY OF ACCOMPLISHMENTS.

The above statement gives in detailed form the duties and accomplishments
of the various units of the Internal Revenue Bureau. It is believed a record
has been presented that speaks well for the manner in which the internal revenue
laws have been administered. To summarize, the outstanding accomplishments
are:

(1) The bringing of the work of the Internal Revenue Bureau up to a condi-
tion which Is nearly toothe;point where the work is current, in spite of the vast
accumulation of work confronting the bureau in 1921-an accumulation caused
by the radical and sudden changes in the tax laws which became essential to

92919-24--PT 1- 10
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provide increased revenue made necessary by the entrance of the United States
into the World War.

(T The administration of tax laws providing a revenue of over $2,500,000 000
yeaiy and the auditing of returns and reports totaling nearly twelve millionannually.

(3) The collection of the internal revenue for the fiscal year 1923 at the low
cost of $1.39 for each $100 per hundred. The cost for 1924 will probably
be as low as $1.29 per hundred.

(4) The merging of the supervisor of collectors' offices and the accounts unit,
thus creating a new unit known as "the accounts and collections unit," bring.
Ing about a more efficient and direct administration of the collection of the
taxes, with a saving of nearly $100,000.

(5) (a) The abolishment of the sales tax unit and the merging of the work
with the former estate tax unit.

(b) The abolishment of the tobacco and miscellaneous tax unit and the merg.
hg of its work with the sales and estate tax unit, thus placing the administra-
tion of all Internal revenue laws, other than income tax, under one head.

The above changes have resulted not only in a more efficient and uniform
administration of the miscellaneous tax laws, but has also resulted in many
direct and indirect economies. The force assigned to this work has been reduced
by a total of 98 employees at a yearly saving of $112,000.

(6) The bringing of all collectors' offices into balance, the correction of a con.
dition wherein only 9 of the 64 collectors' offices were in balance with the bureau
records, and the correction of a situation wherein the accounts of all collection
districts were brought from a chaotic condition into one'of order and system.

(7) The audit of a greater number of returns representing the smaller Incomes
in collectors' offices, thus expediting the work involved.

(8) The bringing of subcommittees of the committee on appeals and review
to the taxpayers, thus expediting the hearing of tax appeals with less inconven-
ience to the public.1 (9) The audit of returns, with the result that only a small percentage of prior
year returns remain to be audited. The percentages of returns yet to be audited
for prior years are as follows: 1917, 0.3; 1918, 0.5; 1919, 1.2; 1920, 2.2; 1921,
8.5; 1922, 18.7.

(10) The preparation of assessment lists on mechanical billing machines, and
at the same operation .the preparation of tax bills and other accounting documents.

(11) The installation of mechanical accounting systems in the bureau whereby
accurate and daily records are kept both of collection and disbursing accounts.
This system not only makes possible a check on the condition within collectors'
offices, but also gives immediate information at any time as to the condition of
the appropriations And the allotments made therefrom.

A statement 6f this character would not be completed without suggestions as
to how the services could be improved.

INADZlQUATE HOUSING OF BUREAU.

The housing conditions of the bureau continue to be most unsatisfactory. The
bureau is now functioning in nine separate buildings. The Income Tax Unit
Is quartered in six buildings, viz, Annex No. 1, at Pennsylvania Avenue and Madi-
son Place NW.; Annex No. 2at Fourteenth and B Streets NW.; Building C, at
Sixth and B Streets SW.; Buildin No. 5, at Twentieth and B Streets NW.; and
462 Louisiana Avenue. The Prohibition Unit occupies portions of Building C, at
Sixth and B Streets SW. and 1418-1420 Pennsylvania Avenue NW. There are
also located in Building C the estate tax, capital-stock tax, and sales-tax unit;
the miscellaneous tax division, and the tobacco division of the miscellaneous unit.
The accounts and collections unit is housed In Building No. 5, at Twentieth and
B Streets NW., and the Auditors' Building, at Fourteenth and B Streets SW.
The office of the solicitor and the committee on appeals and review are located
in the Interior Building. The offices of the commissioner, the assistant com-
missioner, together with the special intelligence unit, the division of supplies and
equipment the appointment division, and the chemical laboratory are in the
Treasury Building. r n

Annex No. 2 and Buildings C and No. 5 are temporary war structureS.- fhey
are rapidly deteriorating because of their flimsy construction. The condition of
Annex No. 2 has become so serious that It was necessary to expend large sums of
money replacing weakened foundations and otherwise repairing the building in
order to make safe Its continued Occupancy. Furthermore, the fire hazard in
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these temporary buildings is very great. Thousands of income-tax returns are
in process of audit. Among these papers are documents covering hundreds of
millions of dollars in increased assessments, many of which could not be replaced
should they be destroyed.

This condition not only seriously interferes with proper administrative control
and conduct of the bureau, but causes much inconvenience to taxpayers.

If the bureau were housed in a building adapted to the purpose, it would be
possible to handle the work much more expeditiously, efficiently, and economi-
cally. Also danger from loss by fire and misplacement would be reduced to a
minimum. It is believed that the output could be increased from 25 per cent to
33J per cent if the bureau were properly housed.

HIGHER SALARIES FOR TECHNICAL EMPLOYEES.

The bureau is constantly embarrassed by reason of a rapid turnover in its
force of technical employees. The experience that an employee qains while
performing work in the more technical positions naturally makes him capable
of rendering a service much in demand by the large commercial concerns of the
country.

Many months of time are consumed and much expense involved in the training
of these employees, only to have the commercial houses outbid the Government
for the services of these men.

One of the steps taken by the bureau to retain the services of its technical
employees for as long a period as possible has been to require all such employees
to sign a statement that they will continue In the employment for at least one
year after their appointment This restriction, while helpful, does not solve the
problem. While the bureau appreciates the fact that it can not expect to com-
pete with outside concerns in the salaries to be paid its highly trained and techical
employees, yet it is believed a higher rate of compensation than now exists should
be paid for this class of employees. Recommendation is made that considerationbe given this problem which confronts us.

SIMPLIFICATION OP TAX LAWS.

Another feature which would be helpful to the Bureau of Internal Revenue
is a simplification of the tax laws. This subject is not gone into detail in this
statement, however, because of the fact that the views of the TreasuryDepart-
ment are already before Congress.

The letterhead and business cards submitted by Mr. E. H. Batson
as samples of the ones he uses in his business, are on file with the
committee.

Whereupon, at 4.45 o'clock p. m., an adjournment was taken to
2 o'clock p. m., Friday, March 21, 1924.
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FRIDAY, MARCH 21, 1924.

UNITED STATES SENATE,
SELECT COMMITTEE ON INVESIIGATION

OF THE BUREAU OF INTERNAL REVENUE,
Waehington, D. 0.

The committee met, pursuant to adjournment, at 2 o'clock p. M.,
Senator James E. Watson (presiding).

Present: Senators Watson (chairman), Jones of New Mexico, King,
Ernst, and, Couzens.....

Present also: Mr. C. R. Nash, Assistant to the Cbmmisssioner of
Internal Revenue; Mr. J. G. Bright, Deputy Commissioner, Income
Tax Unit; Mr. N. T. Hartson, Solicitor Internal Revenue Bureau; and
Dr. T. S. Adams, tax expert, Yale University.

The CHa.UMAN. You may call your first witness, Senator Couzens.
Senator CouzENs. I will ask Mr. Bradley to take the stand.

STATEMENT OF 3M. ALBERT J. B1LJ)LEY, WASHINGTON, D. 0.

Senator CouzENs. Mr. Bradley, will you state for the record your
full name, your address and your present occupationI

Mr. BRADLEY. Albert J. Bradley, 1209 Rhode-Island Avenue N.W.,
Washington, D. C., an auditor in the Income Tax Bureau.

The CHAIRMAN. At the present time?
Mr. BRADLEY. At the present time; yes, sir.
Senator COUZENS. On behalf of Mr. Bradley, I would like to say

to the committee that he was given no notice to be here, except a
notification to&lay by telephone, and he advised me before the meet-
ing to-day that he was not as well prepared as he might have been
had he had a longer notice. I told him that I thought, as long as
he was subpoenaed for to-day, he might get a line on what we
wanted and come back later, if the committee desired him to do so.

The CHAIRMAN. How long have you been connected with the
bureau?

Mr. BRADLEY. Three years and six months.
Senator COUZENS. And you have no fear about testifying, have

you, Mr. Bradley?
Mr. BRADLEY. No, Senator; I have no fear of anything, but, of

course, you appreciate that my testimony might mean my job.
Senator COUZENS. Who is your superior officer?
Mr. BRADLEY. My superior officer at the present time is Mr.

Guederian. Permit me to say, Senator, in that respect, I have no
reservation on that score whatever-lose or not lose.

Senator COUZENS. Do you know Mr. Nash, of the department?
145
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Mr. BRADLEY. No, sir.
Senator COUZENS. Do you know, Mr. Bright, of the department?
Mr. BRADLEY. Slightly; yes.
Senator CouzEis. Do you know Mr. Hartson?
Mr. BRADLEY. No.
Senator COUZENS. The solicitor for the bureau?
Mr. BRADLEY. No.
Senator COUZENS. Have you come in contact with Mr. Blair, the

commissioner?
Mr. BRADLEY. Only slightly; merely introductory.
Senator COUZENS. Have you come in contact with any of the deputy

commissioners?
Mr. BRADLEY. Well, slightly; I should-merely introductory.
Senator Couzis. Is Mr. Na here to-day?
Mr. NAsH. Yes, sir; Senator Couzens.
Senator CoUzios. ir. Nash, you would not feel warranted in dis-missing a man who told this committee about any of the inefficiencies

or offered an suggestions for the correction of any inefficiencies in the
bureau would youI

Mr. NAsn. No, sir.
Senator COUZENS. I just wanted to assure Mr. Bradley I did not

think the disposition of any of those at the head of the bureau was
such as would cause them to discharge a man for testifying to ahy-
thing before this committee. d

The CHAIRMAN. I do not know, but I thought Mr. Bradley meant
that you might ask him for information that he could not give us,
under the law, or within the statutory limitations. If that is what he
meant, of course that is a different proposition.

Senator COUZENS. I would not ask him for those things, of course.
Mr. BRADLEY. I hardly think I meant that, Senator. What I

meant is this: If this committee solicited information from me that
would be detrimental to the heads of the department they would
possibly frame the man that gave the information. Tat is what I
meant to say; in fact, it was intimated.

Senator ERNST. Before you start questioning him, Senator Couz-
ens, let me ask him at this point: What is the nature of the work
that you are doing?

Mr. BRADLEY. I am a common, ordinary auditor.
Senator ERNST. State what your duties are in the bureau.
Mr. BRADLEY. To examine and audit returns of the taxpayers.
Senator ERNST. As individual returns are handed to you, you cudit

those returns?
Mr. BRADLEY. As the corporation retuns are handed to me. There

is just a little distinction. We distinguish the different returns, as
individuals, which is one class of audit, and corporation audit, which
is another.

Senator ERNST. Just state, when a corporation return is handed
to you, what do you do with it? - -

Mr. BRADLEY. We examine the gross income, which determines
the net income. We then examine-

Senator ERNST. I just want you to state what your duties are.
Mr. BRADLEY. All right, sir. We then examine the supporting

schedules and reconcile them with the return, if possible. If not, we
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engage in sufficient correspondence with the taxpayer until they are
reconciled.

Senator ERST. Do you carry on that correspondence?
Mr. BRADLEY. We write the letters; yes, sir. We write the letters

ourselves.
Senator ERNST. To the different taxpayers?
Mr. BRADLEY. Yes, sir.
Senator ERNST. What work other than that do you do in the

bureau?
Mr. BRADLEY. None. I am a common, ordinary, everyday

auditor to examine taxpayers' returns.
Senator ERNST. Under whose immediate supervision is your work

conducted?
Mr. BPADLEY. There has been a reorganization in the last week.

At the present time my mediate superior is a Mr. Leach. Mr.
Leach is the head of what we call a unit, which Comprises about 10
or 11 auditors.

Senator ERNST. Prior to the last week, whom were you under?
Mr BRADLEY. D. W. Bell.
Senator ERNST. How long were you under him?
Mr. BRADLEY. About 18 months.
Senator ERNST. Prior to that time, under whom did you work?
Mr. BRADLEY. Prior to time I was in Claims, which was abolished.

The head of that section has a German name, and. I just can't recall
it now, but I will as we go along. t .

Senator ERNST. Have you had any trouble with the heads of the
divisions while working there

Mr. BRADLEY. None whatever; no.
Senator ERNST. Nor with any of your coemployeesI
Mr. BRADLEY. No; none whatever. I do not have trouble with

anyone.
Senator ERNST. That is all I want to ask.
The O HuRMAN. Before you begin, Senator Couzens, I would like

to ask this: You say it was intimated to you that if you came up here
to testify and stated anything derogatory to anybody at the head of
the bureau or of a division, something might happen to you. Who
intimated that to you ?

Mr. BRADLEY. Now, Senator, I beg you not to ask me that. I must
ask you not to ask me that.

The CHIRMAN. Well, was it a square declaration to you?
Mr. BRADLEY. Let me amend it. It was the suggestion. Let me

state it in exact terms. The suggestion was thrown out that the
result might be that anyone who disclosed matters that were con-
sidered as reflecting upon the heads of the divisions might suffer.
That, I think, is a little fairer.

The CHAIRMAN. Mr. Bradley, did any head of any division say it
to you, or was it one of your own coemployees, just one of your
'asociates there that said it to you? I will not ask you for the name
of th,3 person now, but I would like to know whether somebody merely
made a casual remark?

Mr. BRADLEY. Well, it was a section head.
The CHAIRMAN. Did he come to you directly and individually and

ask you to one side and whisper that to you, or tell you?
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Mr. BRADLEY. No, This morning, at half-past 10 I was called,by
the Sergeant at Arms, and after identification, which he was very
particular about, he said that he had a subpoena, that he would serve
it upon me personally, although he could serve it over the telephone.
I said I would accept it.

The CHAIRMAN. Yes.
Mr. BRADLEY. And after that I conferred with an old-time member

of the Income Tax Bureau, a man who has been with it a great
number of years, a friend of mine, who occupies the same position
that I do, and related to him the circumstances, that I had been
called, but I did not know the line of testimony I was expected to
give and asked him what he would do in a like case. He said, "I
would go to my chief and tell him." "Well," I said, "he knows
nothing about it. I have only been in here five or six or seven or
eight days, and .1 never have met the man." He said, "Well, I will
jntroduce you," which he did. I told him that I had been sum-
moned, and then I went to a chief of a section and told him.

The CHAIRMAN. You told him about it?
Mr. BRADLEY. Yes,'sir; I told him I had been summoned.
Tle CHAIRMAN. What did he say then ? Without giving his name

for thepresent, what did he say then to you?
Mr. BRADLEY. Well, I do not know that I could relate it in any

more exact terms than what I have just stated to you. An intima-
tion was made that testimony adduced before this committee reflect-
ing upon division heads or section heads might be used against.them.
, Senator ERNST. With whom did you talk about testimony that
you were about to ve?

Mr. BRADLEY. NO one. I did not know I was going to be called,
Senator.

The CHAIRMAN. What I would like to ask you is this: You received
a telephone message from the Sergeant at Arms?

Mr. BRADLEY. Yes, sir.
The CHAIRMAN. Asking you to come up hereI
Mr. BRADLEY. Yes.
The CHAIRMAN. And then you conferred with some old-time mem-

ber of the Income Tax Unit, and there after that you sought out a
chief of this division, did you?

Mr. BRADLEY. Yes, sir.
The CHAIRMAN. You sought him out?
Mr. BRADLEY. I did.
The CHAIRMAN. What did you say to him when you got there?
Mr. BRADLEY. I said I had been called by the committee, and I

did not know along what lines I was to be called to testify, and that
maybe what I could tell the committee would be from a personal
standpoint; that I could say that in promotions, favoritism had been
practiced by the bureau in their promotions, and that productivity,
I knew of my own knowledge, did not enter into the promotions
made by the Income Tax Bureau. Now, he went into a very long
explanation of that, which he had done several times before. Does
that answer your question?

The CHAIRMAN. -Yes; but did he say to you, "I warn you not to
go there andtestifyI"

Mr. BRADLEY. No, he did not.
The CHAIRMAN. Ho did not?
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* Mr. BRADLEY, No.
The CHAIRMAN. Just what did he say. I would like to know just

what language was used, Mr. Bradley. You say there was an intima-
tion. Of course, that is a conclusion, and I would like to know the
language that was used, to see whether it was a threat or a friendly
tip, or what it was.

Mr. BRADLEY. 1 understand the desire to know exactly what he
said in that respect.

The CHAIRmAN. Yes.
Mr. BRADLEY. Because I think it is very pertinent information

that you desire.
The CHAIRMAN. Yes.
Mr. BRADLEY. Now, Senator, I think it in nearly as correct words

as I can.
The CHAIRMAN. But you said he intimated to you. What did

he say? Let. me determine whether it was an intimation. In other
words, what I am trying to get is this, and what the committee
would like to know is whether you were threatened.

Mr. BRADLEY. No.
The CHAIRMAN. Was there any attempt at coercion?
Mr. BRADLEY. No.
The CHAIRMAN. To prevent your testifying before the committee

to anything.
Mr. BRADLEY. No; it was not; it was not a threat; no.
The CHAIRMAN. If it was not in the nature of a threat, and no

attempt at coercion, what was it?
Mr. BRADLEY. An intimation that anyone giving evidence before

this committee that did not suit i;he powers that be might be made to
feel the displeasure of the close corporation which comprises the
Income Tax Bureau. It is a very close corporation.

The CHARMAN. Now, let us take that up for a minute. Have you
ever sought promotions ii the department, and which have been
denied you

Mr. BALEY. Senator, I have not. I have only sought those
promotions that I was entitled to on my productive record, and which
have been constantly denied.

The CHAIRMAN. Then, you have asked for promotion from time
to time?

Mr. BRADLEY. Not promotion; no. No; I have never asked for
them.

The CHAIRMAN. An increase in salary?
Mr. BRADLEY. No; I have never asked for that. I only expected

them.
The CHARMAN. Had you made complaint among your associates

that these things had been denied you from time to time?
Mr. BRADLEY. Yes, sir-kicked like 40 steers.
The CHAIMAN. You kicked right along?
Mr. BRADLEY. Yes; absolutely-kicked.
The CHAIRMAN. You say you were denied this right or what you

call your right by the close corporation which controls the Income
Tax Unit. What do you mean by that, Mr. Bradley?

Mr. BRADLEY. That is easily understandable. The close corpora-
tion that I refer to consists of the five heads of sections.

The CHAIRMAN. Who are they?
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Mr. BRADLEY. As now divided in geographical districts, this
country is cut up into five sections.

The CHAIRMAN. Yes.
Mr. BiRADLY. This is a new procedure, a new organization, and

Mr. Reamey has section 1, Mr. 0. W. Bell has section 2, Mr. Du-
Durian has section 3, Mr. Cook has section 4, as to section 5 you will
have to pardon me. I just can not recall the name for the moment.

The CiumAx. Yes. Have your activities be confined to this
one section all of the time since you have been thereI

Mr. BRADLEY. No; I first entered the Income Tax Bureau as
auditor in what was then the manufacturing section. Later, I was
transferred to a section called claims. Later, I was transferred to
finance; claims was abolished. Then I was transferred to appeals
and P. S., as we called it-public utilities and personal service;
and now, under the reorganization, we are known as section No. 2.

The CHIMAN. You have been in there for three years and a half?
Mr. BRADLzY. Yes.
The CHARMAN. At what salary did you onterI
Mr. BRADLeY. $2,000.
The CuAMAN. What is your salary now?
Mr. BmADy. $2,000.
The CHAIMAN. Were those transfers made at your request?
Mr. BRADzY. No.
The CHA=mAw. None of them?
Mr. BRADLY. No-well, I said none of them. The one from

manufacturing to claims was.
* The CuAmAN. Yes.
Mr. BRADLEY. Yes, sir.
The CHIRMAN. Now, what do you mean by these heads consti-

tuting a close corporation?
Mr. BRADLEY. Well, Senator, I am a business man of some mature

years. I have had a great deal of experience in business. I came
here during the war to do war duty, and the fascination of Washington
life has gotten me. I hate to go away.

Senator ERNsT. Like some Senators.
Mr. BRADLEY. Like some Senators. I am not held by the meager

salary of $2,000, but I have lost that energy and that initiative,
and I simply hate to go back into business life. What was your ques-
tion, Senator?

The CHAIRMAN. My question was: What do you mean by a close
corporation? .

Mr. BR.ADLE.Y. Oh, yes; this close corporation?
The CHAIRAN. Yes.
Mr. BRADLEY. Here is what I mean to say: That I have never come

in contact with such small pinheads in my life as I have in the Income
Tax Bureau men.

The CHAIRMAN. Does that mean these five heads that you speak of?
Mr. BRADLEY. Yes; it includes them all.
The CHAIRMAN. Them all?
Mr. BRADLEY. Every last one of them. This is what I mean to

say: That those fie men are n:ft looking _ ability; they are not look-
ing for constructive action. They are merely job holders, and their
only purpose in life-their main one, at; least--itinctly is to perpetu-
ate and hold their jobs. Now, I am not parading my particular
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ability in this respect, but I simply want to tell this committee that
in every one of the sections that I have done duty in I have stood
at the head of my unit, and have stood at the head of my section.
I have in my pocket a little slip, made recently, showing that my
production record for three months was 143 as against a 100 average
for the section. In the section prior to that I stood at the head of it.
After the first month's service there is not any position that I have
held that I did not lead.

The CHAIRMAN. Now, Mr. Bradley how long have these heads
that are now there, the five heads of tie sections been there?

Mr. BRADLEY. Always and forever. They were there when I
went in.

The CHARMAN. The same heads all the timeI
Mr. BRADLEY. Yes.
The CRARMAN. Do you know whether or not they get together

and discuss the relative merits of their employees, or Whether or not
each individual at the head of his particular division makes such
recommendations for promotions and increases in salaries as he be-
lieves the conditions justify?

Mr. BRADLEY. Well, I think those things are reached, possibly,
on the initiative of each particular section bead. I do not mean to
say that they come together and pass a resolution, as a board of
directors.

The CHAIRMAN. No.
Mr. BRADLEY. I merely say it in descriptive form.
The CHAIRMAN. When you say "'a close corporation," Tou mean

that the one man at the head of the particular uyit in whicn you are
working g

Mr. BRADLEY. Yes.
The CHAIRMAm. So that he is the "close corporation." Now,

have you talked your own situation over with that section head from
time to time?

Mr. BRADLEY. Oh, yes.
The CHAIRMAN. Have you asked for increases or promotions?
Mr. BRADLEY. Well, Senator, I do not risk for anything.
The CHLURAN. Well, you have discused with him the advisa-

bility of increasing your salary?
Mr. BRADLEY. Yes. When my productive record shows 143 in

one section, without any promotion, and when others that showed a
productive record of 80 got promotions of $250 more than I am get-
ting then I think I have a kick coming, and I kick.

The CHAMAN. When did you begin this kicking press? How
long had you been in there before you started to make this fuss?

Mr. BRADLEY. Well, I have not made any fuss, Senator.
The CHARMAN. Kicking means to make a fuss. Did, you talk

around with your associates and coemployeesI
Mr. BRADLEY. Well, I will not say any more, because it was not

in the nature of a kick.
The C IRMAN. Well, you talked around with your coemployees?
Mr. BRADLEY. Oh, heavens, no.
The CEAIRMAN. You never did?
Mr. BRADLEY. What do you mean by "never did?"
The CHAImAN. You never did discuss it with them ?
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Mr. BRJLDLEY. Not my situation. It was usually discussing the
situation impersonally, because I do not make my affairs a matter
of general discussion.

SThe CwhIRMAN. But you have gone to the head of the unit and
have taken your classification slip, which you have there, and showed
him how you stood, and all that sort of thing, and showed it to him.

Mr. BRADLEY. Yes, sir; I have done that.
The CHAIRMAN. What reason did this man give for not promoting

you or increasing your salary?
Mr. BRA1nLEY. They said it was not their fault; that those promo-

tions were arranged by the staff division, over which they had no
control, and that in my particular case I had been recommended for
a promotion.

Vhe CHIMAN. Was that so?
Mr. BRADLEY. I don't know. I doubt it.
The CUMARMAN. You say you doubt it was so?
Mr. Bw a Y. I doubt it.; yes, sir. I doubt it was so.
The CHAmIAN. Because vau had not been promoted?
Mr. BRADLEY. Because if't had gone to the staff division, and they

were unprejudiced, they could not promote one man with a produc-
tive record of 80 and decline to promote another man with a pro-
ductive record of 143 or 144. At the same time young ladies there
have suffered in the same respect that I have. One young woman
there had a productive record of one hundred and seventy-something,
and she is working at the magnificent salary of $1,600. She got no
promotion, and just side by side, aot having half the energy or doing
as good work as that woman, are men getting $2,400.

The CHAIRMAN. Why are they promoted, and why are you held
down

Mr. BRADLEY. Lack of that personality that sometimes makes you
fail to win.

The CHAIRMAN. Temperament?
Mr. BRADLEY. Temperament, I suppose.
The CHAIRMAN. Therefore, Mr. Bradley, you came to the con-

clusion that because your ability -

Mr. BRADLEY. It is not any ability.
The CHAIRMAN. Had not been recognized, you did not get your

deserts?
Mr. BRADLEY. It is not ability; it is hard work.
The CHAIRMAN. Well, whatever it is. Ability to do hard work is

ability?
Mr. BRADLEY. Well, I don't know. I know some very energetic

people that have not a great deal of ability, and I know some people
vith a great deal of ability who have no energy.

The CHAIRMAN. You sid awhile ago that the head of this section of
ours was a pinhead. Why did you arrive at that conclusion-
ecause he had not promoted you!
. Mr. BRADLEY. Just like you arrive at your estimate of men whom

you meet daily. It was the daily association.
The CHAIRMAN. You mean by that that he has neglected to do the

duties that he was put there to discharge?
Mr. BRADLEY. I mean that the gentlemen is without sufficient

intellectual capacity to hold down the job he now occupies.
The CHAIRMAN. That is what you mean?
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Mr. BRADLEY. Yes; that is what I mean.
The CRAIRMAN. Why do you say that?
Mr. BRADLEY. My estimate of him; that is all, Senator.
The CHAIRMAN. Do you know wherein he has failed to his duty?
Mr. BRADLEY. Ye gods; yes.
The CHAIRMAN. You do know?
Mr. BRADLEY. Yes, I know. Do I know? Yes; I guess I do

know.
The CHARMAN. Do you question his integrity?
Mr. BRADLEY. Not at all. He is as honest as the day is long.
The CkAIRMAN. He is an honest man?
Mr. BRADLEY. But not big enough for that job. The trouble there

is you have very small men in big places. That is the big trouble with
the Income Tax Bureau.

The CHAIRMAN. Is there very much difficulty in that particular
unit-

Mr. BRADLEY. What do you mean by "difficulty"?
The CHAIRMAN. Wait until I finish my question.
Mr. BRADLEY. Excuse me.
The CHAIRMAN. Is there much difficulty, much complaint, or much

dissension because of lack of promotions, when you men and women
in there think you ought to be promoted and your deserts are not
recognized?
Mr. BRADLEY. Senator, it is perfectly human for a man or woman,

when they have suffered injustice, to complain, and m my section
there were five people who stood at the head, 1, 2, 3, 4, 5, whose
productive record was very large, and not one of those five got a
promotion, and of course that caused a great deal of criticism.

The CHAIRMAN. Certainly.
Mr. BRADLEY. And unhappiness.
The CHAIRMAN. And it was talked around amongst everybody?
Mr. BRADLEY. Sure.
The CHAIRMAN. Everybody knew about it, and it was discussedgenerally? IMr. RADLEY. Yes; I think so. Certainly I discussed it because

I was one of the five.
The CHAIRMAN. I think that is all I want to ask along that line.
Senator ERNST. Mr. Bradley, prior to your coming to the depart-

ment,-what was your occupation-
Mr. BRADLEY. Real estate.
Senator CouzENs. Where?
Mr. BRADLEY. In Richmond, Va.
Senator ERNST. Do you mean a real estate agent?
Mr. BRADLEY. No; I was real estate dealer. I was then and am

now president of the James River & Kanawha Power Co., a corpora-
tion that we trust will get into business one of these days. That is
what we are praying for and hoping for.

Senator ERNST. What was the character of the real estate business I
Mr. BRADLEY. A dealer.
Senator ERNST. Tow is that?
Mr. BRADLEY. A dealer-bought real estate and sold it.
Senator ERNST. For yourself.
Mr. BRADLEY. Yes, sir.
Senator ERNST. Bought for others?

I
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Mr. BRADLEY. No; not an agent.
Senator ERNST. How long were you in that business, Mr. Bradley ?
Mr. Bmwisy. Forty years.
Senator ERNST. Were you in it continuously, or did you stop for

other things?
Mr. BRADLEY. I stopped for other things. I was president of a cot-

ton mill for three years, and lost all of my money, and then I had to
go back to work again. I ran a cotton mill employing 400 peo le,
and it had extensive capital, but we were located in the wrong place
and failed. Then I went back into the so-called real-estate business,
which. is a holdall for failure and men that are down and out.

Senator ERNST. I did not catch the name of the plaec.
Mr. BRwLEY. Of what place ?
Senator ERNST. Where you were in business.
Mr. BRADLEY. Richmond, Va.
Senator ERNST. That is all.
Senator COUZENS. A moment ago you referred to promotions.

Can you tell us briefly what in your opinion, is necessary to get
these promotions?

Mr. BRADLEY. Senator, that is a very hard question. It is impos-
sible for any man to understand how some of the promotions were
made and how some others were refused. I can not possibly conceive
of it.

Senator COUZENS. Have you an opinion in it ?
Mr. Buwizy. Yes; I have an opinion. I have an opinion about

hustling. Yes; I have an opinion.
• Senator COUZENS. What is your opinion as to the requisites for
promotion in your division ?

Mr. BRADLEY. As well as I can gather, the requisites for promo-
tion in the Income Tax Bureau woldd seem to be an insistent and
eternal push for promotions. I can take Doctor Adams, who is
supposed to have a very thorough knowledge of the Income Tax
Bureau, and sit him down as an auditor, without any influence,
and Doctor Adams will stay there, from the day he comes in for 10
years, without any promotion. I mean to say that the promotions
are not fixed, are not settled, or not determined, from the ability,
the amount of work that a man has done, or his deportment.

Sentaor COUZuNS. Are there any performance records kept from
time to time ?

Mr. BRADLEY. Yes, sir. The records of the Income Tax Bureau
pass all human understanding. There is not a move made that is
not recorded somewhere. Yes, sir; you can get the day to day
record, the productive record, for every employee of the Income
Tax Bureau.

Senator COUZENS. Do these records disclose the quality of the
productiveness?

Mr. BRADLEY. Yes. If you make an error, it is charged against
your production record.

Senator COUZENS. It is necessary to be a sycophant to get a pro-
motion in the bureau?

Mr. BRADLEY. I think so.
Senator COUZENS. You think that probably contributes to pro-

motion?
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Mr. BRADLEY. Bending of the pregnant knee, Senator, is very
prevalent.

Senator COUZENS. You wrote me when this matter was first dis-
cussed, or, at least, I think, at the time I first introduced the reso-
lution asking for the appointment of this committee, saying, under
date of February 22: "If the inclosed clipping is true, God-knows,
you are on the right line. The inner working of this bureau is enough
to wreck any administration and bring contempt of any government.
I speak with an experience as an employee of this bureau for more
than three years." Then, I acknowledged your letter. Did you
get the acknowledgment?

Mr. BRADLEY. Yes, sir.
Senator COUZENS. Now, I assume that you have not told the com-

mittee yet what the workings are in the bureau which would bring
contempt to the Government, have you?

Mr. BRADLEY. No.
Senator COUZENS. Can you tell us what the workings of the bureau

are that would bring the Government into contempt.
Mr. BRwLEY. Senator, to give you an answer to that question

which would be of value to this committee, as you have very kindly
explained to the committee, I was called this morning about half past
10, and left my work to come over. Now, along that line if the
committee will permit me, I will ordain my information and would
prefer to answer that question at some time which would be agreeable
to you gentlemen.

Senator COUZENS. Well,, when you wrote me this letter did you
have any specific failure of the department in mind ?

Mr. BuADLzy. Yes; I had.
Senator COUZENS. Could you tell us what that is, briefly? I do

not want to embarrass you.
• Mr. BunLEy. Well, Senator, I am here to answer your questions
irrespective of what the outcome will be. You have discovered, I
guess, that I am voluble; I talk toomuch.

Senator COUZENS. Go ahead; we do got mind.
Mr. BRADLEy. In my last work, in construing section 200 of the

revenue law, I deemed that the way that that section has been car-
ried out has caused the Government a great deal of loss.

Senator COUZENS. So that we may understand just what you are
talking about, what is section 200?

Mr. BRADLEY. Section 200 of the revenue law provides for per-
sonal-service corporations, and the distinctions and rulings of that
ection are very voluminous and have been going on, for a period of
our of five years. In our section, when I first went in there, that

personal" service was granted, which means, Senator, that corpora-
tions having been granted personal service the stockholders are
entitled on their individual returns to report income proportionately,
and sometimes defining what are personal-service corporations and
what are not personal-service corporations is fraught with a great
deal of trouble.

When I first went there, there were five men that sat in council on
the cases when personal services was granted, which meant that the
stockholders were, of course,. permitted to report their distributive
interests in their individual returns. As I say, those five men sat o'
those cases and decided whether it was a personal-service corpora-
tion or not.

I i I
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Now, later on, for some reason, I do not know what, but some time
ago those five men-the committee was abolished, and the deter-
mination of whether a corporation was a personal-service corporation
or not devolves upon one man, without any revisionary power. He
was the instrument that decided whether it was liable for $100,000
tax or was liable for nothing.

In my opinion, that was a very great weakness, an extremely
great weakness, and it is somewhat singular, to my mind, that that
authority, that power to say whether a corporation was personal
service or not, was held onto most zealously by the section unit
audit that I worked in. I say, "I think" that is why I use that
language-"I think." I have seen corporations that were granted
personal service; I have seen corporations that were denied it, and
if there was any distinction, it was too keen for my intellect, and I
think, when I had been doing that work there for about 18 months,
I was just as capable to pass upon whether a corporation was per-
sonal service or not, as the man who had the final determination.

Now, Senator, you did me a compliment yourself in this respect.
A change has already taken place in the organization of the Income
Tax Bureau, and that very point has now been obviated by the dis-
tribution of the personal-service corporations into five sections.
For the present moment, that question is not solved.

Senator CoUzENs. When was this change made I
Mr. BRADLEY. To-day is Friday-a week ago to-day that change

was made; yes, sir.
. Senator CouzENs. Just describe an example as to what would
constitute a pdrsonal-service corporation, and what would be on the
border line of a personal-service corporation.

Mr. BRADLEY. Senator, you are examining me now without any
preparation along that line. I will do the best I can.'

The granting of personal service to a corporation contemplated
that the income of that corporation must be derived from the ac-
tivities of the principal stockholders, and that the outstanding stock
must not be held in a proportion greater than 80 in the hands of
nonproductive stockholders. Those are the two salient divisions.
, Senator COUZENS. Then, that case that you have described would
constitute a personal-service corporation. Now, a corporation in
which 30 or 40 per cent of the .stock .was held by nonproductive
stockholders would not constitute a personal-service corporation; is
that correct?

Mr. BRADLEY. That is correct.
Senator ERNsT. Is that the only rule you have for determining it?
Mr. BRADLEY. No.
Senator ERNST. What are the other rules?
Mr. BRADLEY. Well, I guess there must be-I started to say

10,000 decisions, but I guess that is a little large, but I guess there
must be 2,000 decisions on that one section.

Senator ERNST. Ber-ise of differences of opinion on the subject,
doyou mean that th ,ave been 2,000 decisions ?

]6. BRADLEY. Web, what I mean by "decisions," is that the
question of personal service is not settled to the satisfaction of the
taxpayer. Of course, if it is granted, it stops there, but in case they
desired to appeal it, it went to the committee on appeals and review.
Those are the decisions that I speak of.
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Doctor ADAMS. Perhaps this will help you [exhibiting pamphlet
to Mr. Bradley].

Senator ERNsT. Pardon me. I want him to give his own knowledge
of this subject, by telling us how to determine a personal-service
corporation, without any aid. Now, I want you to give other rules.
If you have only one, at other rules are there for determining what
a personel-service corporation is?

Mr. BRADLEY. I have given the two principal ones, I believe.
Another one was the question of agency. If a corporation was

officered and the stock, in a proportion of 80 per cent, owned by
the officers who devoted practically their entire time to the operation
of the business, they were entitled to personal service. Agencies
contemplating personal services, unless it was shown that the tax-
paying corporation bought merchandise or bought something on its
own account, and there was a profit derived from it.

It also contemplated that taxpayers could deal.in merchandise
up to a certain per cent-say, 8 or 10 per cent- without defeating
their claim for personal service.

Advertising agencies were denied the personal service, per se, for
the reason that it was construed by the committee on appeals and
review that they could not comply, for the general reason and the
general idea that they did business on what was called a card rate,
which contemplated the purchase of so much space and the selling
thereof.

Now, incorporated dentists, incorporated professional men of any
kind, were deemed to be personal service.

Contractors that did business on a purely. commission basis, and
did not construct on a cost-plus basis, were given personal service.

Senator, I believe I have exhausted my memory on that.
Senator ERNST. Are they all the factors which you recall which go

into the consideration of the question of whether or not a corporation
is a personal-service corporation?

Mr. BRADLEY. Senator, we were told to judge each case upon its
own merits. Now, I have digressed emphatically to the position of
our chief of section when he wanted to rant personal service, and
has refused to concur, and have closed the case under instructions.
One very notable case that I recall was the case of a New York
harbor towing concern, where the tax was nearly $100 000, and on
the showing my opinion was that they were not entitle to personal
service. I was instructed by the chief of section to allow them
personal service, and I refused, and asked them to transfer the case,
which was done.

Now, there are many cases hundreds of them, in the same position,
or the same conditions, which the files of the section will sh6w.

Senator ERNST. Is not the fact that there are, as you say 2,000 or
more decisions on account of its being a difficult matter to determine
whether a corporation is or is not a personal service corporation?

Mr. BRADLEY. Well, hardly so-hrdly so. Sometimes the margin
is so close and you are in doubt; you really do not know whether
to ant it or not. There are lots of border cases.

Senator ERNsT. That is what I am trying to make clear.
Mr. BRAmLEy. Yes, sir.
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Senator ERNST. Then, in such cases, you are naturally inclined to
think that you are right and the others are wrong about it?

Mr. BRADLEY. The auditors in the section have enough confidence
in their judgment and their experience and their study of the case,
their study of the principle, to think that they are right. Yes, un-
doubtedly so.

Senator COUZENS. In how many cases that you worked on did you.
ask to have transferred, roughly. I do not expect you to be accurate.

Mr. BPADLEY. Oh, I should say a dozen. That was a matter of
principle. Thn remark was made that the commissioner wanted it
done, and I said, "I can't help what the commissioner wants; it is a
question of principle, and I will not follow the President of the
United States on a question of principle." _

Senator COUZENS. For instance, what difference did it make in the
taxes of this towing company in New York Harbor us to whether it
was declared a personal service corporation or not I

Mr. BmDLEY. Well, that was an 1918 case, an excess profits case,
where the war-profits tax applied. The tax was something like
$97,000, and to allow them personal service, the distributive inter-
ests would be taxed to the individual stockholders. My computa
tion-and I knew at the time-was about $75,000.

Senator COUZENs. So that on that ruling alone, the owners of this
corporation would save approximately $22,000 in taxes; is that
correct?

Mr. BRADLEY. They would save $75,000.
Senator COUZENs. $75,000. I understood you to say that if per-

sonal service was decided upon, it would be $75,000, but you mean
that the saving would be $75,000?

Mr. BRADLEY. Yes, sir.
Senator COUZENS. Have you anything in mind that you would

like to prepare and come back with to the committee at another
time? I want to say here that I feel a little embarrassment for the
witness, because of the short time given him and the promise I made
to him that he would not be unduly pressed at this time, on account
of the lack of time, and unless the committee has something special
in mind that they want to ask him, I would be willing to excuse him
for the day and Tot him come back at some time when he is better
prepared.

Senator JONEs of New Mexico. Could you give, in brief form-not.
now, but in a memorandum-the facts involved in these 12 cases.
which constituted the difference and caused the change in the classi-
fication of those corporationsI

Mr. BRADLEY. Why, I think that can be done without any trouble,.
Senator.

Senator JoNEs of New Mexico. I wish you would do that. You.
are coming back a ain.

Mr. BRADLEY. Yes, sir. You appreciate, Senator-
Senator JONES of New Mexico. I realize that in just a moment here

you can not recall the particular points which were involved. We
are seeking to clarify this law here and if you could give us the points.
which caused that difference of view in the bureau there, as to whether-
those corporations should be classified as personal service corporations
or not, I think it might be helpful to us. The language of the statute
is somewhat general and I can see how there might be a difference.
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of view, but I should like to know the particular facts in the case
which did bring about that difference in view.

Mr. BRADLEY. I think I understand your idea, Senator, and if you
will permit me to make myself somewhat clearer with respect to
the denial of these personal service cases, I am not impugning the
honesty or the integrity of any of these men. I am simply estimating
them from the intellectual standpoint, which I have a perfect right
to do.

Now, Senator, our procedure does not give, nor is there any record
of why personal service was granted when we made out what we call
our synopsis sheet, and when it was issued. They simply wrote on
there " granted" and put their initials on it; but you see the difficulty
I am laboring under.

Senator JONES of New Mexico. Your synopsis contains a state-
ment of facts, does it?

Mr. BRADLEY. It contains a statement of facts, yes, sir.
Senator JoNE S of New Mexico. Now, without involving any parti-

cular cases in publicity, if you could just let us have a synopsis of
those 12 cases, without using the names involved, I think that would
be helpful to us.

Mr. BRADLEY. Am I permitted to do that?
Senator COUZENS. I see no objection to doing it.
The CEAIRMAN. I think you had better consult the commissioner

about it.
Mr. BRADLEY. That is a copy of the document that was attached

to the taxpayer's case.
Senator JONES of New Mexico. Well, there is no inhibition in the

law to disclose those facts. Time and again, we get statistics from
the department without the disclosure of the names of the parties
involved.

Mr. BRADLEY. Would you say that was statistics, Senator?
Senator JONES of New Mexico. How is that?
Mr. BRADLEY. Would you say that was statistics ?
Senator COUZENS. Let me interpose here a moment. The com-

missioner himself has files here, copies of the finding in typical cases
handled by the Income Tax Unit, showing various causes contribut-
ing to delay in their final adjustment. He typifies these cases by
numerals. He says case No. 1, date return filed, and so forth. You
can take these twelve cases and typify them as one, two, three, four,
etc., and state that these are the facts you deduce your conclusions
from, and then you can say, if you know why, or if there is any
record, why there was a difference between your conclusion and the
final conclusion.

The CHAIRMAN. Mr. Hartson, what is your notion about that?
Mr. HARTSON. I see no real objection to furnishing reformation,

which does not lead to or relate to a particular taxpayer's returns.
If this information can be submitted without reference to the name
of the taxpayer and the amount involved, it could be done without
violating any section of the statute, so far as I know.

Senator COUZENS. Assuming that you can get a record, as re-
quested by Senator Jones.

Senator ERNST. No objection, so far as I am concerned.
Senator COUZENS. Have you any further questions, Senator?
Senator JONES of New Mexico. No.
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Senator CouzENs. Would you like to ask him any questions,
Doctor Adams?

Doctor ADAits. No; I think not. I think Senator Jones ought to
know that that provision of the law has lost most of its force, in
connection with the excess profits tax.

Mr. BRADLEY. Yes, it has.
Senator JONES of New Mexico. Yes; I understand that, but we

may want to revise the excess-profits tax.

STATEMENT OF MR. . F. ADAMS, WASHINGTON, D. C.

Senator COUZENS. Mr. Adams, will you give for the record your
name and your address?

Mr. Adams. J. F. Adams, 922 M Street NW.
Senator COUZENS. What is your profession?
Mr. ADAMS. Mechanical engineer.
Senator COUZENS. Mechanical engineer?
Mr. ADAMS. Yes, sir.
Senator CouzENs. Does that quality you to be an appraising

engineer, too?
Mr. ADAMS. Yes, sir; I have done building.
Senator COUZENS. Can you tell us when you first entered the

Internal Revenue Bureau?
Mr. ADAMS. January 2, 1923.
Senator CouzENs. And when did you leave?
Mr. Adams. My last pay wason the 13th of November, I think.
Senator COUZENS. What duty did you perform in the bureau?
Mr. ADAMS. Passing on amortization claims, investigating, field

service.
Senator COUZENS. Who was your immediate superior officer?
Mr. ADAMS. S. T. De La Mater.
Senator COUZENS. What did you do before you entered the employ-

ment of the bureau?
Mr. ADAMS. I was supervising engineer for the National Carbon Co.
Senator COUZENS. now long were you engaged in such a capacity?
Mr. ADAMs. Two years-25 months, to be exact.
Senator COUZENS. Prior to that, what did you do?
Mr. ADAMa. I was in the War Department as a mechanical en-

gineer, first. Then I was commissioned as captain in the Ordnance
Department, and after the armistice I was on the claims board for
six months. I was liaison officer between the claims board and
Washi ton, and after the claims were pretty well settled, the
transferred me to the salvage section under Major Glendon, where I
audited accounts.

Senator COUZENS. Were you a civil service employee of the bureau?
Mr. ADAMs. Yes, sir.
Senator Couzrms. Why did you leave the bureau?
Mr. ADAMs. I was let go--dismissed.
Senator COUZENS. For what reason?
Mr. ADAMs. I guess I can bring that out in the evidence. First,

we were dismissed to cut expenses.
Senator ERNST. What is that ?
Mr. ADAMs. First, we were dismissed to &ut. expenses, but two

weeks later we were dismissed for inefficiency, and after various corn-
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plaints had been made, they said we were efficient enough to use,
bt not efficient enough to keep, all of which was untrue.

Senator JoNEs of New Mexico. You say "we." Whom do you
mean?

Mr. ADAMS. There were 21 altogether, I believe, let go.
Senator JoNBs of New Mexico. Under the same circumstance?
Mr. ADAMS. Yes; under the same circumstance.
Senator ERNST. Twenty-one mechanical engineerS?
Mr. ADAMS. No; there were civil, mechanical, mining, shopbuilding

engineers, etc.
Senator ERNST. But they were all engineers?
Mr. ADAms. All engineers; yes, sir.
Senator CO-ZENS. When you first came to my office you advised

my secretary, so I am informed, that you knew of a great deal of
graft and corruption.

Mr. ADAms. Yes, sir.
Senator COUZENS. Which has taken place in the bureau.
Mr. ADAMS. Yes, sir.
Senator CouzENs. Could you tell us about that?
Mr. ADAMS. I did not get the telephone message until this morning,

and between 11 and 2 1 wrote up this little statement. I will read
it to you, if satisfactory.

Senator COUZENS. If you please.
Mr. ADAMS. When I went into the department first I made an

intensive study of the law and the application of the law, and in
doing that I went to each engineer around me, quietly, and asked
them for a couple of copies of their best reports so I could study the'
application they made of the law. In doing that I became ac-
quainted with the qualifications of the various men around; in fact,
I guess before I was there six months I had every man placed pretty
nearly as to his ability and also his standing with the powers.

I found that the interpretation of the law ran from 25 to 90 per
cent, according to the company and to the individual.

Senator COUZENS. You mean of the particular section that you are
talking about ?

Mr. ADAMS. Yes. A certain company would apply for amortiza-
tion, or put in an amortization claim. A company would probably
ask for 50 per cent amortization. That would be cut to perhaps 25
per cent. Another company, under the very same circumstances,
and probably not having more value and use than this one, because
it happened to have the right powers back of it, would, perhaps,
get 80 per cent amortization, under the same circumstances.

Now, that could be verified.
A study of these reports developed the fact that the department

had no fixed basis of settlement, and that the law was interpreted
to suit each case, certain large companies receiving more liberal
allowances than the general run of cases.

Understand, I do not mean to say that these large companies got
more than they were entitled to. I believe the law should be in-
terpreted liberally, but I do say that it should be interpreted equally
in regard to all. A small man should get the same as a large man.
It is not exactly the small and large, either. Certain large men paid
all they should pay, and certain other large men did not pay one-
third of what they should have paid, if the law was equally admin-
istered.
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I also found that engineers adhering to a conservative basis of
settlement were given the smaller cases. A confidential circular for-
bade the Unite{ States employee giving the taxpayer information
that would cause him to increase his claim, although the amount
claimed was less than the taxpayer was entitled to.

One of those cases that I was out on occurred to me as I came up
here, and that was the Rub-No-More Soap Co., at Cincinnati. I
found their plant. They had put up a plant for manufacturing
glycerine during the war. Prior to the war their main product was
soap, and glycerine was a by-product. During the war we had to
have glycerine in large quantities, so they put up a new plant alto-
gether for the manufacture of glycerine, and made the glycerine the
prime product. That differs altogether from the original saponifica-
tion process. After the war the building went out of use, practically.
When I was there they put it up to me, and they asked for a certain
amortization. I looked it over and examined it all through. I went
through the other buildings that were in use, and then finally to the
library that night. I spent a couple of nights in the library there
at Cincinnati. I also made it a point to go into some of the soap
companies in Chicago when I was there, to be sure that I had the
right slant on it. could not understand why they did not ask for
more. When I got back home I told the chief about it. He said,
"Give them what they ask for; that is all you can do; you can not
give them any more."

Another company I can refer to-I just can't think of it now-a
company in WiC ngton, Del.; but, of course, it is just a minor in-
stance just using them as specific examples of the way the law is
carried out.

Senator JONES. Was there any variation in treatment where the
parties asked for the same kind of relief?

Mr. ADAMs. Yes, sir; constantly.
Senator CouzENs. I understand your theory is, Mr. Adams, that

when the taxpayer in the case of this soap company asked for a per-
centage of amortization he felt that he was justified to, that it was
the duty of the Government to tell him that he was entitled to a
greater allowance in view of the allowances made to other concerns?

Mr. ADAMs. Yes.
Senator CouzS. I want to say that I concur entirely in that

feature.
Mr. ApAMs. I want to say also that it would be a very simple mat-

ter, and fair to the engineers, fair to the department, and fair to the
taxpayers all through the country, to estabish such rules as would
govern every taxpayer; and it could be done with far less labor than
they are doing to-day down there. Many claims were disallowed
undercertain rulings which were later amended; that is they would rule
that one taxpayer was entitled to amortization and a month or two
later another taxpayer would come in and the rule would be changed.
The man who came in last and saw the rule changed would be given
the amortization on those claims, but not one word be said to the
old taxpayers who had previously paid exhorbitant amounts.

Taxpayers who had previously pid were not informed of the change
and no credit for redetermination of their claims made unless they
had inside information.
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That is one thing I want to make very clear to the committee.
Insiders there that knew of these cases would notify certain auditing
concerns outside, tax experts to come in and see them; and then in
a little while we see one of three different concerns, auditors, send in
a new claim for this taxpayer, if it is a large amount, and get it, you
see, and usually on a contingent basis.

There were three firms. One is Ernst & Ernst; Engineering Serv-
ice Corporation-I just can't think of the other, but -there were
three of them; and it was understood that the chief of the section,
Mr. DeLamater, had them bidding against one another to see who
would pay the best price for the claims, because sometimes one would
get it an sometimes the other.

The CkAnMAN. Say that again.
Mr. ADAMS. When a taxpayer's claim was taken down on account

of the rulings of the internal revenue, and later on the ruling was
changed so that he c6uld be allowed amortization, the taxpayer was
never notified by the bureau, but such corporations, auditing firms,
outside, would cill upon him and in a little while his claim would be
put in under the new ruling.

Senator JONES. How dig these outside auditors gain the infor-
mation?

Mr. ADAMS. Through the inside information. We had the idea
inside that Mr. DeLamater and Jennings, one or both of them there,
was getting in touch with the outsiders, or it may have been some-
body higher up; you can't tell, it may have been Mr. Blair, for
instance, or anybody there, would get in touch with these dis-
allowed claims and notify these auditing 'irms outside and they
would call on them. I kow of one instance which could be very
easily verified.

Senator COUZENS. Name the instance.
Mr. ADAMS. Where they put the claim on a certain percentage of

what they secured.
Senator COUZENS. Be concrete; you say you know one instance;

tell us that.
Mr. ADAMS. I think I have that here; I can get that for you.
Senator COUZENS. Will you get it for us, please?
Mr. ADAMS. Yes.
The CAui1RMA-.. Now, Mr. Adams, before you go any further,

you have said that these people on the inside knowing those condi-
tiuns gave information to certain people on the outside?

Mr. ADAMS. Yes.
The Cjan&MAN. You have mentioned two names, Mr. DeLa-

Mater and somebody else.
Mr. ADAMS. Yes; Jennings.
The CHAnwAN. Jennings
Mr. ADAMS. Yes, sir.
The CHAIRMAN. Who were they?
Mr. ADAMs. One was the chief of the section; the other was his

assistant.
The CHAIRMAN. Do you personally know?
Mr. ADAMS. No; I do not; I do not. It was rumored. I do not

say positively;Isay it was rumored there.
The CHmaiMAN. But you do not know?
Mr. ADAMS. No.
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The CHAIMAN. That either f those men ever at any time did
thatI

Mr. ADAMs. No; I do not.
The C.AIRMAN. It might have bfen somebody outside?
Mr. ApAMs. It might have been somebody higher up, as I said.
The CHAIRMAN. Do you think it is fair to these Government offi-

cials to use their names in public like you have with no definiteknowledge about the thing you speak of?
Mr. ADAMS. I will say this: Mr. Jennings was found guilty of per-

jury in putting in his civil service application and was dismissed from
the ser ice for perjury. His actions all the way through have been
anything but honorable.

The CgAu1MAN. Where is Jennings I
Mr. ADAMS. He is up in New York now; I believe he is a tax expert.
The CnAuiMAN. You say he was charged with perjury?
Mr. ADums. Yes sir; he -vas dismissed for perjury.
The CEWiMi N. You mean the crime of perjury?
Mr. ADAMS. He made false statements in his civil service applica-

tion.
The HauRMAN. Did he swear to them?
Mr. ADAMS. Yes; you have got to swear to everything.
The Ci.wmAN. He swore to it. Was he ever indicted for crime?
Mr. ADAMS. No. There is one thing that I want to tell the con-

mittee why he was not prosecuted for it-simply because Mr. Batson
and some others, I understand, o, his friends used their influence tostop it.The C MAN. You iay you understand?

Mr. ADAMs. Yes.
Senator ERNST. Do you know
Mr. ADAMS. Well, I was over to the Civil Service Commission, a'i.

I questioned some of the people there, and when I got through thlk-
ing with them I made up my mind that was the reason for it. One
of them told me Mr. Baton had taken up his case for him, and an-
other one told me that it was not prosecuted, that they did not know
that they had such a good case afterr all, and they had decided they
would drop it.

The CHARMfAN. Was Jennings your superior at any time?
Mr. ADAMs. My immediate superior.
The CHAIMAN. Did you have any trouble with him?
Mr. ADAms. No, sir.
The CHARMAN. You did not?
Mr. ADAMS. No, sir.
The CHAMAN. Why did you take up the matter of finding out

why he had not been prosecuted?
Mr. ADAMs. Because I did not want to have my name put before

the public as being dismissed for inefficiency when I -know the
contrary. I have no desire to get back.

The CHAIRMAN. Had you been dismissed by Jennings?
Mr. ADAMS. No, Jennings was out just before me, but Jennings

sent the names in the way he wanted. I will get to that a little later
as I go along.

The CHAIRMAN. All right.
Mr. ADAMS. I saw many cases which the engineers disallowed

that were later allowed without the men who had investigated same
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being given an opportunity, or being heard, or being present at the
conference. Now, there is a point that should be exp ained. When
an engineer reports that a taxpayer is not entitled to reduction in his
claim by the proper regulations, when the taxpayer comes in for a
conference on the subject differing with the report, the engineer who
made this disallowance should be called in to give is -side of the
case; but many cases have gone through there where the engineer
was ignored, his findings set aside without any investigation wha't-
ever except an office conference between two or three individuals
who never saw the plant, and they would agree to allow him a certain
amount.

Senator JoNEs. Are those people still in the bureauI
Mr. ADAMS. Oh, yes.
The CHAIRMAN. You mean to say, Mr. Adams, that that was cor-

ruptly done; do you know of any instance in which that was done?
Mr. ADAMS. You can put any inference on it that you want to.
The CHAI M N. I am asking you; you are the witness.
Mr. ADAMS. I certainly think it was corrupt.
The CHAIRMAN. You think they were bought to do that-by

cash?
Mr. ADAMS. Well, I would not say by cash; there are other things

than cash.
The CHIRmAN. Bought in what way?
Mr. ADAMS. Bought with influence, we will say, for instance.

De La Mater expected to go in business as a tax expert.
The CHAIRMAN. Where is he now?
Mr. ADAMS. He is a tax expert in Washington.
The ChJAMAN. Where in Washington?
Mr. ADAMS. In one of the office buildings here; I have forgotten.

The records will show that evidence.
The CHAIRMAN. The records will show what?
Mr. ADAMS. Their conferences, where they set aside the engineers'

findings.
The CHAIRMAN. Do you mean to say that every time the head

of the department makes a change in the rulings of some of the subor-
dinates there is corruption?

Mr. ADAMS. I say this: No matter who he is, who has been out in
the field and has investigated the case, if he is an engneer as he
claims and he generally must be to pass the civil service, his findings
should be taken in lieu of the taxpayer's word; and if we are going to
have any honesty the man who is in the field should be brought
into every case where his finding is disputed right before the public.
The secret conferences wherein the taxpayer is confined with two or
three men-men are only human, and wherever secret conferences
take place there is a chance for graft and usually nine times out of
ten graft is there ono way or another.

The COAIMAN. So you make the wholesale sweeping charge that
in most of the cases somebody was bought either by money or-

Mr. ADAMS (interposing). No, sir.
The CHAMAN. A promise of influence.
Mr. ADAMS. No; I said nothing of the kind.
The CATmMA.. What did you say?
Mr. ADAMS. I say that the thing for this committee to do, in my

opinion, is to abolish all secret orders, confidential orders to employees
so that where anything is told to the employees it is told to the world.
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The CAAmxtuN. Yes; that is all right.
Mr. AiAms. Every place.
The CHuAIAN. Tit has reference to future policies.
Mr. AjDAMs. Yes.
The CHAN. I am talking about past transactions, whether

they were dihonest or not.
Mr. ADAmS. Now, that is another proposition. I am not making

charges of grdt or wholesale graft against anybody.
The CHAfiRAN. That is what I am trying to find out.
Mr. ADAMa. But I am trying to do everything I can to help the

taxpayer on the outside.
The CHMMMAN. We appreciate that thoroughly.
Mr. AD*.1s. And I want to show the committee why these changes

should be made.
The CHArnmAN. That is all right, and that is what we want.
Mr. ADAMS. Yes, sir.
The CwaRxn . And we are glad you feel that way; but the charge

you made, or the assertion at all events was that where your advice
was not taken and conferences were heid and the recommendations
changed that there had been graft, not alone-

Mr. ADAMS (interposing). I did not say-
The CIRMAN (iiterposing). Graft not by cash but by the prom-

ise of influence, you said.
Mr. ADAMS. I did not say that.
The CHAIRMAN. You did notl
Mr. ADAMS. No, sir; that is a misunderstanding.
Senator CouzENs. I would like to put another question, if you will

pardon my interposition, Mr. Chairman. We heard what he said,
The CEHIRMAN. Let him say it again.
Senator COUZEMNs. But he said it once.
Senator ERNST. Let him say it again. I ask him to say it again.
Mr. ADAMS. I say that where y have the practice in the first

place of holding those secret conferences the engineer who made the
investigation is the man who knows the plant all through. In regard
to the taxpayer, his word-

Senator E-WST (interposing). Confine yourself to the charges of
grai't.

Mdr. ADAMS. That is-
Senator ERNST (interposing). That is what we are trying to find

out.
Mr. ADAMS. That is this; we have some three men holding con-

ferences with the taxpayer and the engineer is not consulted; and
they are guilty of something; it is either graft for themselves, or an
injustice to the Government or the taxpayer, one or the other.

The CHAIRAN. It might be an injustice to the taxpayer not to
get his side of the case.

Mr. ADAMS. Yes, sir.
The CHAIRMAN. That is an entirely different proposition from the

criminal act of selling out the Government. Certainly if the tax-
payer came in and presented his side of the case I would not say
that the man sold himself if he considered the taxpayer's evidAnP.

Mr. ADAMS. I want to tell you, Senator, a man in the position of
goinS into a secret conference would have to be ver simple-minded
to leave anything by which the engineer or his sub ordinates could
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find out that he was guilty of graft. The question you aro putting
to me is simple.

The CHAIRMAN. Then you do not know of any case of your own
knowledge?

Mr. ADAMS. I should say not.
The CHAIRMAN. That is the point; that is all I want.
Senator JONES. Let me ask you this question: Are there regulations

as to how those cases shall be disposed of?
Mr. ADAMS. Yes, sir.
Senator JONES. What are the regulations?
Mr. ADAMS. I can not quote them.
Senator JONES. Well, the substance.
Mr. ADAMS. They are written regulations; I can not quote them

exactly; but it is the usual rule that at a conference the engineer who
made the examination should be present at the time of the hearing.

Senator JONES. What is the nature of the engineer's report in
such a case ?

Mr. ADAMS. He goes into the question of the industry, what it
produces, the nature of the machinery, the operations for the pro.
auction, the expenses that the taxpayer has gone to diing the war
to help the Government.

Senator JONES. And the efficiency of the old plant to do the new
work, and so on?

Mr. ADAMS. Yes; and the anuount of expenses he had to put in
during the war to turn out the Government contracts, and after the
war his new line of manufacture, if it was 9, new line, and the facilities
that he purchased during the war, their adaptability to produce the
new lines that he is in after the war.

Senator JONES. Do I understand you to say that such a report on
file would go into the details?

Mr. ADAMS. Yes, sir.
Senator JONES. And would estimate the dollar values?

LMr. ADAMS. Yes, sir; the production and quantity.
Senator JONES. And then the engineer wotild total tht and that

would represent his recommendation as to the allowance for amorti-
zation?

Mr. ADAMS. Yes, sir.
Senator JONES. Would there be any other eviden-ce before the

department or the bureau in such a case except the engineer's esti-
mate?

Mr. ADAMS. The engineer would have to produce figures showing
as a general thi* -not in every case, but as a general thing he was
supposed to produce figures showing capacity during 1918 of the
various lines and the actual amounts produced during post-war years;
he took the production during 1921, 1922, and 1923 and averaged it
and put that against the production of 1918, which was generally
taken as the capacity, and the percentage, whatever it happened to
be, would be given to the taxpayer as the amortization.

Senator JONES. And that data you would get from the-
Mr. ADAMS. Taxpayer.
Senator JONES. Books of the operating concerns?
Mr. ADAMS. That is right.
Senator JONES. And so it was really a matter of mathematics in

most cases, was it not?

[ "u I
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Mr. ADAMs. A matter of mathematics and it could be reduced to
mathematics, in every case, practically.
' Senator JONES. What evidence besides those engineers' reports

would be filed in those cases?
Mr. ADAMs. The taxpayers' claims and some affidavits; I think

that is about all.
'Senator JONES. And, as a general rule (if there is not a written

rule, then, under the general custom), when the case was considered by
the parties having authority to decide, the engineer would be called
in to discuss his report; but in some cases which you have referred
to here, that custom was not observed?

Mr. ADAMS. Yes, sir.
Senator JoNEs. Without consulting the engineer further they would

make a greater allowance for amortization than the engineer llowed?
Mr. ADAMS. Yes, sir.
Senator JONES. In the capes which you have in mind how much

greater, how much do you recall the allowances were over those
recommended by the engineer?

Mr. ADAMS. Well, in that particular instance, I have given quite
little thought as I was coming up here, and I would prefer not to

mention any figures because this investigation, if it is carried properly
is going to take a year in order to get the proper slant on that law and
bring it to whereit ought to be, certain large cases should be' tabu-
lated and put alongside of one another showing the allowances made,
for instance, to the United States Steel, the -Brown & Sharpe Co.,
the Aluminum Co. of America, the Great Lakes Shipbuilding Cor-
poration, and various concerns of that kind, and alongside of that
make comparisons with ordinary concerns like I will say the Ford
automobile concern.

The CJIRMAN. That is not an ordinary concern.
Mr. ADAms. Another concern-any concern that did not hAve

any inside influence-mniake a comparison; and let me tell you,
gentlemen, if you do not" wake up, you will see something there that
wiill open your eyes; I am tellifg you just what you can expect.
There are some o f the

The CILIMAN (interposing). Now, now-
Mr. ADAMS (continuing). Excuse the expression, there are some

of the worst deals put through in the department that I ever came
across in my life, and I am 53 years old, and a business man all
through. I want to tell you it's adulterous, the whole thing is
right straight through.

SenatorTRNsT. en did you discover this?
Mr. ADAMs. When I was in the department I buckled down and

put my nose to the stone. I did nothing but study and see
Senator ERNST (interposing). And you knew that this fraud was

going on and did not mention it?
M. ADAMs. I noticed it. The first time I began to think seriously

of it was after I got through with that trip that I mentioned where
I went to the Rubnomore Co. in Indiana, soap concern. I stopped
at Richmond, Ind., or Fort Wayne, I think it was, a place in Cin-
cinnati-various concerns along the line-they were all small claims
running, I should say, from not over a hundred thousand dollars-
well, at that time we got $250,000, but that was the largest-that
were similar, and I made comparisons between them and their
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reports-I had been reading reports of enneers-and their amounts.

I would say, "Mr. So-and-so, I would le a couple of your reports;
I wish you would pick me out two good ones"; and usually I would
get his two best reports and in that way I got a good line-

Senator ERNST (interposing). I do not object to you telling all
that, but what I asked you was how long You remained in the depart-
ment after you knew of this fraud without discussing it or telling
anybody about it?

Mr. ADAMS._I was going into that. After I got back from this
trip it occurred to me that there was a chance for a big scandal here
some day, and I wrote to friends of mine about it.

Senator ERNST. In the department?
Mr. ADAMS. No, this wets on the outside. He happened to be in

politics, and I thought I would get his view on it; and he said, " My
advice to you is to try and get t evidence." He said, "If there is

gon t e ninetgation, you ought to know what you are talking
about some day, and try to do the right thing by the outsiders."

I waa surprised when J got home-they gave me a case and told me
to allow $20,000 on it. I have it written down. I looked it over
and I saw the man was not entitled to a cent, that he had got more
now than- was coming to him; he spent only $65,000 during the war.

Senator ERNST. You keep on telling of these cases; why don't you
answer the question?

Mr. ADAs. I am trying to answer.
Senator ERNST. I hwve been asking you to tell me, and I would like

to know when you first found there was any graft and how long you
stayed in the department after you ascertained it?

Mr. ADAMS. Proba bly a month.
Senator ERNST. And then you were put out?
Mr. ADAMS. Yes, sir.
Senator ERNST. Did you leave then because you had discovered

the graft or did you leave because you were dismised?
M. ADAMS. I spent about a month studying the things during that

month; do you git meI
Senator BRNST. You were trying to End out evidence of other

frauds, I suppose.
Mr. ADAMS. No, sir; yes-it is just this, I wanted to get evidence,

just as I said.
Senator ERNST. Then, you mean to say you stayed there a mouth

after you discovered it; that you had not discovered it up until a
month before you left?

Mr. ADAMS. That is right.
Senator ERNST. That answers my question.
Mr. ADAMS. Are you through; shall I proceed?
Senator JoNs. Yes; go ahead.
Mr. ADAMS. I saw that, on the other hand, nany engineers, cases

which were disallowed, were allowed when the man he had investi-
gated would imply be given the opportunity of beikg heard or attend-
mga conference. For instance, the case of the Lionel Corporation.The taxpayer's claim was disallowed by Engineer Charles Brown.
Mr. Brown was dismissed in July, 1923, on the grounds of ineffi-
ciency and he was-

The CHAIMmAN (interposing). Let me ask you there, Mr. Adams,
please, when was that decision made?
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Mr. ADAMS. His decision was made in June, if I remember.
The CkHAtRMAN. 1923?
Mr. ADAMS. 1923; yes.
The CHantMAN. And then he was dismissed after-
Mr. ADAMS. He was dismissed in July, I think.
The CHAIRMAN. Because of that investigation?
Mr. ADAMS. Oh, no; they did not dismiss him because of that; he

was dismissed because of inefficiency, I think the report will show
now in the department.

The CHArRMAN. Do you know that he was dismissed because of
the investigation he made in that caseI

Mr. ADAMS. No; I do not; I do not know anything-
The CHAiRMAN (interposing). Did you ever hear anybody say that

he was?
Mr. ADAMS. No; he did not even say so himself.
Senator COUZENS. He said he was dismissed because of inefficiency t
The CHAIRMAN. He said that he was a very efficient man.
Mr. ADAMS. This charge of inefficiency could be very easily dis-

proved; all you have got to do is to go over the record of this man.
The CHAiRMAN. You say he decided this case and within a month

after that he was dismissed for inefficiency?
Mr. ADAMS. Yes, sir.
The CHAIRMAN. And your conclusion, therefore, is, or the inference

you want us to draw, is that he was dismissed because he rendered
that decision?

Mr. ADAMS. Not on that particular case. There were many other
cases that he disagreed with the department on and the quarrels were
spoken of throughout the department.

The CHAIRMAN. In what branch of the service was he engaged?
Mr. ADAMS. The same.
The CHAIRMAN. He was an ergineer, was he?
Mr. ADAMS. An engineer; yes, sir.
The CHAIRMAN. Did he go about the same time you did?
Mr. ADAMS. No; he was there at, thq, time I went there.
The CHAIRMAN. Do you know when b D did go in?
Mr. ADAMS. No I do not exactly; but T guess he was there two

or three years. This case was given to me in October, 1923, with
instructions to allow the taxpayer $20,000. Upon examination I
found that the balance sheet of the taxpayer showed a balance of
only about $17,000 that had not already been taken or allowed on
his war facilities; there was only a balance left on the balance sheet
of $17,000. He spent $65,000 but had been allowed $48,000 in a
war claim, so there was only a balance of $17,000 left on his balance
sheet.

The CHAIRMAN. And you received instructions to do what?
Mr. ADAMS. To allow him $20,000.
The CHAIRMAN. By whom?
Mr. ADAMS. By Mr. Thwing; he claimed to be one of the review.

era. I went at it of course to give the allowance because I thought
I would find it all right, but I found that the balance sheet did not
show up properly. I went to him. He said, "Now, I have got to
go away; I am leaving town, for a week's trip, but we promised that
taxpayer that we would let him have $20,000.' He said, "I want
you to allow him that." I said, "I can't do it."

I a - I
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The CHAIRMAN. Mr. who?
Mr. ADAMS. Mr. Thwing. T-h-w-i-n-g.
The CHAIRMAN. Let me interrupt you long enough to ask if he

is still in the department?
Mr. ADAMS. No, no; he is an expert too, a tax expert on the

outside.
The CHAIRMAN. He is an expert?
Mr. ADAMS. Yes, sir.
The CHAIRMAN. How long after that did he stay in?
Mr. ADAMS. He left about the same time I did, Iguess.
The CHAIRMAN. Why did he leave?
Mr. ADAMS. Because I think he saw this investigation coming.
Senator ERNST. Saw what?
Mr. ADAMS. I think he saw an investigation coming; I am not

sure.
The CHAIRMAN. Was he dismissed?
Mr. ADAMS. No, he resigned.
The CHAIRMAN. How long ago was that?
Mr. ADAMS. November 15.
The CHAIRMAN. November 15?
Mr. ADAMS. I think he left November 15.
The CHAIRMAN. And you think he left because he was afraid of

being investigatedI
Mr. ADAMS. I imagine that; either that or else he saw more money

on the outside.
Senator ERNST. You are just guessing; you do not know anything?
Mr. ADAMS. Certainly, I am guessing; but I am making some

pretty strong guesses, though.
Senator ERNST. That is what I have noticed.
Mr. ADAMS. But they are some good guesses, that you will find

it to be to your advantage to go into.
The CHAIRMAN. That is all we are trying to find out. What was

the name of this particular case, Mr. Adams?
Mr. ADAMS. Lionel Corporation. .
The CHAIRMAN. Who are they, and where are they located, and

what do they do?
Mr. ADAMS. They make-well, during the war, they made gun

sights; they were a very efficient company.
The CHAIRMAN. Where are they located?
Mr. ADAMS. Their plant is in Newark.
The CHAIRMAN. Was there a very large amount involved in this

proposition ?
Mr. ADAMS. No; only $20,000.
The CHAIRMAN. Only $20,000?
Mr. ADAMS. It was just a small affair.
The CHAIRMAN. Since Mr. Thwing has gone out, has he repre-

sented this taxpayer in anything I
Mr. ADAMS. I do not know anything about it; I am not in the

department and I do not know.
The CHAIRMAN. And he came and toMl you to allow that?
Mr. ADAMS. Yes.
The CHAIRMAN. That he had promised it?
Mr. ADAMS. Yes.
The CHAIRMAN. What did he say he had promised?

N I
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Mr. ADAMS. He had promised the taxpayer's representative.
The CHAIRMAN. Did he name him I
Mr. ADAMS. I do not know whether he did or not.
The CiAIRMAN. Did you ever see the representative?
Mr. ADAMS. No.
The CHAIRMAN. Never talked with him?
Mr. ADAMS. No.
The CHAIRMAi. Did Mr. Thwing tell you that $20,000 had to be

allowed because he promised-
Mr. ADAMS (interposing). Yes.
The CnAIRMAN (continuing). That it should be allowed?
Mr. ADAMS. Yes.
The CHAmMAN. Then what happened?
Mr. ADAmS. I went to-he told me who the other conferees were

-I went to see Mr. Lewis, who was in charge of the situation.
"Well," he said, "I can see your point, but we agreed to give the
man $20,000." He said, "I do not see what you want to bother
your head about the balance sheet anyhow; you are not an ac-
countant."

The CHAIRMAN. Mr. Lewis said that?
Mr. ADAMS. Mr. Lewis said that.
The CHAIRMAN. Who was Mr. Lewis?
Mr. ADAMS. He was in charge of the special audit accountants.
The CHAIRMAN. Is he still i the department?
Mr. ADAMS. I do not know.
The CHAIRMAN. You do not know?
Mr. ADAMS. He probably is.
The CHAIRMAN. You do not know of his having gone out to be-

come an "expert"?
Mr. ADus. No; I do not know about that. So he said finally

he said: "I do not know what to think about it." I told himI
would not sign the report; and he said, "Go and have a talk with
Mr. Herring; he was present at that conference." I talked to Mr.
Herrig and he said the same thing; and finally I made up my mind
I was not going to i the report.

I went in to the chief, Mr. DeLamater with the expectation of
telling him that if the report went through he would have to have
somebody else's signature to it, because would not sign it. So I
went in and laid the facts before him, and to my surprise he said,
"Mr. Adams, you put in the report just as you yave made it out
and we will accept it." He said, "I know what you are after, and
your point is all right."

Senator JONES. You spoke about this agreement to allow the
$20,000 having been reached at a conference?

Mr. ADAMS. Yes, sir.
Senator JONES. What conference?
Mr. ADAMS. A conference between the taxpayers' representative

and the auditor.
Senator JONES. What representativeI
Mr. ADAMS. They just picked out the reviewer, I imagine, and

the chief.
Senator ERNST. You do not know about it 4t all, do youI
Mr. AvAMs. Oh, I do know; yes, I do know..
The CtURMAN. You said, "I imagine."
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Mr. ADAMS. Well, I imagine they picked them out.
Senator JoNEs. I want to know who constituted that conferenceI
Mr. ADAMS. I think Mr. Thwing, Lewis, and Herring-Herring, I

believe-Her-Herring, I think.
. Senator JONES. So he is still in the department; and are all those

men?
Mr. ADAMS. I think so; I am not sure.'
Doctor ADAMS. Mr. Adams, that was the usual way of having

at conference?
Mr. ADAMS. Yes; but they usually looked up the man who in-

vestigated it and brought him into it; and if he was not present, that
is if he was out of the service generally they sent a man out to the
taxpayer again to find out the facts.

Senator JONES. Do you recall who the representative of the
taxpayer was?

Mr. ADAMS. No; I do not. It starts with a "D" but I don't
remember-no I can not remember. • I think I read the report that
the had a conference.

Senator JONES. The report of the conference was written out,
was it?

Mr. ADAMS. Oh, all reports are written out.
Senator COUZENS. What was finally allowed?
Mr. ADAMS. Nothing was allowed. Still, I wrote out that report

disallowing it and a week later I was discharged.
Senator COUZENS. It other words: Let me summarize this as I

understand it, for I think here is a specific case of what might develop.
Mr. ADAMS. Yes.
Senator COUZENS. As I understand you, as the story went along

the taxpayer invested $65,000?
Mr. ADAMS. Yes.
Senator CouzENs. For war purposes?
Mr. ADAMS. For war purposes.
Senator COUZENS. What was the total of his investment for war

pur poses?.
Mr. ADAMS. That is approximately, you know, $65,000 and some

hundreds over.
Senator COUZENS. Yes; I mean that is all he claimed?
Mr. ADAMS. That is all he claimed that he spent.
Senator CouzENs. Then the question of amortization came in,

as to how much he should be allowed on that investment because
he did not go into it for specific war purposes?

Mr. ADAMS. Yes.
Senator CouzENs. Then had the $20,000 been allowed that was

agreed at the conference he still would have left his entire invest-
ment for the war purposes with $3,000 more I

Mr. ADAMS. Yes, sir.
Senator COUZENS. And he really invested that amount for war

purposes?
Ar. ADAMS. Yes sir.
Senator JONEs. He would still have had a plant of some sort?
Mr. ADAMS. Yes, sir; he still would have had the plant.
Senator JONES. And what was the value of that plant ?

92919--24--fr 1--12

178



14 INVESTIGATION 'Or BUREAU OF INTERNAL REVENUE.

, Mr. ADAMS. Well, there, were standard machine tools, lathes,
er piane , rai!i machines-

Sehator JoNis. Had you gone to the property up there I
Mr. ADAMS. No sir.
Doctor ADAmS. You had been advised what it consisted of, or you

just examined the balance sheet?
,Mr. ADAMS. Yes; previous investigation.
The CHAMMAN. Who did investigate it in the field?
Mr. ADAMS. Excuse me; I was in the New York district as Arm

iAipedtr of ordnance for a number of plants during the war and I
openedd to know of tlis myself. He was one of the most efficient
ninufacturers of gun sights we had.

Senator JONEmS. He was manufacturing gun sightsI
'Mr. ADAMS. Yes; during the war.
Senator JoNEs. What kind of machinery and how extensive was it

that he, used in the manufacture of gun sights?
-Mr. ADAMS. Well, standard machine tools entirely; no special

machines at all.Senator COUZENS. I think, Senator Jones, that the total invest-
ment was $65,000,

Senator JONES. I was trying to get his idea of the value of the
plant which he had after he got his $65,000 off.

Senator CouzENs. I think that is a perfectly proper question, 'too.
Mr. ADAMS. The depreciation on machine tools won t run over 8

Ir cent 4 year, so' he takes that as depreciation in there right along.
Senator JONES. le did ise some of the same machinery for pur-

poses other than the manufacturing of gun sights?
Mr. ADAMS. He used that on his regular work.
Senator JONES. This is getting interesting to me.
Mr. ADAMS. Yes.
Senator JONES. I want to make a statement of the case, and if it is

not correct I wish you would correct me.
A man invested $65,000 in an addition to his plant for the purpose

of manufacturing gun sights during the war?
Mr.'AiAMs. Yes, sir.
Senator JONES. And that plant consisted of the ordinary tools and

machinery used in metal work?
Mr. ADAMS. Metal production.
Senator JONES. Metal production, with a depreciation in the ordi-

nary course of business of not to exceed 8 per cent
Mr. ADAMS. Yes, sir.
Senator JONES. The production of gun sights ceased about what

time?
Mr. ADAMS. About January 31, 1918.
Senator JONES. And when was it constructed?
Doctor ADAMS. In January?
Mr. ADAMS. December 31.
Senator JONES. When was the plant constructed, approximately.
M, ADAMS. Senator, he just added this machinery.
Senator Jo Es. We only' went' into the war in April, 1917', so it

was after that'.date?
Mr. ADAMS. Yes sir
Senator JONES. And it could not have been in operation more than

a year and a half?
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Mr. ADAMS. No.,
Senator JoNEs. So the actual depreciation during that time would

not have exceeded 12 per cent?
Mr. ADAMS. Yes.
Senator JONES. After he ceased making these gun sights he used

that same plant as a part of his other business?
Mr. ADAMS. H'm; h 'In.
Senator CouzExs. What is your answer to that, "Yes"I
Mr. ADAMS. Yes, sir.
Senator COUZENS. How do you know that-pardon me.
Mr. ADAMS. Because he is a manufacturer of tools; he requires

tools; he makes these trains that children play with, you know, and
various lines of that kind.

Senator COUZENS. But this might have been an excess of plant
facilities, might it not?

Mr. ADAMS. Yes; but even if it were, the value was there.
Senator COUZENS. I understand, but I want to be perfectly fair

and bring out the fact that perhaps he was entitled to an extraordinary
allowance for amortization.

Mr. ADAMS. Yes. He was entitled to it if he could not use that
machinery at all; if it was of no value, he was entitled to probably
50 per cent, which was approximately the salvage value of machine
tools at that time, or about 40 per cent of their original cost.

Senator CoUZENS. That is the reason, Senator, I did not want to
get the impression in the record that he was only entitled to 12 per
cent.
: Senator JONES. I am glad you brought that out, because I want to

be perfectly fair, of course.
Mr. ADAMS. Let me go further. Of course, his depreciation is

according to the use he makes of his plant. If it is 5 per cent a year,
that is taken off; if it is 8 per cent, that is taken off; whatever it
ha ppens to be constantly each year on the same investment.

Doctor ADAMS. So that amortization and depreciation are addi-
tional?

Mr. ADAMS. Are additional.
Doctor ADAMS. Of course, that presupposes that the cost of using

the, same tools in the manufacture of whatever he is manufactur-

U-r. ADAMS. Yes.
The CHAIRmAN. Do you know that to be true, Mr. Adams?
Mr. ADAMS. Well, I say thic., I did not go into that part because

it was not a question of value and he was making a claim there for a
different reason, and I did not think it necessary to go into what use
he was making of it.

The CHAIRMAN. Or whether he was making any use of it?
Mr. ADAMS. Or whether he was making any use of it.
The CHAIRMAN. That is to say, so far as your examination was

concerned it did not make any difference if it was a total loss?
Mr. ADAMS. Total loss so far as value and use is concerned; but

I would make a difference, however, if the place had burned and he
had had no insurance; then I would say he was entitled to his invest-
ment; that would be $17,000 minus the depreciation during the time
it was in use.

Senator JONES. Was there a report in the case from any engineer
as to what was being done with the property?
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Mr. ADAMS. Yes: the report was on the basis of the claim for
$53,000. I took it for granted that the investment had been made,
and in fact they told this first engineer that no war claim had been
received. They told me that; and his report will show that part,
I am positive; and they put in a claim for fifty-three-between fifty
and fifty-five thousand dollars; so that was changed, and after getting
the 848,000 that would be pretty close to $100,000 they woUld be
allowed for the double allowance on an investment of $65,000..

Senator COUZENS. Is there any evidence to indicate how the
865,000 was divided, whether it was divided between machinery and
building, or whether it was all machinery or all building?

Mr. ADAms. It is specific.
Senator COUZENS. How do you remember it?
Mr. ADAMS. As I remember it it was all machine tools.
Senator CouzENs. Then he would be allowed, nati:rally, a greater

percentage of amortization than he would be if it was all buildings.
or part building and part machinery; is that not so?

Mr. ADAMS. Not all; no, sir.
Senator COUZENS. Does he not get a less allowance on buildings?
Mr. ADAMS. I have known of situations whero we have allowed

them 80 per cent because there was no possible way of renting the
building or making use of it.

The UBUMAN. Do you know whether he made or lost money on
that enterprise?

Mr. ADAMS. No, I do not-I could not tell you. Of course, he
made money or he would not be asking for amortization.

Senator COUZENS. Wel, I suppose so, but, then, I just wondered
if you know whether or not he really made money on the enterprise.

Mr. AD. &s. I guess the returns are there; I probably saw them at
the time; but I do not know.

Doctor ADAms. This 865,000 was the entire original cost-
Mr. ADAMs. That was the entire original "ost.
Doctor AyAMs. of the war-time instalation?
Mr. ADAMs. Yes; and the balance on the balance sheet was only

$17,000.
Senator JONES. Did you say that some engineer had gone over

the plant and made a recommendation and written a statement?
Mr. ADAMS. Yes.
Senator Jonzis. And what was that recommeiudationI
Mr. ADAMS. Disallowing it.
Senator JONEs. Disallowing it?
Mr. ADAMs. Yes.
Senator JONES. And that was in the record li Mr. Thwing

had agreed to allow the party $20,000?
Mr. ADAms. Yes, sir.
Doctor ADAMs. In this field report, Mr. Adams, what was the

basis of this valuation?
Mr. AD.Ms. The value and use. The engineer found the plant

running and saw that everything was in use, so he disallowed it.
Doctor ADAMS. And you found that the balance sheet only showed

$17,000 remaining in the investment?
Mr. ADAMS. Yes; and in the reclaim-that is; the clam e puhtin,

that I acted on to the department-the statement also was made that
820,000 of machine tools-had been scrapped and thrown out and they
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did not know what had become of them, they had no record of them.
Therefore I said in my report--you will find this paragraph-I
said "In addition to the balance sheet only showing $17,000 the state-
ment of the taxpayer wherein he claims that $20,000 of standard
machine tools were being scrapped would have to be proved beyond
any possibility of doubt before his claim could be allowed." I
think you will find that in my report.

Senator COUZENS. Why did Mr. Thwing ask you, or request you,
to make this $20,000 allowance when you were not the investigating
or the inspecting engineerV

Mr. ADAMS. Because I happened to be ready for a job at the time,
I suppose.

Senator Couziss. Who was in charge of making the first investiga-
tion?

Mr. ADAMS. Brown made the first investigation.
Senator JONES. What BrownI
Mr. ADAMS. Charles F. Brown is his name. He was just anengineer.

Senator JONES. Where is he now?
Mr. ADAMS. I think he is in New York. I think he is an expert

too; I am not sure.
Senator COUZENS. I think I have Mr. Brown's name as one of the

witnesses I propose to call later on. You may proceed Mr. Adams.
The CHAIRMAK. Was there any latitude for discretion in a decision

of that kind, or was it a straight square question of mathematics?
Mr. ADAMS. There is a great latitude, but it is not necessary. The

whole question could be resolved to mathematics, but this committee
will 'find out if it goes into it thoroughly that the whole question up
there is kept in an indefinite atmosphere for a purpose that is not to
the interest of the manufacturer or the Government.

That question of value and use can be resolved down to a matter
of dollars and cents in every instance, so that a dozen men can go out
in the field and reach the same conclusion within a fraction of 1
per cent if they would do it.

Doctor ADAMS. Have you, Mr. Adams, in your reports, brought
out that phase of it; is that in writing somewhere?

Mr. ADAMS. If you will take any of my reports, it will show
exactly how I put it down there in the formula.

Doctor ADAMS. You mean you think there is a formula that'could
be followed and used?

Mr. ADAMS. Yes, sir; there is.
Doctor ADAMS. And which you have employed in some of your

reports, 'so that we can get at it? N
Mr. ADAMS. I have employed it in everything during the past six

months. I know I have not seen it in other engineers reports, but
I felt it necessary to put it in mine, and I was complimented on it
after I put it in.

Senator ERNST. You mean the last six months of your employ-
ment?

Mr. ADAMS. Yes, sir. A week later I was dismissed upon charges
of inefficiency, although I had been complimented upon my work
by the chief, by his assistants, and reviewers many times. After
being dismissed I asked the chief, Mr. De La Mater, how my work
had been, and he answered before witnesses, "Your work has been
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perfectly satisfactory, and I will give you a letter to that effect whenam out of the service November 15 if you desire it."
He said he could not give me a letter until he was out of the service,

but as soon as he was out of the service he would give me a letter.. After I had been in the service three months and had returned
from my first trip I went to the chief and asked him how my work
had been. "Perfectly satisfactory, Mr. Adams: you are doing fine;
you wrote a good report."

About three month later I went to the chief after being compli-
mented by Mr. Jennings and the reviewers on the work, I went to
him again. I said, Mr. De La Mater-"

Senator CouztNs. You have mentioned Mr. De La Mater and
Mr. Jennings a number of times. So as to be able to identify these
gentlemen, villyou tell us their initials?

Mr. ADAMS. Yes; S. T. De La Mater.
Senator COuZENS. S. T. Do La Mater?
Mr. ADAMs. And William T. Jennings.
The CHAIRMAN. When did they go into the department; do you

know?
Mr. ADAMS. I guess three or four years ago. Yes; it may have

been in 1919 for al II know.
The CHAIRMAN. Were they under the civil service?
Mr. ADAMS. Yes. Mr. Hunsiger, the chief of staff, who picked

the men to be dismissed informed me at that time that he had no
records, but was given a list of names made up by Mr. De La Mater
in the order in which the men were valued by him. He told me that
he had no records. I went to Mr. Hunsinger to find out how my
name came to be among the dismissed employees. I knew that some
of the men who were kept on them were so far-without egotism-
out of the average class the'e that they were of no value whatever.
He said he had no records, that he simply acted on a list given him
by the chief of the department.

Senator JONES. By" chief of the department" who do you mean?
Mr. ADAMS. Mr. De La Mater; S. T. De La Mater. He was

given a list of names made out by Mr. De La Mater in the order in
which the men were valued by him. He said "I have 32 names;
and yours is 24 on the list."

A letter from Commissioner Blair to the Civil Service stated that
the dismissed men were rated according to the Bureau of Efficiency
ratings as given in Circular No. 60, which was issued by the Civil
Service Commission September 25, 1922.

Senator COOUZENS. 1922?
Mr. ADAMS. Yes. It is a circular which was issued by the depart-

ment of efficiency.
The CHAIRMAN. What is Circular 60?
Mr. ADAMs. It gives the various rules promulgated by the Bureau

of Efficiency and the President's order instructing him to establish
ratings and so on. It goes into details. This calls for the department
chief to work on that Bureau of Efficiency in rating the employees.
Mr. Herbert Brown, chief of said bureau, upon being questioned
stated that the Commissioner of the Internal Revenue Bureau had
not applied to him for ratings, and that no method for rating engineers
had been formulated. Therefore, Mr. Blair's" statement was not
founded on facts. Listen to that!
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The CHAIRMAN. Of course, Mr. Blair stated what had been given
him by somebody else. I

Mr. ADAMs. But he signed the letter; he had taken somebody
else's word; I understand that. Of course, I know Mr. Bldir did not
know I was in existence, even as far as that is concerned; I know hp
just signs letters handed to him by some underling..

The CHAIRmAyN. Certainly.
Mr. ADAMS. This Circular No. 60 states that no honorably dis-

charged veteran whose work is good shall be dismissed or dropped in
rank or salary and provides a penalty therefor. The evidence
available proves not only that there was no preference given, to
veterans in dismissals but that men were retained whose work wa.f
far below the average. I

Now, I will just give you one instance of the kind of men retailed.
One man there that they sent out on a case as an engineer, as I
understand it, about three years ago-now, I do not want t give
his name; he is still in the bureau and it would hurt him' L' id
Mr. Jenrings were personal friends and he was not able .to 'do"'
single right thing so that Mr. Jennings said he was nothing bUlt

nut, but we will have to keep him in the office and not send
him out. They put him at various things in the office until finally
they put him in to keep some records as a statistician, to keep,,reO-
ords of prices, and so on. He was just simply regarded as a joke.'

Another man that had done nothg, had never been on a case
himself, was kept; and just to find out why he was kept one 'df'th
men made it a point to look up the civil service papers and ihey
found that he was a former employer of Jennings, and his name wiO
down as the voucher for Mr. Jennings.

The CHAMAN. Where?
Mr. ADAMS. On the civil service papers.
The CHAIRMAN. I say an employer of Jennings where?
Mr. ADAMS. I think it was Providence, R. I.; I don't remember

but I think it was Providence, R. I.
Senator COUZENS. How much more have you got in your state-

ment?
Mr. ADAMS. Not very much.
The CHAIRMAN. Go on.
Senator JoNE S. How many engineers were there?
Mr. ADAMS. When I went into the department there were about

42, I should imagine; and they were reduced down to about 20, I
guess.

Senator JONES. Did they all get the same salary?
Mr. ADAMS. No; they got from $3,00G up.
Senator JONES. From $3,000 up?
Mr. ADAms. Yes.
Senator JONES. How much salary did this individual get that you

referred to as a former employer of Mr. Jeninings?
Mr. ADAMS. $3,000.
Senator JONES. $3,000?
Mr. ADAMs. Yes.
Senator JONES. What did you get?
Mr. ADAMS. $3,000.
Senator JONES. $3,000?
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Mr. ADAMS. Yes, sir-oh, yes; I will say this: When we were
looking at Jennings's record; he went in, I think, at $2,800.

The CHumAxwa. When I
Mr. ADAMS. At the time-I do not know, but several years now,

probably in 1919-I imagine it was way back, but in six months'
time after he went in, he had $3,000; and they shoved him right up
from $2,800 to $4,000. I think that was the reason why Mr. De La
Mater was forced to resign was on account of that increase in salary;
I think there was something about the regulations that I can tell
you a little later on.

Now, let's see-the evidence available proves not only that there
was no preference given to veterans in the dismissals but that men
were retained whose work was far below the average. The assistant
chief, Mr. W. T. Jennings, ras dismissed for perjury in connection
with his civil-service application and he was the only executive who
came into direct contact with the men. The principal qualification
required was not experience or knowledge of the engineering phase
of the taxpayers' business, but to give a liberal allowance to the
proper taxpayers. As I say, that has nothing to it; what evidence
will be foundin the department I can not say. It is more than a
surmise, though. Some of the reports covering manufacturing oper-
ations were by men who had no previous experience and while they
read well to the uninformed, are a joke. They sent a man out to
appraise a machine shop that did not know a lathe from a drill press,
as one of the taxpayers told me. You can imagine the class of men
that some are that are sent out on the jobs-buiders that apparently
never did anything in their lives but building, are put out trying to

* appraise machinery built for special operations, the appraisa of
wiu1ch demands knowledge of engineering in production lines.

Senator ERNST. Have you in your mind the man of whom you are
now talking?

Mr. ADlMs. I would prefer not to give his name; he is employed
there; I think it would be unfair to him.

Senator ERNST. He is now in the departmcrt?
Mr. ADAMS. In the department.
Senator ERNST. You say he does not know a lathe from a buzz saw?
Mr. ADAMS. Yes, sir.
Senator ERNST. I should certainly like to know him!
The CHAIRMAN. Tell us about it briefly.
Mr. ADAMS. The taxpayer that we were talking to saw us going

through the shop and he said, "Well, do you know what this isI am
pointing out?" I said, "Yes, sir, I do. I worked in a machine shop
all my life, nearly."

He said "Well," he says, "I will tell you, the last pair that was
here I started to talk to, supposing ho knew all about the lathe.
When I got through talking he pointed over to a drill press and said,
'Is that what you mean by a lathe?'" He said, "I saw right away
there was no use talking t6 him."
The CIIAIRMAN. Mr. Adams, Mr. Hartson wants to know who that

man is.
Mr. ADAMS. I will not tell you.
Mr. HARTSON. I think, Mr. Chairman, it is. important that we

should ascertain who those employees are, especially as it is charged
that we are retaining incompetents in the service; I think we ought
to be told who is incompetent, if people know.
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Mr. AvAMS. Well, let me say this: That anything I say is not going
to prove that man incompetent. That the Government ought to
prove itself. I am not after-I am not after doing anything--getting
any satisfaction as to what is past, but I do want to make it a point
if it is the last thing I do on earth, to see that the taxpayer has a
square deal in the future. I want a Government here that we can
look up to as being honest-no short-changing.

The RAIRMAN. How can you have the taxpayers' interest so
much at heart and not want to see an incompetent man discharged?

Mr. ADAMS. He could improve, Senator, and might now he the
most meritorious on earth; after he has worked a couple of years he
ought not to still be making the same mistakes.

The CHAmIMAN. Was he under civil service?
Mr. ADAMS. Under civil service; yes.
The CHAIRMAN. He came in after a regular examination?
Mr. ADAMS. Regular examination; but that would not necessarily

qualify a man for that kind of work; you can cone in as a civil
engineer, mining engineer-

The CHAIRMAN. 'They are examined with reference to the par-
ticular duties to be performed when they come in, are they notV

Mr. ADAMS. Yes; but you see the department requires afl kinds of
engineers, and instead of the executive taking a mechanical engineer
for mechanical work and a civil engineer for his line of work they
would sendi them out indiscriminately.

Doctor ADAMS. Would you mind naming the taxpayer?
Mr. ADAMS. I would rather not: in fact I do not remember the

individual's name.
The ChAIRMAN. All right.
Mr. ADAMS. I can get it for you.
Doctor Adams. It might be the taxpayer could give us a general

expression to the efficiency of the bureau we are investigating.
Senator Cotzixs. Will you get the name of the taxpayer and give

it to us?
Mr. ADAMS. I think I can get it for you and will give it to you at

some later time.
Mr. Jennings has not been prosecuted for perjury, nor will he be.

I understand that Mr. Batson, a former Commissioner of Internal
Revenue, has used his influence with the Civil Service Commission
to have the case dropped.

The CIJAIRMAN. Iow do you know that?
Mr. ADAMS. I was told thant by a party in the (vil Service Coni-

mission.
The CHAIRMAN. how has Mr. Batson influence enough to control

the Civil Service Commission?
Mr. ADAMS. I don't know anything about it. I know this party

told me that Mr. Batson had been up there with Mr. Jennings in
his behalf; that they had talked to Mr. less, I believe was there,
and some of the other commissioners; and that the matter wasdropped.Thie CHAIMAN. Is it up to the Civil Service Commission to prose-

cute a case of that kind?
Mr. ADAMS. Yes: they prosecute.
The C'HAIRMAN. Is it not ul) to anybody else ?
Mr. ADAMS. No.
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The CIIAIMAN. Nobody else?
Mr. ADAMS. No'
Senator CoUzENS. In your inquiry in'the Civil Service Commis-

sion in the investigation of Mr. Jennings's case, did you come across
anypolitical influence?

MOr. ADAMS. I did not look for it; I did not pay any attention to
it; I was not looking for it.

Senator COUZENS. A while ago you said you remained in the
department some time after you discovered there was graft.

"Mr. ADAMS. Yes.
Senator COUZENS. And after this discovery of graft you went to

a politician?
Mr. ADAMS. Yes.
Senator COUZENS. And asked his advice, or at least related tile

story and he advised that you stay in there and get proof?
Mr. ADAMS. in'm; h'm.
Senator COUZENS. It this politician an office holder?
Mr. ADAMS. No; nothing to do with Washington. ie is outisde

altogether.
Senator COUZENS. And not an office holder?
Mr. ADAMS. Well, he is in Now York; he is not here.
The CHAIRMAN. Now, Mr. Adams, I come back now to my original

question. I can understand these charges of incompetency, but the
statement is questioned by Senator Couzens that you discovered
graft and that you stayed after you had discovered graft.

Mr. ADAMS. I say the charges that have-
The CHAIRMAN. I understood you to say a little while ago that

you could not put your finger on any case of graft.
Mr. ADAMS. Yes; that is the point that I want to emphasize, too.
Senator COUZENS. So, then, Mr. Adams, your statement to my

secretary was not exactly correct when you reported to him upon
leaving your card in my office "He claims to know a great deal about
graft and corruption;" that is not the actual fact, is It?
Mr. ADAMS. Well, I do not know.
The CHAIRMAN. No?
Mr. ADAMS. No; I guess that is true. If you want to take my

evidence as it appears to me and as it will to any fair-minded man
that there is graft in the department, there is no doubt of it; but
there is no proof of it.

We know that certain things happen in this world, but as to how
a great many things happen it is hard to find out.

Senator UouzEss. Wili you just complete your statement. We
have another witness and I would like to finish with him if it is agree-
able to the committee.

Mr. ADAIs. Mr. De La Mater's resignation was accepted on
account of some irregularities connected with the Jennings' affair,
according to information secured from the Civil Service Commission.

Senator ERNST. Are you reading generalization?
Mr. ADAMS. I can read it to myself.
Senator ERNST. If you have read it once that is enough.
Mr. ADAMS. I would suggest that a comparative statement be made

of the allowances made to the Standard Steel Car Co., Aluminum Co.,
of Ameica-

Senator COUZENS. Those are both Mellon companies, are they not I
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Mr. ADAMS. I don't know-United States Steel, Brown & Sharpe
Manufacturing Co., Colorado Fuel & Iron Co., and the Great Lakes
Ship Corporation, and some others that I could not think of in the
statement here, and with some of the smaller and less favored con-
cerns. This should entail a field examination of some of the larger
cascs, but the cost would save many hundreds time over the tax
to be assessed.

The CHAIRMAN. A field examination on the question of amortiza-
tion?

Mr. ADAMS. On the question of amortization, yes, sir.
The CHAIRMAN. I would like to see if I understand what you have

in mind, Mr. Adams.
Mr. ADAMS. Yes, sir.
Senator COUZENS. Some of these smaller or less favored concerns,

just one or two for example. Some whil6 ago you mentioned some
lesser concerns, quoting the Ford Motor Co. I would hardly call
that company a lesser concern; Do you mean by that a less favored
concern?

Mr. ADAMS. Less favored concern. I do not know anything about
the Ford Co. or anything of the kind, but I have hear all sorts of
rumors by the recipients of favors. Occasionally the men would let
slip something about their cases, and I would see that they were
instructed. 1For instance, I think the original letter sent to the
department wherein Mr.-

Senator COUZENS. Original letter from whom?
Mr. ADAMS. Signed by one-some one above Mr. Wheeler who at

that time was chief of the section, before my time, but I saw the
original letter that was sent through to Wheeler.

Senator COUZENS. To whom?
Mr. ADAMS. To Mr. Wheeler, chief of the section, stating that

this company's claim is to have immediate attention. There are
two important matters in connection with this claim; one is that
it is a Mellon corporation and there must be no tax assessment, and
the other is that it must be expedited. Now, I saw the original
and

Senator CouzEis. Now, let me get that straight; you saw the
original letter from whom?

Mr. ADAMS. From the chief to Mr. Wheeler.
Senator COUZENS. The chief of what?
Mr. ADAMS. The man above the chief to Mr. Wheeler. He was

the chief of the section at that time-of the amortization section.
Senator COUZENS. But you do not know who the man was that

wrote the letter?
Mr. ADAMS. Well, now, Senator; I gave you the name of the

engineer, and I think it would be well if he brought the original righthere to you.
Senator COUZENS. I have not the name of the man I think you

claim has the letter.
Mr. ADAMS. Yes, sir.
Senator COUZENS. But do you know who wrote the letter?
Mr. ADAMS. I think his name is-I just can't remember it right

now, as it is a new one to me.
Senator COITZENS. You say this witness whose name whom you

have given me has the original letter?
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Mr. AvAMS. He has the original letter.
Senator COUZENS. But you do not know the name of the writer t
Mr. ADAMS. I can not remember it.
Senator CouznNs. If I got the letter could you identify it?
Mr. ADAMS. Oh, yes; I could, and the next time I come I can have

the name of the signer, too.
The CHAIRMAN. The best evidence is the letter itself.
Mr. ADA.MS. Yes; that is the strongest evidence.
Senator COUZENS. I submitted the name of the witness who is sup-

posed to have the letter, but we have not been able to serve a sub-
pwna on him. He is out of town.

Mr. ADAMS. Is that all.
Doctor ADAMs. May I ask one uestion?
Mr. ADAMS. Certainly, go aheal.
Doctor ADA.ts. You said there was a confidential circular for the

agents not to raise or increase taxpayers' claims.
Mr. ADAMS. Yes.
Doctor ADAMS. llave you a copy of tht letter or do you recall its

number?
Mr. ADAMS. No; it was taken away from me when I left; all the

stuff I had was taken away from me.
Doctor ADAMS. You do not recall its date?
Mr. ADAM S. Yes; I should say it was some time between May and

July, 1923.
Doctor AiDAMS. May or July, 1923?
Mr. ADAMis. May- to July.
Doctor ADAMS. 'hose things have an identification number?
Mr. ADAMS. Yes.
Doctor ADA.ts. You do not recall that?
Mr. ADAMS. No.
Senator COUZENS. Is there anything further desired of Mr. Adams

for the present? If not, I will asik if there is any other witness present?

STATEMENT OF 3. P. MOORE, CUMBERLAND APARTMENTS,
WASHINGTON, D. C.

Senator COUZENS. Will you give your name to the stenographer,
please 

.?

Mr. MOORE. J. P. Moore.
Senator COUZENS. You live at the Cumberland apartments?
Mr. MOORE. Yes, sir.
Senator CouzENs. You are a former employee of the bureau?
Mr. MOORE. Yes.
Senator COUZENS. When did you enter the bureau?
Mr. MOORE. In June, 1922.
Senator COUZENS. When did you leave?
Mr. MOORE. August 12, 1923, last year.
Senator CouzExs. What duties did you perform in the bureau?
Mr. McORF. I was an appraisal engineer, the samcn es Mr. Adams,

who has, just testified.
Senator COUZENS. l)id you hear Mr. Adams's testimony?
Mr. MOORE. Yes. sir.
Senator (ouzEN. What was your occupation before you were in

the bureau? 
V
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Mr. MOORE. I was an electrical engineer with the Interstate Com-merce Commission on the valuation of railroads.
Senator CouzENs. What is your work now?
Mr. MOORE. I am a contracting electrical engineer.
Senator COUZENS. Located here in Washington?
Mr. MOORE. Yee, sir.
Senator CouzENs. On your own account?
Mr. MOORE. Yes.
Senator COUZENs. Not associated with anybody?
Ar. MOORE. Not associated with anybody.
Senator COuZENS. What was your occupation before you were in

the Interstate Commerce Commission?
Mr. MOORE. I was superintendent of power and equipment for

the Northwestern Pennsylvania Railway Co. of Pennsylvania.
Senator COUZENS. l)id you get into the bureau through a civil-

service examination?
Mr. MoORE. Yes.
Senator COUZENS. Tell its what. positions you occupied in the

bureau while you were there?
Mr. MOORE. I passed both examinations, both the assistant ap-

praisal and the appraisal engineer examinations and I was appointed
assistant appraisal engineer in March, 1922, and promoted to ap-
praisal engineer in February of 1923.

senator r CouzuNs. Have'you anything that you can tell the com-
mittee that would add more enlightenment on what Mr. Adams
stated ?

Mr. MOORE. I have not had a chance to collect much but I have
a couple of cases that might interest you people. One was the
Be:rwin-White Coal Mining Co.

Senator COUZE-xS. The Berwin?
Mr. MOORE. The Berwin-White Coal Mining Co., of Philadelphia,

Pa. Two engineers were usually assigned to a case and Mr. Woolson
was the senior engineer and I was the junior engineer on that case
He was an older man than myself. They tiled a elaim of about half
a million dollars for amortization. We'investigated the claim and
disallowed it in full on the basis that it was then in full use. This
report was approved by the chief of engineers and the chief of the
section.

Senator COUZENS. Can you name those?
Mr. MOORE. Mr. De La Mater was the chief of the section, and

Mr. A. M. Flourney was the Chief of Engineers at that time. Some
time later the case was reassigned to Engineer Whalen.

The CHAIRIWAX. Can you give those dates?
Mr. MOORE. I could not say just when it was; it was in the last

year sometime.
The ,IIAIRMAN. After being sent up, your report disallowed the

claim?
Mr. MooiRE. Yes.
The CHAIRMfAN. How long did he lay there before any other action

was taken?
Mr. MOORE. Of course the taxpayer got the report, you see.

Then he immediately filed a protest and claim for reexamination, and
that evidently must have been granted, because it was reported upon

185
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by Mr. Whalen, who had the case. I do not know just how long it
was, but it was in the latter part of 1922, as I remember it.

The CHAIRMAN. What was the name of the man with you origi-
nall?

17. MOORE. Woolson. I happened to have a copy of that report
with me.

The CHAIRMAN. It was given to another man, was it not, for re-
examination?

Mr. MOORE. Yes; they usually are when the taxpayer makes a
protest.

Senator COUZENS. Can you tell us the nature of the property on.
which the amortization was requested and denied?

Mr. MOORE. Yes; it was in counectionwith a newpower plant they
built at Windber, Pa., to take the place of a number of smaller power
plants. They mine coal electrically there; they use electric loco-
motives and electric coal cutters; and this new power plant was to
take the place of a number of smaller plants.

Senator CoLTzENs. Did you make a field examination?
Mr. MOORE. Yes.
Senator COUZENS. You found the plant in full use?
Mr. MOORE. In full use, practically.
Senator COL'ZENS. Although it was put up ostensibly for war

purposes?
Mr. MooRE. Yes. Some time later the case was reassigned to

Engineer Swaren. I could not say just how long. He stated that
the chief of the section had instructed him to allow a certain amibunft,
and he had to write up a report to fit the allowance, although he
thought the allowance--

The CHAIRMAN. How is that; say that over again: the Senator was
talking to me and I want to make sure I heard you right.

Mr. MOORE. Some time later the case was reassigned for full inves-
tigation to Engineer Swaren-I forget his initials.

The CHAIRMAN. Is he still in the department?
Mr. MOORE. No; he is a consulting cnpineer somewhere-I don't

know; in New York, I guess. He stated t~lat the chief of the section,
that is, Mr. Do La Mater, had instructed him to allow a certain
amount.

Senator CouzEN.%s. The amount you do not know?
Mr. MOORE. No; I do not low; and he had to write up a report

to fit the allowance, although the allowance was unjust. The amount
allowed was settled in conference between the chief of the section,
Mr. De Lamater, and the taxpayer without either of the engineers
who made the report being present.

Senator JoNsES. How much was allowed, if you know?
Mr. MOORE. I do not know, roughly; I did know at the time but

I have forgotten--I had so many of them. He either gave it on a.
percentage basis or a definite sum, I don't know which.

I have one other small ciwe here which it seems that Mr. Adams
mentioned, so I might as wel)-the Lea T. Smith Co., of Pittsburgh,
Pa. They had filed a claim for amortization for approximately
$19,000, if I remember. This was inspected and reported upon by
engineers Woolson and Moore and the claim. disallowed in full on
the basis of being in full use at the time.

The CHAIRMAN. What was the business?
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a Mr. MOORE. They made general dental supplies and dental
cements in particular. Mr. Smith at the time we inspected the
plant was in California, and on his return he wrote a personal letter
to Mr. Mellon to the effect that while he was in California "a couple
of understudies of yur office investigated my claim and disallowed

myclaim in full. T desire a redetermhination made." The request
was granted and reassigned to another engineer.

The CHAIRMAN. Was that letter of Secretary Mellon placed on
file?

Mr. MOORE. Not that I know of, as I was simply called in Mr.
De La Mater's office. Mr. De La Mater called' Mr. Woolson and me
into the office and said he had a letter form Secretary Mellon to that
effect.

The CHAIRMAN. Secretary Mellon referred the matter to Mr. De
La Mater?

Mr. MOORE. Yes. Mr. Smith wrote Mr. Mellon direct, as I under-
stand it. Engineers Woolson and Moore disallowed the claim in full,
as the plant was in full use, and said report was duly approved by Mr.
De La Mater, the chief of the section, and Mr. Flournoy, the chief of
engineers. Now, I happen to have a copy of both of those reports
with me. We used to make an extra copy for ourselves.

The CHAIRMAN. I do not get the point there.
Senator JONES. What was done with that claim?
Mr. MOORE. Oh, it was reassigned for investigation to another

party; and I would not say for sure but I think his name was Don-
nelly.

Senator COUZENS. What was the outcome of the investigation?
Mr. MOORE. I could not say that.
Senator COUZENS. Do you know whether the claim was allowed in

full, in part or at all?
Mr. MOORE. No, I do not. As I say, I did not volunteer this

information; I just got mixed up in it.
Senator CouzENs. You have heard the testimony of Mr. Adams.

I appreciate that the summons was rather hasty, but can you give
the committee any more cases that you saw, or any information as
to the weaknesses of the department that might lead to corrective
legislation?

Mr. MOORE. Well, I could, but I do not know as I would want to
take the time to go into that. It would take considerable time and
study to get it all.

Senator COUZENS. Will you think it over and drop the committee
a line as to what you think you might be able to do?

Mr. MOORE. Yes.
The CHAIRMAN. Mr. Moore, how did you happen to be a witness

here to-day?
Mr. MOORE. Well, Mr. Adams and I are acquainted. We were

in the same division together and used to talk about these different
cases; we would sit so close together in the office that we engineers
would talk about the different cases.

Senator ERNST. How did you come to testify, here?
Mr. MOORE. Somebody subpoenaed me last'night.
Senator ERNST. Where did you get his name?
Mr. MOORE. I got it from Mr. Adams. Mr. Adams and I sat

next to one another in the office.

187
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The CHAIRMAN. Did you and Adams leave the service at the same
time? /

Mr. MoORE. No; I left a little before Mr. Adams did.'
The CHAIRMAN. Did you leave of your own accord?
Mr. MooRE. When I left it was said that it was on account of

reduction of the force, and I took it up with the Civil Service Com-
mission to have my name reinstated, and they said if I would send
in a certain form letter my name would be reinstated.

Senator CouzENS. You heard Mr. Adams's testimony. Do you
generally subscribe to it or do you not subscribe to it?

Mr. MooRE. Generally I do, but-
The QCiArwN. It is a pretty sweeping question.
Mr. MoORE. There are certain parts, of course, I do not.
Senator ERNST. You have in mind those parts of the statement

where he was guessing and imagining; they are the parts you are
referring to, are they not?

Mr. MOORE. No; not necessarily that part, but about the arbi-
trary action taken by a lot of the officials down there; that was the
common knowledge of all.

Senator ERNST. Do you not think you ought to designate the par-
ticular acts you are complaining of when you make any such sweeping
allegations as that?

Mr. MOORE. As I say, I did not have any particular interest in
coming here, because I was just subpoenaed and came here against
m" will, you might say.

he CHAIRMAN. That is all right.
Senator CoUzENS. Do you agree with Mr. Adams that this ques-

tion of amortization ought to be fixed upon a schedule basis rather
than be left to the judgment of individual engineers?

Mr. MOORE. Well, it ought to be changed from the way it is. Of
course, you could send two engineers out on the same job and one
would allow more than the other. Of course, the difference comes
from the man's view of the question.

Senator ERNsT. There are a number of these cases where there
could be a difference of opinion between two men and each be per-
fecflyr honest?

'wr. Moom;. Oh. yes: and there might be a big discrepancy between
two engineers.

)octor ADA.MiS. Does not the law contemplate changes in the
amo,,rtiz-ttion allowances after March 3. 1924; is not the amortization
adlowance unusual now?

Mr. MOORE. Yes.
Doctor ADAMS. The statute provided for a constant reduction

until March, this month, specifically i
Senator JoNEs. I think the statute prevents a reopening of those

cases after the 3d of March, as I understand it.
Mr. MoORE. No; as I understand., it is the taxpayer that can open

it. or the Government can.
The CLtIRMAN . No: I think both could.
Doctor ADAMS. This was left that way for the specific purpose of

reopening.
Mr. HARTSON. May I ask a question, Mr. Chairman?
The CHAIRMAN. Certainly.
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Mr. HARTSON. I think the bureau would be interested in the
reports that this witness says he has with regard to these two par-
ticular cases that he has referred to and I would like to question im
for a moment about those reports and about the propriety of his
having taken away copies of those reports.

Mr. MooRE. There was no reason, to my knowledge, why we
could not have a copy of them.

Mr. HARTSON. Have you copies of all the reports that you made
while you were there?

Mr. MOORE. No; I have not.
Mr. HARTSON. Did you pick out certain reports?
Mr. MOORE. We generally instructed the stenographer to make an

extra copy. Sometimes I id and sometimes I did not.
Mr. HARTSON. What determined you to pick out the reports that

you have brought up here?
Mr. MOORE. Simply because Mr. Adams asked me or informed me

that he had advised the committee regarding these cases, the Berwin-
White Coal Miing Co. and the Lea Smith Dental Co.

Mr. HARTsoN. What reports have- you in your possession other
than the cases you brought down here to-day?

Mr. MOORE. Well, I do not know as I need to answer that.
Mr. HARTSON. I do not think you are obliged to do it; I am merely

asking you. If you want to take advantage of your rights-and I
think your rights should be called to your attention, under section
3167 of the Revised States, taking information with regard to a tax-
payer's liability from the office of the case involves some charge at
least of violation of the law. I want you to be advised in what
you may be involved in by taking these reports.

Have you other reports besides these here?
Mr. MOORE. I do not care to answer that.
Mr. HARTSON. Then I do not wish you to answer. You have

those two reports with you, though?
Mr. MOORE. No-I do not know that it is necessary to answer

that.
The CHAIRKAN. Are these original reports, or copies?
Mr. MOORE. Copies.
Senator COUZENS. [ think that is all.
The CHAIRMAN. The committee will stand adjourned until Mon-

day at 2 o'clock.
(Whereupon, at 4.45 o'clock p. m., the committee adjourned to

2 o'clock p. m., Monday, March 24, 1924.)
92919--24-Pr 1-13
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MONDAY, MARCH 24, 1924

UNITED STATES SENATE,
SELECT COMMITTEE ON INVESTIGATION

OF THE BUREAU OF INTERNAL REVENUE,
Washington, D. 0.

The committee met, pursuant to adjournment, at 2.20 o'clock
p. m., Senator James E. Watson presiding.

Present: Senators Watson (chairman), ones of New Mexico, King,
and Couzens.

Present also: Mr. C. R. Nash, assistant to the Commissioner of
Internal Revenue; Mr. J. 0. Bright, Deputy Commissioner, income
tax unit, and Mr. N. T. Hartson, Solicitor Internal Revenue Bureu.

Senator COUZENS. I want Mr. Hartson -to take the stand again
for a minute.

STATEMENT OF MR. NELSON HARTSON, SOLICITOR INTERNAL
REVENUE BUREAU

Mr. 1IARTSON. Senator, I am suffering from a very severe cold,
and I may have difficulty in being heard.

Mr. KiNG. I would like Mr. Nash to furnish me information as to
the number -f cases Wayne Johnson, Carl Mapes, and Angevine, and
others in that office had, and what disposition has been made of those
cases, what refunds have been secured by officials of that firm, and
how many of that firm have been in the office of the Internal Revenue
Bureau.

Senator COULZENS. I think it was the first day of these hearings the
question of filing with the Ways and Means Committee of the Rouse
of the claims oI individuals and corporations desiring refunds was
testified to; do you remember that?

Mr. HARTSON. I remember it; yes, sir.
Senator COUZENS. This is the chairman speaking. He says:
There is one thing I would like to ask you about, because it has been discussed

in the public press recently and has beei asked about by many Senators, that
is the $123,000,000 refund which was referred to in the newspapers. People
think '"hat is a very large refund. Now, for what purpose was the refund made
and what and how did it start?

Mr. Blair, answering this, said:
That came from a report that we are required to file under the law. The

appropriation act requires us to file with the Ways and Means Committee a list
of the refunds made during the year. That was filed last December. I do not
know who got them out; they are supposed to be confidential.

Senator JoNEs. By the way, will you let us have a copy of the report which
you made for the Ways and Means Committee?
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Commissioner BLAIR. That was last December.
Senator JONES. Yes.
Commissioner BLAIR. And it has been dormant ever since, and somebody got

it out.

. I understand, Mr. Hartson-and if you are not the proper person
.to ask the question maybe Mr. Nash is-that is, when a claim is
made by a taxpayer for a refund or for a credit against an assess-
ment, if that claim is granted and he happens to have another claim
it is credited on his claim.

Mr. HARTSoN. That is correct. The credit is the thing. That
has a technical meaning. Under our law and procedure when it
has been determined that a credit is due a taxpayer it has been
customary to take that credit on some subsequent tax that may be
due. In other words there is a distinction between a claim for credit
which the taxpayer may file at the time he receives a notice and
demand from the collector, and an allowance of credit. ''

The C RAN. Does it hurt you to talk Mr Hartson?
Mr. HARTSON. It does not hurt me at all.
The CHAmAN. It does not?
Mr. HARTSON. No; not at all.
Senator CouzENs. What I w~nt to bring out is that these claims

that have been allowed do not always require money to be paid out;
in other words the $123,000,000 that the chairman SpQke of is just.
what was paid out?

Mr. HARTsON. That is correct; the $123,000,000 referred to in
the report made before Congress is money paid out, cash paid out
which comes out of this appropriation created for the purpose by
Congress. I*

Senator COUZENS. I just want to point out now to the committee
that this $123,000,000 perhaps only represents one-tenth of the claims
allowed; it may represent one-fifth; it may represent only a portion,
because I have searched high and low for the claim that was made
on my account running up into very large figures and which the bureau
allowed, and I could not find that allowance in these claims that
were filed with the Ways and Means Committee of the House.

Mr. HARTSON. I can explain that, Senator, if you wish me to.
Senator COUZENS. I wish you would; I would like to have youexplain it.
Mr. HARTSON. The claim that the Senator speaks of relating to his

own personal liability was an allowance on a claim in abatement, so
called, not a claim for refund. An abatement claim is a claim that the
law permits a taxpayer to file with the collector for an assessment.

Senator CouzkkS, I do not catch that, sir.
Mr. HABTSON. It abates the collection of the assessment; there is

no money changing hands.
Senator COUZENS. But it is an assessment by the agent, isn't itt
Mr. HARTSON: The bureau has made an assessment when an

abatement claim is filed; yes.
Senator CoUzENs. But just what is the difference then whether

the amqessnent is made and paid in cash or whether the assessment is
made ,ind then canceled afterwards.

Mr. HAUTsON. There is no difference except that in the one case
the tax payer has paid the money and the G vernment has covered
it into tl-,e Treasury, and in the other case the bill has been stated to
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the tax payer by the Government, reduced to an assessment, but no
money changed hands.

Senator Kio. And he id relieved from the payment before hepavs it.
Mr. 1ATSON. That is correct. As a matter of law, Senator King,

he is not relieved from payment, the collector can still proceed through
his abatement claim and secure collection; he can press it, but n
practice it stays collection.

Senator COUZENS. I am asking you-you are the solicitor of the
bureau?

Mr. HARTSON. I am.
Senator CouzENs. Is there anything to prevent bringing before

this committee my claim and the treatment of it ?
Mr. HARTSON. The bureau would have no objection to it, Senator,

if you have none.
Senator COUZENS. I certainly have not, and I would like to have

it done.
The CHAIRMAN. What is the object of it, Senator Couzens?
Senator COUZENS. I want to show the amount of the curtail and

how it was granted by the bureau and the possibilities within the
bureau for the kind of claim that was made against me and the
abatement that was granted. I want to find out in a concrete case
where it will only involve myself and no'one else, but a case which
I believe is typica-

Senator KiNG. It shows what you conceive to be abuses, or irregu-
larities, or an imperfect system of law and administration?

Senator COUZENS. Well, not so much that as the possibilities,
Senator, the possibilities for-

Senator JoNEs of New Mexico. Graft?
Senator COUZENS. Yes; for graft, the opportunities for fixers.

Now, I did not hire a fixer, but I suppose I could have hired a fixer.
Mr. HARTsON. Senator, what you wanted-
Senator CouzimNS. But let me point out I got two hearings, be

cause in the first instance I acted upon a rulinF of the bureau they
afterwards reversed. They assessed me near y a million dollars,
if I remember correctly.

Mr. HARTSOw. $900,000, according to my recol:,E.'%tion.
Senator COUZJDNS. So you see it is quite a case.
Mr. HARTSON. I can explain some facts in connection with the

Senator's case because I personally passed on it.
Senator COUZENS. I am not finding any fault in your passing on

it at all; but I say it leaves wide latitude for the officers. I do not
charge them with any dishonesty whatever.

1r. HARTSON. I understand.
Senator CouzIFNs. But I think it is an enormous power to put in

individuals' hands, and I think it is a power that no individual
working for the salary that they are working for should be tempted
with. I1f you had been a dishonest man, and I had been a dishonest
man, I coidd have afforded to have riven you a couple of hundred
thousand dollars to pass that claim for me. And, therefore, I say
that the men in control should not be tempted with such cases; and
so as to show the history of this case I would like, Mr. Chairman-

The C uimMu. That is all right, to show how such cases are'
handled, and to suggest remedies where remedies are needed.
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Senator CouzNs. Yes; before the committee.
The CHAIRMAN. Before the committee,
Senator C1OUZENS. There was, as the solicitor knows, a case where

a refund was made-whether it was technically in cash or not does
not make any difference, it was credited to me on other taxes that
I owed and so it was in substance cash to me because if it had not
been credited to me I would have had to have paid cash out. Instead
of that they credited it on what I owed the bureau for accumulated
taxes.

Therefore, in my judgment, it should be reported to Congress in
the same manner as that for which you asked appropriations for.
The reason you are asked to report those cases for which you ask
appropriations is largely as a matter of check. If that should be
checked allowances such as I got also should be checked.

Senator KINo. Just one word: When I moved Friday to strike
out from the deficiency appropriation bill the item of $105,000,000
for refunds, and then modified my motion to strike out $75,000,000
when it appeared that more than $75,000,000 had been allowed,
when it was insisted that refunds would be allowed and paid which
would absorb the $75,000,000, Senator Wadsworth stated, reading
from some Treasury report, as I recall his statement, that approxi-
mately $250,000,000 only had been refunded actually since 1917.
Do you know if those figures are correct: $250,000,000 only have
been refunded? That does not represent the entire amount of the
refunds and abatements and allowances which have been made by
the department upon taxation.

Mr. HARTsON. When refunds are referred to it only refers to the
return by the Government of cash paid by the taxpayer to the
Government.

Senator Kixo. Do you have any idea as to the number of allow-
ances and abatements of that character that would be comprehended
in the report the Senator requested?

Mr. ARTSON. I have no means of answering the Senator's ques-
tion; I do not know.

Senator KiNG. Is there anybody in the department who can?
Mr. HARTSON. I think it could be secured; yes; but I can not

answer your question now.
Senator KING. Would you have any knowledge of the approximate

sum? It would exceed a billion dollars, wouldn't it?
Mr. HARTsoN. I would not want to concede that, Senator; I do

not know.
Senator KING. Mr. Nash, who could furnish that information as

to the number of credits, abatements, and allowances aside from
where refunds have taken place?. Mr. NAsH. We can furnish that information from our accounts
division.

Senator KitNG. I wish you would.
Mr. NAsH. Yes, sir.
Senator Jomes of New Mexico. You went into t1l- proposition

during my absence; but I understand that there are two Lkes of pro-
cedure. In one you assess the additional tax and collect it, and the
afterwards have a hearing on a refund. Another system is to assess
the taxes, but before it is collected give an opportunity for an abate-
ment; is that the way it is handledT
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Mr. HARTSOx. Senator, I would like to answer your question by
explaining it in my own way. Under'the 1921 act-that is, the
act we are now operating under, the revenue law of 1921-before
an additional assessment can be made the commissioner must notify
the taxpayer that one is about to be made, or one is proposed to be
made, and give the taxpayer then a right to appeal before the assess-
ment is actually made: That is true in all cases except cases where
the commissioner in his judgment determines that the collection
might be jeopardized by the delay of the appeal and this procedure
has been followed: When an appeal has been had by the taxpayer
prior to assessment an abatement claim under the law will not be
entertained by a collector; he. can not abate it. In other words, he
must pay the tax.

In these summary assessments, assessments where the commis-
"sioner has determined that the collection would be jeopardized if

delayed, then there is no appeal before assessment. The assessment
is made and then the procedure is to permit the taxpayer to file an
abatement claim and then go through this procedure: 'After assess-
ment before he has paid any money, but after he has had the assess-
ment made that he would have had prior to the assessment, namely
that of appeal. K

Now, before the 1921 act was passed-and the Senator refers to
his own' case; that was one that came up in the war years before there
was any right of appeal under the statute-abatements was accepted
without this appeal; there was not any appeal even to the taxpayer
as a matter of right by the law; so that many abatement claims
were filed with the collector and the collectors would not jeopardized
by accepting them; and further hearings were had in the bureau with
regard to the disputed tax liability.

Senator JONES of New Mexico. So at the present time you do not
go ahead and collect taxes before hearing unless it is with that class
which would be. jeopardized by delay?

Mr. HARTSON. That is correct.
Senator JoNEs of New Mexico. In what character of cases is

that decision reached, or is there any general rule about it?
Mr. HARTSON. Yes, I think there is. I think that an example will

illustrate: The bureau was confronted a year ago last March--:a very
conspicuous example-where the collection of te tax might be jeop-
ardized by delay which would ensue in giving the taxpayer the
right of appeal, namely, the running of the statute, if the taxpayer
was given this notice of the proposed action and then 20 days
within which to file an appeal, with hearings on the appeal, and the
time would necessarily run before the determination, the statute
would have expired. In such a case the commissioner would deem
it advisable to assess the tax because under the statute the assess-
ment must be made within five years. Therefore he put on a sum-
mary assessment because, in his judgment, then the collection of the
tax would not be jeopardized.

Another class of cases is where taxpayers are insolvent and are
going into bankruptcy. In order to get the Government's claim on
and get it of record, create a lien, it is necessary to make an assess-
ment-you have no lien until an assessment is made. Under those
circumstances the commissioner puts on a summary assessment be-
cause he thinks if he did not it would perjudice the Government.

I I
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Some taxpayers abscond, leaving the country. Those are unusual
cases, but that is the character of cases where.the commissioner
puts on summary assessments.

Senator JONEs of New Mexico. That is a evasion of the statute
regarding those cases.

_r. HrARTSON. It is the same provision, Senator, that permits us
in these other cases-it is merely the provision that the commissioner
may assess summarily when m his judgment collection of taxes
would be jeopardized.

Senator JONES of New Mexico. Then there are no arbitrary-I use
the word "arbitrar in the legal sense and not in the offensive sense.

Mr. HA-RTSON. es, sir.
Senator JONES of New Mexico. There is no arbitrary assessment

then unless in the opinion of the commissioner the collection of the
tax is liable to be jeopardized.

Mr. ARTSON. That is correct.
Senator JONES of New Mexico. And it is only in such cases that

there is a refund, is that right, a technical refund?
Mr. HARTsoN. No; that is not correct, Senator. There are many

refunds made after the procedure has been followed, assessments
made, the appeal before assessment, the actual payment of the tax;
and the taxpayer thinks the case is closed, the Government thinks
the case is closed; some time goes by, and then on another case in-
volving the same question exactly there might have been a suitinstituted for the refund of that money. A principle then is estab-
lished in court, and in law where we have an interpretation of our
law by the Supreme Court of the United States on a disputed point.
It may involve a hundred other cases, and in those cases when the
refund claims are filed within the statutory period there is a refund
in such cases.

A taxpayer can not take his claim into court unless he pays his tax.
Claims coming within the decision of the court on those points are
allowed, of course.

Senator JONES of New Mexico. Judging from such cases as you
have mentioned there, it seems to me that a refund of $125,000,000
a year is a very large sum of money and that there must have been
some rule or decision,* or something that has necessitated the refund
of that very large sum. I can not conceive that it should have
amounted to that, and especially in view of the fact that this oppor-
tunity for abatement has existed.

Would you estimate that the amounts allowed by way of abate-
ment have equaled the amount which you have refunded?

Mr. HAnRTSON. I should say they had more than equaled it. I
do not know what the figures are, but I should say that abate-
ment claims have been allowed in excess of refund claims.

Senator Kuqo. Greatly in excess?
Mr. HARTSON. Substantially in excess.
The CHDRMAN. Does this have reference to taxes in 1917 and 1918?
Mr. HARTSON. Yes; this $125,000,000 the Senator speaks of, that

is a refund as I understand it, covering back years.
Senator KING. What is the $105,000,000 that was carried in the

deficiency bill on Friday; to what years does that relate?
Mr. HARTSON. That relates to refunds for all years within the

five-year limitation period. The refund claims may have been on

I
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file a year or two and then allowed; I do not know; but not one
year, Senator, by any manner of means. A number of years would.
be included in this $105,000,000 you speak of.

Senator JoNes. That refers to a number of years?
Mr. HARTSON. Oh, that is true beyond any question.
Senator JONES. Apparently.
Mr. HARTSON. Yes, sir.
Senator COUZENS. The solicitor just now made the statement

that where a court by a decision established a rule, or law, that
taxpayers who were not included in the suit were given refunds
because of that decision.

Mr. HARTSON. That is correct.
Senator COUZENS. When the Treasury or the bureau itself changes

a ruling do they go back and refund in all cases affected?
Mr. JARTSoN. Senator, I think they do not; I think it is practi-

cally impossible to do that, and that is the only reason they o not.
There are millions of cases on file down there, Senator, and there is
not the force to keep the cases under someone's supervision at all
times; naturally when they are filed away they are closed, and to
find which cases are involved in a particular point in which a refund
might be granted because of a court decision or a bureau decision
wilout the taxpayer having called it to the attention of the bureau
is almost impossible as a practical matter.

Senator KiNG. I suppose the effect of a fact which is insignificant
apparently on its face might be to change the decision and cause a
reversal of some former ruling.

Mt. HARTSON. I do not think an insignificant fact would cause it..
Senator KINm. Well, to the ordinary observer, a technical fact,

then?
Mr. HARTSON. I think a substantial fact deemed sufficient by those

charged with the enforcement of the law there would.
Senator CouzENs. And when the court makes the law do you then

go back and find out all those who have been affected by the decision?
Mr. HARTSON. We do not, Senator.
Senator COUZENS. You do not?
Mr. HARTSON. Do not.
Senator CoUzENS. Unless the taxpayer happens to see the case ?
Mr. HARTSON. That is correct.
Senator CouzENs. He loses?
Mr. HARTSON. That is correct, and unless it is a case that is in

process of audit where it is on some individual's desk and it is physi-
cally, definitely brought to some official's attention, yes.

Senator CoUzENs. Then, it is possible under this method that
hundreds of millions of dollars have been collected from the taxpayers
ille allvI

_C11ARTSON. Yes. The Senator is a little liberal on his figures,
but some has been collected. There is a bill pending in Congress
now to still further extend the limitation period within Which refunds
might he made under the old Spanish War revenue act way back in
1898 where credits were not filed and taxpayers were not advised
of their ri hts. No authority existed beyond the limitation period
to grant tfe refund, so the Senate and the House is now asked to
further extend 20 years the period within which refund claims might
be filed under the Spanish War revenue act, and I think it is because

[
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of the fact the Senator speaks of, that some taxpayers may not be
advised of their rights and the Government practically being pre-
vented as a practical proposition from advising the taxpayers of
their rights, they have been deprived of getting their money back
which has been unlawfully exacted. I

Senator CouzNs. That is all I want to know, Mr. Hartson, just
now.

Mr. HARTSON. About the case that the Senator spoke about.
Senator COUZENS. What case is that?
Senator KING. Your case. ._i
Senator COUZENS. All I ask that you bring the file.
Mr. HARTSON. N6w, that would be - *
Senator CouzENs (interposing). You said if I had no objection to

it, the bureau had none.
Mr. HARTSON. The bureau has no objection at all, but as a practical

matter the files are voluminous. I would be very glad to bring them
up if the Senator wishes me to.

Senator COUZENS. I have no objection to them going in, but if
it is more convenient you may make a synopsis of the facts.

The CHAXRMIAN. I think that would be better.
Senator KING. It is probably a bad precedent to bring files away

from the bureau.
Senator COUZENS. If it is satisfactory to the committee a synopsis

of the case may be made and filed which I would like, if there is no
objection from the Senators, to have presented for the record.

The CHAIRMAN. Very well.
Senator COUZENS. One of the witnesses testifying Friday, I think

it was Mr. Adams, referred to a letter that he had seen concerning
the Standard Steel Car Co., one of Mr. Mellon's concerns. The
possessor of these papers was a Mr. Culley, and he was subpoenaed
to come here and testify. The Sergeant at Arms was unable to serve
the subpoena on him because he worked in Plainfield, N. J. He came
into town Saturday night-I think his family lives here-and the
Sergeant at Arms served the subpoena on him over the telephone.
Mr. Culley called me up and said that it would greatly embarrass
him financially, and other vise, if he had to remain over; so he came
to my house yesterday afternoon and told me some of the things
substantially as was testified to here, and left me the papers in the
case; and I said that temporarily I would take the responsibility of
excusing him with the understanding that if the committee thought
he ought to come back again he wouldI be required to come back again.

For the record I want to read in a few brief memoranda that were
transmitted from head to head in the bureau.

Mr. HARTSON. Senator, excuse me, may I ask the initials of Mr.
Culley, if you have them?

Senator COUZENS. I will find that later.
Mr. HARTSON. Very well.
Senator COUZENs. On August 25, 1921, a memorandum was

written:
In re Standard Steel Car Co., Butler, Pa.
Memorandum to Mr. Diemer:
You will please expedite engineering investigation on the claim of this tax-

payer. There is an elaborate schedle in the file. A careful office investiga-
tion will reveal the location of the property upon which the claim is made for
purposes of assigning an engineer at an early date.
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That is an original copy signed by S. D. DeLa Mater, chief of
section.

The next memorandum I have is dated December 8, 1921. This
time it is No. 4175 addressed to-
Mr. 1. W. J. VAN SCHAICK,

Acting Chief 0 Engineers:
Mr. Lang of the consolidated section has requested that the report of this

case be expedited as much as possible. There are several millions of dollars
tax involved.

I think it would be well to reach an early settlement in this case if possible.
That is signed T. J. S. Kishpaugh, acting chief of section.
On December 9, that is thelay following, the same reference

number, 4175, memorandum to Mr. B. L. Wheeler, Chief of Engi-
neers:

In re the Standard Steel Car Co., Butler, Pa.
With reference to the case of the above taxpayer I am now told by Mr. Byrd,

chief of the consolidated return subdivision that several of his auditors are
engaged on the above case.

Secretary Mellon is interested in the above company and has requested that
the information necessary be compiled as quickly as possible. l 1

It is, therefore, desired that if the required schedules etc are available, the
engineer examination be made and the result be reported to the head of the sub-,
section.

Accordingly I Would like you to proceed with the comjpilation of the informa-
tion and procure from the taxpayer all the necessary schedules if the latter are
not now on hand, with a view to an early examination of the case.

It seems that what is not to be done is the matter of assessing the tax.

The CHAIRMAN. Is the matter of what?
Senator JONES, of New Mexico. What is that?
Senator CoUZEN1s (reading):
It seems that what is not to be done is the matter of assessing the tax; but it

is desired to find out the amount of the probable assessment as soon as possible.
T. J. S. KISUPAUGH,

Acting Chief of Section.
Senator KING. Is Kishpaugh still in the department, Mr. Nash?
Mr. NASH. I never met him; I do not recall-his name at all.
Senator CouzENs. The next day there is a letter, an original letter

on Treasury Department stationery, with the same file number, 4175,
dated December 10, 1921:

Memorandum to Messrs. Goss & Culley.
In re Standard Steel Car Co., Butler, Pa.
In reference to an assignment in the above case, your attention is particu-

larly called to the office memorandum signed by Mr. Kishpaugh explaining the
reasons why final action on the amortization is desired in the immediate future.

In view of the fact that this case is to be expedited it is requested that report
be prepared in the field as soon as possible after completion of the investigation
and that this report be transmitted to this office in order that the necessary
typewritten copies may be made with as little delay as possible,.

Your further attention is directed to the fact that investigation of this case
was made some months ago by Engineer Kahn. Mr. Kahn requested theitax-
payer to supply further detailed infoination along the lines of the guide, Form
No. 1007--M, and it is understood this data has recently been submitted and
is now available for consideration and is intended to form the basis of the
present examination.

Those are the papers Mr. Culley handed me.
Senator KING. Senator Couzens, have you any memorandum

showing the final action taken upon that case?
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Senator COUZENS. No. I would like to ask Mr. Hartson, if it
is within the rules, that that information could Le givenI

I Mr. HARTSON. I think, Senator, that all of the cases in connec-
tion with which the Secretary's name has been mentioned will be sub-
mitted very gladly to the committee.

Senator COUZENS. Will you find out if it is agreeable?
Mr. JIARTSON. I will find that out and verify that; but I am quite

sure that that is going to be done in the case of all the Secretary's
companies, the complete files are going to be submitted to the com-
mittee. I feel very sure that that will be done. I will find out and
notify you to-morrow. .

Senator JONES of New Mexico. Have you the statute here contain-
in the proviion referring to secrecy of these proceedings?

Mr. HARTSON. Yes; I have, sir.
Senator JoNEs of New Mexico. I wish you would just bring that

into the record.
Mr. HARTSON. I am reading now from section 3167 of the Revised

Statutes:
It shall be unlawful for any collector, deputy collector, agent, clerk, or other

officer, or employee of the United States, to divulge, or to make known in any
manner whatever, not provided by law to any person the operations, style of
Work, or apparatus, of any manufacturer, or producer visited by him in the dis-
charge of his official duties, or the amount, or source of income, profits, losses,
igpenditures, or any particular thereof set forth or disclosed in any income return,.
or to permit any income return, or copies thereof, or any book containing any
abstract or particulars thereof to be seen or examined by any person except as
provided by law; and it shall be unlawful for any person to print or publish in
any manner whatever not provided by law any income return, or any part
thereof, or source of income, profits, losses, or expenditures appearing in any
income return; and any offense against the foregoing provision shall be a mis-
demeanor and be punished by a fine of not exceeding $1,000, or by imprisonment
not exceeding one year, or both, at the discretion of the court. If the offender
be an officer or employee of the United States he shall be dismissed from office or-
discharged from employment.

Senator KING. Have there been any qualifications?
Mr. HATSON. None except section 257 of the 1921 act, which has

to do with publication of the income returns. That is the one
about which the regulations have recently been amended under
executive order which reads:

That returns upon which the tax has been determined by the commissioner
shall constitute public records, but they shall be open to inspection only upon
order of the President, and under the rules and regulations prescribed by the
Secretary and approved by the President.

The regulations have been recently amended to permit the lawful
production of income returns to either the Senate or the House upon
a proper resolution.

Senator JoNEs of New Mexico. On order of the President, if I
remember; did not that include both committees of either House ofCongess fMr. RTsON. Senator, I am relying on information. I think the

provision was to a committee when the resolution of the House
directed it to be produced to the committee.

Senator COUZENS. I think that is correct; that is the way I read it.
Senator KiN'. Then, we will have to secure a resolution from the

Senate with respect to returns in your case or a synopsis of them.
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Senator CouzExs. Not unless- '
Mr. HARTSON (interposing). It is may opinion, Senator, that if the

taxpayer has no objection-it is only the taxpayer who is the one
that can cbmplain.

Senator KINo. May waive it?
Mr. HARTSON. He may waive it.
Senator KING. I do not want to get you into trouble.
Senator JONES of New Mexico. There is nothing iA the statute that

I know of, although I have not read the section myself for a long
time-but is there anything in there which 'would prohibit iis from
asking for the information as to how much was involved in this par-
ticular return in the assessment, what was the question at issue at
the time? That is not disclosing the tax return, but it is disclosing
the question in controversy.

Mr. HARTsON. Well, the statute is broad enough to include-the
language "or any part thereof "-now, if you are referring to the
Standard Steel Car Co. return I think it would be unnecessary for
the committee to ask for it. That is what I think and I would be
prepared to tell you to-morrow after I have a chance to make sure.

Senator JONES of New Mexico. I am particularly interested in this
ease.

Mr. HARTSON. Yes; I understand.
Senator JONES of New Mexico. And I am trying to get at what A

might do as a general rule.
Isthere language in the stu.tute which you think prohibits us from

calling for the testimony and data regarding the questions in contro-
versy?4Mr. HARTSON. I will eliminate this beginning here, except to ay
it shall be unlawful for any officer or employee of the United States
to divulge or make known in any manner whatever not provided by
law to an person- Well, I don't want to eliminate any material
portion of it, but the operation, style of work, apparatus of any
manufacturer or producer visited by him in the discharge of his
official duty or the amount or source, of income, profits, losses,
expenditure, or any particular thereof-any particular relating to
the amount, source of the'profits, losses, or expenditures of the
taxpayer.

It appears to me to be sufficiently broad to prohibit us from
divulging the information contained in these returns to this com-
mittee unless we produce the return either voluntarily with a waiver
by the taxpayer or upon a proper resolution by the Senate.

Senator CoUzN. Is there a Mr. Barber here?
Senator KING. Before you proceed, I want to ask Mr. Hartson

one question: Mr. Hartson Ihave some information, and it is quite
important as bearing on the question that is now before the full
Committee of Finance, of which Senator Jones, Senator Watson,
Senator Ernst, and myself, are members, bearing upon the question
of depletion of amortization of credits, and deduction for deprecia
tion etc. The information is to the effect that millions of credits
in the aggregate have been allowed, perhaps improperly and I do
not say corruptly, but through the overreaching of the owners of
the properties, or an improper interpretation of the law as a result of
which in many mining properties, many real estate properties par-
ticularly the oil properties, allowances have been made for depletion
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and amortization, and obsolescence, and so on, that have resulted in:
a, loss to the Government of millions of dollars. I am told that in
' many of these real estate projects in New York and hig cities where
rei! estate values have been going up, you have been allowing credits
every year, ten per cent or more, by way of reduction in values, and
you have not taken into account at all that the capital gains have been
enormous; you have treated the capital gains as being in statu quo
and you have allowed depletion aad deterioration, as a result of which
the taxpayers have escaped paying a fair tax, notwithstanding the
'fact that their property has gone up in value and that the law has
been so construed that they have at the end of 10 years with your
allowances which you have made, the whole capital wiped out, and
you could then continued for 10 years more allowing your depletion
and credit charges and that that construction has been placed on the
law by the officials of the department. t

Now, I would like to know-and I do not know how we are going
to get the information-the niodus operandi employed by the bu-
reau--in allowing these claims, depletion charges, and obsolescencecharges, and depreciation charges which are unquestionably true,
if you can believe human testimony. How can we get the facts as
to just what you have done and just what the effect has been of these
enormous creditsI

Mr. HARTON. The Senator's question is a general one, but -I
link it can be explained very briefly.' The proceeding that is gone'
through in determining these valuations, so far as mines are con-
'cerned it could only be done in particular cases. I think that is the
proper way to do.

Senator KING. We will have to check up cases, it seems to me, andexamine specific cases, hundreds, if not thousands of them, to see
just what you have been doing there, because I am not satisfied with
the methods that have been followed, and I think that the Govern-
ment has been deprived of a vast amount of revenue to which it is
entitled.

Senator CouzENs. I would like to draw the Senator's attention
to 'the fact that at one of our earlier meetings it was agreed that they
would bring the Gulf oil case down to us as an example of one partic-
ular case; that we would study that case and then we would be in a
position to determine from there on how much further we wanted to
go. That would give us a pretty good example, I think, as to the
method of figuring depletion in oil wells any way.

Mr. HARTSON. Yes, sir.
Senator KINo. There have been injustices perpetrated, I am

told, to the disadvantage of the Government in the determination
of values in these oil properties that are often subtracted from the
value after the gusher has been determined. Many of these oil'
cases, I have been told, have paid very little income taxes notwith-
standing the enormous value ofthe properties because of the methods
which have been employed in their valuation. I am not saying that
the methods are wrong under the statute, but if the result, has been an
injustice to the Government we want some information by which
we tan correct the law and make provision in the law which we are
now undertaking to cover those very holes which have been resorted
to to escape legitimate and proper taxation.
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Mr. HARTSON. The Senator is a lawyer and he knows how diffl-
cult it is to prove value.

Senator KING. Yes.
Mr. HARTSON. Testimony may properly be introduced in court

where it is relevant and under certain rules of procedure to determine
values. Those same rules are sought to be followed in the bureau.
No two people ever agreed about values. Two bureau engineers go
out and disagree on values; and the taxpayer employs his engineers.
and they disagree with the bureau representatives on values. The
law does not suply us with any formula, or arithmetical test by
which by multiplying by two you get a correct answer. All those
questions that the Senator has referred to, amortization, depletion,
depreciation, all of those,are subject to opinion evidence to a large-
extent.

Senator KING. Take for instance anthracite.
Mr. HARTSON. It is most difficult; it is a responsibility that is.

placed on the bureau under the present law and it has been shouldered;
mistakes may have been made, but it is a thing that is not susceptible.
of definite proof at all, and that is the difficulty, and that is why I
think this committee is quite properly ascertaining for Congress to
determine if it might not be possible for the law to be amended to
make the job easier for the bureau than it has been.

Senator KING. That is what I am concerned in-to get corrective.
legislation. Q

My attention has been called to the fact that many of these an-
thracite coal mines are allowed depletion from year to year, not-
withstanding the fact that the value of the mines, because of the
rise in the price of coal and other circumstances, has increased from
year to year. A coal mine that 10 years ago was valued at, say,
$1,000,000, notwithstanding considerable coal has been taken out,
to-day may be worth $2,000,000, and yet under existing practices
depletion, amortization and depreciation are allowed which cut the
taxes down until an unfair tax is paid, unfair to the Government, by
the owner. Those things need correction. You may have been a-
ministering and properly administering the law as you interpreted it,
and that interpretation may be right, but if the interpretation has
resulted in losses to the Government which it ought not to sustain,
then we expect you gentlemen from your experience to advise us in
regard to them and tell us how the law could be corrected so as to
avoid a continuation of those wrongs.

Mr. HARTSON. I can bring our chief engineer here.
Senator COUZENS. I wouli like to call Mr. Barber. I would like

to have this witness sworn, Mr. Chairman.
Mi. HARTSON. Mr. Chairman, would it ngt be proper to have all

witnesses sworn? f
The CHAIRMAN. Perfectly; yes. [Addressing Mr. Barber:] Hold

up your hand.

TESTIMONY OF GUIL BARBER, WASHINGTON, D. C.

(Mr. Barber being called as a witness was duly sworn by the chair-
man and testified as follows:)

Senator COUZENS. What are your initials, Mr. Barber?
Mr. BARBER. I have no initial; G-u-i-l-just the one name.

20&;
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.Senator COUZENS. Where do you live ?
Mr. BARBER. I live at the Chastleton Apartments, sir.
Senator CouzENS. How lone have you lived in Washington?
Mr. BARBER. I have been in Washington since the 4th day of

September, 1918.
Senator Couzms. Where did you come from when you came to

Washingtont
Mr. BArBeRi.- Tennessee-Menifee County, Tenn.; Irwin, Tenn.
Senator CouzzEs. What was your business when you' were in

Tennessee?
Mr. BARBER. At the time I came here I had been engaged in the

automobile business for a couple of years. Prior to that [had been
in the banking and real-estate business,-that is practically since I
was discharged from the Army in 1919.

S enator COuzENs. Will you tell us what your occupation has been
:since you have been in Wahington?

Mr. BARBER. I first came to make application to enter the Army
,and took a temporary position with the Ordnance Department and
I did not get my commission except in the Reserve Corps and, of
course, they did not need me in the Ordnance Department, and I
went to the Veterans' Bureau for a month or so. Then I went to
the Bureau of Internal Revenue on the 20th day of March, 1919;
remained with them until the 10th day of January, 1921.

'Senator COUZENs. Tell us what position you occupied in thebureau.
Mr. BARBER. I was in the Income Tax Unit in what is known as

the special assessment section.
Senator CouzENs. You occupied that position all the time you

were there?
Mr. BARBER. -Well, all the time I was in-I was first in the capital

stock tax division. I was there I think it was in May 1920, when I
got, a transfer from the capital stock to the Incomj Tax Unit. I
was made section unit auditor in capital stock tax. From there I
was made assistant to the head of the audit section. Then the head
of the audit section resigned and I continued to fill that until I was
transferred to the income tax unit.

Senator CouzENs. Were these transfers made at your own re-
quest?

Mr. BARBER. Yes, sir.
Senator COUZENS. They were all made at your request?
Mr. BARBER. Yes, sir.
Senator CoUzs. Why did you request to be transferred from

one department.to another?
Mr.. BARBFl. Well, I thought there were greater possibilities of

more salary in the Iqcome Tax Unit than there were in capital
stock.

Senator CouzENs. Did you resign from the department?
Mr. BAUDER. I did.
Senator CouzENs. Then what did you do after you resigned from

the department?
Mr. BARBER. I entered into a business known as the tax business,

securing refunds for erroneously assessed taxpayers, principally
corporations.

Senator KInG. As well as abatements?
Mr. BARBER. Oh, yes; annulments and credits; all those thing.
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Senator KINo. Are you now practicing before the bureau?
* Mr. BARBER. I have never practiced Gefore the bureau, sir.

Senator KINa. Never have practiced before the bureau?
Mr. BARBER. 'No, sir.
Senator KING. Will you tell us your mode of operation in getting

your refunds without practicing before the bureau ?
Mr. BARBER. Well, my work was done through the taxpayer,

preparing his claims for.him and advising him and having the claims
tiled over his signature.

Senator KING. Would you present these clainms in person to ihe
bureau?

Mr. BARBER. No, sir.
Senator KINO. That was done by mail?
Mr. BARBER. Yes, sir.
Senator KING. Did the taxpayer have any other representative

besides you in getting these refmids?
Mr. BARBER. None that I know of. but sometimes his regular

attorneys, perhaps, would get in touch with the case and -try to
expedite it or something of tiat sort.

nator COUZENS. Was there any complaint ever made against.
you for this activity?

Mr. BARBER. Well, I presume so. I made application to practice
shortly after I left the department. " They held my application for a
year without acting on it, and it was tentatively denied, I understand;
that is, by the committee. It was sent to the Secretary of the
Treasury, who disapproved the finding. It was sent back for a re-
hearing, but they passed it over again and I forgot about it.

Senator COUZENS. So you never have been really authorized to
practice before the department?

Mr. BARBER. No, sir.
Senator' COUZENS. Have you any other associates in you office

with you?
Mr. BARBER. No, sir; I have not been active in the business for

the past-about a year. I was pretty busy for a couple of years, but
the last year I have not undertaken to do very much; in fact, I have
gotten tired of the business and I am-my work is-what little I do
is in an advisory capacity if I am called in for an opinion on a case,-things of that sort; otherwise I am not.

Senator CouzzNs. Have you ever solicited any business from
taxpayers?

Mr. BARBER. Yes, sir.
* Senator COUz ENS; In what form did you solicit this business?

Mr. BARBER. Well when I first left the department I-of course,
I knew-I will state tis, that I had no idea of leaving the department
until-I won't say I didn't have an idea-I thought that some time
I would, as every other man in the department hopes to, get out-
I never saw one yet that didn't hope some time to get out and go for
himself; but it never was brought to my attention; that is, I never
had made up my mind definitely to do it until the day I resigned;and I knew that other people were going out one day and practicing
the next day and coming back and appearing as representatives of
taxpayers.
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Senator COUZENS. What happened that particular day that
chan _ ged the course of your activity?

Mr. BARBER. There was a gentleman whom I knew, a fUend of
mine, that is, an acquaintance-I did not know him well--but I
knew him, I had what you might call a "handshaking"acquaintance
with him, and I felt a tap on my shoulder one morning I was goin
to work, and he says: "Mr. Barber, I have followed you two blocks/'
He said, "I want to talk to you." He said, "I. have been in the
contracting business and I have decided to quit that work and come
to Washington and open up a real estate and loan office, and I want
you to go in with me."

"Wel," I said, "I will go down and get off and come back and
discuss the matter with you." This I did and in talking this busi-
ness over I discussed with him t0 possibilities of making money in
the tax, what we call the tax game, and he said-I was with the
man all day, as I recall-he says, "YOu come back in the morning.
and I will discuss the matter with you."

The COARMnAN. I do not know what the conversation between
these two fellows will develop. How is that going to throw any light
on the situationI

Mr. BARBER. He has merely asked me how I happened to make
up my mind to leave on the day I left.

The CVAtUAN. Was the other man engaged in the income-tax
business also

Mr. BARBER. Nevar; no, sir.
The CHAIRMAN. Had he been in the Internal Revenue Service?
Mr. BARBER. No, sir.
The CHAIRMAN. Or in the Treasury Department ?
Mr. BARBER. No, sir. He had been an attorney. And so I went

back this morning and discussed the matter. He says: "I have
thought over this and," he said, "go down and resign right. now and
we will open up an office and go to work." That is how I happened
to-I did it; I made up my mind to do it.

Senator COUZENs. Ten you started to solicit business from tax.-
payers?

Mr. BARBER. Yes, sir.
Senator CouznNs. Will you tell us your method of soliciting

business from taxpayers?
Mr. BARBER. Well, now, I haven't done as much of this as perhaps

has been thought by a gTeat many people. I did for a month or so;
two or three months perhaps I would go down to see people; just, for
instance, they would take the telephone directory and look up cer-
tain concerns in certain lines of business; go down, make a personal
call-that is, he-the both of us did that-and so.

Senator CouzEiNs. When you approached them what did you say?
Mr. BARBER. Well, I said that [ was familiar with tax procedure,

and that if they would let me look at their returns I could tell them
in a very few minutes whether or not they had been erroneously
assessed, and if so that I really was in a position'to advise them tKe
proper procedure to secure what was coming to them, if anything.

Senator COUZENS. You did not get any of these names that you
solicited from the Internal Revenue Bureau I

Mr. BARBER. No, sir.
Senator COUZENS. Not any of them

e./
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Mr. BARBER. No, sir.
Senator KiNG. Had the names of any of them been before you in

any form when you were in the bureau I
Mr. BARBER. Not to my knowledge.
Senator KING. In the usual course of business would they come

under our cognizance in the bureau or tax agency with which youwere identified I
Mr. BARBER. Now, I do not know that I just got that question.

will you kindly repeat it?
Senator Khro. Would the returns of any of those persons whom

you saw, in any manner come under your cognizance, under your
jurisdiction?

Mr. BARBER. They were just as likely to have been as any other
because I did not--I did not pick out certain lines, but any specific
individuals, because in my section, in the special assessment section
is-if a man was looking for leads-is the poorest place in the world
because the claims are already in there, some one else has already
handled the case. Those cases that'have never been sent into that
section would be the ones to look for that.

Senator CouZms. Did you take any of these cases on a con-
tingent fee basis IWr. BARBER. Yes, sir.

Senator Cozs. What was the range of the percentage that you
collected for these contingent cases?

Mr. BARBER. You mean the-
Senator COUZENS. Percentage of the claims, what percentages

would you ask when soliciting their claims?
Mr. BARBER. Well, that is not always the same necessarily.
Senator CouzENs. No, my question was as to what the range was;

I did not ask you if it was the same.
Mr. BARBER. Is it necessary that I answer that question, Senator?

That is a matter between my clients and myself.
Senator COUZENS. Well, we are not asking the name of the client;

we are just asking you the range; we want to get a line on the fees
that are being charged for that service.

Mr. BARB . That would run from perhaps 15 to 40 per cent in
some cases.

Senator Couzuis. I do not suppose it is necessary to ask the
witness to violate any secrets that he has between his clients and
himself. Are you a lawyer?

Mr. BARBER. No, sir.
Senator COUZpNS. Did you ever have any dealings with the Chain

Grocery Co. or C. Bahnsen Co. (Inc.)?
Mr. BARBER. Chain Grocery Co.?
Senator CouzuNs. Yes; or any concern ?
Mr. BARBER. Never heard of that.
Senator COUZENS. Or any concern by the name of C. Bahsen Co.?
Mr. BARBER. They are clients of mine.
Senator COUZENS. And where are they locatedI
1r. BARBER. New Yor4.

Senator CoUZENs. They are located in New York. Did you have
any derlings with the New Jersey Worsted Spinning Co.?

Mr. BAiBR, I did.
Senator CouzENs. The Gera Mills?

'I
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Mr. BARBER. Yes, sir.
Senator CouzzNS. The Keystone Knitted Fabric Co. (Inc.) I
Mr. BARBER. Yes, sir.
Senator COUZENS. The Warner Sugar Co.?
Mr. BARBER. I had some cases for them; yes, sir.
Senator CouzENs. The Taft Woolen Co.?
Mr. BARBER. Yes, sir. Senator, I do not think it is fair-now,

I will tell you the reason if you want me to. I do not think it is
fair to have the names of my clients broadcasted. It is not-now,
I have had quite an uphill proposition; I have had everybody fighting
me, that is in this game, the attorneys and accountants that have
undertaken to handle tases for the taxpayers, where they have been
unable to handle them successfully, they have been jealous of my
success in business and I do not like to-there are other:things, too,
that I will give you my reasons for that. I have had some of the
secret service men in the department to visit some of my clients
and say:

"Why get Barber? He has to go in by the back door; why don't
you hire a lawyer who will handle your case for 5 per cent," and such
.things as that, and going to my clients and telling them-now, I
have got a letter from a client -

Senator CouzENs. Why did they do that?
Mr. BARBER. One of my clients that, they went to and said, "We

want to stop him from doing any more business; he has not violated
the law, but we don't want him to get any more business."

Senator CouzENs. Was that the only reason?
Mr. BARBER. That is the only reason, I expect. They said they

objected to the percentage that I was chaigffig. .I have known of
other fellows charging 50 per cent-;hat is, I don't know it person-
ally, just rumor; and I thic.-
• Senator COUZENS. You did it for 10 per cent less than the other

fellow when you took it at 40 per cent, then?
Mr. BARBER. If he took it at 50; but I have adhered pretty

close to 40 per cent.
Now, I want to say this about my cases: I have quite a few clients

where the department has had to write back to a client for informa-
tion. My cases, as I say, have been closed under specitd assessment,
and I try to put the facts in the brief when it is prepared so it is
through "with vhen they come to it.

Senator COUZENIS. Do you hand in the brief?
Mr. BARBER. No, sir.
Senator CouzENs. How do these Income Tax Bureau employees

know that you are the representative of these concerns?
Mr. BARBER. I don't want an.yone-I never want anyone in the

department to know a case is mine.
Senator CouzENs. But why, then, did they go out to your cus-

tomers if they didn't know you were connected with them?
Mr. BARBER. I don't know how they got a line on it. I am now

engaged in a civil lawsuit in town in which a man who was in a way
associated with me had a list of clients aAd I have understood that
he had given it-I don't know whether it is true or not-that he had
given the department a list of them; I know that they interviewed
them, etc.; and I will say this, that in any interview I ever had with
any of my clients I never told them anything that I would not be
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willing to repeat in the presence of Secretary Mellon or Commissioner
Blair any time, any place.

Senator CouzENS. You have the reputation, 'I am informed, of
being the best tax fixer-I won't say that, but tax expert, amongst
these other fellows; is that right?

Mr. BARReR. I object to that term, Senator.
Senator COUZENS. I mean-
Mr. BARBER. I am not a fixer.
Senator CoUzENs. Tax expert, thenI
Mr. BARBER. I do not claim that; I just claim to know special

assessments. I do not claim to know all there is about taxation. I
made a study of the special assessment feature; that is, section 210
of the revenue act of 1917; 327 and 328 of the revenue act of 1918.

Senator KING. Did you know any of the employees who passed
on your cases?

Mr. BARBER. No, sir; because, as I said-it is natural to pre-
sume-but there is more or less-jealously in the departmeht--when
a man goes out and makes a success there is a feeling there that is
hard to get around. If there is any distinction, or if it is possible
to use favortism or discrimination iH would be against you.

And I have tried in every w.-ty I could to keep a knowledge of my
clients-that is from anyone knowing who my clients were, and it is
that reason. I have explained the reason that they denied my appli-
cation to practice. I can get along without it; I do not appear down
there-one case in fifty-because I do not think it is necessary; if
the cases are laid before the department they are there to be acted
on and if I do not get a result I think I am entitled to, that is in the
neighborhood of what I think I am entitled to I appeal the case;
and I win many cases by having the case appealed to the Committee
on Appeals and Review, which, whether it has been changed by the
unit--

Senator KING. Does there not have to be any personal appearance
by you or by your client in those appeal cases?

Mr. BARBER. Not necessarily.
Senator KING. Were there any so far as you know?
Mr. BARBER. No, sir.
Senator KING. You never appeared personally?
Mr. BARBER. No, sir.
Senator KING. In the department at any time?
Mr. BARBER. Never did, not even with the taxpayers. I would

have a right to do that, but I was never obliged. to do that. The
taxpayer, even though I have not a permit to practice, the taxpayer
has a perect right to take me with him, but, of course, I would have
to sit in the background.

Senator KING. If you have had success to what do you attribute
it, to personal appeals there, by personal arguments, or what?

Mr. BA RBER. 7daving good cases; I never touch a case unless it is
good, Seaator. So, consequently, it is unnecessary to go down and
argue about a case. That is plain on the face of it.

Senator KING. Have you found a disposition on the part of those
to whom the cases were submitted to decide fairly without prejudice?

Mr. BARBER. Yes, sir; except in favor of the Government. I,
myself-now, there is a lot of distinction. For instance, as I have
explained to you before, my experience in the department was in.
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the special assessment section entirely, that is section 327 provides
that Where you are unable to determine the invested capital-you
understand the excess profits tax is based on that, the invested
capita--you are allowed a certain deduction from invested capital,
you figure the invested capital and take your deduction. Now, if
the commissioner is unable to fix the invested capital there is no
way to determine that except by compa rig it with other concerns
engaged in the same line of business selling the same kind of goods
and about the sameamount of goods.

If you can decide the invested capital of that company, then by
comparing those concerns you can faily well determine what the
invested capital of the other concern is-now, of course, a concern
engaged in that same line of business whose invested capital can be
deterfined-the idea is to get a couple of concerns and compare
them. Now, then, of course, various corporations come under this
provision, either .corporations that we vill say a reorganization
where the stock is issued for tangible and intangible assets, the
question of dividends that also comes within this; there upon appli-
cation by the taxpayer-now, the Government is not under any
obligations to refund money to a taxpayer although the clerk knows
that there is a provision of section 328, because the law says that
upon application for the taxpayer if the commission shall find and so
declare that the tax is to be determined without the benefit of this
section would, owing to abnormal conditions affecting the net income,
etc.-I can not repeat the law, but you will get it in 328.

In those cases in the latter class, known as subdivision D-that is,
where the taxpayer has this right to appeal if he thinks he has paid
too high a rate-in order to get an equitable tax he must show these
abnormal conditions.

Why is the tax high? Merely because the man pays in a rate of
tax on the normal invested capital is no reason. It may be for the
high profit that he has made on his sales. In another case a corpo-
ration may have low-salaried officers or officers taking no salaries;
it may be a close corporation and the officers have no salaries, and
so they get it in dividends, etc. Another concern may have two or
three times as mch borrowed money as they have invested in the
business, but they do not get any deduction for borrowed capital, so
that a man who is operating on capital that is borrowed, as compared
with a man who is operating on capital that he has invested in his
stock in the business, is having a hardship worked on him.

Those are the cases that I have workedon mostly.
The CHAIi MAN. Mr. Barber, do you know of any way in which

the income-tax unit can be improved as to efficiency, the number of
employees decreased, or the co election of the taxes simplified?

Mr. BARBER. I do not think there could be a decrease int the num-
ber of employees. I think there has been a serious mistake made
recently, Senator. That was done recently by letting out the men
who were familiar with the business there in a very great many cases.
I heard of a lot of high-priced men let out to be replaced by $1,200
or $1,500 clerks.

I know that I have had cases that have been denied under a special
assessment, that are as meritorious as any case filed in the depart-
ment. They were denied arbitrarily, and that was done, perhaps,
because the fellows were not familiar with the business, and they
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wanted to expedite production. They want production down there,
to get busy, sometimes. It is like public sentiment, and the pendulum
swings back and forth.

When I was in the bureau, I remember that the idea prevailed that
Congress never intended to assess a man over 50 per cent of his in-
come, and, consequently, if he paid over 50 per cent, the inclination
was to give him relief. Then, it began to tighten up, so to speak-
they get higher comparatives, and deny them. My policy, I ili
admit, when I was in the department, was to get the highest compara-
tives that I could. If I could not get a comparative to fit as high as
that fellow I would allow him the difference. That was when [first
went into the department. I thought I was workingfor the Govern-
ment, but I had it impressed upon me that it was the taxpayer that
,was the Government. It was not these figureheads sitting around
here that are supposed to represent the Government.

Senator COUZENS. There is one matter that I would like to
straighten out, Mr. Chairman.
. How many solicitors did you employ when you first started to

handle these cases?
Mr. BARBER. Senator, I do not exactly employ solicitors. I

would get some people, some attorneys, accountants and others that
had acquaintances, and I would say, 'Now, if you know anyone who
is a taxpayer; if you are on friendly terms with him; if you will see
him yourself and arrange an interview for me, I will see him; but I
will not, except on an interview prearranged. If you arrange that
I will come and discuss the matter with him." These fellows would
go out after more business.

Senator COUZESS. You gave them a percentage of your fees?
Mr. BARBER. I think my net profit out of my work would be

about 25 per cent of the recovery. In case of a 40 per cent fee,10
per cent would be my net fee, after all expenses, overhead, traveling
expenses, and clerk hire, etc. There is not much profit in it. I did
not set the woods afire. I have made some money and I think I
have earned it. I would not go through what I have for twice the
amount.

Senator JoNEs of New Mexico. Mr. Barber, I am interested in
what you said a moment ago about that spirit of liberality prevailing
at different times and pulsating with the temper of the employees,
etc. Do you mean that you made the assessments based on a
spirit of liberality, such as prevails in some of the States, where it is
provided by law that all property shall be taxed at a small value,
and the assessors finally work it down until everybody is practically
assessed on a 50 per cent basis? Is that the way it was in the depart-
ment?

Mr. BARBER. Senator, you might make it that way, but occa-
sionally--I don't know; it is kind of a contagious proposition. -,We
will say, "Here, we are going to be liberal with the taxpayer, or
"We have to tighten up, or something of that sort. Well, here is
a case where he goes to work and assesses them too high, to kind of
keep an equilibrium, to kind of shake them down occasionally.

Senator JoONES of New Mexico. What factors would be involved
in the liberality or shaking down, etc.?

Mr. BARBER. Well, I could not attribute it to anything except to
just the feeling among the men.

I
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Senator JoiEs of New Mexioo. When we had the excess-profits
tax that would manifest itself in the adjustinent of the invested capi.
tal account, would it?

M. BARBER. Oh the invested capital is the main thing in the ex-
cess-profits tax. Tfat was the big thing.

Senator JONES of New Mexico. And the liberality would be appar-
ent in fixing the amountI

Mr. BARBER. Selecting comparatives. You would come in as an
appellant, Senator. You paid an exceptionally high rate of tax, and
we find that it was not because of excessive profits made on account
of the prices of the goods that you sold, but it was because of the per-
sonal element that you are the president of the concern, and you did
all of the work; you have a good reputation and you can go out and
borrow all the money you need. -You made a lot of money, but
because of that small capital they have taken all your money in the
tax.

Now, that works a hardship on you, as compared with your com-
petitor. Perhaps you will have, say, $100,000 invested in the busi-
ness, and you might makes a half a million dollars. Your competitor
has $500,000 and he makes a half a million dollars. He has produced
all of that $500,000 while $400,000 of your capital was borrowed. In
order to make an equitable tax between you and your competitor, we
compare you with that competitor, and we give you the same rate of
tax that he has. It is hypothetical.

Senator JoNis of, New Mexico. That is one instance. Can you
give some othersI

Mr. BARBER. That is practically all my experience in this section.
I was doing nothing else. We were only there to see, when you made
an application, or when it came from some other section, whether we
were able to determine the invested cApital that you should be assessed
under section 328. We were there to determine whether-you came
under that provision of that section. We got up data of representa-
tive concerns and gave them the same line of business as you, and
fixed your tax on that basis-a court of equity, that is.

Senator CouzENs. When you found out in applying the rule of
invested capital that it would work a hardship, you would compare
his business with some other concern?

Mr. BARBER. No; the only cases that came to our section were
those which some other section had handled. It was not our duty
to determine invested capital. It was the other section's duty to
determine that, under section 301. If they could not determine that,
they would send it to us to function on this comparative basis.

In other cases, under subdivision D, where the taxpayer made an
application to have his tax assessed, he would say he was having a
hardship worked upon him because of the abnormal condition, the
disproportion between income and capital, then, when his application
would come in the other section that had his case, manufacturing,
trading etc., they transmitted that case to our section to function
on this feature of the case.

Senator CouzENs. Well, the statute did not recognize the fairness
or the unfairness of the situation.

Mr. BARBER. Well, it is section 327 and 328 of the revenue act.
Section 210 of the revenue act and regulation 41 are not the same,
but it is equivalent to that contained in the revenue act of 1918
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Section 327 tells you what must be done under section 328, and this
section shows that a hardship was worked on the taxpayer, and the.
he will be compared with these other concerns, and the tax assessed
accordingly. It is the law, and it provides that the'taxpayer must
make those applications himself.

Senator CoUZENS. Then, how was any discretion left to the official
considering the case in order to exercise liberality br not?

Mr. BARBER. Web, we will say you have paid 60 per cent of your
income in excess-profits tax. You may object to a fair comparative.
You can not; you may be just as sick as the other man is. The
taxpayer, of course, has no way of knowing whether you are a normal
concern; that is, such a concern as has sufficient capital without
borrowing any, that has reasonable officer salaries, and all the con-
ditions under which it operates are normal. The other fellow may
be operating under abnormal conditions, where he has to borrow
his capital, where the income is derived principally from his own
activities, and where he has taken no salary, and many other things,
4hat are so numerous that you could hardly mention them.

Senator COUZENS. Have those situations been cleared up in the
1921 lawI

Mr. BARBER. Well, that law was only applicable from 1917 to
1921. We only had five years of the excess-profits tax. In 1918, it
was known as the war-profits tax.

Senator CouzEss. Now that the excess profits taxes of the Govern-
ment have been repealed, what kind of cases have you been working
on&

Mr. BARBER. I only have the excess profits tax cases.
Senator Couz~ws. No other kind?
Mr. BARBER. No, sir; nothing much-only, as other cases would

fall in naturally; but we never cater to anything except such cases
as that.

Senator COUZENS. Your business is disappearing, then, because
of the fact that the excess profits tax has been repealed?

Mr. BARBER. Oh, yes. We 'get a few cases, really, from 1918 and
1919, but, of course, the reason for the- excess profits tax has served
its purpose, and instead of paying out all of their income in dividends,
they leave it in the business, in order to hold their capital up. That,
of course, cuts their taxes down. They have learned a thing or two
themselves.

The CH ARMAN. The taxpayers are learning, too.
Mr. BARBER. They have a little sense.
Senator COUZENS. It has been suggested to me-and, of course,

I had to get this information from some source-that you had some-
body. in the Bureau that told you about some of hese assessments
being made, and that you would-.
Mr. BARBER. Yes; there are a lot of things. That has come to

me, Senator, too; but there isn't a word of truth in it.
The CHMIRMAN. I am curious to know about this. You said you

thought that some secret agent of the income tax unit of the Internal
Revenue Bureau had been to your clients and had dissuaded them
from employing you. Do you now that to be so?

Mr. BARBER. Yes, sir.
The CHAIRMAN. Why was that?
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Mr. BARBu. You just ask the men that sent me, Senator, without
giving you a short answer. My information has been that it was
thought it would kill me when I started in the business, but it dawned
on them--when they denied me the riht to practice, I said, "I am
not under any obligations to you." I have tried, in a measure, for
a long time, and my purpose was to conform to the requirements."
AndI said, "Gentlemen, tell me what I should do. IfI have done
something wrong, I will right it."

The CdARMAN. You had no trouble in the departmentI
Mr. BARBER. None whatever. I had a letter from my chief, say-

Ing that the department had sustained an irreparable loss. I showed
that to a law firm in Philadelphia. They took it up, and he came over
scared that he was going to ose his job. I said, ' Mr. Bell, I wanted
them to know that; that is all I wanted. If it gives you any uneasi-
ness, I am sorry, and I will return it to you." And Idid.

Senator Couzzss. What is your idea of the reason why the Bureau
has refused you the right. to practice there?

Mr. BARBE. Well, this man Bell-I never had anything against*
him; I haven't yet, although he mistreated me, but he was mis-
informed. My competitors went to Bell and said things-they mis-
represented things to Bell. I have letters from taxpayers, where they
came to me in such a round about way that I can never run these
things down. They had no names. One of them said that I had
gone to a taxpayer in Cleveland, and I told him I had to have 40
per cent, because I had to grease the palms, or words to that effect.
It happened to get to the ear of Senator McKellar, and he advised me
about it. I said, "Senator, we will get after this thing." So we
took it up, and we found that it had emanated from a competitor.
We found, by further investigations, that the name of the individual,
was the president of a corporation. I wrote to him, and I have his
letter now, saying, "I never intimated any such thing as I wat
accused of", and he would make oath to it, if necessary.

Senator COUZENs. Still, the bureau declined to let you practice
before it ?

Mr. BARBER. I haven't made any application. I did make an
application sometime in 1921, but it was held up a year, and denied
ni 1922, and I have made no application since; but, as I say, I went
out for myself. I said, "I am under no obligations to you. You
have denied me the right to practice. Why should I circumscribe
my friends?" I went after business, and I got it, too; and then it
dawned on them all at once that I had the business. I have under-
stood that they have had secret service men interview my clients-
"what did he say?"-And all that sort of thing, intimating that I
had said something to the taxpayer to cause him to give me his
business.

Senator KiNG. Do you construe the law so as not to permit you
to practice within two years after your leaving the department?

Mr. BARBER. In fact, I have thought of that. The only thing I
thought of it was that other fellows were going out-officials and
resident auditors, and coming back the next day, or within a dayor
two, or 10 days or 2 weeks.

Senator KNG. Was that common?
Mr. BARBER. Oh, yes.
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Senator Knqo. How many persons do youn'kow of who were
working there as auditors in the department and who are now prac-
ticing before itif

Mr. BARBER. Practically every one that has ever left it.
Senator Knwo. How many of them are there, Mr. Barber?
Mr. BARBER. Well, I am sorry, Senator, I can not answer that

question. I understand that there are 27,000 people practicing
down here before the bureau.

Senator CoU.Ess. Did you ever hear of any prosecution of any.
body for violating that statute which prohibited that?

Mr. BABmR. It was considered obsolete, I think.
Senator COUZENS. Who considered it obsolete-the bureau I
Mr. Bsmnm. Everybody, I guess.
The CHARMAN. That is to say, there was no penalty to it?
Mr. BARBER. There was no penalty to it.
The CfamwN. There is no penalty attached, because it makes it

unlawful in view of the general policy of the country.
Mr. BARBER. It is construed to mean any case of which you have

knowledge, and I do notsuppose there are many people admitting that
they have knowledge, but it is a benefit to the taxpayer ard the
Government to have these men who have experience and who have
worked on this, instead of havingfellowswho khows nothing about the
filing of tax claims, in every way imaginable, having no merit, and,
as I said before, I do not file a claim unless it has merit. I think they
tightened up there recently. I seldom ever got a denial. If I did,'
I took it to the committee- and, of course I will take them to the
committee. I think it is just a flurry, and will be over in a short
time, and things will be normal again.

Senator COuZENS. What do you suppose caused this tightening
up?

Mr. BARBER. Well, that is another conjecture. Now, I do not
say that it is absolutely attributable to thi investigation. I think
a good deal of it is because of the new men that have been employed
that are inefficient. They have to train up to this and learn the
business, just like anything else. They go in there, and they don't
know anything about the tax game.

The CHAntMAN. Do you know whether or not they have recently
improved the general situation of the Internal Revenue Bureau?

Mr. BARBER. No, Senator; because they don't recognize me.
I understood-one of the secret service men told me they wouldn't
even allow me on the premises.

The CzHMRMAN. So you have had no opportunity to find out
whether they have bettered the organization there?

Mi. BARBER. But there is nothing to that.
Senator KING. When you were there, did you discover inefficiency?
Mr. BARBER, No, sir; I can't sa that I did, and the only reason

that I say that-it must be inefficiency now, or it is either that or
the desire to expedite action. I might dispose of 20 cases a day, and
you would only dispose of one, and I would get credit for greater
efficiency, because I can turn out more cases. But those cases will
all come out, and the denial of it does not mean anything to the man
who knows the tax game.
. Senator KiNo. Were you an expert bookkeeper or an auditor or
anything like that?
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Mr. BARBF. I do not consider that I was any expert. I think
my efficiency record showed up pretty good in the department. I have
understood that it did.

Senator Kne. Was your work there that of an auditor?
Mr. BARBER. Yes, sir; ,resident auditor. In other words, I func-

tioned on the adjustment of the books. They would say to the resi-
dent auditor, "Make up this case," and I would write my opinion or
write a brief in this case, and that would go to my section unit
auditor, the head of five men. He would pass on it, and he would
send it back to me if there was anything wrong with it. Now, when
he finished that, it would go to the conferee, who scrutinizes these
cases, and if he passed it, he would initial it, and it would go to the
assistant chief. He is supposed to go through the case, and from
there it would go to the chief. He is supposed to go through it.
Of course, I imaine it touches the higher places as it goes on. Then,
from the chief it goes to the reviewing section. They have to go
over it. Then, if it is in excess of $60,000, it would go to the solicitor's
office. Any one of those individuals to whom it was passed has a
right, and it is a duty, if there is anything wrong with the case, to
return it for reaudit and a refinding--a new finding.

The CHaIRMAN. Are a good many of them returned that go alongthat way IMr. ARs.R Oh, yes.

Senator COUZENS. Did you ever try to buy a taxpayer's claim?
' Mr. BARBuR. No, sir; not in my life.

Senator Couzzws. Did you ever hear of anybody buying a tax-
pa her's claim?

ir. BARBER. Never.
Senator CouzENs. I think that is all I have to ask, Mr. Chairman.
The CHAuMAN. Did you ever know of any fraud or corruption

in the departmentI
Mr. BARBER. I never did; no, sir.
The C(mus mq. In any way?
Mr. BAiRzBR. No sir. I think it would be mighty hard in my

section for fraud to be practiced. I think there might be some little
discrimination, but it could not be in favor of the taxpayer, unless
specific orders should be handed down to "give this man a certain
rate," and I may not have the comparatives in a certain case, and
I would give the man a certain tax. If he had instructions to fix the
rate, it could be done, but I don't think there is a chance for the
taxpayer to get back more money than he is entitled to.

The CH APMAN. That is all.
Mr. HARTSON. I would like to inquire if anybody is associated

with you, Mr. Barber, who is admitted to practice?
Mr. BARBER. I have not any associates.
Mr. HARTSON. You are operating alone?
Mr. BARBn. Yes, sir.
Mr. HARTSON. You have dissolved arrangements with this real

estate man that youspeak of?
Mr. BA.BER. We only stayed together six months, and he decided

I had taught him all there was to the tax business, and he would go
out for hiinself.

Mr. HAR SON. Mr. Chairman, I would like to call the committee's
attention to the testimony that was given here ontihe first day with
respect to the reorganization of the bureau.
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The shake-up that Mr. Barber has referred to here had reference
-to this special assessment section, which he served in. That is one
of those involved in the so-called shake-up last fail. It was started
in the summer, and was consummated finally in October, and taken
out ef the zone organization. This section was placed directly under
the supervision o" Mr. Bri ht, the deputy coausioner. I think
that is the tightening up that Mr. Barber has referred to, and it
occurred last fall.

TESTIMONY OF X2. UNIOR OWENS, WASm[NOTON, D. C.

(The witness was sworn by the chairman.)
Senator CouzzNs. State your full name and address for the record,

please.
Mr. OWENS. Junior Owens 1619 R Street, NW.
Senator CouzENs. Where did you come from before you came to

Washington?
Mr. OwENs. Detroit.
Senator COUZENS. What business were you in in Detroit?
Mr. OWENS. Publicity. Oh, no; when I came here, I was in my

present position.
Senator CouzzNs. No; I say what business were you in in Detroit?
Mr. OWENS. The same thing I am doing now.
Senator Couz rs. Publicity?
Mr. OWENS. Oh, no; secretary of the American Bottlers of Car-

bonated Beverages-soft drinks.
Senator COUZENS. When did you come to Washington ?
Mr. OWENS. December, 1921.
Senator CouzENs. You never worked for the Internal Revenue

Bureau?
Mr. OWENS. No.
Senator CouzENs. Do you know anybody in the department by

the name of H. J. Schermerhorn?
Mr. OWENS. Yes, sir.
Senator COUZENs. What is his position in the bureau?
Mr. OWENS. I do not know what it is now.
Senator CoUzENs. What was it?
Mr. OWENS. They had a reorganization down there.
Senator COUZENS. What was it when you first knewt him?
Mr. OWENS. He was assistant to the head of the sales tax unit.
Senator COUZENS. You do not follow the profession of tax expert?
Mr. OWENS. No; not at all.
Senator CouziENs. Have you ever had anything to do with getting

refunds in the Internal Revenue Bureau?
Mr. OWENS. Yes, sir; for our members.
Senator COUZENS. For the members of your association?
Mr. OWENS. That is all.
Senator COuZENs. Did you have anything to do with getting a

refund for the Champion Spark Plug Co.?
Mr. OWENS. No.
Senator COUZENS. You never had anything to do with that?
Mr. OWENS. Nothing but refunds for the bottlers, that is all; just

the members of the organization.
Senator COuZENS. Did you take any part in securing a revers,4

in the bureau of a prior opinion, in whi6h it was held that the excise

217



218 INVESTIGATION' OF BUREAU OF INTERNAL REVEkUE.

tax imposed by section 900-3 of the revenue act in 1918 and 1921
does not apply to spark plum', piston rings,, leaf springs, miniature
incandescent .ight bilbs, e ..
V Mr. OWENS. I know nothing about it. I have had no connection
whatsoever with anything except carbonated beverages..enator COUZENS. You had nothing to do with getting a reversal
in the bureau, then, on that?

Mr. OWENS. No, sir.
Senator CouzExs. How many cases have you had in which you

have gotten refids there at the bureau I
Mr. OWENS. About 375.
Senator COUZENS. Three hundred and seventy-five cases?
Mr. OWENS. Yes, sir.
Senator COUZENS. Do you practice in the bureau, so that you were

able to get those refunds?
Mr. (WENs. Yes, sir; I am admitted to practice before the bureau,

and I hold a power of attorney for our members.
Senator CouzENs. You are an attorney?
Mr. OweNs. Oh, no.
Senator CovzENs. Who prepares these cases for the bureau?
Mr. OWENS. We do. in our office.
Senator CouzzNs. You have an office in WashingtonI
Mr. OWENS. Yes.
Senator COUZENS. How big a staff have you got?
Mr. OwENs. Nine people. For your information, I might say that

these claims averagedT about $800 apiece. There are not any of these
large figures that you have been talking about.

senator COUZENS. So you do not work for any fees?
Mr. OWENS. No; no fees at all.
Senator CouzENs. You are on a salary basis?
Mr. OWENS. Absolutely.
Senator COUZENS. This association that you work for puts through

the bureau all the claims of its members?
Mr. OwENs. If they wish us to, we prepare them; that is, we type

them and get them in shape. They sendF us the facts, whatever he
facts in- ht be, and if the facts are relevant, and we figure that there
is anything to them, we put them in shape for them. That is the
service thatwerender; that is all.

Senator CoUZENS. Yes. Did you ever hear of anybody buying
taxpayers' claims

Mr. OWENS. No.
Senator CouzmNs. You never heard of any such practice?
Mr. OWENs. No.
Senator CouzE.NS. Do you know Professor Adams, who was con-

nected with the bureau for some time?
Mr. OwENs. I met him. I do not know him well at all. I rode

from here to Boston with him one night, and we discussed tax matters.
senator CouzzNs. You have not had any experience with him

at all?
Mx'. OWENS. No, sir- except that I talked with him at various

times while revenue #bills were under consideration here-very
formally.

Senator COUZENS. Do you know any other heads of sections in
that bureau, and when 1say "other" I do not mean to say that
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Professor Adams is one of them, but he used to be in the bureau at
one time.

Mr. OWENS. I met Mr. Estes, I think, on two occasions; that is all.
Senator CoUZENS. Have your dealings with the bureau been

satisfactory?
Mr. OWENS. Perfectl.
Senator CouzENS. Would you'say that your claims have been

efficiently handledI
Mr. OwENs. From a bureau standpoint; yes.
Senator CouzENs. From a taxpayer's standpoint, what would

you say?
Mr. OWENS. Oh, yes; absolutely from a taxpayer's standpoint.

Sometimes we would have a little differences of opinion. Sometimes
I thought they should have been allowed, when they were not, but
that is all a matter of conjecture, of course.

Senator COUZENS. That is all.
The CHMAIRMAN. You are excused.
(Witness excused.)
The CHAX -a&. Is that all we have for to-day?
Mr. NASH. Here is the list of persons authorized to practice before

the department, and then a subsidiary list, showing those that were
formerly employed by the Internal Revenue Bureau.

Senator CoUzesS. Does that show how soon they began to prac-
tice after they left the bureau?

Mr. NASH. It shows the name, position held, and the date of
leaving the service.

Mr. HARTSON. By reference to the other list, the 27,000 list, you
can get the date that they left the service and the date that they were
admitted to practice.

Mr. NASH. Yes. Here is the list of persons with applications
pending to practice before the department, with a subsidiary list of
ex-employees who have applied to practice. A list of suspensions
disbarments, disapprovals, and rejections, with a subsidiary list of
employees who have been suspended and disbarred.

A request was made for a memorandum showing the proportion
of persons who have been disbarred from practice before the Treasury
since 1922, and information as to the general reasons employed by
the Treasury Department for disbarring people from practice, or
refusing to permit them or to allow them to practice.

Senator CouzENS. Do you happen to know anything about the
Barber case?

Mr. NASH. Just by~gossip. I am not familiar with the details.
Senator COUZENS. Do you know Mr. Hartson?
Mr. HARTSON. I have had no personal connection with it at all.

I heard a great deal about it, though, in the bureau, 'in an informal
way, and in discussion with the commissioner.

Mr. NASH. Do you wish me to read this memorandum, or just
submit it, Senator?

Senator CouzEss. You might identify it by reading what is on
it, and then give us the substance of it.

Mr. NAsH. This is short, and I will read it:
In reply to your verbal inquiry you are advised that during the fiscal yew

ended June 30, 1922, applications for enrollment to practice before the Treasury
Department were received from 4,947 persons. Of these 4,866 were approved
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ad;81, wor rejected. During the fiscal year ended June 80, 1923, applications
were received from 2,715 persons. Of these 2,679 were approved and 36 rejected.
From. July 1, 1923 to the present date 2,863 were reqeived. Of these, 2,790
were approved and 64 were rejected. during the fiscal year ended June 30,
1992, one person was disbarred and five were suspended from practice for various
periods. During the fiscal year ended June 30, 1923, 2 were disbarred from prac-
tioe and I suspended for a period of 90 days. During the present fiscal year
4 have been disbarred and 10 suspended for various perios ,

That is sig-ted by Mr. Jacobs, chairman committee on enrollment
and disbarment.

The next memorandum reads:
In reply to your verbal inquiry you are advised that the general reasons for

dbarriing people from practice before the Treasury Department or for refusing
to allow them to practice are as follows:

(a) Violation of the statutes or rules governing practice before the TreasuryDepartment.
(b)tConduct contrary to the canons of ethics as adopted by the American Bar

Association.
(c) False or misleading statements or promises made by the attorney or agent

to a taxpayer or misrepresentation to the Treasury Department.
(d) Solicitation of business by the attorney or agent. This included letters,

circulars, and interviews not warranted by previous association; printed matter
appearing on the letterheads or cards of an attorney or agent indicating previous
connection with the Treasury Department or enrollment as attorney or agent:
or representation of acquaintance with Treasury officials or employees.
includes also the use by attorneys or agents" of any titles which might imply
official status or connection with the Government, such as "Federal income-tax
expert," or "Federal tax consultant."

(e) NegUgence in furnishing evidence required in matters pending before the
treasuryy Department and the use of any means whereby the final settlement of
the matter is unjustifiably delayed.(f) The employment by an enrolled attorney or agent as correspondent or
subagent in any matter pending before the Treasury Department or the accept-
ance by such enrolled attorney or agent of employment as correspondent or
subagent of or from any person who has been denied enrollment or who has been
suspended or disbarred from practice. It is in .violation of the regulations for
an enrolled attorney or agent to assist in any way or be assisted by an attorney
or agent who has been denied enrollment or has been suspended or disbarred.

(g) Any other matter which in the opinion of the Committee on Enrollment
and Disbarment is unfair 'to the taxpayer or to the Treasury Department or
interferes unduly with the orderly disposition of matters pending before the
department.

Attached hereto are copies of department circular No. 230 dated August 15,
1923, and supplements thereto dated January 4, 1924, and Februaryy 15, 1924,
respectively, which contain the rules and regulations governing the action of the
committee on enrollment and disbarment.

That is also signed by Mr. Jacobs.
Attached are copies of department circular No. 230 and amend-

ments, which contain the rules authorized for practice.
I have some pamphlets that are issued by the income tax unit con-

ference and practice requirements; also some extra copies of circular
No. 230 and the amendments.. Here is a copy of the bulletin which is issued by the service, con-
taing the preface here that was adopted in December. That is
relative to public rulings of the department.

Senator COUZENS. Now, we may not have any witnesses to-morrow,
and, if convenient, I would like you to bring down those cases that
you thought there would be no objection to including some of these
'Mellon companies and my own. Would tiat be too short a time,
do you suppose?

Mr. HARTsoN. I can not say definitely, but I think not.

I
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Senator CouzENs. Well, bring what you can, anyway.
Mr. HARzSON. The Gulf Oil files, and other big company files

are that high [indicating], aD.d the committee would be lost in trying
to find their way through them. They would not know what to
look for. But they can be brought here, and I think they cen be
assembled by to-morrow.

Senator COUZENs. Have you any suggestion as to how we may
get at the controverted points, without having that enormous file?

Mr. HARTSON. Yes; I certainly do. I thin if we should come
down with the Gulf Oil Co., or any of these big companies that
involve, for instance, the question of depletion, which has been
complained about so much, or referred to at least, that with that
file should come one of our engineers, either one who has worked on
the case and is familiar with the elements of the case, or one who,
by reason of his familiarity with such cases, would know about the
different papers and files and how to pick out just what is wanted.
That will be true as to the oil cases, certainly.

Senator COUZENS. I should suggest, then, unless the committee
overrules me. that you bring down a synopsis of the controverted
points, and that where the papers may be found in these files by
numbers or names or something; so that after having received the
synopsis, if the committee desires to go down and look over these
files as you suggest, they might either go down in whole or send a
committee down and look over the particular documents.

Mr. HARTSON. With regard to the other cases, the Senator's
personal case, I have personal knowledge of that., and will be glad
very quickly to prepare a memorandum and submit it here by oral
testimony. The reason I have personal knowledge of that case is
because it involved the construction of regulations and the law.
It came to my office, and I personally passed on it, and it was also
brought to the attention of the commissioner or the Secretary.

Senator COUZENS. If you will bring that down to-morrow we will
not be so !ong.

Mr. HARTSON. Very well. I would like to emphasize a point,
and I do not wish to be misunderstod on it, and that is this: As to
the Secretary's companies and their returns, I have advised the
Secretary to submit the returns on the companies that he is interested
in, and which have been referred to here, and I have reason to
believe he is going to follow that advice. Certainly, as to the Gulf
Co., there will be no dispute about that, because that has already
been done. The only way we can get them here to-morrow, so far
as the other companies are concerned, is by sending somebody
interested in the company. You recognize that?

Senator COUZNS. Yes: I recognize that.
Mr. HARTSON. I feel very sure that they will be here. The Gulf

Co. we can get, anyway, because that has already been taken care of.
Senator COUZENS. Yes.
The CmIRMAN. The committee will adjourn until to-morrow, at

2 o'clock p. m.
(Whereupon, at 4.20 o'clock p. m., the committee adjourned until

to-morrow, Tuesday, March 25, 1924, at 2 o'clock p. in.)
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