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LETTER FREOM THE TAX SIMPLIFICATION BOARD TRANSMITTING,
PURSUANT TO SECTION 1327 OF THE REVENUE ACT OF 1921, &
nm-onm OF THE ACTIVITIES OF THE BOARD.

Dwmm 5, 1922 —Referred to the Committee on Finance and ordered to be
. printed '

TrREASURY DEPARTMENT
TAX SIMPLIFICATION Boum
W ashington, Deaember2 1928,
The Pxnsmnm' OF THE, SeNATE,

Str: In accordance with section 1327 of the revenue act of 1921,
the Tax Simplification Board makes the following report:

The: Tax unphﬁcatlon Board was created by the revenue act of
1921, section 1327, and was organized on December. 2, 1921,  The.
work of the board dur%g the first year has been senously interrupted
by the ‘deaths - of Mr. 'W. T. Abbott on May 29, 1922, and Mr, J, H.
Byeal on Atigust 18,1922, two of its members representmg the pubhc
Thelr BUCCESSOrs were appomted on September. 26, 1922,

The board found it necessary'to. be.in almost contmuous session fOr
several months after its appointment, much of this time being taken
up with the revision of the regulatxons made necessary by the passage
of the revenue act of 1921 and the rev1s1on of the forms of returns to
be:made b; taxpayers under that law."

‘Before discussing the various matters: consxdered by the board and
its recOmmendatlons it ‘may . be helpful to review some of the

roblems:inherent in the present method of taxation with which the
gureau of Internal Revenue has been confronted. .

The Bureau of Internal Revenue is charged ‘with the duty of
admunstemng all laws relating to internal taxation and - the collec-
tion of the revenues arising thereunder. Prior: to 1909 it was en-

ged in the collection of stamp and excise taxes almost exclusively.
%Vlth the passige of the excise lJaw of 1909 imposing a tax of 1 per
cent upon the. net income of corporations, the bureau began to de-
velop alon lg the ‘lines of income taxation, but the amount of the
tax so collected was relatively small prior to the passage of the
revenue act of 1917 ‘
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_ The revenue act of 1917 wasithe fizst to make provisian. yor,an

expess-profits tax which was imposed upon individuals, partnershi

and corporations engaged in business.. .The revenue o:ot‘:pf 1918 g:—’
vised the income and excess-profits taxes and limited the latter to a
tax on profits of corporations., It also extended the list of other
taxes, The revenue act of 1921 again made substantial changes in

the forms of taxation as well as in the rates, many of the miscel-

“laneous taxes were reduced or .‘r'ggéaled, and the excess-profits tax law

was l‘JpealeCﬂ as.of the end of 1991, i ;. iv ¥ o

Thd freéquent: and radical ‘changes in’

causgd a substantial increase in the volume of its work, ~This in-
crease came at'a time when the country was in' the' midst'of its' wan
acti‘\?iiies"dnd it was impossible to secure a personnel adequate to’cope
with the situation, ‘As a'result, there have been inevitable delays
in the settlement of taxes and a large accumulation of unfinished
work. The opportunities of other and more remunerative employ-
ment that came to men havipg some knowledge of tax law and its
administration have resulted in a high percentage of personnel turn-
over, thereby ¢ausing a further retardation of the work,

. While much thought and consideration have been given in this
country to tax legislation, comparatively little attention has been
paid to the equally important and’difficult subject of tax admin-
istration, Countries having ‘larger experience in income taxation
have made more' adequate provision for administration, and it is
the opinion of this board that it is important that study and thought
be given to this subject, ~ . . ... . e

A brief discussion of some. of the major problams arising in the
administration of the ‘tax laws which have been imposed by the
revente laws of 1917 and later years will serve to illustrate the need
for a more adequate administration, .. .~ .

The excess-profits tax introduced the factor of invested capital
which ‘had to be used in: measuring: tax liability. In theory this
factor looks simple, but in practice it has proved to be complex, with
resulting discriminations between taxpayers who zare,';situateqj; sub--
stantially alike.: The business development in the United States
during tﬁe; past half century has been unparalleled in history.. Bnsi-
ness is no longer conducted in small units under individual owner-
ship, 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 conserva-
tively 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. com-
panies have beén organized and conducted on the opposite theory,
developing large surpluses-through the addition to property . ac-
counts of items which. should have been written off. - Still others
have gone through:one or more reorganizations under which property.
values have been shifted about and lost gight of or ruled out under
the terms of the law. With few exceptions among important busi-
nesses, the determination of true invested capital calls for extended
examination and is subject to many adjustments. Even after such

lally to the. rati the tax laws hive sdded'"
materially to the administrative difficulties of the buteau and have
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ea examination, there is no certainty.of resulting sccurscy, - Quite
agide, then, from the tendency:of the excess profits tax law to put
upon the smaller and more conservatively managed corporations an
onerous; and ' discriminatory  burden, the difficulties to be found in
the determination of invested capital are almost insurmountable.
. /Another: factor involving exceptional difficulty is found in the
sdministration of the provisions of the revenue acts which allow &
deduction for the depletion of minerals and other natural resources.

This . alsp, has the appearance of justice and, comparative simplicity.
What astaslly, ronired. Wowesen, 1o the Veluniion as pf March 1
1913; or. other basic. date, of all the natural resources of the country

Which are under operation for profit. Most of this property is under
the ground and hidden from gight,. It must be brought to the sur-
face 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 property can in but few
cases be measured. It can only be fapgroximated, and its value,
based upon: these uncertain factors, must be reduced to a present sum
which in theory will be paid by a willing purchaser to a willing
seller.. The valuation of the railroad properties of the country has
been under way for years, and that problem is easy as compared with
the valuation problems incident to the calculation of the allowance
for depletion, In view of the time that has been consumed in the
valuation of the railroads, and in further view of the much greater
difficulty encountered in valuation of natural resources, it is apparent
that in the time at its command the Bureau of Internal Revenue can
not do better than make a very rough approximation of the value of
nstural resources. Either the taxpayer is deprived of a part of a
deduction contemplated under the law or.the Government fails to
receive revenue to which. it is entitled, - Mistakes are inevitable and
may run into large figures, and inequalities in the taxing of different
individuals and companies are bound to occur. =~ R
~ The, considerations Aappyinf;,to_ depletion which have just been
¥artis;lly outlined apply to a degree to the allowance of a deduction
or 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 a 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. questions as the determination of what is to be classed
as & war facility, and in the 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 rela-
tively 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, By section 214(a) (9) of the revenue act of 1921
it is provided that the commissioner may, and at the request of the
taxpayer shall, reexamine the returns, and if he then finds, as the
result of an appraisal or from other evidence, that the deduction
originally allowed was incorrect, there shall be a redetermination of
the taxes. It is important, therefore, that settlement of amortiza-
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tion claims be made with justioe, -in-order thut the thx ayer may
have no disposition to avail himeelf. of this! provision for tedeter.
mination, ‘ T Lt A L RN LR TR S L O
~ Other serious: &mble‘mé confronting’ the Bureau of Thterninl Rey:
entie are fouind in the veturns of 'taxpayers, particularly ‘eorporat
taxpayers, where & latge amount of tax is involved, - Every question
in'a large tax case bécoines ofie of importance, and the ¢ontentions
of the taxpayer are strenuously insisted upon, reqtiiring’ extentded
consideration. The: importance of these large tax cases is- demioti-
strated by the fact that in the case of corporate retirns 10 per cent
of the total number covers something like 80 per cent of the total

tax from this souree, -~ . ,
It is evideént from the forégoing that the bureau has been con:
fronted with problems difficult of prompt soliition: It was inevitable
under all:the circumstances that there would be delays, irritating to
taxpayers and resulting in a large accumulation of work, patticulatly
in connection with thé more complicated and difficult corporate
returns and in the larger claims for refund, credit, and abatément
filed by taxpayers as the result of additional assessments,” The
delay in the audit of the individual and smaller corporation retiirns
hag- been much less serious, ‘as. i inidicated by the statistics pub-
lished by the bureau from time to time, AR B :
The situation, however, is not altogether discouraging. Thé ex-
cess profits tax law has ,be‘en»regéaled, and when the returna’sithject
to this'tax have beén audited and:settled one of the troublesome prob:
lems will disappear. The allowance for amortization of war facil-
ities is another temporary problém which will soon be eliminated.
The hoard has been and-still is giving careful consideration to the
difficult problem of simplifying and rendering more certain and
easy of calculation the reasonable allowance for depletion of natural
- deposits which has been permitted as a deduction from gross income
by all the revenue acts since 1913, .~ -~ -~~~ .
The board has kept before it as its chief objective the simplifica:
tion of the procedure, particularly in the Income Tax  Unit,- A
number of formal recommenddations have been made to the Secretary
of the Treasury and numerous suggestions have been made to the
Commissioner of Internal Revenue and to’ the' responsible heads: of
sections and divisions to the end that formalities, delays,; and dupli-
cation of work might be eliminated. 'Practically all of these recom-
mendations and suggestions have been adopted and put into effect.
Some of the more basic recommendations have required time to work
out and are in process of being made effective. The more important
changes inaugurated in the burean in pursuance of these recom-
mendations and suggestions are as follows:

: ‘CLAIMS,

Sho'rtly'before,t;he‘a;\))pdintr’r‘x'ent of the board an inventory. of thé
unsettled claims for abatement, credit, and refund disclosed that
163,277 claims were on hand involving a total of $1,006,000,000, It
had been the practice, in the case of an overassessment, for the tax-
payer to file a claim for abatement, credit, or refund, as the case
might be. When the claim arrived it was necessary to secure the
papers from the files and practically to make a reaudit of the case,
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As the sdcond ‘exuininatioti wus usuidlly made by auditors of the :
burean other than those who paseed uponi the return originally, it
frequently occurted thit the decision tedthed by the first auditor
whs bvettiled by the Becond, This prodedure resiilted in delay and
confusion. To femedy thil situition & Hew method of dedlifig with
claims was adopted providing that ifi the caes of an overassessmént
# tertificats bie prepurdd ds a part of the dudit and, after proper veri:
fichtion; sefit to the taxpayer eithier in the forth of 4 warrant fot
ﬁ_ﬁlhd (;sti a cettificate applicable as a tredit agaitist taxes due at &
utite date: : el » 3
. Tt ghotild perhapy be explainied that a great fiimber of claims fof

abaterient Were filed on dceolint of the hssessmment of additional taxes
shd before the payhment thetsof, did these claiths must be dissos‘ed
of before the addlitiondl tax may be collected. The prompt deter-
mination of claims is therefore iimpottant; not oiily from the stand-
point of the taxpiyet bilb also in the interést of the Goverfiment.

During the past yeatr dh éarnest effort has been made to reduce the
nutber of eluims on hand, and it ib%l‘a,tifying.to state that steady
progress is reported from week to week.

LETTBR WRITING,.

The writing of letters within the dfe}i‘di‘*ttﬁe_‘rit has tiéén discotiraged
and pérso\ti'ai‘t;dhféi"éhée% advocated wherever practicable. The sys-
tem of reviewing and criticlsing letters writtéh to taxpayets for the
{‘)‘m"pb‘sé of tuttecting trifling errors not ﬁﬁectin% the essential mean-
ng ot substance of &e cotimunication his also been discontinued.

REVIEW DIVISION,

A review divisioh was maintained in the Income Tax Unit with
a ?ersgﬁnel ¢omposed of 313 employees and an annual pay roll of
671,790, The pitrpose of the division was to review all audits made
and claiis passed upon by audit divisions, both as to subject matter
and procediite. After ati audit wag reviewed it was sent back to
the audit division for further action cox;foﬁ‘nin;i to the review. This
procedire involved great delay and diffusion of responsibilitg. The
conclusion was reached that the review division should he abolished
and a review section established in each audit division. This change
resulted in the elimination of serious delays and yet assured a care-
ful review cf each audit.

CONBOLIDATION OF ACCOUNTS UNIT AND SUPERVIBOR OF COLLECTORS’
OFFIOES,

The dealings with ‘collectors’ offices were handled by two coordi-
nate offices in Washington; viz, the accounts unit and the super-
visor of collectors’ offices, -ti\e‘heuds thereof reporting separately to
the Commissioner of Internal Revenue, The accounts unit was
s\mel’y an accountihg office, It had'cha‘rge of the accounts showing

isbursements not bnly in the collectors’ offices, but of the entire
Internal Revenue Bureau, and for this purpose maintained records
of appropriations and control accounts. It had no power, however,
to investigate or audit the collectors’ accounts of collections and out-
standing assessments. The supervisor of collectors’ offices had chargy
of all matters pertaining to the collectors’ offices, including not only
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the cheql;ing and auditing of their mccounts pertaining to revenue
vcollections, but also. the reconciliation of such accounts with the ac-
counts kept in the accounts unit, . ’I?}rils office.also had charge of the
procedgu-e:i usedth in collec{;ors?; offices in thg col.lectmmﬁeg:lnue :fd
supervised the personnel, equipment, anda space. ‘Lhig . system
]u;)eto friction and:delay, partgcula:;iy,ip'.,reconciliation .of accounts
a8 between the two offices; . After. surveying the situation and con-
ferring with the Commissioner of Internal Revenue and the officers
in charge of the above-named unit and office, the board came to the
conclusion that there was}great: need: for concentration of responsi-
bility and for improvement in’accounting methods in the functions
performed by these offices, Upon its recommendation the accounts
unit and the office of the supervisor of collectors’ offices were con-
solidated into one unit and placed under the direction of a deputy
commissioner in cherge of accounts and collections, responsible for
all matters theretofore handled by both offices ,and answerable di-
rectly to the commissioner.” ‘This consolidation was carried out and
the matters theretofore handled by the two offices separately have
since been handled with far greater facility by the consolidated unit,

FOBMS,

- A careful study has been made of the yarious printed forms
adopted by the bureau and used in the administration of the revenue
act, particularly of the forms of return upon which a taxpayer is
required to report his income. Tt is desirable on the one hand to
make forms of return as simple and clear as possible, so that they
may be understood and made out by the erdinary taxpayer without
‘the services of an expert; on the other hand, the forms should clearly
outline the requirements for information fully enough to make pos-
sible an accurate audit of the return without the necessity of re-
questing further facts from tha taxpayer. The itemization of in-
come and deductions contained in the forms of return follows a
similar itemization thereof in the revenue act of 1921, Endeavor
has been made to simplify and clarify the forms to as great an extent
as possible consistent with the considerations above mentioned, and
wit!})l this in view numerous taxpayers and their representatives were
consulted. The forms now in the hands of the printer for use in the
year 1923 are the result of the combined ju«fgment of the board
working in consultation with the representatives of the bureau hav-
ing charge of the drafting of the forms of return.

EXPEDITING OF WORK.

The board has given particular attention to the completion of the
audits of income-tax returns. The importance of this work with
respect to such of the audits of 1917 returns as remain unfinished is
especially pressing, on account of the running of the statute of
'limitations.. In this emergency everything possible, consigtent with
fairness to the taxpayer, should be done to expedite the audit of these
returns, They are now being given the right of way. This course,
coupled with the elimination of a number. of sources of delay, has
resulted in a marked increase in the dispatch of businegs. The deter-
mination of invested capital under the excess-profits tax law and the
valuation of natural rosources have been the chief obstacles in the
way of completing the sudits of 1917 returns.. With these elements
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established for the year 1917, the work ‘of auditing the returns of
subsequent years will be greatly facilitated. Generally speaking, the
audit of a 1917 return and the audits of the returns of the same tax-
payer for later gears are made concurrently. . 'When the difficult, but.
temporary, problems arising under former revenue acts have been
disposed of, there is every reason to believe that the bureau can keep
practically current with the audit of returns and the decision of
claims. This is a consummation devoutly to be wished and earnestly
to be sought, : _

With the object of e’x%edit’mg this work, various recommendations
have been made by the board and carried out by the Commissioner
of Internal Revenue. We shall refer to only the more important ones.

PRODUCTION MANAGER,

The mechanical operation of the Income Tax Unit has been placed
in charge of a “ production manager.” This officer has been given
authority to make transfers of employees from place to place in the
Income Tax Unit as he may find their services are needed and can
most usefully be employed. He has also been given power to make
such temporary transfers as may be required for the efficient workin
of the unit, not, however, involving change of salary or rank, Aﬁ
office orders respecting duties of employees and procedure are now
subject to the approval of the production manager. Since the crea-
tion of this office the statistics show a decided acceleration in the
work of completing audits.

COMMITTEE OF APPEALS AND REVIEW,

Under section 250 (d) of the revenue act of 1921, if, upon examina-
tion of a return, a tax or a deficiency in tax is discovered, the tax-
payer shall be notified thereof and given a period of not less than
30 days in which to file an aspeal and show cause why the tax or
deficiency should not be paid, This appeal must be disposed of
before any assessment is made, except where the commissioner be-
lieves that the amount found due will be jeopardized by awaiting the
decision on the appeal. These appeals are heard by a committee on
afpeals and review, A survey showed a'considerable accumulation
of undecided appeals before this committee., In order to relieve this
congestion and at the same time preserve the careful consideration
that was given to these important cases, the personnel of this com-
mittee was enlarged. The committee now functions in four groups
of three each and the former practice of writing opinions has been
discontinued, except in cases where the commissioner deems that the
facts of the case and the reasons for the decision should be set forth
at some length for the guidance of the Income Tax Unit or for some
other reason. As a result of these changes the committee on appeals
and review is now disposing of ap{)eals with far greater facility than
under the procedure heretofore followed.

PRODUCTION COMMITTEES,

In view of the infinite variety in the situations of taxpayers, it
is but.natural that difficult and involved problems are encountered
in the audit of returns. Their just solution frequently requires
careful examinations of the facts and interpretations of the law
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applicable to the facts. ' The ‘progress of these cases through the
unit js, from time to time, held ‘up, awaiting the report of the
examination of the facts or an opinion as to the law, It often
happens that the completion of numerous audits ‘depends ‘on the
decision of a controlling: case. This character of cases seriously
impedes the auditing machinery.- To relieve this situation a “ pro-
duction committee” was organized and put to‘work ‘in' each of the
four audit divisions, namely, personal, corporation, special, and
natural resource audit divisions, These committees are charged
with the duty of ascertaining the causes of delay in these cases,
particularly in the larger and more complicated cases, and supply-
ing any data necessary to the completion of the audit, whether it
be a report on the facts or an opinion on the law. Where the
situation seems to require it, the production committee is to take
up the case itself and complete the audit, - These production com-
mittees have only recently been appointed and it is too soon to
" draw conclusions as to their efficacy.

DECENTRALIZATION,

 Suggestions have come from various sources regarding decen-
tralization of the administration of the revenue acts.” After a care- -
ful consideration of these suggestions and of ‘the proposition gen-
erally, the board is of the opinion that any general plan of decen-
tralization is open to serious objections which makes ‘tgg_ adoption of
such a plan of doubtful expediency, Upon the recommendation of
the board, however, the bureau is about to adopt the experiment of
transferring a committee to some central point at a distance from
Washington to hear and.determine cases arising in that locality and
now pending or which would come before the committee on appeals
and review. Many taxpayers find it necegsary or desirable to come
to Washington or send their representatives here to attend the hear-
ings on their appeals, If these hearings were conducted at or near
the residence of the taxpayer, this necessit'fr ‘would be eliminated.
If the experiment is successful, the plan will be gradually enlarged.
The board takes satisfaction in reporting that the spirit of the
bureau is admirable, There is an evident deésire on the part of all
concerned that the accumulation of work be disposed of at the earliest
possible date and that the bureau be so conducted as to win and main-
tain the confidence of the taxpayers. All suggestions of the board
have been cheerfully received, duly considered and made operative
sympathetically by the Bureau of Internal Revenue. '
Respectfully submitted,
‘ W, S. MooruEeabp,
J. B, SterrerT,
Henry H. Hivron,
Representing the Publio.

Crazues P. Snrrn,
E. W, CHATTERTON,
CarL A, Magpgs,

Representing the Bureau,



