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LETTER OF TRANSMITTAL

JoinT CoMMITTEE ON INTERNAL REVENUE TAXATION,
Washington, June 19, 1929.
The SPEAKER OF THE HOUSE OF REPRESENTATIVES.

Sir: Pursuant to section 710 of the revenue act of 1928, I have the
honor to submit a report by the Joint Committee on Internal Revenue
Taxation, dated June 8, 1929.

Very respectfully,
Wirris C. HAwLEY,
Chairman Joint Commiitee on Internal Revenue Taxation.
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REPORT OF THE JOINT COMMITTEE ON INTERNAL
REVENUE TAXATION ON REFUNDS AND CREDITS

(PURSUANT TO THE REVENUE ACT OF 1928)

Washington, D. C., June 8, 1929.

The revenue act of 1928 in section 710 requires that all refunds and
credits in excess of $75,000 shall be reported to the Joint Committee
on Internal Revenue Taxation. This section also requires a report
to be made by the committee annually of such refunds and credits,
including the names of all persons or corporations to whom amounts
were credited or payments made, together with the amounts credited
or paid to each.

In accordance with this provision in the revenue act of 1928, the
joint committee has caused its Division of Investigation to examine
all refunds reported to it by the Commissioner of Tnternal Revenue.

A complete copy of the report submitted to the joint committee
by Mr. Parker, chief of the Division of Investigation, is attached
‘hereto. Part I of this report includes the names of all persons and
| corporations to whom credits or refunds have been made and shows
‘the amounts credited or paid to each. The committee approves
this list, which agrees with the records of the Treasury Department.

While it is not specifically required by law, the committee deems it
|wise also to submit to the Congress Parts 1T and III of Mr. Parker’s
‘report, which cover a general survey of the overassessments and also
a study of certain individual cases. The committee does not spe-
mﬁcally approve or disapprove of Parts IT and I1I of this report, which
is published for information purposes only.

Inasmuch as this report covers only refunds for the period from
June 1 to December 31, 1928, the committee deems it wise to include
also, as a supplement to this report a report by the Division of Inves-
tlgamon on refunds and credits made under the urgent deficiency bill,
approved on February 28, 1927. This report covers in detail the
period from November 1, 19‘)7 to April 24, 1928, and is the second
‘report on this subject submitted to the committee in regard to refunds
and credits under the urgent deficiency bill.

This supplemental 1ep01t has not been specifically approved or
lisapproved by the committee and is also published for information
purpos%§ N

ery respect
~ Y i Wirris C. HawLEy,
| Chairman Joint Committee on Internal Revenue Taxation.
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LETTER OF SUBMITTAL

ConNGRrEss OF THE UNITED STATES,
JoinT ComMmITTEE ON INTERNAL REVENUE TAXATION,
Washington, February 18, 1929.
Hon. Wirris C. HAwLEY,
Chairman Joint Committee on Internal Revenue Taxation,
Washington, D. C.

My Dear CuamMAN: There is submitted herewith a report on
refunds and credits submitted to the Joint Committee on Internal
Revenue Taxation as provided in section 710 of the revenue act of
1928.

This report covers in detail the period June 1 to December 31, 1928.
No refunds were received under the requirements of the 1928 act
prior to June 1, 1928. In making a statistical analysis, however,
refunds and credits reported to the joint committee under the
“urgent deficiency bill”” are included. This gives a 21-month period,
which is more representative of general conditions than the 7-month
period first noted.

In the opinion of the writer, the most important facts brought out
by this report are as follows:

First. Eighty-three per cent of the total overassessments reported
in a 21-month period are for taxable years prior to 1922, or in other
words, are for the period during which the excess profits tax was in
force. A decrease in refunds may be expected when the excess profits
tax years are finally closed.

Second. Valuations, required by the various provisions, are prob-
ably the cause of more controversy than any other determinations
necessary under our present revenue act.

Third. The increase in the rate of refundment during the present
fiscal year appears to be due to three factors, (a) the decision of the
Supreme Court in re life insurance companies, (b) the large refund to
the United States Steel Corporation, and (¢) the drive of the bureau
to get its work current.

Fourth. The study of individual cases indicates that a review of
certain regulations which are uniformly favorable to certain indus-
tries might profitably be made, since these issues may not get before
the courts. This study might provide information upon which legis-
lation could be based.

Fifth. The refunds and credits made by the commissioner are in
general plainly correct and not open to serious criticism. A difference
of opinion exists in relatively few cases.

Respectfully submitted.

L. H. PARKER,
Chief Division of Investigation.

(v1)



REPORT ON REFUNDS AND CREDITS

FOREWORD

Section 710 of the revenue act of 1928 provides as follows in con-
nection with refunds and credits in excess of $75,000:

SEC. 710. REFUNDS AND CREDITS TO BE REFERRED TO JOINT COMMITTEE

No refund or eredit of any income, war-profits, excess-profits, estate or gift
tax, in excess of $75,000, shall be made after the enactment of this Act, until after
the expiration of thirty days from the date upon which a report giving the name of
the person to whom the refund or credit is to be made, the amount of such refund
or credit, and a summary of the facts and the decision of the Commissioner of
Internal Revenue is submitted to the Joint Committee on Internal Revenue
Taxation. A report to Congress shall be made annually by such committee of
such refunds and credits, including the names of all persons and corporations to
whom amounts are credited or payments are made, together with the amounts
credited or paid to each.

The duty of examining the refunds submitted to the joint com-
mittee in accordance with the above provision was assigned to the
division of investigation. The procedure followed is set forth in a
letter to the chairman under date of December 28, 1928, which will
be found in full in Appendix 1. It was concluded, as shown in this
letter, that the intent of the Congress in enacting this provision could
be analyzed as follows:

First. It appeared to be the purpose that the joint committee
should inform the Congress not only as to the amounts of the refunds
and credits over $75,000, but also as to the principal causes of such
repayments.

Second. It appeared to be the purpose that the joint committee
and its staff should study these cases in order to inform themselves as
to the practical operation and effect of our internal revenue system
of taxation.

Third. It appeared to be the purpose that the joint committee, or
its authorized agents, should call to the attention of the Bureau of
Internal Revenue any final tax determinations resulting in refunds or
credits which might seem erroneous, or doubtful, or worthy of further
investigation and review.

The above-named purposes have been carefully kept in mind during
the entire period during which refunds and credits have been sub-
mitted to the committee. It has been recognized, however, that the
committee has no actual power of approval or disapproval of these
refund cases.

This report will be divided into three parts as follows, covering the
period June 1, 1928, to December 31, 1928, inclusive:

Part I. Tables showing the names of all persons and corporations
to whom amounts in excess of $75,000 have been credited and/or
paid, together with the amounts credited and/or paid to each as re-
quired by section 710 quoted above. These tables also include related
data, such as: Total original and additional assessments, abatements,
interest, percentage of tax reduction, and the principal cause of the
overassessment. The arrangement of the tables is alphabetically by
months. '

(vi)



VIII

Part I1. General survey of overassessments in excess of $75,000.
This survey classifies the overassessments in such manner as to show
what provisions of our revenue acts have been the cause of con-
troversy. Certain conclusions appear to be proper from such an
analysis.

Part IIT. Study of individual cases. This study describes those
individual cases which have appeared most interesting and instruc-
tive from the standpoint of the operation and effect of our internal
revenue system of taxation and its administration.

Before presenting these three parts it seems proper to summarize the
technical details included therein, for the benefit of those who may
not care to study statistics and technical discussion. It is believed
that the following facts and conclusions are important:

First. The total overassessments plus interest allowed in cases of
over $75,000 each amounted to $106,569,893.99 for the 7-month
period June 1, 1928, to December 31, 1928. The rate of refundment
with interest was, therefore, $15,224 270 per month. Similar over-
assessments for the 14-month period March 1, 1927, to April 24, 1928,
amounted to $117,630,055.44, which gives a rate of $8,402,147 per
month. /

Second. It appears that the increase in the rate of refundment of
nearly 80 per cent since June, 1928, is principally due to three factors:
The decision of the Supreme Court of the United Statesin the National
Life Insurance Co. case; the large refund to the United States Steel
Corporation; and the drive of the bureau to settle old tax cases.

Third. The interest paid on the overassessments made in the 7-
month period has amounted to $22,473,308.38. This represents an
average interest charge of 26.72 per cent.

Fourth. An analysis has been made of the overassessments reported
for the 7-month period, June 1, 1928, to December 31, 1928, and those
reported for the 14-month period, March 1, 1927, to April 24, 1928,
taken together. This analysis shows as follows:

(a) Eighty-three per cent of the total overassessments reported
involve the excess-profits tax years (1917 to 1921).

(0) Forty-two per cent of the total overassessments reported are
caused principally by the three provisions—invested capital, special
assessment, and amortization. These provisions have no application
to taxable years since 1921. The two last-named provisions are
special relief sections of the old revenue acts.

(¢) Thirty-three per cent of the total overassessments are due
principally to the adjustment of questions involving valuations. It
appears fair to conclude that the most troublesome provisions of our
present revenue act are those requiring such valuations, which are
based largely on judgment.

(d) There appears to be a disproportion in the ratio of total income
and estate taxes paid by States, and the ratio of the refunds allowed
by States. For instance, New York State pays about 30 per cent
of the taxes and receives 46 per cent of the refunds. The data is con-
sidered insufficient for definite conclusions from the above fact.

Fifth. In regard to the individual refunds, it appears that on the
whole the action of the commissioner in making these allowances
shows proper, just, and careful handling in the face of many difficulties.
A few cases have appeared doubtful and a difference of opinion results.
This is recognized as being inevitable in view of the complexity and
uncertainty of certain provisions of our revenue acts.



IX

Sixth. One case was withdrawn by the commissioner for correction
on account of an error pointed out by this division. The saving
which resulted was approximately $193,000. The promptness with
which this action was taken was evidence of the desire of the depart-
ment to co-operate with this committee.

Part I, which consists of the complete list of taxpayers and the
amounts refunded or credited to each, is next submitted. This part
of the report includes all information required by the specific wording
of section 710 of the revenue act of 1928, and has been compiled by
Mr. W. L. Tucker, auditor for this committee.

L. H. PARKER,
Chief Dwvision of Investigation.
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Special analysis of abatements, refunds, and credits for American Telephone &
Telegraph Co. and subsidiaries

Abate-

Company Location Year T Credits Refunds
Aroostook Telephone & Telegraph Co...| Boston, Mass....... 1918 | fecceccmacaeee $2, 305, 80
Asheville Telephone & Telegraph Co....| Atlanta, Ga_.._._____ 1920 | $527.99
Boone County Telephone Co_... -| Omaha, Nebr_._.___ 1920 | 2,121.90 |-
Booneville Telephone Co... i 566.74 |...
Butte Protective Co..._.._. 22, 11°1°--
Citizens Telephone Exchange. - Sheboygan, Wis.___. 1,969. 72

Franklin County Telephone Co.
QGranville Telephone Co....
Hamlin Rural Telephone
Ingfpéndent Telephone Co. of

uffs.
Ingiana Union Telephone & Telegraph

0.
Maine Telephons & Telegraph Co.._.___
MecKinney Telephone Co._....
Middleton Telephone Co.....
Missouri Central Telephone Co_.
Mills County Telephone Co,
Moosehead Telephone & Telegraph o..
New Carlisle Telephone Co
New England Telephone and Telegraph

o.
New Home Telephone COovoooeooeoeo
North Dakota Independent Telephone

Co.
Northwestern Bell Telephone Co......__|-

Painsville Telephone Co.
Peoples Home Telephone Co.
Rochester Telephone Co...._...

Southern Telephone Co. of Indiana.
Standard Telephone Co...._.
Tri State Telephone Co..___._
Thousand Island Telephone Co.. n
United Telephone Co. - oo _.__.
White Mountain Telephone & Tele-

graph Co.

Wisconsin Telephone Covveoaeeeaao.--
‘Wray Telephone Co..oo oo .____

Bosgm Mass. -
Hamiin, N, ¥
Omaha, Nebr.__

Indianapolis, Ind....

Boston, Mass_...___.
MecKinney, Tex.....
Middletown, Ohio..
St. Louis, Mo.......
Omaha, Nebr
Boston Mass
New Carhsle Ohio..
Boston, Mass.......

Indlanapohs Ind —_—
Omaha,

Leavenworth Kans_
Rochester, N'Y

Milwaukee, Wis....
Denver, Colo-_..__ o
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PART II

GENERAL SURVEY OF OVERASSESSMENTS IN
EXCESS OF $75,000

The total refunds, shown in detail in Part I, amount to $53,735,-
063.56; the total credits amount to $17,944,683.20; and the total
abatements in connection with the same cases amount to $12,416,-
838.85. The total overassessments reported in the period June 1
to December 31, 1928, amount to the sum of the above three
items, or to $84,096,585.61. On these overassessments the sum of
$22,473,308.38 was allowed in interest, making a grand total of
overassessments and interest of $106,569,893.99.

It is important to note that the rate of overassessment allowed
plus interest for the 7-month period June 1 to December 31, 1928,
18 $15,224,270 per month. For the 14-month period March 1,
1927, to April 24, 1928, the corresponding rate was $8,402,147 per
month. There has been an increase of over 80 per cent, therefore,
in the rate of these allowances since our last report. This does not
necessarily represent a more liberal policy in regard to credits and
refunds, for there has been a strong drive made by the bureau for
the purpose of settling old cases in the past year.

Another point which should be observed is the fact that 77 per
cent of these refunds and credits involve taxable years prior to 1922.
When these old years are finally closed a very material decrease in
refunds and credits should be expected. ¢

A complete summary of Part I is now shown, including a classi-
fication of overassessments in re principal cause, which is important
for purposes of discussion:

Summary of overassessment cases reported to the Joint Commitiee on Internal Revenue
Tazxation by the Commissioner of Internal Revenue under the provisions of section
710 of the revenue act of 1928, for the T-month period from June 1 to December
81, 1928. Total cases, 162; monthly average, 23

Total original and additional assessments___ $372, 129, 773. 65

Final tax collected_ . ____ $238, 885, 403. 24
Previous allowances_ _____ 47, 529, 037. 72
286, 414, 440. 96
Overassessments_ ________________________ 85, 715, 332. 69
Barred by statute________________________ 1, 618, 747. 08
Net overassessments____________ . $84, 096, 585. 61
Composed of:
Refunds__ . _____________ 53, 735, 063. 56
Credits. . _._________.____ 17, 944, 683. 20
Abatements_ ______.______ 12, 416, 83S. 85
84, 096, 585. 61
Interest paid on overassessments._____ . _______________ - 22, 475308. 38
Total of overassessments and interest_._______________ 106, 569, 893. 99

Reduction in total assessments by overassessments reported (per cent)__ 22. 60
Average percentage of interest paid on overassessments____ ... _________ 26. 72

58717—29 3 (23)




24

Classification of overassessments in re principal cause

Per cent
= o of over-
um- otal over- assess-
ber of Principal cause nglr:.sggss- Interest cost | assessments | ment to
cases and interest |total over-
assess-
‘ ments
)|
5 | Invested capital. ... ______________ $20, 597, 900. 03 | $12,161, 358. 09 ! $32, 759, 258, 12 24.49
23 | Supreme Court decision; insurance ‘
COMPANIeS._ oo 10, 829, 673. 60 1,424,288.15 = 12,253,961. 75 12.88
O EAT QLT 28 F10T) DRSNS 8, 015,390. 44 1, 624, 130. 42 9, 639, 520. 86 9.53
20 | Special assessment. ... -ocooo_ooo 7, 667,617, 34 2, 308, 308. 71 9, 875, 926. 05 9,00
8t AfRliation. oo e s e e 6, 582, 397. 42 524, 597. 09 7,106, 994. 51 7.83
6 | Inventory adjustments....__. 4,008, 671. 25 563, 822. 30 4, 572,493. 55 4,77
19 | Depreciation. .. __________.__ 3, 866, 865. 82 1,008, 757. 66 4,875,623. 48 4.60
12 | Estate tax___.____..____ 3,032, 323. 70 478, 152. 65 3, 510,476.35 3.61
4 | Reallocation of income. - 2, 361, 197. 61 131, 869. 74 2,493, 067.35 2.81
2 | Foreign taxes...________ 1, 541, 976. 67 49,994.74 1, 591, 971. 41 1.83
GHIRCHT{ LR 0 1, 082, 985. 26 216, 535. 43 1, 299, 520. 69 1.29
6 | Change in accounting period 1,054, 151. 32 183, 650. 76 1,237, 802. 08 1525
3 | Valuations..__-._._.____. 834, 509. 00 119, 069. 57 953, 578, 57 .99
2 | Transfer tax.__.._________ 657, 306. 09 146, 631. 81 803, 937. 90 .78
3 | Change in method of
income. 423, 272, 00 92,774.79 516,046.79 .51
1 | Depletion 121, 820. 25 63, 601. 92 185,422.17 .14
2 | Loss of useful valu 110, 414. 81 45,803. 14 156, 217. 95 .13
29 | Miscellaneous_-._ 11, 408, 113. 00 1, 329, 961. 41 12,738,074. 41 13. 56
162 Grand total- .o oo 84,096, 585. 61 | 22,473,308.38 | 106, 569, 893. 99 100. 00

On account of the very large refund of over $15,000,000 to the
United States Steel Corporation and the refunds to the insurance
companies the above classification of refunds is not as representative
or as instructive as was the case in our former reports. The refunds
only cover the period June 1, 1928, to December 31, 1928, also,
which is a rather short periad to use for analysis.

It has been thought better, therefore, to combine the refunds
reported under the urgent deficiency bill with the refunds under the
1928 act before making an analysis of the results. This gives us a
period from March 1, 1927, to December 31, 1928, exclusive of the
period April 25, 1928, to May 31, 1928, during which refunds were
not required to be reported to this committee. This will give a 21-
month period. The classification of overassessments for this 21-
month period is as follows:
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Classification of overa.ssessmen{s in re principal cause (21-month period March 1,
1927, to April 24, 1928, and June 1, 1928, to December 31, 1928)

‘ ‘ Prer cent
Num- = 5 Total over- [ O: Overas-
ber of Principal cause Overassess: Interest cost [ assessment and | SeSSment
i ment [ | in forosts to total
| | ’ overas-
| sessments
|
30 | Invested capital. ... ____.._.___ $32, 584, 367. 74 ‘ $14, 205, 568. 11 | $46, 879, 935. 85 17.93
78 | Special assessment._._._._.___._______ 26, 008, 452, 53 6,681,081.44 | 32,689, 533. 97 14. 31
33 | Amortization. ______________________ 18, 196, 096. 81 3,929, 518.87 | 22, 125, 615. 68 10.01
50 | Estate tax. . . ... 13,945,437.98 | 1,959, 576. 11 15, 905, 014. 09 7.67
47 | Affiliation_ _________________________ 13, 785, 665.20 | 2,029, 587. 59 15, 815, 252. 79 7.59
3B Dreci Sl oN S e e 11, 338, 538. 79 ’ 2, 518, 499. 11 13, 857, 037. 90 6. 24
23 | Insurance companies (Supreme !
Court decision) __________________ 10, 829, 673. 60 | 1,424,288.15 | 12,253,961.75 5.96
38 | Inventory adjustments. ____________ ‘ 10, 396, 478. 67 1, 783, 273. 20 12,179, 751. 87 Hi2
20 | Valuations__________________________ | 3,298,584.27 469, 931. 34 3, 768, 515. 61 1.81
4 | Reallocation of income______________ | 2, 361, 197. 61 | 131, 869. 74 2,493, (67. 35 1.30
S Obsplescenee .- o " | 2,089,211 46 | 302, 450, 05 2,391, 661. 51 115
9 | Depletion ... ... | 1,948,075. 81 547, 056. 72 2,495, 132, 53 1.07
10 Gifttax ... | 1,928,884.76 291, 355. 57 2, 220, 240. 33 1. 06
4 | Foreigntaxes._______._______________ 1, 755, 539. 50 70,421.04 | 1, 825,960. 54 .97
6 | Transfertax___._____________________ 1,437, 776. 34 417,265.22 | 1,855, 041. 56 | .79
6 | Change in accounting period.__.____ 1,054, 151. 32 183, 650. 76 1, 237, 802. 08 \ .58
5 | Miscellaneous court judgments_.__.\ 1, 009, 187. 11 286, 401. 41 1,295, 588. 52 | .56
3 | Change in method of reporting in-
COME . 423, 272. 00 92, 774. 79 516, 046. 79 .23
3 | Capital stock tax_._________________ 390, 163. 39 85, 426. 05 475, 589. 44 21
ISiNpssiofsusefulivaluetSenatas e 0, 2 | 110, 414. 81 45,803. 14 156, 217. 95 | .06
108 | Miscellaneous. ... _____._.___.._. 26, 860, 677. 99 3,872,137.62 | 30,732, 815.61 | 14.78
123 | Interest recomputation (Supreme ‘ | |
Court decision)____.___.________._ S 1,030, 165. 71 | 1,030,165.71 |__________
|
662 i2oto | SN | 181, 751, 847. 69 | 42,448,101. 74 | 224,199, 919, 43 100. 00
| |

This last classification table appears worthy of study, for some
mmportant conclusions can be arrived at from its analysis.

First. It can be seen that three provisions are responsible for over
42 per cent of all overassessments, and that these three provisions
are now obsolete as far as our present revenue act is concerned, for
they have not been applicable to taxable years since 1921. 1t should
also be noted that two of the provisions are relief provisions. The
above is shown by the following figures:

Per cent of overassessment to total overassessments
Principal cause:

Invested capital - __________ __ ________ o ___._ 17. 93
Special assessment_ _ _ ________________________________________ 14. 31
Amortization______________ o 10. 01

Total . . 42. 25

Second. If the principal cause be examined to determine those in
which valuations are directly or indirectly involved, it will be aston-
ishing to find that over 33 per cent of the total of the overassessments
involve this judgment question in whole or in part. The figures
below show this:

Per cent of overassessment to total overassessments
Principal cause:

Amortization (value in use) - - - _ _ __ _ o e__ 10. 01
Estate tax (value at date of death) ._____________________________ 7. 67
IDepreciatio (M ar IR0l 3N v alic) M S 6. 24
Inventory adjustment (market value)___________________________ 5.72
Valuations (gain or loss, ete.) .- .- _____________________ 1. 81
Obsolescence (decrease in value) - _______________________________ 1.15
Depletion (Mar. 1 value, discovery value) ._______________________ 1. 07
Loss of useful value (serap value) - - _________________________ - .06
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Third. If all provisions not found in our present revepue act are
eliminated, it will be found that 42 per cent of our present troubles
probably lie with these same judgment questions which arise in
valuation of estates, in depreciation, in inventory values, in valua-
tions for gain or loss, in obsolescence, in depletion, and in the deter-
mination of the loss of useful value.

It seems fair to conclude from the above brief analysis that refunds
and credits will be materially reduced when the taxable years prior
to 1922 are finally closed. It is also apparent that if valuations
could be partially eliminated or the methods used made more definite,
then even our present troubles could be materially reduced.

It has seemed worth while to compare the percentage of the total
income and estate taxes returned by each State for 1926 with the per-
centage of the total overassessments allowed the taxpayers from each
of the States for the 21-month period March 1, 1927, to April 24,
1928, and June 1, 1928, to December 31, 1928. This comparison
follows:

Comparison of taxes paid by States and refunds, credils, and abatements, by States,
in percentage

Percentage
of over-
assessments
allowed on
Percentage | income and
of income | cstate taxes
and estate | to total over-
State or Territory taxesrcturned| assessment,
to total tax 21-month
returned period Mar.
(1926)* 1, 1927, to
Apr. 24,1928,
and June 1,
1928, to Dec.
31, 1928
S ERTa he e m NRIIIN oy R 0.38 0.00
Arizona. s .08 .00
Arkansas & .18 .06
California. ... 5.23 2.37
...... .54 .84
____________ 1.51 57l
............ .80 .76
______ St 1501
1.09 .07
...... .53 .20
______ .23 .00
...... .05 .00
...... 9.11 5.26
1.24 .91
.48 .04
.99 .00
.65 1. 36
.57 .12
.37 .00
Maryland. . 1,38 .63
Massachusetts.. ... 4,42 6.71
Michigan.-.___.._.._ 6.05 2.12
Minnesota. N 1.15 .52
Mississippi e .10 .00
Missouri... Salt 2.41 1.78
Montana. ... . - 10 <11
Nebraska. - e mdee e e e —————— =23 22
NeVAAA - oo oo oo mmm .03 .00
New Hamsphire_. _ 12 | .00
New Jersey_._ ... 3.89 5. 84
New Mexico......_ .03 .00
New York.______ 30.63 46.23
North Carolina | 83 4.31
North Dakota | .03 .00
10 e e o ] 5.07 4.13

1 Estate-taxreturns filed in 1927 are used in connection with ineome tax returns for 1926, since 1927 returns
roughly approximate taxes on estates of 1926 decedents.
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Comparison of taxes paid by States and refunds, credits, and abatements, by States,
in percentage—Continued

Percentage
of over-

assessments

allowed on

Percentage | income and

of income estate taxes

and estate |to total over-

State or Territory taxesreturned| assessment,

to total tax 21-month
returned period Mar.
(1926) 1, 1927, to

| Apr. 24,1928,

and June 1,

1928, to Dec.

31, 1928
|

Oklahoma. .. 0.92 0.27
Oregon.._._. e .26 05
Pennsylvania . - 10. 24 8.14
Rhode Island._ . . .56 .83
South Carolina . .18 .06
South Dakota._ .02 .00
Tennessee__. <59 .27
droxasToRiuNs 1.94 Silf
.14 | .00
11 .45
1.04 .37
51 .14
59 .45
‘Wisconsin... 1.59 1.88
AR et Tt R | .04 .00
T Ot Al - oo e eemeam 100. 00 100. 00

2 Alaska included in Washington.

From the above list it can be seen that while New York paid
30.63 per cent of the taxes in 1926, it received 46.23 per cent of all
the refunds reported to the joint committee.

In the same way, Massachusetts paid 4.42 per cent of the taxes
and received 6.71 per cent of the refunds; New Jersey paid 3.89 per
cent of the taxes and received 5.84 per cent of the refunds; North
Carolina paid 0.83 per cent of the taxes and received 4.31 per cent
of the refunds; and the only other States or Territories receiving a
higher percentage of refunds than of taxes paid are Colorado, Dis-
trict of Columbia, Kentucky, Montana, Rhode Island, Vermont,
and Wisconsin.

While the above data are interesting, it appears that conclusions
should not be drawn unless all refunds should be included i the
study rather than just those over $75,000. However, it is fair to
raise this question:

Do the disproportionately large refunds received by the States
of New York, Massachusetts, New Jersey, and North Carolina
occur because the taxpayers in those States make a larger number
of mistakes or do they occur because the taxpayers have better
lawyers in those States?

It can not be doubted that in the matter of tax adjustments,
taxpayers who live east of the Mississippi are at a considerable
advantage because they can contest these taxes with less expense
before the bureau in Washington.
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In concluding this part of the report it seems proper to sum up
the principal conclusions which can be drawn from the analysis
made, as folllows:

1. Eighty-three per cent of all refunds reported to the joint com-
mittee in a 21-month period involve the excess-profits tax years prior
to 1922.

2. Forty-two per cent of all refunds are due to provisions no longer
found in our revenue act.

3. The present provisions which seem to be most troublesome from
the standpoint of refunds are those which involve valuations of
tangible and intangible property.

4. The decision of the Supreme Court of the United States in the
National Life Insurance Co. case materially lowers even the very
small tax imposed on life-insurance companies by the revenue act.
It will cost the Government approximately $35,000,000 in refunds
and $8,000,000 per annum for the future.

Special attention is directed to the supplement immediately follow-
ing, which contains valuable statistics prepared on refunds by the
Treasury Department. The point of view taken is somewhat
different, and no attempt has been made to reconcile the two
compilations.



SuppLEMENT TO Part II

ANALYSIS OF OVERASSESSMENTS PREPARED BY THE
TREASURY DEPARTMENT

LETTER OF TRANSMITTAL

TREASURY DEPARTMENT,
Washington, June 17, 1929.

My Drar Mg. CaamrMAN: In accordance with the decision of the
joint committee at its meeting on June 8, I am transmitting herewith
an analysis of the overassessments reported to the committee prior
to January 18, 1929. Several months ago the Treasury directed
that this analysis be prepared and kept current, primarly for our
use and for the use of your committee. It is believed that this
report will be of interest to your committee and a useful supplement
to the statistics and discussion found in Part II of the report of your
division of investigation recently submitted to you.

Every one familiar with the revenue-collection system recognizes
that refunds and credits are obviously a necessary incident to the
administration of our tax laws. It is believed, however, that a
reasonably accurate and detailed analysis of the specific reasons has
not been available heretofore. In this connection it is particularly
Interesting to point out that the accompanying report shows that
85.20 per cent of the overassessments are attributable to clerical or
bookkeeping adjustments or to causes beyond the control of either
the Treasury or the taxpayer—that is, to adjustments after the pay-
ment of tax based upon causes which could not fairly be considered
prior to the payment, such causes being:

Per cent

Court and board deeisions__ . . _________________________________ 128,07
Relief under special assessment_ _ . _________________________________ 10. 50
Retroactive legislative_ _______________________ . 27.01
Amortization_____________ . ST
Changes in invested capital ._______________________________________ 8. 50
Depreciation_ - ___________ . 3. 80
Depletion . __ 1. 60
Shifts of income_________________ . ___ 8. 08
Duplicate assessments_ ___________ i e e 2 e e o 6. 52
Inventories_ . __ ___ 3. 52
Changes in affiliation._ . __________________________________________ 2. 43
REAEIL o o e o e 3 S e R i i 85. 20

Very truly yours,
E. C. Avvorp,
Special Assistant to the Secretary of the Treasury.

Hon. Wimnris C. HawLgy,
Chairman Joint Committee on Internal Revenue Taxation,
House of Representatives.

1 This figure does not include overassessments due to stipulated board decisions.
3 This figure includes amortization allowances under section 1209, revenue act of 1926,

(29)
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ANALYSIS OF OVERASSESSMENTS

The following report is intended to cover the causes resulting in
those overassessments which have been submitted to the Joint Com-
mittee on Internal Revenue Taxation pursuant to the provisions of
the urgent deficiency bill approved February 28, 1927, and the pro-
visions of section 710 of the revenue act of 1928. The report includes
all cases except those pending with the joint committee on January
18, 1929.

The number of income and profits tax cases examined in connection
with the present report was 591, while the number of miscellaneous
tax cases examined was 61. It sometimes happened that more than
one report was submitted to the joint committee in the same case,
covering different years or covering a supplemental overassessment
for the same year. For this reason there is some discrepancy between
the number of cases above referred to and the number of reports in
such cases previously submitted to the joint committee.

In many of the cases overassessments were approved and issued
prior to the urgent deficiency act of February 28, 1927, then after
the passage of such act supplemental certificates in the same cases
were considered and made the subject of reports to the joint com-
mittee. More as a matter of general interest a check was made of
the cases to determine the amount of the original assessments as per
the original returns, the amount of the additional assessments, and
the amount of the overassessments. The object of this check was to
find the extent to which the overassessments covered the original
taxes assessed. As a result of this check it was found that the total
original tax assessed amounted to $839,749,667.30, that the total
additional tax amounted to $122,157,067.92, and that the total over-
assessments amounted to $238,908,750.92. The total overassessments
thus exceeded the total additional assessments by $116,751,683, so
that the original tax was overassessed by the latter amount which
represents 13.9 per cent of the original tax.

Another comparison may be made by deducting from the figures
above set out the amounts of overassessments due to court decisions,
board decisions, specific legislation, and duplicate assessments, which
amounted to $35,017,557.18, $21,769,260.14, $8,922,619.88, and
$11,737,630.27, respectively, or a total of $77,447,067.47. Deducting
the latter figure from $116,751,683 leaves $39,304,615.53, which is
4.6 per cent of the original tax. Overassessments due to shifts of
income amounted to $24,854,767.88, while additional taxes resulting
from such shifts amounted to $27,911,192.82. The figure $8,922,-
619.88 is conservatively stated, since it does not include overassess-
ments due to the retroactive effect of section 1209 of the revenue
act of 1926, which validated a great number of amortization claims
otherwise outlawed under the board’s decision in the case of Stauffer
Chemical Co. (2 B. T. A. 841). Also the figure does not include
overassessments allowable because of other retroactive provisions
which validated claims which would otherwise have been outlawed.
(See sec. 252 of the 1918 and 1921 acts as amended by the acts of
March 4, 1923, and March 13, 1924; also 281 (e) of the 1924 act and
284 (g) of the 1926 act.) It is known that overassessments due to
these retroactive provisions amount to a very substantial sum, but
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due to lack of time for compiling the present report a check as to
the amount has not been made.

It is believed that it may be conservatively stated that all over-
assessments in the cases now under consideration in excess of the
additional taxes in the same cases may be attributed to such ele-
mentary and unavoidable reasons as court and board decisions, spe-
cific legislation, duplicate assessments, and shifts of income, which
shifts produced more deficiencies than overassessments.

Included in the above comparisons, as well as in those which follow,
is the United States Steel case for the year 1917. The original tax,
additional tax, and overassessments of this company for the year
1917 were approximately $200,000,000, $17,700,000, and $44,000,000,
respectively.

Aside from the check above described the cases were analyzed with
a view toward determining the principal causes of those overassess-
ments which were considered after the urgent deficiency act of
February 28, 1927, and after the passage of section 710 of the revenue
act of 1928 and which were specifically made the subject of reports to
the joint committee on internal revenue taxation. (Although the
prior overassessments were reviewed in connection with subsequent
overassessments they are not actually explained in detail in the reports
to the joint committee.) In making this check the following plan
was decided upon as giving the best cross-section of the matter:

It was decided to find first the amount of the overassessments
submitted to the joint committee which were due to board decisions,
court decisions, specific legislation, special assessment, duplicate
assessments and ‘‘other causes.” ‘“Other causes’” were in turn
classified into depreciation, depletion, obsolescence and loss of useful
value, inventories, changes in affiliation, losses and bad-debt deduc-
tions, invested capital adjustments, amortization, shifts of income,
and miscellaneous. The amounts of overassessments caused by
shifts of income to other years or other taxpayers due to all “other
causes”’ was also listed as well as the additional taxes collected in
other years from the same taxpayer or other taxpayers as a result
of such shifts of income. The overassessments caused by shifts of
income amounted to $24,854,767.88 while the additional taxes result-
ing from such shifts amounted to $27,911,192.82. The latter figure
is conservative since in many cases the amount could not be deter-
mined in the time available and nothing was listed although it was
known that additional taxes had resulted.

It was decided that the most equitable basis on which to determine
the amount of overassessments due to the above causes was to appor-
tion the total overassessments among the different causes on the basis
of the ratio which the reduction in income due to each cause bore to
the total reduction in income or increase in capital and this was done."
A similar basis was used in miscellaneous taxes. When the amounts
of the overassessments due to each cause were found in this manner
the ratio of these amounts to total overassessments was then de-
termined. It was then assumed that the refunds, credits and abate-
ments were made in the same ratios except that all overassessments
due to duplicate assessments and jeopardy assessments were applied
to abatements unless it appeared that they had been applied to credits
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or refunds. The following is a summary of the results obtained by
this system, when applied to income and miscellaneous tax cases:

. . Amount of |. : Per

Classification Refund Abatemmernt Credit Total o
Courkidecisions Sy SEEREIEENI $29, 984, 396. 94 | $2,584,269.35 | $2, 448, 890.89 | $35, 017, 557. 18 19.44
B. T. A. decisions. 11, 083, 553. 45 5, 531, 396. 64 5,154,310.05 | 21, 769, 260. 14 12.08
Specific legislation_ 5, 248, 523. 36 2, 680, 249. 12 993, 847. 40 8, 922, 619. 88 4.95

Special assessment____ 13, 582,132, 76 1, 844, 222. 07 3, 494, 309. 01 18, 920, 663. 84 10. 50
Duplicate assessments._.. 969, 400. 94 8, 582, 214. 45 2,186,014.88 | 11,737, 630. 27 6. 52
Other causes .. o._.._._ 49, 224, 393. 45 14, 214, 935.35 | 20,339,977.99 | 83,779,306.79 46. 51

TFotal. . Seem 110, 092, 400. 90 | 35,437,286.98 | 34,617,350.22 | 180, 147,038.10 | 100.00

Analysts of classtfication, other causes

Ttem Refund Abatement Credit Total c]‘;fl‘;
Depreciation. ... _..____..._. $3, 975, 443, 03 $1, 188,479. 85 $1, 734, 419. 66 $6, 898, 342. 54 8. 234
Depletion.__ = 1,667, 547. 12 498, 522. 09 727, 523. 07 2, 893, 592. 28 3.454
Obsolescence-..__ - 917, 950. 00 274, 426. 04 400, 436. 32 1, 592, 862. 36 1. 901
Inventory changes_. e 3, 658, 669. 02 1,093, 778. 58 1, 596, 216. 43 6, 348, 664. 03 7.578
Affiliation changes. . 2, 526, 321. 14 755, 257.15 1,102, 191. 89 4, 383, 770. 18 5.233
L0SSeSa e - 830, 004. 45 248, 134. 25 362,117, 14 1, 440, 255. 84 1.719
Invested capital. . " 8, 832, 342. 01 2, 640, 475. 66 3, 853, 403, 91 15, 326, 221. 58 18. 294
Amortization_____ . 7, 502, 735. 83 2, 242, 982. 82 3, 273, 318. 85 13, 019, 037. 50 15. 540
Shifts of income..__.._________ 8, 393, 870. 72 2,509,392.34 | 3,662, 106. 18 14, 565, 369. 24 17. 385
Miscellaneous=—=>-— 2o - 10, 919, 510. 13 2,763,486.57 | 3,628, 194. 54 17, 311, 191. 24 20. 662

o e e 49,224,393.45 | 14,214, 935,35 ‘ 20,339,977.99 | 83,779,306.79 | 100.00

The adjustments classified under “other causes” all pertain to
matters not covered by board and court decisions and matters not
specifically classified, although some of the same type of adjustments
in other cases may fall under the specific classifications. For example,
some of the invested capital adjustments would be reported under
the board’s decision in the Regal Shoe case (1 B. T. A. 896), while
other invested capital adjustments not affected by this or other de-
cisions would be reported under the subheading “invested capital’’
under “other adjustments.”

The exhibits attached to this report contain a list of board and
court decisions with the amounts of refund, credit, and abatement
due to each.

There seems to be no doubt but that the amounts of overassessments
attributed to board and court decisions are conservatively stated.
One reason for this is that due to the limited time available in making
the present check all adjustments (particularly those pertaining to
invested capital and those which caused overassessments prior to the
overassessments submitted to the joint committee) could not be
analyzed in the light of all board and court decisions. 'There was not
sufficient time available to call out the closed files in the cases which
also prevented a more detailed check. The adjustments classified
under board and court decisions are ones which could be so classified
practically at the first reading. Another reason why this classifica-
tion is conservatively stated is that there are many board and court
decisions supporting the bureau regulations and rulings and the over-
assessments falling within this class are not reported as being due to
such decisions.



33

The following examples illustrate the classification as between
board and court decisions and ‘“‘other causes.” The board has sus-
tained article 143, Regulations 45, with respect to loss of useful value
(Automatic Transportation Co., 3 B. T. A. 505; Sheridan Coal Co.,
4 B.T. A.563). The board has sustained article 161, Regulations 45,
pertaining to obsolescence in the case of Kilby Car & Foundry Co. ».
Commissiouner (4 B. T. A. 1294). 1In the case of L. S. Donaldson Co.
(Inc.) (12 B. T. A. 271) the board has sustained the bureau rutings
published as L. O. 1108, C. B. 111-1, page 412, and S. M. 3384, C. B.
IV-1, page 277, which rulings treat dealings between affiliated com-
panies prior to January 1, 1917, as dealings between separate com-
panies. These and other similar rulings sustained by the board and
the courts had a material effect in a number of cases. In a negative
sensc at least overassessments due to these causes could be attributed
to board decisions, since if the regulations and rulings had been over-
ruled the overassessments would not have been allowed, but since
the adjustments were allowable under regulations and rulings which
were not changed, they have not been classed as attributable to board
decisions.

Again the board and the courts have adopted the burcau’s inven-
tory regulations with respect to the right of the taxpayer to report
inventories on a cost or cost or market whichever is lower basis; also
the board allows amortization, depletion, depreciation, affiliation of
companies, and the like. Consequently, if the matter of plaeing over-
assessments due to board and court decisions were carried far enough,
practically every allowance could be attributed to such eauses. As
will be later indicated, the board has also sustained practically all, if
not all, of the bureau’s fundamental ideas of special assessment as ex-
pressed in L. O. 1109, C. B. 1-2, page 253, and other rulings, so that
n a sense the present special assessment allowances could be attribut-
ed to board decisions. However, they have not been so classified
except in a very few instances where the particular case under review
had been before the board.

It should also be mentioned that in a number of cases overassess-
ments were submitted to the Joint Committee as a result of the settle-
ment of litigation in those particular cases. In the class of cases here
referred to the taxpayer signed an order of dismissal of the litigation
which was deposited in escrow with the Department of Justice, the
same to be filed with the court upon the issuance of an overassessment
in the amount specified. Overassessments in sueh cases as these are
notin the present report classed as being attributable to court deeisions.
There is another closely related type of case where, instead of deposit-
ing the agreement in escrow pending the issuance of the certificate of
overassessment, the taxpayer and the Government stipulated the
amount of the judgment and after review of such stipulation the
board entered a judgment. Since overassessments in these cases are
based on an order of the board, such overassessments have been classed
as being attributable to board deeisions ‘““‘in the instant case.” Again
in some of the cases covered in the present report it is found that there
had been a court or board order covering adjustments for one year
which also affected adjustments for other years of the same taxpayer.
Overassessments for the other years so far as affected by the court or
board decisions have been attributed to such decisions.
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Likewise an attempt has been made to keep the overassessment
due to specific legislation at a minimum. For example, as a result
of the board’s decision in the case of Stauffer Chemical Co. (2 B.T. A.
41), it was found that a great many claims for amortization were out-
lawed. A few months later Congress cured practically all these
outlawed claims by section 1209 of the revenue act of 1926. A great
many of the amortization allowances covered in the present report
could be attributed to this retroactive legislation but since claims
covering such allowances would have been allowable under the
bureau’s interpretation of the prior acts had it not been for the board
decision, allowances under such claims have not been classified as
due to specific legislation. The overassessments brought within the
classification of specific legislation pertain primarily to legislation
affecting rates of tax retroactively, mmstallment sales (of which very
few are covered in the present report), section 703 of the revenue act
of 1928, section 254 (¢) of the revenue act of 1926, and net losses.
Overassessments due to duplicate assessments are self-explanatory.

Generally speaking, the overassessments covered in the present
report are caused primarily by the following: (1) in doubtful matters
of statutory construction the taxpayers did not place the same
interpretation as did the department on various provisions of the
acts; (2) even if their interpretation was the same as that of the
department they could not determine valuations and gather other
data necessary to compute the correct amount of tax liability until
after their returns were filed; (3) the departmental interpretations of
the acts were later changed either on the initiative of the department
or because of court or board decisions; (4) retroactive legislation;
and (5) failure of the taxpayers to follow the plain provisions of the
acts.

The first edition of Regulations 45 pertaining to the revenue act of
1918 was not promulgated until April, 1919. Many taxpayers had
already filed their returns and although others secured extensions of
time for filing for a few months, an examination of the cases shows
that the meaning of many provisions of the act and the regulations
was not well understood. Regulations 62 pertaining to the 1921 act
were also not promulgated until February, 1922. The following are
examples of some of the difficuliies noted:

A taxpayer knew that it was entitled to depreciation and depletion
based on the March 1, 1913, value of certain assets, but through lack
of time necessary to determine values as of that date based deprecia-
tion or depletion on cost or on estimated March 1, 1913, value know-
ing that correct values would have to be later determined. Again
a taxpayer deducted a lump sum for depreciation, merely estimating
the amount thereof, but later made a segregation of assets and applied
more scientific rates thereto based on the life thereof and the extent
to which the depreciable assets were actually used during the particular
taxable year under consideration. Values in connection with dis-
covery depletion also often required time for determination extending
beyond the time when returns were required to be filed.

A taxpayer probably knew that the act provided for a reasonable
allowance for amortization of facilities acquired for war purposes but
whether it was of the class entitled to such an allowance and how the
allowance was to be determined was probably not known at the time
returns were filed or even if known the detailed data required to sup-
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port the allowance had to be gathered later. The revenue acts of
1918 and 1921 (Sec. 234 (a) (8)) contemplated these difficulties and
provided that a taxpayer could request or the commissioner on his
own initiative could reexamine the returns and other data and make a
redetermination of amortization up to March 3, 1924. The allowance
for amortization was, generally speaking, based on the difference
between cost and sale or salvage value or postwar replacement costs,
or, on a comparison of capacity with postwar value in use in order to
determine the remaining usefulness of the asset. Necessarily most
of these comparisons could not be made until after the returns were
filed with the result that a revision of the amortization deduction
taken on the return was nearly always necessary.

During the war period many taxpayers entered into contracts
with various branches of the Government and war agencies, par-
ticularly the War and Navy Departments, Shipping Board, and the
Railroad Administration. After the war ended settlements under
these contracts were necessary and tax liability could not be deter-
mined until after such settlements were made. Settlement of tax
liability in many oil cases was also delayed due to the impoundment
of funds growing out of the President’s withdrawal order of 1909,
subsequent litigation in connection therewith, and settlement under
the leasing act of 1920. Some of the difficulties encountered in this
respect are covered in L. O. 1110, C. B. 1I-1, page 104, and G. C. M.
1505, C. B. VI-1, page 208. Various taxpayers also had difficulty
in determining where they stood with respect to their foreign accounts
following the war period. Furthermore, during the war period tax-
payers were encouraged by the Government to pay their taxes and
settle doubtful points afterward since the Government needed the
money. An example of this is found in section 1009 of the 1917 act
and T. D. 2622 interpreting the same, which gave taxpayers a dis-
count of 3 per cent on payments made within four and one-half
months after the close of the taxable year.

Congress has from time to tume since the passage of the 1918 act
passed legislation extending the time within which companies could
file claims for refund or credit, in cases where they had previously
filed waivers. Compare section 252 of the 1918 and 1921 acts as
amended by acts of March 4, 1923 and March 13, 1924—281 (e),
1924 act, 284 (g) 1926 act. These provisions of the various acts have
revived or made possible the filing of many valid claims and conse-
quently made possible many refunds and credits which would other-
wise have been outlawed. Overassessments which have been made
possible only because of these provisions belong strictly under the
classification of specific legislation. However, an investigation in
this respect would have made necessary the calling out of the com-
plete files including all correspondence in the cases recently examined.
This probably could not have been done and an intelligent examina-
tion made under one month’s time and the examination may have
taken longer, so for the purpose of the report no part of the over-
assessments due to this type of legislation has been reported as being
due to specific legislation.

Sections 327 and 328 also provided for relief in taxes in certain
cases if a comparison with representative concerns showed that the
taxpayer was entitled to such relief but the classes of taxpayers
entitled to the benefits of these sections were not made clear until
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later interpretations of the sections were published. Again, even if
the taxpayer knew that it .was entitled to relief it had no means of
knowing the amount thereof since the rates of tax paid by its com-
petitors were not usually available to it. The average taxpayer
computed and paid its tax and then filed a claim asking for the benefit
of the relief provision where it thought that it might be entitled to
such a benefit.

Section 240 provided that companies which were affiliated within
the meaning of the section should file a consolidated return. Much
confusion existed as to which companies were affiliated within the
meaning of the statute and as to how the consolidated income and
invested capital were to be determined even if they were affiliated.

There was also confusion in determining the amount of gain or loss
on disposition of assets both from a valuation point of view and
because March 1, 1913, values figured in the basis to be used.

Although the net loss provisions of the 1918 and 1921 acts (sec. 204)
were fairly clear they were often misconstrued and many taxpayers
neglected to take advantage of them altogether.

In reporting inventories many taxpayers did not follow the pro-
visions set forth in the bureau regulations. Some of the methods
used by the taxpayers which were not approved by the bureau
regulations were the deductions of reserves for price changes; the
deduction of an estimated depreciation in value of inventories; the
valuation of part of the inventory on a cost basis and another part
at cost or market whichever was lower basis, although the value of
both parts of the inventory may have been greater or less than cost,
the valuation of inventories at nominal prices or at a constant price
and the inclusion in inventories of stock in transit, title to which was
not in the taxpayer. Such practices as these are contrary to bureau
regulations 1581 to 1588, Regulations 45 and 62.

There was confusion under the 1918 and 1921 acts as to whether
the estate or the beneficiary should deduct inheritance or death
taxes paid to the various States and also as to the correct manner
of making returns in States having community property rights.

A taxpayer made his return on different periods of time from
that on which the books were kept or made returns on a cash basis
when the books were on an accrual basis contrary to the provisions
of articles 23 to 26, Regulations 45; a profit or loss was reported
on the sale of a company’s own stock contrary to the provisions of
article 542, Regulations 45; an individual who incorporated his
business during the year reported as corporation income the income
of the business for the entire year; a taxpayer forgot to deduct the
various taxes (other than income, war profits and excess profits
taxes) (article 31, Regulations 45) or deducted the same in the wrong
year; a taxpayer deducted from income a reserve for bad debts,
losses or for injuries and damages whereas the 1918 act does not
provide for such deductions; a taxpayer did not take advantage of
the provisions of articles 161 and 143, Regulations 45, which permit
a deduction for obsolescence and loss of useful value; a taxpayer
did not take advantage of credit allowed for foreign taxes paid or
if he did take such a credit the foreign taxes were later revised
which made necessary a revision of American taxes (article 381,
Regulations 45); a good many overassessments were caused by the
abatement of jeopardy assessments made as the result of a super-
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ficial audit and in other instances the full amount of tax liability
was assessed on the original and the amended return causing a
duplication of assessments; profit or loss on sale of stock rights was
often miscomputed prior to the issuance of bureau rulings (see T.
D. 3403, C. B. I-2, p. 64); there was erroneously included in re-
turns income from tax-exempt securities or income which accrued
prior to March 1, 1913; a taxpayer failed to take advantage of sec-
tion 234 (a) (5) of the revenue act of 1921 which permits the partial
write-off of bad debts; a taxpayer determined that income from Gov-
ernment contracts was derived in a certain year pursuant to the
provisions of article 52, Regulations 45, with a different rule pre-
scribed by article 51 of Regulations 62; or a company computed its
taxes at the ordinary corporation rates but found that it was entitled
to personal service classification which made necessary a recompu-
tation of the corporation’s and usually the sharcholders’ tax liabihty.

It is obvious that most of the mistakes above referred to (which
are cited merely as examples of the more general class of mistakes)
worked both ways and probably as often resulted in additional taxes
as in overassessments. IFor example, matters of depreciation, de-
pletion, gain and loss on sale of assets and inventories often being
difficult of proper determination imany taxpayers through their lack
of understanding of the matters reported too small a tax and were
later assessed additional taxes while others reported too great a
tax and were later allowed overassessments. [t should be kept in
mand that we are here dealing primarily with that class of taxpayers
which overpaid their taxes and where a correction of the type of mistakes
above referred to usually worked to the taxpayer’s advantage.

An examination of the cases submitted to the joint committee
shows that one of the major causes for the overassessments is the
application of the special assessment provisions of the 1917 and 1918
acts (sec. 210, revenue act of 1917; sec. 327-328, revenue act of 1918).
The amount of overassessments due to this cause as shown by the
present report is $18,920,663.84, or 10.5 per cent of the total over-
assessments. The amount allowed through the special assessment
provisions as shown in the present report is substantial and seems to
call for a few comments.

It should first be noted that special assessment is mandatory where,
under the provisions of section 327 (@), the commissioner is unable
to determine the invested capital as provided in section 326 and
under the provisions of section 327 (b) where a foreign corporation is
involved and under the provisions of section 327 (¢) where a mixed
aggregate of tangible and intangible property has been paid in for
stock or for stock and bounds and the commissioner is unable
satisfactorily to determine the respective values of the several classes
of property at the time of payment or to distinguish the classes of
property paid in for stock and bonds, respectively. Many of the
overassessments covered in the preseat report fall within subdivisions
(@) and (¢) and a few within (b). The language and intent of these
provisions of the act are quite clear. This type of case involves
primarily a matter of judgment as to whether the facts in a particular
case are such as to bring the taxpayer within the meaning and intent
ofgthe statute.
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It is also worthy of note that in view of the provisions of subdivi-
sions (@) and (c) of section 327 much time and effort both on the
part of the taxpayer and the Government have been saved in recon-
structing capital accounts to meet the requirements of section 326.
In a great many of these cases it is quite apparent that capital could
have been built up under section 326 to a point greater than that
shown on the return which would have produced substantial over-
assessments even though it may have been known that there was
still considerable capital which could not be proven. Overassessments
which would have resulted from these reconstructed capital accounts
should theoretically at least be offset against the overassessments due
to special assessment. It is believed that this point is often overlooked
in reviewing the administration of the special assessment provisions.
It is also not inconceivable that had it not been for the abnormal
condition provisions found in section 327 (d) of the 1918 act retro-
active legislation would have been passed following the war period
giving relief in some manner to those companies which were inequi-
tably taxed under the complicated provisions of the excess and war
profits tax laws.

Another point which should be noted is that in one sense practically
all of the overassessments due to special assessment are sustained by
the board decisions since the board has adopted practically all, if not
all, of the bureau’s fundamental principles covering special assessment
and even in some instances extended the relief provisions beyond the
bureau’s interpretation thereof. This appears from the comparison
of bureau rulings and board decisions pertaining to special assessment
as set forth below.

For the purpose of the present report, however, the overassessments
due to special assessment ($18,920,663.84 or 10.5 per cent of the over-
assessments) have not been listed as due to board decisions. The
argument might be made that although the board has adopted the
fundamental principles of the bureau in matters of special assess-
ment, nevertheless this type of case must be judged on its own par-
ticular facts so that the matter is one largely in the discretion of the
commissioner. This is true but when the very large number of tax-
payers which have been granted special assessment by the board
after the bureau had disallowed special assessment in these same
cases is considered it seems reasonably safe to say that the indications
are that the board is more liberal in such matters than the bureau.

The following is a comparison between bureau rulings and board
decisions in special assessment cases.

L. O. 1109, C. B. 1-2, page 253, holds that the phrase ‘“abnormal
conditions affecting the capital or income of the corporation’’ includes
the following cases, among others:
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L. 0. 1109

(a) Where a corporation is placed in
a position of substantial inequality
because of the time or manner of organ-
ization. (Also A. R. R. 110, C. B. 2,

p. 303.)

(b) Where the capital employed al-
though a material income-producing
factor is very small or in a large part
borrowed.

(¢) Where there are excluded from
invested capital computed under sec-
tion 326 intangible assets of recognized
value and substantial in amount built
up or developed by the taxpayer.

(d) Where the net income for the
year is abnormally high, due to realiza-
tion in one year of (1) income earned
during a period of years (also A. R. R.
588, C. B. 5, p. 301) or (2) extraordi-
nary profit derived from the sale of
property the principal value of which
has been demonstrated by prospecting
or exploration and discovery work done
by the taxpayer, or (3) gain derived in
one year from the sale of property the
increase in value of which had accrued
over a period of years.

(e) Where proper recognition or al-
lowance can not be made for amortiza-
tion, obsolescence, or exceptional de-
pletion due to the World War.

OTHER BUREAU RULINGS

L. O. 1000-A, C. B. 2, page 299,
recognizes that abnormal conditions
affecting capital or income in prewar
years may be a cause for special assess-
ment.

S. M. 4877, C. B. V-1, page 340,
recognizes that payment of low officers’
salaries may be a ground for special
assessment in certain cases.

In A. R. R. 332, C. B. 3, page 362,
the bureau allowed special assessment
where a stockholder paid in to the cor-
poration an intangible asset of sub-
stantial value for a nominal considera-
tion.

The bureau has allowed special as-
sessment where a company spent sub-
stantial sums in advertising special
brands of merchandise all of which ex-
penditures were charged to operating
expense (A. R. M. 12, C. B. 2, p. 292;
A. R. M. 141, C. B. 5, p. 296).

58717—29——4

Sustained by the following Board of
Tax Appeals decisions:

National Casket Co., 3 B. T. A. 954;
D. N. & E. Walter & Co., 4 B. T.%A.
142; Rothschild Colortype Co. » Com-
missioner, 14 B. T. A. 718.

Standifer Construction Co., 4 B. T. A.
525; E. B. Ficklen Tobacco Co. v. Gom-
missioner, 10 B. T. A. 51.

Meade Cycle Co. ». Commissioner,
10 B. T. A. 887; J. G. Curtis Leather
Co., 13 B. T. A. 1259.

Pittsburgh Supply Co. ». Comimnis-
sioner, 14 B. T. A. 620; Wallis Tractor
Co. v. Commissioner, 3 B. T. A, 981.

Apparently not ruled upon®by the
board. This is of extremely limited ap-
plication.

Guarantee Construction Co., 2 B. T.
A. 1145.

Sol Frankel (Ine.), 3. B. T. A. 494,
and other B. T. A.’s cited in S. M. 4877,

In J. M. & M. S. Browning Co., 6
B. T. A. 914, the board allowed special
assessment under substantially the
same circumstances sustaining the
bureau’s prior allowance of special as-
sessment in the same case but denied
the taxpayer’s claim for paid-in sur-
plus.

Northwestern Yeast Co., 5 B. T. A.
232; Geo. W. Caswell Co. v. Commis-
sioner, 14 B. T. A. 15.
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In the following cases the board seems to have gone beyond the
bureau in the recognition of abnormal conditions:

BUREAU RULINGS Special assessment allowed by board
in—

A. R. R. 518 refused to recognize a Rex Machinery Co., 3 B. T. A. 182.
favorable contract as a cause for spe-
cial assessment.

The bureau has held that exclusion J. H. Guild Co. v. Commissioner, 11
of intangibles under the 20 and 25 per B. T. A. 914;
cent limitation provisions of the 1917 Detroit Opera House Co., 13 B. T.
and 1918 acts (sections 207 and 326) A. 587;
is not a cause for special assessment Clarence Whitman & Sons (Inc.), 11
and that a cause does not exist through B. T. A. 1192.
the operation of section 331 of the 1918
act. (See A. R. R. 599, C. B. 5, p.
304.)

It will be noted from the attached Exhibit A that interest paid on
amounts refunded or credited in income tax cases amounted to
$28,424,550.62 or 21.7 per cent of the amounts refunded and credited.

Practically all the foregoing general discussion pertains to income
and profits taxes. The following is the situation with respect to
miscellaneous taxes:

In the 61 miscellaneous cases that were examined 46 were estate
tax, 10 gift tax, 1 beverage tax, 1 tax on initiation fees, 2 capital
stock tax, and 1 sales tax. The tax originally assessed in these cases
was $65,876,021.36, the additional tax assessed was $14,731,146. 79
and the total amount refunded was $11,585,926.58. (The figures
have been included in the comparisons made in the first part of this
report.) The refunds in these cases were over $3,000,000 less than
the additional taxes assessed. A summary of the causes of the re-
fund, the amount and the percentage to the total refunds is as follows:

Cause Amount Percentage
Court decisSions . - . . e £6, 251, 053. 66 | - 54
Board deeisions. e 349, 815, 33 3
Retroactive rates. ... 2, 381, 689. 73 20
Other Catses - . e emam 2, 603, 367. 86 23

The principal causes of the refunds were court decisions holding
certain provisions of the estate and gift taxes unconstitutional or not
retroactive, the retroactive rates imposed by sections 322 and 324
of the revenue act of 1926, and “other causes.” A summary of the
“other causes” is as follows:

Administration expenses, attorneys’ fees, executors’ commissions.. $606, 950. 21

Transfers excluded from gross estate_ - ________________________ 735, 457. 27
Charitable deduetions_ - _ ____ o ____ 518, 319. 58
Valuations. _ __ __ 353, 828. 26
Credits for inheritance taxes_.________________________________ 122, 450. 72
Miscellaneous items_ .- __ _________._______._______ b e 266, 359. 82

The refund for administration expenses, executors’ commissions,
and attorneys’ fees is largely due to the fact that they were paid and
allowed by the probate courts after the filing of the return and the
payment of the Federal estate tax. Of the transfers excluded from
the gross estate, more than half arose from the settlement of two
cases which were in litigation. The total abatements were $767,-
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583.69, of which $435,197.53 was due to retroactive rates, $178,000.15
to credits for inheritance tax, and the remainder to miscellaneous
adjustments.

It is believed that this report and attached schedules present a fair
and impartial analysis of claims cases.

Exhibits are attached concerning cases submitted to the joint com-
mittee as follows:

A—=General classification of overassessments in income tax cases.

B—Analysis of overassessments in income tax cases by court and
board decisions, ete.

C—Subanalysis of ‘“balance of overassessments’ in income tax
cases.

D—General classification of overassessments in miscellaneous tax
cases.

E—Analysis of overassessments in miscellaneous tax cases by court
and board decisions, ete.

Exuisir A

Dastribution of overassessments reported to congresstonal commattee, tncome tax cases

Board decisions:

Refund_ _________________________ $10, 733, 738. 12
Abatement___________________________ 5, 531, 396. 64
Credit ___ 5, 154, 310. 05
(ota] S E  SR $21, 419, 444. 81
Court decisions:
Refund______________________________ 23,733, 343. 28
Abatement___________________________ 2, 529, 214. 76
Credit. . ____ 2, 448, 890. 89
Total . _ . 28, 711, 448. 93
Statutory provisions:
Refund.__ __________________________ 16, 448, 966. 39
Abatement_ . _____________________ 4, 089, 273. 66
Credit. - ___ 4, 488, 156. 41
IO oy i e i o i S S = 25, 026, 396. 46
Duplicate assessment:
Refund______________________________ 969, 400. 94
Abatement___________________________ 8, 582, 214. 45
Credit. - 2, 186, 014. 88
Total . __ 11, 737, 630. 27
Balance of overassessment:
Refund______________________________ 46, 621, 025. 59
Abatemente = _-_ . 13, 937, 603. 78
Credit _________________ 20, 339, 977. 99
Total .. ____ ___ . 80, 898, 607. 36
Total of overassessments reported to committee__.______ 167, 793, 527. 83
Total interest refunded on above overassessments____________ 28, 424, 550. 62
Amount of above overassessments caused by shift of income___ 24, 854, 767. 88

Amount of tax in respect of other years or taxpayers caused by
suchishittiofilinconicEusa R DI B S 27, 871, 192. 82
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ExHisir

B

Income tax—Analysis of overassessments

1. COURT DECISIONS

Amount of

Name of case Citation Refund aBaieinont Credit
New York & Albany Lighterage Co. | 273 U. S.346__.__. $126, 608,86 oo -coto oo o |l SRR
v. Bowers.
Inéel nation:él Curtis Marine Turbine | 63 Ct. Cls. 597__.__ 92,603.83 ||
0.0
Blair ». U. S ex rel. Birkenstock..__. 271 U. S, 348______ 12, 762. 68
Sa}fi’ll_‘e\me Mifg. Co. ». Victor & | 26 Fed. (Zd) 249 __ 101, 060. 33
chelis.
Nat’l Life Ins. Co. ». U. 8 217U S.508__ 8,309, 763. 96
Pitney ». Dufiy. 2 Fed. (2d) 230 2, 895. 52 S
Duffy ». Mutual 272U, S.613.-__._| 3,665,273.91 |- forme
Reinecke ». Gardmer, Tr. O’ Gara | 277 U. S. 239______ 282, 635. 10
Coal Co.
Clinchfield Navigation Co., Inc., ». | P. H. tax, servxce, 109, 73237 [ca i cwrsannon—e [ cnm e
. S. 1928, p.
Unitesd Cigar Stores Co. of Amer. ». | 62 Ct. Cls 134 ..... 4,198, 108 2901 L e e
. S,
Keith ». Johnson._ _._____________ 271 U.S.1__._____. 1, 554, 719.
Bowers v. Slocum. _-| 20 Fed. (2d) 350 _- 1, 618, 939.
Penna. Mutual Life Ins. Co. ». | 252 U.8.523______ 54,721,
Lederer.
Girard T3 Colg. U SIEe-—o o S Tere s 573, 359.
USS o Bhellis: o Sn i oar - .4, 085,
Miles ». Safe Dep. & Tr. Co._. 75, 668.
Lynch ». Alworth Stephens Co. 545,972,
MecHaley. Fnll______________ 16 Fed. (2d) 781._C 153, 639.
Bourn ». McLaughlin_._ 19 Fed. (2d) 148..__ 227, 059,
Semple & Co. ». Lewellyn. 1 Fed. (2d) 745..__ 36, 782.38 31,193.20 10, 728. 40
Eisner 9. Macomber___.___ 252 U. S. 189_...__ 68, 308. 78 3, 205. 25 33, 183. 84
Schuster & Co. ». Williams 283 Hed M 5808 Tias 541.95
Hechtp. Malleye .- __._ 2650, 8, 144__.__. 225, 884. 79
Nat'l City Bk. of Seattle . U. S 64 Ct. Cls. 236__._-
Brewsterv. Walsh____________________ 255 U. S. 536_._.__ 178,377.55 752, 792. 81|
Houston, Fible & Co., Bankrupt | No. 4192 Bkpt., 183, 207.10 101, 772. 95
Daocket. Dist. Ct. Mo.

Sargent TLand Co. ». Von Baumbach.__
Boutzahnioi Masent-coes St

Alien Property Custodian.
Standard Oil Co. of N. Y. ». U

Anderson v. U. S__
Reid ». Rafferty._.
Hollingsworth &

Collector.
Wilkinson ». Hamilton Mfg, Co......
U. S. White Dental Co. ». U. 8

4 Fed. (2d) 1006 __
61 C_f Cls. 906 and

101, 999. 97

717 000. 00

9,455.18
139, 223.78

151, 049. 52
155, 000. 00

23,733, 343. 28

2,529, 214.76

2, 448, 890. 89

2. BOARD OF TAX APPEALS DECISIONS

Union Metal Manufacturing Co.__._
Regal Shee @Got to-eois S ot
Manville Jenckes Co
Theodore Stanfield____
Elizabeth S. Sprague_________________
G. M. Standifer Constructing Cor-
poration.

INational Grocer oS mrEata T T RaaeT
Isse Koch & Co. (and related cases)..
@oghlin ElectriciGoi-ciioocooon (-
Grosvenor Atterbury..
Bartles-Scott Oil Co_.___
New Process Cork CO..ooomaaaooo.
Goodell-Pratt Co_..____
John W. Butler (In€.)_oo_.__________
American LaDentelle (Inc.)__._._.__.
Retailers Fire Insurance Co_._..._...
Detroit Vapor Stove COoaee ..
St Louls Serew Coo_ oo - oo 0
Lexington Brewing
Schmoller & \/[ueller Piano Co....._.
Poinsett Mills______

James Dobson_.__

1B.T. A, 39

1 B. T. A. 896
4B.T. A, 765.
8B.T. A.

8B.T. A.

4B.T. A.
IFBSILEAT

1B. T, A.

3 B. T, A

I BoToA

2B. T A

3B.T. A,

3 B.T. A.

108 AT

1B, T. A.

3BT Al

4B.T. A 1043____
2B. M. A. 649 .
8 BT, A 700" -0
1B.T. A 498 ____
1B.T.A.6._._...
1B.T. A 1082.._.

$498, 402, 00 $43, 618. 98 $269, 523. 05
2, 083, 350. 85 3,538,437.72 203, 547.73
517, 444. 89 48,851.19 5,134, 62
155, 932. 91 63, 574. 24
717, 561. 95
438, 751,43
220, 900. 00 15,693.01 | 276, 580.13 .
1, 034, 468, 00 259, 876. 69 | 41, 270, 64
, 593, 35 868.59 | 80, 088. 74
441, 694. 39 5,564.48 | 370,686. 28

76, 445, 54
69, 922. 84

56, 502. 87
6, 545. 28

80 750. 29
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Income tax—Analysis of overassessments—Continued
2, BOARD OF TAX APPEALS DECISIONS—Continued

itats Amount of o
Name of case Citation Refund SDateTet Credit
Ilinois Merchants Transfer Co.,

executor of estate of Wm.

Manierre 4 B.T. A. $G7 367, 07 |ce s eeccamaae
R. Downes 5, B. T A 5, 876. 46 = $107. 70
Stevens Manufacturing Co.. 1By T. A, 264 999. 58 $50, 541. 45 459, 033. 70
Citizens Transfer Co. of Utica. 2 B, A 4,859.04 |
Jamestown Worsted Mills_._________ 1B.T. A. 87, 549.42 |
Standard Marine Insurance Co. (Ltd). 4 B. T. A. 98, 464. 03
Mather Paper Co._._oooocooocooen 3B. T. A. 11,723. 14
Sheridan Coal Co....... 4B.T. A. 110 414. 81
Orents Department Stores (Inc. SRR A _

Clendening Co 1B, T-A. 3,112, 62
Illinois Terminal Co.._. 5B.T. A 138 473,81
Great Northern Ry. Co...._ 8B.T. 16, 398. 81
American-Hawaiian Steamship 7B.T. 1, 500. 00 3, 000. 00
Chatham & Phenix National Bank__| 1 B. T, 30, 880. 87 58, 524. 61
McCoy-Brandt Machinery Co.._ 8B 11,468, 37 | om cam oo
‘Wm. J. Ostheimer 1'B..T: 128, 285. 01
Board decisions in instant ¢ase - - _|-ooo oo 3,273, 431.78 1,107, §43.30 3 [)01 211. 44

WG A SR R S S 10, 733, 738. 12 5,531,396.64 | 5,154,310.05

3. STATUTORY PROVISIONS
: Amount of :
Section of law Refund Satenent Credit

Sec. 1116 of the revenue act of 1926_ .- o ... AT 260 DR s
Net losses, various actS . .- oo oo $1,349,519.82 | $1, 788, 063. 59 $509, 155. 88
Sec. 703 of the revenue act of 1928________.___.__________ 665,737.34 |ooomoe e 113, 625. 29
Sec. 284 (c) of the revenue act of 1926_ _ ________________. 414, 989. 70 1, 949. 13 25, 221. 30
Seec. 1208 of the revenue act of 1926______________________ 111, 116. 80 220, 075. 88 201, 994. 50
Secs. 210 and 327 and 328 of the revenue acts of 1917 and

.............................. 13, 582,132.76 3, 494, 309. 01
Sec. 304 (c) of the revenue act of 192 73, 762. 49
Sec. 330 of the revenue act of 1918___ 285, 892. 67
£ecHE07 ofitherevenus actioff1928 == = s 118, 556. 79

Motal. e 16, 448, 966. 39 4, 089, 273. 66 4,488, 156. 41

SESSMENTS

AOUNt . -

$969, 400. 94

$8, 582, 214. 45

$2, 186, 014. S8

5. BALANCE OF OVERASSESSMENTS

Eeranalysisiattached exhibif s ms e s

$46, 621, 025. 59

$13, 937, 603. 78

$20, 339, 977. 99

ExnaiBIT

C

Analysts of classtfication—Balance of overassessment—Income taxes

Item Refund Abatement Credit Total cI;enrt

IB e RRECIA bl 0N S S E $3, 975, 443. 03 $1, 188, 479. 85 $1,734,419. 66 $6, 898, 342. 54 8.527
Depletion____. 1, 667, 547, 12 498, 522, 09 727, 523. 07 2, 893, 592. 28 3. 577
Obsolescence 917, 950. 00 274, 426. 04 400, 486. 32 1, 592, 862. 36 1. 969
Inventories__ 3, 658, 66<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>