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LETTER OF TRANSMITTAL

Joint CommiTTEE ON INTERNAL REVENUE TAXATION,

- Washington, March 9, 1934.
The SPEARER OF THE HOUSE OF REPRESENTATIVES.

Sir: Pursuant to section 710 of the Revenue Act of 1928, I have
the honer to submit a report by the Joint Committee on Internal
Revenue Taxation, dated March 8, 1934, covering refunds and credits
of internal-revenue taxes for the calendar year 1932.

Very respectfully,
Par Harrison, Chairman.



REPORT OF THE JOINT COMMITTEE ON INTERNAL
REVENUE TAXATION

(Pursuant to the Revenue Act of 1928)

WasHINGTON, D.C., March 8, 1934.

Section 710 of the Revenue Act of 1928 requires that all refunds and
credits in excess of $75,000 shall be reported to the Joint Committee
on Internal Revenue Taxation by the Commissioner of Internal
Revenue. This section also requires an annual report to the Congress
of such refunds and credits, including the names of all persons to
whom amounts are credited or payments made, together with the
amounts credited or paid to each.

Pursuant to the above provision of law, the joint committee has
caused its staff to examine all such refunds and credits made by the
Commissioner during the calendar year 1932, and to submit a report
thereon to the committee. This is the fifth report made under the
Revenue Act of 1928. The first report was submitted on June 8,
1929, and covered the period June 1 to December 31, 1928. The
second report was made on June 20, 1930, and embraced the calendar
year 1929. The third report was made on January 12,1932, and cov-
ered the calendar year 1930. The fourth report was made on January
28, 1933, and covered the calendar year 1931.

A complete copy of the report for the calendar year 1932 is attached
hereto. Part I of this report contains a list of the names of all persons
to whom refunds or credits have been made and shows the amounts
paid or credited to each. The committee submits this list and states
that it agrees with the records of the Treasury Department.

While 1t is not required by law, the committee deems it advisable
also to submit to the Congress part IT and part IIT of the staft report.
These parts cover an analysis and general survey of overassessments.
The committee does not specifically approve or disapprove of part 11
and part III of the report. The Treasury Department has prepared
an analysis of the overassessments reported to the joint committee
and this has been included as a supplement to part II.

Respectfully,

Par HarrisoN, Chairman.
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LETTER OF SUBMITTAL

CoNGRESS OF THE UNITED STATES,
JoiNT CoMMITTEE ON INTERNAL REVENUE TAXATION,
Washington, January 30, 1934.
Hon. PaT HARRISON,
Chairman Joint Committee on Internal Revenue Tazxation,
Washington, D.C.

My Dear CuairMaN: There is submitted herewith a report on
refunds and credits of internal-revenue taxes in excess of $75,000, as
required by section 710 of the revenue act of 1928.

The report covers the calendar year 1932, and may be summarized
as follows:

1. The total overassessments, including interest, in excess of the
$75,000 limit, for the calendar year 1932 amount to $35,233,733.64.
This is considerably less than such overassessments, including interest,
for the calendar year 1930 which amounted to $97,503,653.36, and
even less than the comparatively small amount for 1931 which
amounted to $38,709,828.48.

2. Taken as a whole, the final determinations of the commissioner in
these cases have been carefully and accurately made, and are not
open to serious criticism. In disposing of a few of the old cases which
have been pending for years, some differences of opinion have
inevitably arisen, but the department has cooperated in every way by
making a review of all the issues raised.

Respectfully submitted.

. L. H. PARKER,
Chief of Stajf.
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REPORT OF REFUNDS AND CREDITS OF INTERNAL
REVENUE TAXES, 1932

FOREWORD

Refunds and credits of internal-revenue taxes in excess of $75,000
have been reported to the Joint Committee on Internal Revenue Tax-
ation by the commissioner since February 28, 1927, with the exception
of the period from April 25, to May 29, 1928. These reports were first
required under the First Deficiency Act, 1927. (H.R. 16462, Feb.
28, 1927, ch. 226, 44 Stat. 1254.) This act contained the following

provision: .

Refunding taxes illegally collected: For refunding taxes illegally collected under
the provisions of sections 3220 and 3689, Revised Statutes, as amended by the
Revenue Acts of 1918, 1921, 1924, and 1926, including the payment of claims for
the fiscal vear 1928 and prior years, $175,000,000, to remain available until June
30, 1928: Provided, That no part of this appropriation shall be available for paying
any claims allowed in excess of $75,000 until after the expiration of sixty days from
the date upon which a report giving the name of the person to whom the refund
is to be made, the amount of the refund, 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.

No reports were required in the First Deficiency Act, 1928 (Dec.
22, 1927, ch. 5, 45 Stat. 30), or in the Treasury Appropriation Act of
March 5, 1928 (ch. 126, 45 Stat. 162). But the Revenue Act of 1928,
in section 710, specifically required the commissioner to make such
reports to the joint committee. Section 710 of the Revenue Act of
1928 reads as follows:

Sec. 710. Refunds and credits to be referred to joint committee: No refund or
credit of any income, war-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 pay-
ments are made, together with the amounts credited or paid to each.

As the Revenue Act of 1928 was not enacted until May 29, 1928,
and as the appropriation under the First Deficiency Act, 1927, became
exhausted on April 25, 1928, the Commissioner did not report to the
joint committee any credits or refunds made during the period April
25, 1928, to May 29, 1928. The first report submitted to Congress
(H.Doc. 43, 71st Cong., 1st sess.) under the Revenue Act of 1928
covered the 7-month period from May 29 to December 31, 1928.
However, there was included in this report an analysis of the refunds
made during the 14-month period February 28, 1927, to April 24, 1928,
and reported to the committee pursuant to the First Deficiency Act,
1927. The second report on refunds and credits was made by the
joint committee to Congress on June 20, 1930. This report (H.Doc.
478, 71st Cong., 2d sess.) covered all refunds and credits in excess of
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2 REFUNDS AND CREDITS OF INTERNAL REVENUE TAXES, 1932

$75,000 reported to the joint committec by the Commissioner during
the calendar year 1929. The third report on refunds and credits was
made on January 12, 1932. This report (H.Doc. 223, 72d Cong.,
Ist sess.) embraced all refunds and credits in excess of $75,000
reported to the joint committee by the Commissioner during the calen-
dar year 1930. The fourth report on refunds and ecredits was made
on January 30, 1933 (H.Doc. 535, 72d Cong., 2d sess.) and covered
all refunds and credits in excess of $75,000 reported to the joint com-
mittee by the Commissioner during the calendar year 1931. The
report now submitted constitutes the fifth report and embraces the
refunds and credits in excess of $75,000 reported by the Commissioner
to the committee during the calendar year 1932.

There has been no change in the policy of the committee as to its
functions with respect to its examination of refunds and credits since
the publication of the first report. In the first report the intent of
Congress in requiring such examination was 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 repay-
ments.

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 Treasury
Department 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, and that the duty of the comniittee in this respect has
been fulfilled when comments or criticisms have been submitted to
the Treasury for consideration.

SUMMARY

This report is divided into three parts:

Part I consists of a list of refunds and credits in excess of $75,000
allowed in the calendar year 1932, which list is required to be reported
to the Congress under section 710 of the Revenue Act of 1928.

Part IT contains an analysis of overassessments. This analysis
shows the total amounts of the overassessments and the principal
causes for their allowance. There is also contained in part II a
brief résumé of cach case, alphabetically arranged. An analysis of
these overassessments has also bcen prepared by the Treasury
Department and is included as a supplement to Part II.

Part ITT consists of a general survey of the overassessment situation.

The most important facts and conclusions presented in the report
are summarized as follows:

1. The total overassessments, including interest, allowed during the
calendar year 1932 in cases involving refunds and credits over $75,000
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amounted to $35,233,733.64. This total includes not only refunds
and eredits but also the abatements included with these adjustments.
The rate of overassessment was, therefore, $2,936,144 per month.
This rate was about 9 percent less than the rate shown in the report
for the calendar year 1931, which was $3,225,819 per month. From
February 1927 to December 1931 the average monthly rate of over-
assessment with interest was $6,578,012. The rate in 1932, therefore,
represents a decrease of 55 percent over the average rate for the pre-
ceding 5 years and 9 months. This indicates a very satisfactory
decline in Treasury outgo due to tax adjustments, although such de-
cline is somewhat magnified by the inclusion of abatements.

2. A more conservative picture of the situation in 1932 may be
shown by comparing the monthly rates at which credits and refunds
have been made in that year with previous years. Credits and re-
funds directly affect the revenue whereas abatements represent merely
the elimination of an incorrect charge on the books of the Govern-
ment. For the period from February 1927 to December 1928 the
average monthly rate at which taxes were refunded and credited, not
including interest, amounted to $6,945,717. For the calendar year
1929, this rate was $4,514,387, for the calendar year 1930 the rate was
$4,571,011, for the calendar year 1931 the rate was $2,144,652, and
for the calendar year 1932 the rate was $1,909,431. Thus, the rate
for the calendar year 1929 decreased 35 percent over the preceding
period, while the rate for 1930 increased about 1 percent over that for
1929. The monthly rate for 1931 was 53 percent less than for 1930
and the monthly rate for 1932 was 11 percent less than for 1931. A
conclusion that refunds and credits are declining is, therefore, fully
justified.

3. Cash refunds allowed in excess of $75,000 amounted to only
$12,157,574 in 1932, in comparison with cash refunds of $15,773,240
in 1931. This shows a decrease of about 23 percent.

4. The principal causes of the overassessments reported to the com-

mittee during 1932 are as follows:
Percent

Order of Board of Tax Appeals_ _ ___ . ____ . ____ 17
Depreciation_ _ . _________ . _________________ 13
Inventory adjustments 11
Affiliation_ . __ _______ ___ . ___ 10
Estate tax______________ e 9

From the above table, it is apparent that overassessment of taxes
made pursuant to the final order of the United States Board of Tax
Appeals constitutes the principal single cause of this year’s overas-
sessments. These cases are of diversified character and represent de-
ficiency assessments which are generally settled by stipulation be-
tween the taxpayer and the Bureau.

The second principal cause of overassessments is attributable to
allowances of additional deductions for depreciation. It may well be
anticipated that the chief problems in the future will undoubtedly
arise in the case of depreciation and other adjustments which depend
primarily on judgment, unless some means are found of standardiz-
ing these adjustments.

The third and fourth principal causes of this year’s overassessments
apply to the revised evaluations of merchandise stocks and the appli-
cation of the consolidated returns provision. Most of the questions
involved in the inventory adjustments relate to the failure of the
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taxpayers to follow the provisions set forth in the Bureau regulations
in reference to valuations. Practically all of the overassessment al-
lowances attributable to afliliation come within the purview of section
240 of the Revenue Acts of 1918 and 1921. The principal difficulty is
found in the determination as to which companies were affiliated
within the meaning of the statute. Although some difliculty is ex-
pected from this source even under the existing law, it is believed
the problems of consolidation will be minimized due to the elimina-
tion in the Revenue Act of 1928 of class B affiliations.

The next cause of the 1932 overassessments, shown above, pertains
to adjustments in the estate taxes. The principal cause of the 1930
and 1931 overassessments, as well as a major contributing cause since
1927, was due to this classification. These adjustments are primarily
due to the administrative procedure incident to the allowance of the
credits provided in section 301 (b) of the Revenue Acts of 1924 and
1926. It was pointed out in a previous report that these adjustments
include an abnormally large amount of abatements due to the Bureau
policy of assessing the entire estate tax before the evidence of payment
of State death taxes can be submitted. As this policy has been dis-
continued, it is believed that the overassessments appertaining thereto
will continue to show a decided decrease.

The taxes for the excess-profits tax years 1917 to 1921, inclusive, are
gradually being settled, but are still a matter of major importance.
This is shown by the following comparative table:

Total overassessments for the excess-profits tax years

Percent
14-month period, Feb. 28, 1927 to Apr. 24, 1928________________________ 88
7-month period, May 29 to Deec. 31, 1928 _ _ ____ __ .. 77
12-month period, Jan. 1 to Deec. 31, 1929____________ . ___ 71
12-month period, Jan. 1 to Dee. 31, 1930_______________________________ 59
12-month period, Jan. 1 to Dee. 31, 1931 _______________________________ 53
12-month period, Jan. 1 to Deec. 81, 1932_____ __________________________ 54

5. In the majority of cases, the refunds and credits reported by
the commissioner have not been open to serious criticism. Differ-
ences of opinion have, however, arisen in disposing of some of the
excess-profits tax cases which have long been pending. In such cases,
the points in controversy have been discussed and reviewed with the
Department.

During the calendar year 1932, 81 cases were reported to the com-
mittee. Serious differences of opinion arose between the Treasury
and the staff of the committee in only five cases. Two of these cases
were made the subject of special investigations, the results of which
were satisfactory to the staff. The other issues raised had the effect
of more clearly defining the policy of the Bureau with respect to such
issues.



PART 1

LIST OF CREDITS AND REFUNDS
OF OVER §75,000 EACH
FOR THE
CALENDAR YEAR 1932

(As required by Section 710, Revenue Act of 1928)
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REFUNDS AND CREDITS OF INTERNAL REVENUE TAXES, 1938
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