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Conclusions and Recommendations in
Comnection with the Study of Administrative
History of the Bureau of Internal Revenue.,

In preparing the attached memorandum outlining the
administrative history of the Bureau of Internal Revenue,
bir. Brenner and T made an effort to confine it to the reported
facts and to refrain, so far as possible, from injecting our
own opinions and theories. I believed that this approach would
give you - and others you might consult - the best opportunity
to form an independent judgment of the lessons, if any, to be
learned from the Bureau's history.

On the other hand, in making this study I have been
conscious of the fact that your interest in the subject stemmed
from a desire to better understand the de facto relationshin
presently existing between the Bureau and The Treasury. In tiis
memorandum I am offering you my own conclusions and recommendations
on the subject. ¢ B

I have intentionally avoided expressing any conclusions
or recommendations on.the subject of reorsanizing the Bureau
internally except to the extent that this was essential for
improving the relationship between the Bureau and the Treasury.
It does seem clear to me, however, that consiceration should be
given to whether some internal reorganization of the Bureau is
not hignly desirable. While the attached historical memorandum
does throw some interesting light on this subject, I am of the
opinion that any internal reorganization should be considered
only after positive steps have been taken to assure an improvement
of the Bureau-Treasury relations. Once this is done, plans for
an internal reorganization can be considered not only in terms
of improving the Bureau but also in terms of further strengthening
the Bureau-Treasury relations. loreover no such action should be
considered until a thorough study of the Bureau's actual operations
has been made by someone having your confidence and full supnort.

Conclusions
In my opinion:

(1) The Secretary of the Treasury today has - and always
has had - clear lezal authority to control the Bureau of Internal
Revenue. Not only does the Secretary of the Treasury have clear
legal authority over the Bureau, he also has clear legal
responsibility for the policies and operations of the Bureau.,
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ioreover, in the eyes of the public, whatever the Bureau does =~
or fails to do - is airsctly identified with the Secretary of the
Treasury. In a very real sense the public regards him as the man
wno puts his hands into their pockets and collects the taxes.

(2) The lack of ae facto control over the administration
and policies of the Bureau arises primarily from the fact that,
although the Secretary of the Treasury has legal authority over,
and respon51olllty for, the Bureau, the o fIcers in charge of the
Bureau - whether political or civil service appointees - "have owed
their primary loyalties elsewhere. Specifically, the political
appointees have owed their appointments, their tenure and their
loyalties to those responsible for their appointments - and not
to the Secretary of the Treasury. The civil service officers
of the Bureau know that Secretaries of the Treasury come and go,
but the Bureau and its career men go on forever,

(3) ihile the political and career officials in the Bureau
tend to regard the becretarv of the Treasury - and the Treasury
Department - as necessary nuisances which must be tolerated but
scarcely respected, yet these two types of oificials do recognize
that as a practical mauter they must work together to achieve
their segarate aims. The ordinary political apvointee thrown into
the highly technlcal field of tax administration soon discovers
that the "safe" way to avoid embarrassing mistakes on his part is
to let the experts have their way. The carcer oificials, on the
other hand, find in these political oificials powerful allies in
supvort of thelr own pos1t10ns and ambitions - to say nothing of
counteractln” 'interference" by the Treasury. Thus, you discover
the not 1nxrequent anomaly of the Commissioner of Internal Revenue,
for instance, urdently supporting a career man for a political
post in the Bureau. Confronted with this situation, observing
that in normal times the Bureau will cause little trouble if it
is left alone, lacking specialized knowledge and experience in
the tax field themselves, having other interests, and wary of
stirring up a hornet's nest, most Secretaries of the Treasury
have been inclined to leave the Bureau strictly alone,.

(4) This condition of actual indifference to the -
Secretary of the Treasury ( and the Treasury generally) and the
alliance between the political and career officials in the Bureau
i1s probably much deeper than the personalities of the particular
men who happen to hold these posts at any specific time. The
existence of these same forces for the better part of a century
nave ceveloped an ingrained way of thinking on the part of Bureau
personnel generally, so that today we are confronted not only with
the facts but also a tradition that will have to be uvprooted if
any permanent readjustment is contemplated.

(5) If this analysis is reasonably correct, the readjust-
ment of the fundamental relationship between the Bureau and the
Secretary of the Treasury must be conceived of as evolutionary
rather than revolutionary. It will require tact and skill coupled
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nith plenty of dogred determination and persistence to make a
fundamental change. On the other hand, pramnt improvement can
ze achieved - at least durine your tenure in office - if in your
opinion this goal warrants the time and effort required in its
eccomplishment.

(6) 4s indicated above, it is difficult - if not impossgible -
to separate the relationship between the Pureau and the Lecretary
of the Treasurr from the relationship between the Bureau and the
Treasury Departuent. As 1s true in other fields - whether it be
the eyes of the public, the Congress, or other government avencies -
the Treasury Department and the Secretary of the Treasury are as
one in the eyes of the Bureau. Both are “outsiders" and both hold
certain reins of authority. The crucial points of contact between
the Rureau, on the one hand, and the Secretsary and the Department
on the other, are primarily at the high nul1cv level (such as
major personnel dctlows, l"lslat on, rerila tions and ceneral
DOllCV decisions). At these hich po*1cv pOJJtS of contact the
men in the Department representing the Secretery do tend to reflect
his views and vice versa so thet this identity in coacept is most
natural. This point 1is nerticularly “T“ﬁ7plcant to our consizera-
tion because it sugrests that an” meve stren-thening the nocztion
of either the Secretarv or the Den rtment vis a vis the Bureau
wilT most likelv stremstnen the position of the other. Thus in
weichine techniques for improving the situetion we ere free to
1nter01anre the Dep rtment and the vecretary ot any point where
convenience or exneciency suzgrest it is avnronriste.

Hecommenaations

in of.:ermE these recommencations lor improvins the e raclo
control of the Secretary over the Pureau of Tnternal Revenue and
in achieving a ~reater derree of coordination in their nolicles
end operations, I hove assumed thet fundamentally the short range
treatment of the problem varies only in decree and not in kind from
the long range avnroach to it. hccarnlnrl T hwve not senzrated
long ranre recommencations from those of short range. Rather I
have dealt with them under the same hea&ing, pointing out where
necessary whether the proposals are of trensitory or permanent
significance,

I

The Bureau Must be #ade to Realize that the
5écretur@ of tne Treasurv 1is % 18 R0SS.

all recommendations for readiustine the relations between the

Puresuy and the Secretary - whether temvorary or permanent in nsture
can be telescoped into one nronosition: The Surean must be made to
re%llze that the Secretary of the Treasury is the boss and that the

Secretary intends to be the boss, shether the read justment proves
tennorar\ or permanent cevencs upon whether the Zureau is @4v5“096
that it is only the present Secretary of the Treasury who will ha
to be treated a2s boss or whether a.iurr&mcntal chan~e has oce nfred
which will meke any Secretary of the Treasury the Fureau's boss
in fact as well as theory. Once the pnlitical and carear o ficials
become convinced that the Secreta vy is the boss and inteands to so
act, the Bureau will begin to function as an zeent of the Secretvary
of tne Treasury rather than as an incependent contractor,

P i s
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But expressing this general recommendation hardly offers
a concrete program for reallzlng its goal. The recommendations
below will outline svecific measures to implement and suvplement
this primary recommendaticn.,

II

The Secretary of the Treasury lust Have the
Power to Appoint and Kemove the Top Bureeu Officials.

As indicated in the part of this memorandum dealing with
conclusions, the primary weakness in the de facto aLtﬁorlt“ of
the Secretary over the Bureau is thet both political and career
officials owe their positions and tenure to others than the
Secretary. Until it is driven home to them that the Secretary
has the power to hire and fire - and is willing toc use it - their
loyalties will remein elsewhere.

Ideally, this situation can be best remedied on a permanent
basis by giving the uecretary of the Treasury the statutory power
of appointment, carrying with it the implied power of removal,
while there might be a good deal of political opposition to this
provoual, still a powerful cese in its favor can be established.
Moreover Congress and the Administration are bound to be reorcaniza-
tion minded at the inception of the reconversion period and the
provosal might have the benefit of this momentum. This might be
partlculerly the case if this proposal were lumped with other
provosals, such as increasing the number of Assistant Secretaries.

While different arguments would probably be required in
selling this proposal to the Congress, from the point of view
of achieving results, it would certainly drive home to the Bureau
who was the boss and the Bureau would know that no matter who was
Secretary of the Treasury, he would be the boss.

If this proposal is deemed impractidal or too likely to
provoke aelay where imrediate action is necessary, then the Com-
missioner and the top Bureau oificials should be 1nforme& specifi-
cally and unequivocally that the President is giving the Secretary
of the Treasury an absolutely free hand over their appointment
and tenure. This will pive the Secretary de facto authority, at
least temporarily. The weekness in this measure i1s quite obvious.
In the first place the Bureau officials will be prone to regard it
as temporary and subject to change with a new Admlrlstratlon, a
new Secretary of the Treasury, or a change in political tides.
They may be subservient but hardly reconstructed in mental outlook
for they will be tempted to bide their time, meanwhile preserving
thelr ther loyalties against the day when condltlons return to

“normal",

While it may be argued that the de facto power of appoint-
ment is adequate and the case of Assistant Secretaries be oifered
as proof, there are certain difficulties with the analogcy. In the
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first place, in the cese of Assistant Secretaries there is no

- tradition of autonomy to overcome as in the Bureau's case; "in
fact there is at least a considerable degree of tradition to the
contrary. In the second place, some of us can recall a few vivid
instances where Assistant Secretaries were not the choice of the
Secretary and where the power of the Secretary over his assistants
was more theory than fact.

Finally, it should be pointed out that one of the deficien-
cies of a de facto appointing power is that the Secretary does not
fight just one battle but is exposed to a whole series of battles,
some of which may occur at times when his position may be at least
temporarily weakened or embarrassed. Each time there is a major
appointment to make, hewever, the Secretary's candidate must run
the gamut of the President, the Party and the Congress - and the
Bureau will know it too,.

All of the foregoing is true regardless of whether the
title of the head of the Bureau of Internal Revenue remains that
of "Commissioner" or is changed to "Assistant Secretery of the
Treasury in charge of the Bureau of Internal Revenue". while
e change in titles might be helpful in dramatizing the fact that
the Secretary was now the boss, still the fundamental question
of loyalty would remain, regardless of title. In this connection
it should be pointed out, however, that the actual job of adminis-
tering the Bureau must be performed by a man in the Bureau and
not a man located in an office in the main Treasury. He will have
all he can do if he is on the spot and in a position to see things
operating at first hand. IHe cannot do that and serve as one of
the Secretary's personal staff here in the Treasury. Lioreover,
there are cogent reasons for believing that the task of interrating
the administration of the Bureau and the policy formulating
functions here in the Treasury should be performed by an Assistant
Secretary on your personal staff. If this is the case, it might
seem a little odd for the operating head of the Bureau with the
title of "Assistant Secretary" to be reporting through another
Assistant Secretary.

In any event it is suggested that the Bureau's relations
with the Treasury would be improved effectively and aramatically
by the appointment of "your man" to be its head, regardless of
his title. This seems almost vital if you are to get the head of
the Bureau to enter into this task with the spirit and drive
essential to its achievement. Besides, it will creamatize the
fact that you intend to be the boss and the other Bureau officials
and the staff will get the point.

111

Qualifications for the Head of the Bureau

It would hardly require a separate heading for this subject
to recommend the appointment of a “good man", but I should like
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to suggest some of the special qualifications that would assist
even & “good man".

A. The head of the Bureau should be a man having the
Secretary's contfidence and whom the Secretary will be
prepared to support even when the "throat cutting" is

at its worst. This means & man who sees eye to eye with
the Secretary on the Secretary's objectives and on the
means of achieving these objectives.

B, He must be a man with suificient personality and
interest to actuvally dominate the Bureau and who will
feel personally responsible for the Bureau's operations.
It goes without saying, of course, that he must devote
his full time to running the Bureau.

C. He should be an expcrienced government man who can be
plenty tough and yet wear gloves. It is the old story

of “sending a thief to catch a thief". The man named

must have the training and ability to equip him in teking
the measure of the Bureau experts. Otherwise, he will

find himself in the position of most political appointees
teking the post; he must either be avle to play their

ceme and win or he will be forced to enter into a one-sided
alliance with them to protect himself. But in suggesting
that he be a government man, I emphasize that this does

not mean he should be a Bureeu man. He should not be a
Bureau man because then the chances are he would be one

of the club., Kather he must be outside the Bureau Club

and proselyte its members into the Treasury Club. He

does not need to be a tax expert if he knows where to

cet loyal men who are experts tc assist him and to warn
him of the pitfalls, He must be tough enough to take on
the bureaucrats if need be; at the same time temperamentally
inclined to win his battles without showing all his cards.

D. He should be a good judge of other men. NNo one man

can hope to do the job. He must be able to pick other
good men to serve as his lieutenants and be able to inspire
them with his philosophy and avvroach. He must be able to
win over part of the top staff, at least, to make them his
men and ready to supvort him Lechnlcally where necessary.
In any bureau like Internal Revenue there are alweys a
number of top caliber men who are themselves sick of the
petty intrisue and bureaucracy. These men, if they can be
separated from the chronic malcontents, will be ripe for

a new deal and the ovportunity to push forwerd. They will
become the loyal supporters of those giving them this
opportunity. The man selected as head of the Bureau also
should be able to attract new blood from the Treasury proper
and other government erencies since not only may this be
necessary but in any case it is desireble in the course of
reshaping the Bureau's attitude toward the Treasury.
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IV

Integration of Bureau and Treasury

The Bureau should be more closely intezrated with the
tax policy side of the Treasury as well as with the Treasury
generally. If relations between the Treasury and the Bureau
are bad, there is an excellent chance that both have been at
fanlt on this score. Specifically, whiie the Bureau must come
to realize that the Secretary of the Treasury is the boss, the
relatlonshlp between the Treasurv and the Bureau cannot be that
of master and servent. It must be that of partners whose separate
success or failure depends upon joint coovperation,

Both the Treasury and the Secretiry must earnestly seek
to rain the confidence of the Bureau. In the past the RBureau
has operated on the basis of being isolated from the Treasury
and thus compelled to fight its own battles both with Congress
and within the Treasury proper. Almost never has it been able
to view the Treasury as a protector of its interests and sym-
pathetically concerned with its problems. To a substantial
extent this feeling has developed from the fact that the
Treasury oificial supervising the Bureau has been either a
weak man himself and afraid to stick up for the Bureau; or
had little interest or sympathy with the Bureau and its
problems; or was too preoccupied with other Treasury problems
and could not take the time to look out for the Bureau. Correct-
ing this situation should contribute to improving the Bureau's
morale and establishing an espirit de coros with the Treasury.

The Bureau must be given greater encouragement to participate
in the formulation of policy at a hizh level, including legisla-
tion. I know that a procedure already exists which is cesipned
to achieve this end end I have no doubt but what it is reason-
ably effective. On the other hand, it probably can stand a
good deal of improvement if we Droceed in our reconsideration
from the premise that peonle who see eye to eye are in charge
of both the Bureaun and the Treasury. Instead of a nrocedure
equipped to absorb sniping and unsympathetic analysis, we
should focus on one for partners.

Finally, the transfer of personnel vetween the Bureau and
‘the Treasury should be greatly encoura:ed. Tax men in the Bureau
should be carefully considered for any appointments in the tax
field in the Treasury and vice versa. This is most desirable
from the point of view of each zroup getting to know and better
unaerstand the problems of the other. IEach gets more of the
feeling that it is a part of a larger whole rather than two
separate bodies with little in common except that they operate
in the same general field. In adaition, career men in the Bureau
should be able to look forward to the possibility of extending
their career in the main Treasury and men on the legislative siae
of the Treasury should be given the 0ppor rtunity to observe first
hand how their programs work in practice. This freedom of
movement back and forth will do much to erase the existing
barriers and drive home to both that they work for the Secretary

of the Treasury. (2 i 03 2 S;:
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Sub ject: Administrative distory of the
Lureau of iaternal ..evenue.

HERW

This memorandum has been oreparec after a ctudy of the
existin, nistories of tﬁe erce.un of Internal Hevenue, the
lepislative provisions relating to administration of the ‘u-
resu, tie pearin; s, Ix;OI“C, anG debates in connection with
the revenue laws which made important changes in the aumini-
stration of the furean, and the hearin s 810 PefOPtS of the

more important Congressicnal lAV@utl uulO“u of the Zureau.
bnlOPL 1atelv there 1s no recent Stu&; the revenre awnlni-
stration sufficien ntly thorough to be useful.

Considerable time has been spent in the exawination of
legislative histories, whicn ¢ic not prove ver, frultful because
the important adalnlistrative provisions are ;e enerally incorpora-
ted in revenue bills anc are of minor si:niticance a5 cowﬂLreu
to the actual tax provisione. The material that does exist in
the legislative nistorles is scattered throughout tue uenates,
anda freguently the administrative provisions were not the sub-
ject of extended dis ou051on.,/

This stuay does not include material which mizht be obtalied
fron an examination of the oroceedin:s in connectlon witn aporo-
_ priations made by Uoi.ress for the work of the ‘ureau, nor Goes
4 it isclude a check of the conterporary ne.spapers ani periodicals
1 for collateral backirouna oan the changes in amministrative methods.

We have not felt free toc eramine files of the rureau of In-
ternal Hevenue or cieck other sources there which would probanly
be valuable in providing information on tiis subject. lLor could
we have exemined the material which has been studied Guring the
limited time in which this memorandum has been vrepared if we
nac also made use of the Bureaw's sources.

1/ The most valuable sources we have exaainec are:

~ The Internal Reveuue System in the Uuited btate frecerlck
C. iowe. (Ll896)
The Bureau of Internal Hevenue, oervice ionoiraphs of tuae
United otates Government, Lo. 25(1923)
lonograph of the Attorney General's Committee on Adidinistra-
tive Procedure, Part 8 (oenate Document lio. 10, 77tn Congress,
1541).
Heerings of the Select senate Comcittee on investigation of
the Burecau of internal kevenue, liarci 14-dpril 5, 1924 and
iovember ZU, 1924=-June 1, lL:é.
keport of the select vSenate Committee on lnvestijation of
the Lureau of Internal devenue, January lg, Yeo Udr; £, anc
February 2t, 1926 (ileport Lo. 27, 69th bonﬁress).
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I. Early Historye.

There was no permanent system of internal taxation prior
to the Civil War, and there was no permanent aaministrative
agency for the collection of internal taxes until that time,
burin;, the earlier years, however, there were severel periods
during which internal taxes were collecleu, and tiie acministra-
tive syste:x ultimately establisned as a permanent nart of the
Government is based largely uoon the experience of these eariy
attempts to collect internal taxes.

.A. Post-Levolution Period

The backiround of the first period of internal taxation
has an impertant be.rin: on the type oif acminsirative machinery
that has bren ceveloped in the field of internal revenue. When
the [eceral Government was established under the Constitution,
the cifficulties caused by excise taxes levied by Parliament
were still fresh in the minds of the public and of Congress.

It was avparent to namilton, u0hcver, that customs cuties alone’
would not provide sufficient funds for the rinancing of the
Government. War expenditures had created a substantial public
debt and revenue measures were needec if it was to ve reduced.

Hamilton introduced measures for the imposition of ex-
cise taxes. According to nowe, The Internal sevenue System in
the United States (ld96), one of Hamilton's Iirst reporfs ad-
vocated a moderate tax on liquor, but Congress rejectea the
pronosal because of its centralizing tencencies which woulda re-
sult {rom the creation of a lar e bocy of T"eg;ern;-au.'L tax collectors.
tsowe (p. 17 then describes tie oupowltlon to excise taxes in the
following paragraph:

"Phis aversion to internal taxes was partly

traditional, partly the result of the absence of lepal

estraint in those isolated regions where the opposition
was most intense. In the couth, moreover, whiskey was
lookec¢ upon ailmost as a necessity, anc a tax upon its
nanufacture and sale no more def'ensible than one imzosed
voon any other procuct of the farm. In Pennsylvania,
also, the feeling was most bitter; anu the le islature
of that State instructec its Pepresentatives in Uongress
to oppose the passace oi such a measure by every means
in their power, while a memorial from westmoreland County
(Pa.) insisted, amon; other thin:s, that to convert grain
into spirits was as clear a natural ri: tht as to convert
grain into flour. An excise 'was the horror of all
free states,' sald one vigorous speaker in the iouse; it
was 'hostile to the liberties of the people;' it woulc
'convulse the government; let loose a swarm of narpies,
who, under the denomination of revenue officers, will
range the country, prying into every man's liouse and
afialrs, ana, 11?6 the Macedonian phalanx, bear down
all before them'.
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Beginning in karch 1791, however, a series of internal
taxes was enacted on such items as liquor, sugar, tobacco and
legal instruments. This period of internal taxatior lasted
until 1802, when Congress enacted a law whici abolished both
the taxes and the administrative machinery which had been set
up for tineir collection. During tiils entire time the collec-
tions from customs far exceedeu the collections from internal
taxes, and when the fiscal position of the Govermment had re-
covered from the ailfficulties arisi:g out of the revolution,
tne internal taxes were ciscontinued.

To aaminister the internal taxes tie country was di-
vided into fourteen revenue aistricts, eacr state bein. a
separate district. Lach district had one suprrvisor, appointed
by the President andconfirmed by the Senate, whose salary was
fixed by thne President. Aggregate salaries could not exceed
seven per cent of the internal taxes collected on liguor, or
more than $45,000, There was also a provision for the civision
of revenue districts into inspection districts and the appointment
of inspectors by the President witi the co:sent of the Senate.
The eifect of tlese internal taxes was primarily political.
It led to the ™Whiskey Insurrection" in Pennsj 1vania during
1794, which clearly demonstrated that the central covermment vas
encowed with sufricient power to enforce its enactments. From
a fiscal point of view, nowever, the taxes were of little sig-
nificance.

Fear of centralizing tendencies and tne jealousy with re-
garc to states' rights undoubtedly led to tne adninistrative pro-
visions calliiy for the division of tie country intc districts
witi local suvmervisors and local inspectors. Luven tiie fact that
local citizens enforced tihe taxes was not a sufficient palliative
to prevent the "Wniskey Ilasurrection".

In 1798 Congress for tie first time levied a direct tax
on real property. In connection with this tax the law proviced
for the creation of divisions each consisting of several counties
within a state, and a commissioner for each division was appointed
by the President with the consent of the uenate. All of the com-
missioners in a particular state were to act as a board to divide
the state into assessment districts, appoint assessors and make
regulations. The other officials who were created in connection
with the direct tax were surveyors of the revenue. These men,
however, were not appointed by the commissioners who were resson-
sivle for the direct tax, but were appointed by the supervisors
who hiad the responsibility for the collection of other internal
taxes.

In 1792 Congress created the office of "Commissioner
of the Hevenue" to reﬁlace the Assistant to the becretard of the
Treasury, who had been in charge of the collection of taxes. In
1800 Con;ress also created the “office of the Superintendent of
Stamps, who was in charge of the paper used for the purpose of
collecting stamp taxes. <The laws ao not specify how either of
these officials were appointed.

T



; il

Hamilton had been the proponent of internal revenue
measures and had worked harc to establish a system of excise
taxes. Wnen Jefferson took office in 1801, however, he took
steps orom:tly to abolish the systei. Before becoming Presi-
dent, Jefferson had attacked the excise taxes as likely to
conduce dismemberment of the Union, and his party was »nlecied to
the repeal of the taxes. Several reasons were given for the re-
peal. It was contencea that the taxes which had been levied
were oppressive, that the idea of an excise tax was hostile to
the nature of a free people, and that the administration of in-
ternal taxes tended to multiply offices and increase patronage.

All the offices referred to above were abolished when
the internal taxes were repealed by the Act of April o, 1802
(2 Stat. 148). At the time, 400 officials were employed to ad-
minister the internal taxes, and the cost of maintaining this
force was twenty per cent of the faxes collected.

B. War of 1812.

From 1802 to 1812 customs cuties, the receipts from fhe
sales of public lands, and the overdue payments of the direct
taxes were not only sufficient to meet the current needs of the
Government but were also large enough to permit steady reduction
of the public debt. In 1313, 1314, and 1815 Congress enacted a
number of internal taxes for the purpose of financing the interest
on the public c¢ebt, which had risen conglueﬁaolJ as & result of
the war. The excise taxes were all abelished in 1317. Congress
also levied & direct tax of $3,000,000 in 1813, and in 1815 pro-
vided for an annual direct tax of $6,000,000. 1ne larger direct
tax was never collected but was recuced to $3,000,000 for the
year of 18lt ana abolished thereaiter.

To administer the new taxes Congress recreated the Uffice
of tne Commissioner of the Hevenue, and alvidec the states into
collection districts with a ccllector anc a principal assessor
in each district. The Commissioner, the collectors and the as-
sessors were all appointed by the President and confirmed by the
Senate. 1t was the cut; of the collectors to collect bot: the
direct and excise taxes, anc their Iunctions were quite similar
to those whica they have at present. '[he Commlssioner of the
Hevenue was nlacea in oaafge of the collection of all taxes,
and the uecretar; of the Treasury was authorized to transfer to
nim the collection of customs duties.

In 1317 Congress abeclished all of the offices created
for the purpose of collecting the excise anda direct taxes, but
the collectors were to remain in office until the outstanding
taxes had been collected. In 1830 the Office of the uOl;thOP
of the Treasury was created, and that offlcer, who was appointed
by the Presicent with the coisent of the ijenate, was charged with
all of the resluual wuties of the Commissioner or zcting Commis-
sioner of the ievenue, in r:lation to collection of outstanding
¢direct and internal cuties.
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From 1814 to 1218 wien these taxes were collected, the
receipts from customs still exceeded the receipts from internal
taxes, but not by nearly so large an amount as during the prior
period of internal taxation.

II. %Tne Civil War Laws.

The first Civil var Hevenue Act was enactea on August S5, 136l
(12 Stat. 292). It levied a direct tax of $20,000,000 apporuloned
among the States, an income tax, and increase& tne customs duties.
The Act authorized the President to divicue the States and lerri=-
tories into collection districts, each district naving a collec-
tor and an assessor appointed by the Presicent witn the consent
of the Senate. In addition, the Act provided for a Commissioner
of laxes to supervise the collectioii of the direct tax ana the
income tax to be nominated by the Secretary of the lreasury and
appointed by the Presicent. ''ne Act also permitted the States
to assess and collect their quotas of the direct tax, and this
was tne course which was followed by the States.

It was the Act of July 1, 1862 (12 Stat. 432) that actually
established the internal revenue system which exists tocay.
This legislation taxed so many things that a cefinite aamini-
strative system for their collection was essential. Congress-
man wmorrill explained the bill to the liouse and, with respect
to the administrative provisions, he said: "We have, tuerefore,
looked to such examples as we found upon our statutes, and have
endeavored to arrange a system by which all aescriptions of
duties could be assessed and collected throus gh the same officers.”
(58 Cong. Globe 1194).

The old machinery whicn had been used for the collection
of taxes auring and immediately after the war of 1812 had ex-
pired. Instead of reviving it, Conpress created the office of
Comnissioner of Internal lLievenue, to be appointed by the Presi-
dent and coufirmed by the bsenate. ''he Commissioner, under the
direction of the Secretary of the Treasury, was charged with
the same geiieral duties which he has toaay. Luring the nouse
debate it nad been proposed that the Commissioner act under the
direction of the President but this proposition was cefeatea

wien it was pointed out that all revenuve matters should be un-
der the r"Iw-:wa.':lu’“ Department. (58 Cong. Globe 1218).

The Presicent was authorized to civide the country into
collection districts not exceeding the number of representatives
in each state except California. The President createa tne full
number of districts authorized by law (185) ana for each district
an assessor anc a collector were appointed.

The principal officials created by the Act of 1862 were the
assessors and the assistant assessors. Assessors were appointed
by the Presicent with the cousent of the Senate, and they appoin-
ted their own assistants. Their functions i:cluded finding the



taxable property, assessing the taxes and hearing all appeals.
The office of assessor remained the focal soint of tax admini-
stration during the war and for several years therecafter until
it was abolished in 1872. Assessors and their assistants were
paid by the day.

Collectors, who were appointed by the President wita the
consent of the senate, at that time were only fiscal a ents and
their principal wuty was to collect the taxes in accordance
with the lists furnished them by the assessors. Collectors were
paid commissions on the money they collected and the amount ot
cormissions any individual could receive waslimited to $10,000
except in the larger districts. 'The commissions had to cover
not only the collectors compensation but also that of the depu-
ties they were authorized to appoint. Ueputies were paic by
the collectors and no additional funds were made available for
this purpose.

The collectors had authority to appoint inspectors, who
were tne chief enforcemeatl officers of the period. ‘hese men
confinea their activities to the enfercement of the taxes on
liquor. Uccasionally other inspectors were appointed in some
districts in connection with the tobaccc, petroleum and coal .
o1l taxes. ‘The authority to appoint inspectors was containea
in a later act passed in 1862. (Act of July 1, 1862, 12 Stat.
447). In accordance witi its terms, inspectors &id not receive
any payment from the Government but were vald fees by the manu-
facturers whose goods they inspectea. his led to many abuses
anc according to "The Bureau of Internal ievenue", by Schmecke=
bier ana tble (1923), the fee system "was one of the weakest
features of the whole Internal lievenue System, and tnere is no
doubt that this method of compensation was one of the principal
avenues of temptation to daishonest distillers, who were extra

generous with 'fees' and therewy obtaines the necessary orotection

which in later years led to the worst frauds in the history of
the bation.”

The next revenue measure was enactea Larch 3, 18363 (lz Stat.
726). Under tnis legislation assessors were [iven an annual
salary and an allowance for office rent, which revlacea their
per ciem compensation. In aadition, they were allowec commis-
sions on collections made in their districts.

The Act of 1863 alsc created the position of Ueputy Com-
missioner of Internal iteveaue, to be appointed by the Presicent
anu confirmec¢ by the benate, and it authorized tne vecretary
of the Treasury to appoint three revenue ajents. ‘'his was the
first statutory reference to revenue agents who were to be ap-
pointed for the pirpose of enforcing the revenue laws.

The Hevenue Act of June 30, 1864 (13 Stat. 223) mace a few

changes in the administrative provisions relating to the collection
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of internal revenue. It cnanged the method of compensation of
collectors to an anmua 1 salary plus commissions, and it changed
the method of pnaying 1180°cT0ro from the fee system to a per
diem c&nnensatlon plus a travel allowance. This latter provi-
sion was undoubtedly intended to do away witi the abuses arising
from the fee SWEtem, but Congress allowed the improvement to
remain in effect only two years. The only other administrative
cnange brought about by this legislation was tue lncrease 1n the
number of revenue agents to five.

The Hevenue Act of larch 3, 1865 (15 bStat. 469) limited tae
comnissions of collectors and increased the number of revenue
agents from five to ten. It also authorized the Secretary of
the Ireasury to appoint a Commission of thrﬂe persons to study
the whole problem of taXatlon, including “the manner and effi-
ciency of tne present anc¢ past methoas of collecting the inter-
nal revenue”., The Cormisslon's report will be deall with under
III below. -

Shortly after Lhe vivil Lar, several changes were mace in
the administrative provisions which hac been worked out Guring
the war. In 1866, the fee system of paying inspectors was re=
stored.(1l4 Stat. lu5), and the abuses whicn hac chavﬁcterized
this sytem were revivec. the seme act incrsasec tie number of
deputy commissioners frcm oue to three, but the deputies were
requced to two in 1874 (18 wtat.6)ad back to one in 1876 (19
Stat. 151).

On larcn 6, 1872 a law vias UJSsed whlcu changed the system
of having deputy collectors paid vy the collectors. From that
time on their salaries were fixed by the Secretary; of the Trea-
sury, on the recommendation of the Commissioner of Internal
nevenue, and were palda by the Government. The appointment of
internal revenue agents was changed by the same act wialch pro-
vided that they were to be appointed by tie Commissioner of
internal Levenue, who was also authorized to fix thelr salaries
(17 stat. 241). ‘The Act of Lecembver 24, 1872 (17 Stat. 401)
abolished the offices of assessors and asgistant assessors.

As of July 1, 1873, these ofiices were terminated and their
functions were transferred to the cffices of the collectors.

ITI. ''he Hevenue Commission of 1865.

The Kevenue Commission appointe¢ by the Secretary of the
Treasury in accorcance with the Act of Hlarch 3, 1565, made 13
special reports and a general report. In the general rejort
it devoted some space to CPlthlZln' the manner of awminlistra=-
tion of the 1nternal revenue laws.

The principal defects it found in the Hureau of Internal
Revenue were:
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(1) The lack of power ana discretion in the officials
of the “ureau;

(2) 'he absence of positions with hizh salaries anc
permanent tenure whicn woula attract and keep com-
peteﬂt personnel

(5) The splitting of penalties and forfeitures with in-
formers; -

(4) The appomntment, retention and promotion of officers
on the basis of other circumstances tihan qualifications
of good behavior.

The Commission reviewed the functions of the Secretary of
the Ireasury and concluded that the office was, next to the Presi-
¢ent, the most important in the Covermment. They expressed some
concern over the fact that many duties of minor importance were
imposed upon him in adcition to the major ones, anu accordingly,
in suggesting a plan of reor _anization in the administration of
revenue collection, the; proposea toat an “Under-Secretary of
the lreasury in Charge of the Xeverue" be appointed, and that
the general Sﬂperv1310n ana direction of revenue collections be
assigned to him.

The Commission also proposec the appointment of a comnis-
sioner of the customs, a commissioner of the excise, a solicitor
of the customs, and a solicitor of the excise. These 4 men,
tO“ether with the Under Secretary, should constitute the Loard
of Commissioners of the Xevenue, which shoulc uetermine rules
and regulations relating to collections, the expenditures to be
incurred in collecting revenucs, mana ~ement of all re.enue liti-
gation, and tiae distribution of all awards for good service and
valuable information.

Another recommendation of the Commission was that no subor-
dinate officer in the Bureau be appointed until his qualifications
had been examined and approved b; the Boarc of Coumissioners.

They also suggested that the becreuarv and the Under Secretary
partlclpate on t he floor of the House in all debates on revenue
questions. Finally, they oroposed that each leading source of
revenue be recognized as a division of the Bureau anc be placed
in charge of an ofi'icer wit a permanent position and a good
salary.

The response of Congress to the resort of the iievenue Com-
mission was contained in the Act of July lo, lebo (14 Stat. 28).
Before that time the only officers recognized by law were the
comaissioner, the ceputy commissioner, ana a cashier, other
clerical assistance being drawn {rom emplojees of the Secretary
of the Ireasury. The new legislation provided a uefinite per-
sonnel for the Lureau. It authorized under the direction of the
Secretary the employment of two deputy commissioners, in adaition
to the existing one, a solicitor, seven Leads of uivisions, and
244 clerks, messengers and laborers for the Gashington office.
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Ihe sweeping reforms recomiended by the Cormmission were not
iollomeu, nowever. Toe fartnest that Congress went in this
direction was to authorize the Secrctary of the Treasury to
appoint a oSpecial Commissioner of the Kevenue in his department
tc hola ofiice for 4 years anc make resorts on every aspect of
the internal revenue nolicies.

1he attituae of Conpgrecs toward the report of the Uommnis-
sion was clearly stated by Con;ressman worrill:

"The law authorizing the Secretary of the Ireasury to
assign to the Bureau of Internal levenue a sufficient
force to carry it on will expire by its own limitation
on the lst of July next, ana it therefore becomes neces-
sary to make some arrangenent for the permanent orpani-
zation of the bureau. It will be seen that the bill
nakes provision for this object. The overations of
this bureau are now on so large a scale as to reguire
the services of aule, clearheaded men, treinecd to busi-
ness, anda of unqvestloneu integrity. OSuch men in our
country are nighly prized, anc command the nighest
salaries paid in financial and commercial emoloyients,
and unless wnc fix salaries at an acequate or competing
point we snall only commanc the services of seconc-
rate men. The pane of the Treasury Department is that
so soon as officers receive the stamp of its coniiuence
they receive a loua call and the offer of more pay to go
elsewhere. <1he best officers are, thercfore often mere
pirds of passage, nere today but wmay be gone tomorrouv.
The Burcav of Iaternal Hevenue, it is yuite arparent,
is ceficient in executive force. It is impossible that
the Cummissioner, nowever faitiiful anc industrious, and
I know of no man more so, should be acle to consider all
the complicated cases caily arising for investipation in
the auministration of tis office, and we have conceded
not only the propriety but the absolute necessity of
reinforcing the office by two additional aeputles and
one solicitor.

"Notwitnstanding all the aisadvantages we have
labored under in putting new and vntriea laws suacenly
into operatiorn, it is bP&tlile& to find that the expense
of collectlnED the revenue has been far less than was an-
ticipated=--including everything except priuting aone by
the Public Printer--amountin:, in 1865, to no more than
two anc. seventy-iive one nundreaths, or twe anc three
fourths per cent. <This contrasts most favorably with
the cost of collection in Great oSritein, where, after
years of experience, the cost varies fraan four and one
quarter to five and three fourts per cent.
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"I'he services of the gentlemen employed on the
revenue commission, I have no doubt, are oroqerly ap=-
preciated by Congress, as they will be by the country,
and the Comaittee of +&FS and lieans were unanimously,
1 believe, of the opinion that this kind of service
should not be entirely discontinued. Selieving that
at least one similar officer can be profitably em-
ployea permanently, they have adued a section to the
bill for this purpose, and L have no doubt it will
nrove wise economy to adopt ana continue it so loap as
we may be compelled to raxse anything like our vresent
revenues from taxation."”

(71 Cong. Globe 2438).

Iv. Post Civil War to Post Viorld uar.

The ievenue Commission's report was not the only reco nition
of flaws in the admiuistration of internal revenue. Writing in
1696, liowe (The Internal Revenue Lystem in the Unifed otates)
concluced that curing the Civil uar:

"% % #inefficiency and wmaladministratiosn characterized
thie service, cissipatin; the confidence of the public and
deleteriously affecting the revenues.

"|wo causes were in the main responsible for this
results one, the inauequacy of tue remuneration offerec;
but by far the most poteat cause was the abseice of a
nerit system for thne determination of appoiutments.
Probaolu no oranca of our natiounal administration has
suffered so muca fron tue spoils sysiem as nas tue in-
ternal revenue service; for in no departuent of tie

overnment are efficiency and nonest; so ecsentlal
the employee". (p. 195)

The Act of July 20, 1862 (ls btat. 122) sutnorized the oecre-
tary of the Treasury, on the rrcomnendation of the Commissicuer,
to appoint 25 supervisors of i.iternal revenve. The suvervisors
were to be enforcenent off 1cers, ana, amon; other things, were
to ve ewpovered to transfer insvectors, 5tgre:e0ﬂers, and gaugers
from one QLuLPlbt to anotner aand to susnent these cflicers frou

auty. In 187. (17 Stat. <41) tue number of supervisors was re-
duced to 10 an& the power of aprointment was transferred from the
secretary to the President mlfu the consent of the .enafe. In
1676 (1o Stat. 152) the offices of sunervisors were alollshed and

the powers of tralsfer anc. sispension were vested in the Commis=-
sioner, with all other powers “{rans ‘erred to the collesctors.

”he 186Q 1&\181&leﬂ also authorized the commissioner to
employ 25 detectives for duty under the directicn of tue super-
visors or for other special autle . In 1872 (17 Stat. 241) the
title of these officials was changed from detective to agent.

The jobs of raugers and storekeepers were created by the
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18v8 legislation. Caugers were to be appointeda by the tecretary,
on tiie recommencation of tne assessors in the aistricts in whicn
they were to work. They checked oa the procuction of liguor
witain their districts and were paid by the collectors out of
fees pald by the distillers whose production the; supervised.
atorefeeoer were appointed by the Secretary and were paid a
daily wage. By the Act of harch b, 1872 Ll? otat. 241) gaugers
were provided sularies paia by the {overnment rather than by

the firms for which the paugirgwas done.

As revenues ceclineu after the Civil war, stens were taxen
to reduce the size of the administrative machinery. The number
of cep ty comnissioners was recuced to two in 1374 and to one
in 1876, The number of aistricts was reduced in 1376 and a;ain
in 1877. In 1583 President Arthur by Executive Order further
reduced the number of collection wistricts to 82, but later in
the year he increased the number to 83 and then to 34.

In 1879 (20 stat. 329) the number of revenue azents was in-
creased to Yb. At the same time, provision was made for the pay-
ment by the Government of the salaries of aeputy collectors who
naa formerly been paic by the collectors. The collectors' salaries
were also changed by Fixing e minimum of $2,000 if annval collec-
tions were below $25,000, and a maximum salary of $4,500 if the
annual collections exceeded $1,000,000. +This method of paying
collectors remained in force until 1901lv.

From the end of the Civil War until 1875 the most serious
provilem which faced the fureau of Internal evenue was that of
the whiskey fraouds. From 1884 to 1868 the rate on distilled
liquors was so high that a premium was placed on fraud ana eva-
sion. In adcéition, revenue inspectors received their compensa-
tion throug: fees paid by the dlqtlllers, which opened the way
to brivery and fraua After a Congressional investi ation it
was recomnended that the liquor tax be reduced from 42.00 a
gzallon to 50¢, and this was done in 1868. As a result, the
revenue increased enormously.

From 1871 to 137 a acaitional fravas occurred throizh a con-
spiracy known as the "Waiskey Ring". The nrincipal feature of

this conspiracy vas the LarLe scale corruptlon of govermment of-
ficials.

Howe (supra p. 198) describes the atte :pts to improve the
collection of llquor taxes as follows:

"The perfection of the details of the service received
but scant attention during the war; but with the growing
familiarity of officials with its de¢ects from the dis-
closures of the press, as well as tae invaluable inves-
tlLatlon of the nevenue JamulkSLOn, the importance of
admiinistrative efficiency became appareat. A careful
revision of so much of the law as related to the ianu-
facture and assessment of cistilled spirits was mace at the



1L

(VAlA Lale §

instance of the levenue Commission in the years im-
medlately subsequent to the war, the leading feature
of wnich was the subjection of each distillery to the
direct surveillance of a government inspector, whose
duty it was to oversee the process of manulscture and
sale, ana the assessment of tne auty. While the
change was condaucive of yreater ficellty on the part
of weigzhers, .augers and otner officials, anc »laced
an additional check upon them, the powerful induce-
ments which coula be offered by the dishonest dis-
tillers frequently neutralized the effect of the mea=
sure; ana there was no provision for constant rotation
f the inspectors from one still or cistrict to anotier,
as was sugzested by the Commission, a provision which
worla have greatly ennancea the efilclency of the law.
sut tae effect of this, as well as all other remecial
efiorts on tiie vart of Con recs, vas checked vy the
alsuoxeuu,, complicacy, and inefficiency of ofticials,
traceable in part at least to tne system of app ointment
anc. retentlon in oftice for political services."

Collections by contract were attempted from 1872 to 1374.
The becretary of the Treasury was auvthorized to enter into such
contracts by an anparently innocent provision in an appropriation
act passed in 1872 (17 stat. €3). A few months after this act
was passed a contruct was made witn Joan U. Sanborn for the col-
lection of taxes trom 5v distillers and purchasers of waiskey.
vhortly thereafter, another contract was made for Sanborn to col-
lect taxes on estates and incowes of 760 persons. A toira con-
tract covering a list of about 2,000 names, including 350 foreizn
resicents, was also executeu. A fourti contract was mace for San-
bvorn to collect taxes from 892 railroac companies. The supervisors
and collectors of internal revenue were directed by the osecretary
t0 asslst Sanborn in nis worx. The Commissioner protestec but
was unablé to do anythin: about the contracts.

All the contracts proviced that Sanborn would receive o0
per cent of the sross amount collected, and he collecteu $427,000.
In 1874 there was a House investi: cation of the whole nrocedure and
it was found that no resoonsible official in the Ireasury Uepartment
kiew much about the matter. lione of them was willing to accept
resnhonsibility, but none of them was found to have been inrluenced
by corrupt motives. The committee also found that many of the
taxes collected by canborn would have been collected in due course
by the bureau in the ordinary discharyge of its duty. 4s a result
of the committee's recommendation, the law authorlalna collection
by contract was immediately repealed.

In 1887 an Executive Order recuced tne number of collection
districts from 85 to 63.

The Act of August 2, 1886, which placed a tax on oleomargarine,
authorized the Secretary of the Treasury to appoint an analytical
chemist and microscopist, ana also autiorized the Coxmissioner to
employ additional chemists and wicroscopists when necessary.
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The heninley Tariff Act of 1890 (26 Stat. b67) »roviaed for
a oounty on sugar obtaineu from products grown in the United
States anc proviaed that the bounty shoulc be uetermined by
the Bureau of Internal ievenue. ‘The Uommissioner protested
a;ainst such a function veing placed in the Sureau but Congress
paid no attention and the Sureau administerea the law until it
was repealed in 1394. 'Yhis requirea the employment of 12 suiar
insnectors and ma.y deputy collectors of internal revenue for
special duty as su;ar weighers.

The Wilson Tariff Act of 1894 (23 Stat. 508) revivea the
income tax anc led to the establisnment of the Income Tax Divi-
sion in the Bureau of internal fevenue. ''his uvivision functioned
only a few montns before the Supreme CUourt lield the income tax
unconstitutional.

when Howe wrote nis book in 1896 (s supra, pe. 203) he described
the administration as follows:

"In concluding this sketch of the jears of experimen-
tatien by means of which the present perfected wmachinery
for the garnering of the resources of the nation intd the
Federal lreasury has been .rought avout, it may not be in-
acvisable to describe in some aetail the worxings of the
internal revenue department in the collection of the several
taxes at pres sent imposed. 'Ine zrounu nlan of the system
has not changed fundamentally from the outlines defined
by hamilton over one hundreu years a:c. As in the depart-
ment of customs, the chief ministerial officer is tine Com=
missioner, whose auties remai.. substantiall}; as outlinea in
the Act of lgo2 #* % %, Inrecent years, with the _radual
reduction of the system, tliere has been a tendency to cen-
tralize and simplify the collection of tne taxes, as is
seen in the abolition of the offices of cistrict assessors,
as well as in the reauction of the collection aistricts,
of which there are at tae present time but sixty-tiwree.

It is now the duty of the comissionzr to make all inquiries,
aeterminations, and assessments of all taxes anc penalties,
and to certify a list of sucn assessments to the collector
of tne proper district, who is authorized to collect and
account for tne same to the coumissioner. The latter of-
ticials are appointed by the President, by and with the
consent of the cenate, and must be recicents of the dis-
tricts in wnich they serve. ' Lvery collector before enter-
ing upon the duties of nis office, is reguired to execute
a bond, with not less than five sureties, conuitioned upon
the faitnful perrormance of his duties. ne is tiaen em-
owered to appoint as many weputles as he may dGeemn necessary,
or whose actions he is, in a like manner, helc respoasible.

"In addition to the official force wirectly employec in
the collection of the taxzes, there are appointed by the com-
missioner a certain number of special a_ents, who are ce-
ployea from the central ofrice for the purpose of cunecking
any atteupted evasion or suspected couplicify on tiae sart
of other officials; while the Secretary of tine [reasury is
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autﬂorlzea to ap 901nt, wherever deemed necessary, a

certain numcer of gauizers anc SLOI’Cliee Jers % ¥ '7"“-

In 1909 increasing govermment expenaifures lew to the
enactment of a tax of 1 per cent on the net income of corpora=-
tions in excess of $£,00U. A Corporation Tax Livision was or-
canized in the :tureau to supervise the collection of this tax.

In 1913, after the Constitution had been amended, Con ress
enactec a new income taxz law (58 otaet. L66). ‘''he tax was im-
posed on individuals ana corioration and the 1U0¢ tax on cor-
vorations was repealed. Following the enactment of this law,
the Fersonal Lncome Tax Livision was created in the sureau, anc
.tie Corporation Income tax Uivision coatituec to collect the tax
on cornoratiors

In 191% the uUverman fAct (898 otat. ©U8) authorized tie appoint-
ment of bonded deputy collectors by the collectors without regerd
to the civil service rules. This legislaticn wus enacted as part
of the Urzent Deficiency Appropration Act whicih came up soon after
the Uemocratic Adminisiration tooi office in 1912, A series of
executive orders had been issuecd by Presidents vleveland, noose=
velt and Taft, concerning the status of deputy collectors. Cleve-
land put them under civil service, woosevelt took them out and
Taft covered them in.. civil service a _ain. The result of this
series of orders was that the positions of deputy collectors were
filled by Hepublicans who were protectec by the civil service
rules. The Uverman amendment to the Urpent ieficiency Appropria-
tion ©ill was designed to relieve the situation.

Ihere is some coubt wihether the amencment was necessary. In
the course of the debate, sSenator Overnan quotec an opinion of
the Attorney General, datec Janvary 3, 1913, in which that of=-
ficial held that the term of office of a deputy collector expires
automatically upon the appointment of a successor to nis collec-
tor (50 Congressional iecord, 5388).

The proponents in the siouse contended that the civil service
nad¢ been used by the Lepublican rarty to create an enormous
political machine. They alleced that the deputy collectors had
been selected for 9olltlcal service and that the amendment was
not aimed at destroying the civil service, bvt was intended to
make an efficient service possible.

The opposition in tihe house contended tnat the ceputy col-
lectors could be removed from office if they were inefricient,
anc nence, it was unnecessary tc remove tne srotection of civil
service from these jobs. It was contendec further that the oro-
blem could well be solved by requiring the ¢ eputy collectors who
nac been covereu uncer civil service witnout examlnation, to
take an examination anc permit them to hola their jJobs only if
they passed it.

Ihe same arguments were used in the ienate ana in aadition
it was asserted that the logic of the amenument would iiecan the
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omplete abolition of the civil service system. Senator Hughes,
a Ueitocrat from liew Jersey, even went so far as to argue that
the Uverman amendment was contrary'to the rLemocratic platform.

In 1941 woen the attorney Ceneral's committee on admini-
strative procedure issucc its report on administrative »rocedure
in bovernnent acencies, it found that each collector nominated
his own s taflf, subJect to the approval of the Commissioner and
the oecretary. The monograph 001nts out that even steno; raphers
hat deputy collector's status sna were reguired to post nominal
vonas. At the end of the fiscel year 1939 there were about 8,500
permanent employees in the collector's office, but only a few of
them were civil service employees (Auministrative Procedure in
Government Agencies, part 9, pa.e 1, senate wocument so. 10, 77th
Congress). :

In 1914 the Bureau was required to enforce the regulatory
provizions of the narcotics laws. The marrison Act of Uecember 17
138 Stat. 785) regulated the use of narcotics and »srovided for the
payment of a fee of $1.00 by every purson uealing in narcotics,
and the Commissioner was recuired to enforce it.

The Worlc lar brought about several cihangies in the administra-
tion of internal taxes, most of whicn arose out of the constantly
increasing revenues of the Government. The first world War Act
was the Revenue Act of Uctober 22, 1914 (33 Stat. 745), but this
was a temporary measire and had 11 :tle effect on the administra-
tive provisions. 'The Revenue Act of oeptember 8, LUl6, nowever,
leviea an estate tax, a capital stock tax, ant a munition manu-
iacturers tax, and these new taxes required new administrative
machinery. An Estate Yax Division was organized in the [lureau,
which employed a field force of investicators to examine returns
and enforce the tax. The munition manufacturers tax was collected
only two years but the capitsl stock tax is still in effect.

buring 1917 a number of tax measures were being considered

by Congzress and the time consumed in their consideration placed
a heavy strain on the Dureau., iany of the proposals would have
modified the entire internal revenue system and would have neces=
sitated reorzanization of the administrative macainer;. Conse-
quently, the Commissioner maintained close contact with Congress
and received confidential auvance information on the proposals

in order that he might keep the collection districts informed anc
preparea to amplnlster new laws. bDuring this period the duties

slaced upon the sureau were bota tax collccting and regulatory.

It was selecteu as the a ency to enforce the nrohlnltlon laws and
other pronibitory measures.

The first revenue measure enacted after the asclaration of
war was the Act of October 3, 1917 (40 Stat. 300). This dct
amended many previous laws and was very cifficult to administer
as a result. If levied an excess nroflts tax, ana in order to
interpret this part properly, the Secretary of the Treasury
selected a group of excess profits tax advisors from business
and professional men. In adcition, the Bureau was reorganized
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vith the creationof new offices and divisions. All of the
collectors were placed under the direction of a supervisor of
collectors, anc the ol revenue agents were placed under the di-
rection of a chief revenue ajent. ''nese two officials were
nade equivalent in rank to deputy commissioners.

During 1318 Congzress debated a large tax bill, but it was
not enactea at the time the war ended, and finally a smaller bill
was aoproved on February <4, 1919 (40 Stat. 1057). Amon; other
things the new law placed a tax on the products of child labor
and a Child Labor 'fax Division was or, aplze& to enforce it. fThis
Division was abolished wnen the act was declared unconstitutional
ia 1922. The 1lvly act also created a Supervisory Tax toard of
& members appointed by the Commissioner with the approval of the
Secretary. The Loara functio.ed for about 6 months and was fol-
lowed by a Couuiittee on Appeals and ieview, which wa: an inde-
venaent unit of the Lureau responsible only to the Coumissioner.
The Committee's function was to heur and consider cases anpealed
oy taxpayers and to answer the questions asked by tne income tax
unit.

The 1919 act also provided tor the employment of 5 deputy

commissioners and adjusted tne salaries of collectors, including
a provision that no collector shouvld receive more than $6,000
a year. From 191¢ to 1521 there were a number of shirts in the
functions of the various units and. daivisions having jurisciction
over milscellaneous excise taxes. Tihe ultlmate cevelopment was

that a bales Tax Unit supsrvised the collection of taxes wiilch
were regarded as purely saie& taxes, and the liiscellaneous Lnit
supervised otuer excise taxes such as stanp taxes, taxes on trans-
fers of stcck ana S:GCLal taxes on businesses ana occupations.

Prior to 1820 the revenue a ents and inspectors outside of
washincton served all the units of the Bureaw and investipated
cases involving all kinds of .nternal tax matters. They were
respoasible to the chief reveaue a _ent, who in turn was respon-
sible directly to the Commissioner. By 1920 the enforcement of
the income tax had become such a difficult protlem that the Field
Auditing Division was createu. The men assizned to this division
were cnarged with the investigation of income and excess profitis
taxes, but were not reguired fto do an; other work. '<The Revenue
Act of llovember 23, 1521 providea for the appointment of a Tax
Simplification Poard consistin; of 3 UthlC members appointed b
the President and 8 officers of the Bureau designated b the Secre-
tary. Its duties were to investijate the procedures used by the
Bureau and to meke recommendations that would sinmplify them.

During the prohibition era the Bureau nad great responsibilifies
in connection with the enforcement of the 1iquor laws. This work
has been largely obviated by the repeal of the prohibition amend-
ment to the Constitution, and aocurulnLly an extensive ciscussion
is unwarranted.
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V. gSenate Investigation of 1924-1926.

On Februcry 21, 1924 Senator Couzens introduced a resolution
calline for the appointment of a svecial Senate Committee to investi-
gate the Dureau of Internal Revenue, and make recommendations for
corrective legislation. The terms of the resolution authorized the
Committee to hold hearings but did not permit the employment of experts.
As first presented, the resolution contained several "whereas™ clauses
indicating that there had been unnecessary delay in decisions of
income tax cases, that the aelay had been characterized by inefficiency
on the vart of the Bureau and implied that there had been fraudulent
and corrupt practices in the administration of the revenue laws.

The Finance Committee reported the resolution without the preamble,
but Senator Kobinson stated that the resolution itself was broad
enough to enable the committee to meke any investigation that circum-
stances indicated to be necessary.

Senator Couzens stated in the debate that his reason for intro-
ducing the resolution was the public criticism which had been leveled
at the Bureau. There were complaints about arbitrary and unreasonable
assessments, delays in final determinations, and many other injustices.

The resolution was adopted wmarch 12, 1924 and on March 14, the
Svecial Comnittee held hearings which lasted until April 9. On
April 10 Secretary liellon sent a letter to the President in which he
stated that he apnroved the purposes of the resolution but that
senator Couzens had conducted the hearings in such a way that he
was convinced that -their sole purpose was to vent some personal
prievance against himself. IHe alleged that the Committee attempted
only to investipate companies in which he was interested and that
they had failed to show any favoritism but had abandoned all con-
structive purposes. liellon's letter stated further that the Committee
had adopted a resolution authorizing Francis J. Heney to conduct the
investigation on the understanding that neither the Committee nor
the Government would pay him any compensation, but he would be paid
by Senator Couzens. Illellon charged that the investigation injured
the efficiency of the Bureau and the taxpayer suffered because the
morale of the 60,000 employees of the Department was impaired. IHe
stated “If the imposition of private resources be permitted to
interfere with the executive administration of government, the
machinery of government will cease to function." The letter con-
cluded with this statement: "when, through unnecessary interference,
the proper exercise of this duty is rendered impossible, I must
advise you that neither I nor any other man of character can longer
take responsibility for the Treasury. Govermment by investigation
is not government."

On the 1lth of April President Coolidge sent a messace to the
senate attaching a copy of Secretary ilellon's letter. 1In his message
the President sald that he would always lay before the sSenate any
information that was not of a confidential nature, but that the
attack being made on the Treasury went beyond any legitimate require-
ments. Coolidre allered that the appointment of an agent and aftorney
to act in behalf of the United States but to be paid from some
source other than Treasury, violated an act of 1917, and that this
unwarranted intrusion must be resisted by the Executive. He stated,
“Under a procedure of this kind the Constitutional guarantee acainst
unwarranted search and seizure breaks down % 3 %%, The conclusion
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of the letter was, "If it is to continue, if the government is to
ve thrown into disorder by it, the responsibility for it must rest
on those who are unaertaalq? 1t It is time that we return to a
government under and in accordance with the usual forms of the

law of the land. The state of the Union requires the immediate
adoption of such a course."

A very spirited debate followed the receipt of the Fresident's
message and political charzes of all kinds were made. Preparations
were being made for the polltlcal conventions to nominate Presidential
candidates, and the senators of both parties tried to turn this
dispute to their political advantage.

In the course of the debate Senator licKellar quoted a letter
which had been received a few days before by one of the members of
the Comnittee from Secretary Mellon. In it idellon stated that he
felt the Committee should make an immediate investization in order
to satisfy itself and the public whether or not the comvanies in
which he was interested had received any favor from the Government,
A few days later he sent the letter described above to the rresident.
Senator Kobinson attacked the validity of the statements made by
liellon on, the ground that it was impossible to interfsre with the
eif101ency of the Bureau or aemoralize the 60,000 employees of the
Treasury by merely asking for the tax returns of the companies in
which iellon was interested. No demand had been made that the records
be furnished but iiellon had turned them over to the Committee
voluntarily. Ile also pointed out that there could be no violation
in this instance of a Constitutional guarentee against uvnwarranted
search and seizure because that section UPOLSCteQ private citizens
and was not a zuarantee to npublic officials acainst publicity of
their rccords.,

Senator Borah pointed out that when an investirzeting committee
demanced certain files from the attorney General, and he refused
to furnish them because they were confidential, the President
reouested the immediate resignation of the Attorney General. On
the other hand, when the Lecretary of the Treasury manifested
impatience and resentment toward an 1nvest1”atlon of tax returns
in which he was interested, the President assumed an entirely
different attitude and sent a message to the Senate seeking to call
a halt to the investigation.

The question of prohibition enforcement was also oragged into
the arsument, as it hzd been charged that the Bureau was not making
a uITchent effort to enforce the law. The princinal issue was
whether Secretary liellon had any connection with a forged liguor
permit on the basis of which a saloon keeper in Pittsburg had
obta1neﬁ & lerge cuantity of whiskey ir;m e bonded warenouse.

Some of the senators atfemb+eé to defend enator Couzens' action
in agreeing to pay ir. Heney's salary himself but ultimately the
Senate emended the ear71er resolution 80 4s to permit the Committee
to hire experts.
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Additional nearincs uncer the new resolution were held from
Novemocr 20, 1924 until June 1, 1925. On Januery 12, 1926 the
Committee filed a »artisl repor “t and on Pebrnary 2 filed the second
part of its report. The minority views were published on February 48.

The hearings were extremelg voluminous, but consist pledPJlV
f the evemﬁnatlon and discussion of particular cases which had been
be*ore the Bureau. There were, however, a number of references to
the adequacy of the administrative machinery.

The Committee heard the testimony of Frank . Trazier, a former
employee of the DBureau, on the yuestion of decentralizing the work
of the Buresu. Pra51er pointed out that there were two field orran-
1zat1015 in the Bureau. One wes the collecltion service, under the
supervision of ©b c’I]ectors, which had 7,000 peonle and was charged

with the collection of revenue and the uuﬂltlﬂh of individual income
tax returns below 15,000, ¥ost of ite employees were not covered
by the civil service Pules. The second ficld orrenization was the
forcﬁ of 3,000 peonle known as internal revenue “ﬁents and wnﬁﬁ@ctovs,
who were under the direction of 4 internal revenue srents in charpe.
The people in the arents' of fices were all civil service emﬂioyeeb,
but aid not do much auditing excent in those cases referred to them
by weshington. [Frazier po;nteﬁ out that 7,000,000 returns were
audited in the field and the work in Jasnln“tnn was considerably in
arrears. e stated that it was his opinion that all anditins ought
to pe done in the fielad,

lir, Nash, the Assistant Commicsioner of Internal Revenue, steted
~that further decentralization had not taken place vecause there was
not a prover orcenization for the auditine of all returns in the field.
His reasons for this statement were that the men in the field were
not all civil service employees, were not teclnLcaLly qualified to
handle diificult returns, and were not peid hich enouch saleries.

lir. Hartson, Solicitor of the Eureau, testified that cecentral-
ization promotes a lack of uniformity in the rulings. Ie stated
that it is cesirable to pet takpayarv cases settled, but it is more
imvortant to the same taxpayer to be treested the same way that other
taxvayers in other jurisdictinns are treated.

Mr. Frazier ccncluded by proposing that the Overman Lct be
repealed, all the field forces, except the prohibition forces, be
consollaatea, ana that the auditing of practlcleV all income tax
returns be done in the field. He predicted that this would speed
up the work of the Bureau, and that its a*pronrlatlons could be
-reduced by several miliion dollars at an early cate.

At a leter point Mr. Nash testified to the same effect as
Mr, Frazier that there were two field organizations, one under the
collectors, which was not civil service, and one under the arvents,
which was civil service. He said that he would like to see all of
the field work under one administrative head, but that he did not
believe the problem could be solved by combining the collectors!
offices and the agents' offices because so many of the collector's
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employees were volitical anpointees. Kash testified that the men
in the apents' oifices did a hirher type of work and received on
the average, hicher salaries than the deouty collectors.

Senator Kinsz, who was a member of the Committee, stated that
he felt it would be better to haeve one organization and have it
recponsible to washington, rather than to local collectors., He
wanted to know whether Secretary liellon would sponsor such a move
and whether it would be aporoved by the Treasury Depsriment. Iir. Nash
stated that it had been studied very carefully by the Treasury, but
that any such proposal woulc require a urastic change in the lew
in oréer to keep the efficient people who did not have civil service
status but who should stay in the internal revenue service. Senator
King expressed his view as being that the duties of the collectors
should be transferred tc the revenue agents.

VI. Senate Committee Report of 1926.

The investigation of the Svecial Senate Committee cdealt primarily
with the administration of the income and estate taxes. In adacition,
there viere investipations of the administration of the prohibitiosn
laws and of the reasons for yearly veriations in texable income. In
its first report the Committee took up the investigation of the income
tax administration and stated that a subsequent report would be filed
on this same subject. Avrarently the second report has never been
filed.

The twe principal abuses which the Committee found in the admin-
istration of the income tax were allowances for discovery depletion
and allowances for amortization of wer fecilities. In connection
with depletion ailowances the Committee found that Bureau officials
superior to the engineers, were setting aside sound determinations
of value and substituting excessive ones on the basis of analytic
appraisals. This practice was forbidden by the regulations, but the
regulations were being consistently ignored and the Committee
recommended an amendment to the law, The Committee also found that
the head of the Engineering Division was unfit to hold his position
and thet there was a growing tendency to meke a production record
repardless of principle and to give persistent and influential tax-
payers anything they demanded in order to reach a settlement. The
abuses found in connection with the amortization of war facilities
were numerous and consisted of complicated methods of allowing
creater amortization than was permitted by the revenue bws. On
this point the Committee report states that taxes on about $140,000,000
of emortized values could be saved if Congress took prompt action.

The Committee also found that it was the Commissioner's consistent
policy to exceed his authority to compromise taxes and in many cases
he gave unsecured creditors and stockholders of insolvent cormnorations
precedence over claims for taxes. The Committee concluded that the
fraud venalty was never enforced by the Commissioner.

PR o e S a1
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The administrative reasons behind these abuses were aiscussed
in aetail by the Committee. The report states that the "vractically
unlimited discretionary power vested in the Commissioner of TInternal
Kevenue" was really being exercised by the heads of the divisions
of the Bureau. There were no adequate rules or restrictions govern-
ing the division heads and their work could not be reviewed unless
a taxpayer was dissatisfied with their determinations or a refund
in excess of 350,000 was involved. Lven subordinates within the
divisions were unable to protest, because it was the vpolicy of the
income tax unit to discourege complaints and protests by emplovees,
and no direct comrunication with the Solicitor or the Commissioner
was permitted,

One of the principal defects discussed by the Committee was the
failure to publlclze principles and practices to be followed in the
determination of tax liability. They found that this resulted in
gross discrimination because employees of the Tncome Tax Unit had
no uvniform prineipals to follow; thet taxpvayers often failed to
claim ellowances because they did not know that similar allowances
had been granted to others; that because precedents were not published,
texvayers were forced to employ former employees- of the Income Tax
Unit to advise them in tax cases, which placed an artificial premium
on the value of the services of such persons and enabled them to
charge excessive fees; that the demand for the services of ex-emnloyees
of the Bureau caused an enormous turnover in the personnel of the
Bureau; and that because of the unsettled stute of the law, many
claims were filed which should be settled by precedents.

The Committee concluded that the publication of rulings would
be the strongest possible deterrent against the making of unsound
rulines, but that instead of following such a course, it was the
policy of the Bureau to fix taxes by bargain so that the most per-
sistent trader got the lowest tax. Although the Committee recognized
that there were objections to throwing open the records of the Tncome
Tax Unit to the public, it suggested the necessity of giving an
ovportunity for some outside scrutiny to protect the public against
discrimination.

In comnection with the investigation of alleged delays in the
closing of tax cases, the Committee found that many delays took place
and were the result of barcaining with the taxnayers and the granting
of many extensions of time to furnish information required to determine
the Valldlty of deductions.

On February 6, 1926, more than three weeks after the filing of
the majority report, two of the five members of the Committee filed
a report containing the minority views. In it they severely criticized
the majority for their hand11nw of the investization and the report,
and they also attemvted to refute all of the criticisms made in the’
ma jority report.

The comments on the Committee procedure were that most of the
cases discussed in the report had not been the subject of hearings
but had been examined after the close of the hearings from photostats
made from internal.revenue files. The report was prepared by counsel
and the Bureau was given an inadequete opnortunity to comment on it.
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The Caommittee never met to discuss the report ancd it was published
hastily, ¢iving an erroneous impression to the public of the state
of work in the Bureau.

with respect to the comments of the majority on administrative
procedure in the Bureau, the minority mede severasl arguments. First,
they stated that the Committee had never examined the Bureau proce=-
dures at first hand as they had been invited to do by the Bureau
officials. GSecond, they contended that the practice of delerating
authority “to aivision heals was justified, because it would be
impossible for all the activities of the Bureau to be under the
direct personal supervision of the Commissioner. The minority
believed that the review procedures were adequate and that every
step possible had been taken to protect the interests of the
Government. The minority also contended that an enormous number
of rulings and reﬂu]atlons had been published and that the bulletins
in which rulings aprﬂared had, for the nreceding two years, contained
a stetement on the cover that "no unpublished ruline or decision will
be cited or Pe}leé upen by any oifficer or employee of the Bureau
of Internal Revenue as a precedent in the disposition of other cases
Finally, the minority attempted to show that the Bureau had accom-
plished & oread deal avainst very serious obstacles.

The number and amount of taxes had been increased enosrmously
between 1916 and the end of the investigation, which had cansed the
Bureau to expand its personnel in an attempt to handle the wvolume
of work. In aoultlon, neW'tyoes of taxes were imvosed and a rreat
many new duties were imposed on the Bureau. The minority felt that
the Bureau had overcome the rreestest difficulties and hed succseded
in becoming practically current in its work. They felt that the
investiration had been limited to individual cases and had not gone

into over-all accomplishments of the Bureau. The concluding paragravh

of the minority report is as fol iows:
"The accomplishments of the bureau in coLJccflnp more
than $30,000, OUO 000 in revenue and in awditing and closing
58,000, JOO cases has been subjected for the last year and
Hree montns to this type of critical 'vautl’&+1nh by the
investigating committee and its staff, comwosed of some
o0 1awyers, engineers, accouptants, ana clerks. It has
resulted in a criticism of verious rerulations which had
received the approval of two admini strations and many
competent and able authorities on taxation, besides disclosing
a ditierence of judgment in some swecilic cases. The investi-
cation has disclesed no hint of any irresularity or fraud.
That the bureau can so SUGCGbeHlLV withstand such a searcning
and critical investiration is a *reat tribute both to its
present and vast officials and emﬁlovees. The burean is
entitled to the respect, admiration, and praise of the
Congress and of the countny for the honest and eificient
way in which it has performed its work."




-_y'E- INAKKA Late #!

- 23 -

VII. Recent Developments in Administration.

#hen the office of the supervisor of collectors was
abolished some time after 1920, a new procedure was established
for the examination of collectors' offices. The men who had
been employed by the suvervisor of collectors under civil service
became supervisors of accounts and collections. They were placed
under the direction of a Deputy Commissioner and organized
into an Accounts and Collections Unit created in 1922, They

-have been used to supervise the persomnel of collection districts,

to train new personnel, and to sneed up collection drives in
districts where receipts lag, The purpose of their audit of

the collectors' books is to maintain avreement between the

colle ctors' books and the amounts charred arainst them at the
Bureau in Jdashington. They also report on the ceneral efficiency
of the emDLOJeeu, and before the bulk of col1eotors' employees
were covered under civil service, they reviewed efficiency
ratings and had considerable control over the personnel of the
collectors' of fices.

dithout benefit of lerislation the Bureau took stevs in
1927 to improve the work of the collectors' offices, particularly
where inadequacies resulted from the fact that the collectors
were political appointees. Collectors were persuaded in most
instances to appoint their chlef deputies or chief clerks as
"issistant to the Collector". At the time this was done there
was no recuirement that the h?sistant to the Collector be a
civil service officer, but in many cases the men avppointed were
under the civil service. According to the Internal Revenue
lenual (1936) the Assistant to the Collector is under the
Qenaral direction of and responsible to the collector. It
is his Guty to plan, organize, coordinate, sunervise, and be
directly responsible for the operations of the office organization.
e assumes tne duties of the collector in the collector's
absence. The chief weakness of this office is that the collector
ii free to choose any member of his staff and to chance assistants
at will.

In 1826 Congress authorized the President with the consent
of the Senate to appoint a Special Deputy Commissioner of Internal
Revenue. This official has such duties as are prescribed by the
Commissioner or authorized by law. (44 Stat. 126).

The Act of May 29, 1928 (45 Stat. 832) provided that the
salaries of collsctors of internal revenue could be readjusted
and increased under regulations prescribed by the Commissioner
with the approvel of the Secretary. It also limited the amount
received by any collector to $7,500 per year.

On March 2, 1929 lerislation was enacted (45 Stat. 1496)
changing the salaries of storekeever-gaugers from a per diem
basis to annual salaries based on their then exicting per diem
rates,
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Tn 1934 an act was passed (48 Stat. 758) which reorganized
the lepal branch of the Bureau of Internal Revenue. Prior to
the enactment of this law there was a Solicitor of the Treasury
who had powers in a limited field not assigned to other leral
officers of the Department, a General Counsel for the Bureau of
Internal Revenue, an Assistant (emeral Counsel for the Hureau,
and an Assistant Solicitor of the Treasury.

The report of the House Committee on ways and HMeans stated
that “there is no responsible lecal of ficer in the Treasury
with power to coordinate the leral work of these qeparate orouns
of lawyers and to prevent waste and duplication of effort among
them" (report No. 704, 73rd Congress, page 40).

The new law created the office of General Counsel, who
is avpointed by the FPresident with the advice and consent of
the Senate. In addition, the President is authorized to appoint,
with the consent of the Senate, an Assistant General Counsel
for the Rureau of Internal Revenue. Five other Assistant
General Counsels were authorized to assist the General Counsel
in the performance of his duties, but these aprointments are
made by the Secretary of the Treasury and only the Assistant
General Counsel for the Bureau is annointed by the President
and confirmed by the Senate.

The General Counsel is vested with the powers, duties,

. and functions of the General Counsel for the Bureau of Internal
Revenue, the Assistant General Counsel for the Bureau of Internal
Kevenue, the Solicitor of the mreaeurv and the Assistant Solicitor
of the Treasury, all of which offices were abolished.,

The Kevenue Act of 1034 in which these provisions relating
to the legal staff of the Treasury were incorporated, had been
introduced for the purpose of increasing the revenue by preventing
tax avoidance., Iumerous amendments were made in the rate
structure and in the cdetailed technical oprovisions of the tax
laws. In the course of the debate Congressman licFadden made a
speech concerning the information which had been accumulated
concerning former Secretary liellon's administration of the Bureau.
In adaition to CllthlZlnﬁ the confidential rulings which were
used extensively during Mellon's administration and the compromises
which were entered into at that time, Congressman :icFadden
severely criticized the treatment which had been accorded
employees of the Bureau. 'He alleged that emvloyees were
liberally rewarded at the Government's expense if they assisted
Mellon to enrich himself, or the comnanies in which he was
interested, throush the avoidance of taxes. He allered further
that those who did not serve iellon's purvoses conld not advance
and those who dared to question his actlv1tles were “demoted,
dismissed, dishonored and disgraced“. He also contended that
civil service emnloyees of the Bureau were never cranted the
hearings to vhich they were entitled under the law if their
status was affected by the action of ilellon or his associates.
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Tn 1938 two new uivisions concerned with taxation problems
were oreated by administrative action. These were the Division
of Tax Rkeseéarch and the oifice of the Tax Legislative Counsel.
Although neither group was supvosed to be a part of the Bureau
‘or resnonsible to the Commissiloner, their salaires and expenses
were paid out of the annual ar ronriations for the Bureau. The
Treasury Department Aunpoprlat1on Act, 1944 (57 Stat. 250) is the
first lerisiative reference to these c¢ivisions. Separate apnro-
vriations have b en provided for them since June 35U, 1943.

Tn 1938 Secretary sorrenthau decided to decentralize the
sevtlement machinery of the Bureau of Internal Kevenne. The
purpose of decentraiization was to crect a single unified settle-
ment and trial agency with office facilities which were near the
taxnayer's recidence or place of business. The proyram is
described in an article by iilton L. Carter, an official of the
Bureau, in 17 laxes &UO (1939) anc there is & more cetailed
discussion in Part 2 of the moncrraph of the attorney General's
Committee on AamlﬂlaLPatiVL Procedure.

he Tecanical wtalf of the Bureau of Internal Levenue

was crected for the purpose of carrying out the decentralization
policy. That Staff exercises all the authority of the becretery
of the Treasury and the Commissioner of Internal Hevenue in

the review of IfotesLeﬂ tax determinations made by Internal
llevenue arents in charge, and in the settlement of contested
cases and their defense before the Court of Tax Anneals. The
Technical Steff is charged with the disposition by settlement

or trial of the many nroteqteﬁ cases whlch arise each year,

Tn 1929 it had ten field divisions and 38 permanent local
offices. They "Pant hearings to taxpayers who request them
after having failed to reach srreement with the investirating
internal revenue agent. If the taxpayer declines to accent

the detsrmination of the Technical Steff the case is returned

ts the internal rcvenue agent in charge, who issues & notice

of deficiency. 4npeals by taxnayers tc the Court of Tax Appeals
srain brine the case back to the Technical Steff which considers
them with a view to settlement by acreement.

The Technical Staff onCﬂateo under the reneral suvervision
of the Commissioner and has reoresentatives of the Chief Counsel
attached to each field office. The local member of the Chief
Counsel's Oif308 must concur in settlements nerotizted efter
anneals have been made to the Court of Tax Appeals, and they also
trr the cases which are not settled at this point.

The iionorraph of the Attorney General's Comnittee criticizes
some details of the cecentralization program but cives it ceneral
avprovel and considerable vpraise for the speed with which it was

P“anlaed and put into onorat*nn.
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During the Senate's consicderation of the Revenue ict of
1242, an incident occurred which illustrates in a striking manner
the relationship of the Secretury of the Treasury and the Commissioner
of Internal Revenue. This incident led to the enactment of a statute
(Internal lievenue Code, section 5012) which made & very important
change in the relationship of the Ireasury and Concress on tax metters.

The kevenue Bill sunported by the Secretury provided for-with-
holding personal income taxes at the source. The Zecretary testified
before the House Committee that it was the best available expedient
to achieve a more convenient method for the payment of income texes.
Notwithstanding the Lecretary's testimony, and without notifying the
" secretary of his intention to do so, the Commissioner appeared before
the same Committee and testified in very emphatic terms that the
provision was administratively unfeasible., The Commissioner gave
similar testimony in even more emphatic terms before a Subcommittee
of the venate Committee on Finance, apain without obtaining the
secretary's consent,

As a result of this conflicting testimony the Senate Committee
proposed an amendment to the bill authorizing the Joint Committee
on Internal kevenue Taxation or its chief of staff to obtain any
information directly from the Bureau (includine the Assistant Genersl
Counsel for the Bureau) or dirsctly from any other department or agency.
In defending this provision during the debate, Senator Clark of
Missouri said:

"The views of the general neadquarters contincent, so
to speak, and the 'brain trust' of the Treasury Department,
were expressed at great length to the subcommittee, and it
was casvally said that the Bureau of Internal Kevenue was
being represented at that time by a young man whom I did not
know. I went out and called up the Cormissioner of Internal
Hevenue who had the actual administraetion of the measure in
hand, and asled him to come up and agvear before the committee.
He told me he could not do it without the permission of the
secretary of the Treasury. I wrote the Secretary of the
Treasury and gave the committee views in direct divercence,
just as far as they possibly could be, from the views which
had been expressed on his behalf by the Treasury o:iiicials
themselves, and as the result of the information he gave the
committee, the committee saw fit to make a very radical change
in the proposal, in fact to make a complete divergence.”
(Cong. Rec., DI, October 9, 1842, p. 8271).

oenator Barkley tried to amend the provosal by requiring the
Joint Committee or its chief of staff to secure information through
the heads of the depsrtments and agencies but his amenament was
aefeated by a vote of 74 to 10.

The Act of June 9, 1943 (57 Stat. 150) authorized the President
with the consent of the Senate to appoint two Assistant Commissioners
in the Bureau of Internal Revenue. This act also abolished the oifice
of Assistant to the Commissioner, which had been created in 1919. %he
Assistant Commissioners perform such duties as may be prescribed by
the Commissioner or required by law,
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VIII., Existing Laws nelating to the Administration of
the bureau,

- There nas never been any statutory creation of the bBureau
of Internal llevenue, elthoush the Bureau is mentioned in several
statutes, including statutes relating to the social security
taxes (internal Revenue Code, sections 1420, 1530, and 1605),
the provisions relating to the narcotics tax (Internal Hevenue
Code, sections 2500 and 2606), and those relatinc to the power
of tne Joint Commitiee on Internal Revenue Taxation to obtain
information (Internal Levenue Code, section 5012).

A, Statutory ielationship of the secretary and the
Commlssioner.

The Comiigsioner of Internal Kevenue is avpointed by the
President by anc with the advice and consent of the senate. The
office 1s created in the Department of the Treasury, and tie Com-
missioner is entivled to & salar of $10,000 per year (Internal
Revenue Code, section 3500). ‘The next section of the Internal
revenue Code sets forth the powers anc dutiss of tiie Commissioner,
It berins with the phrase "The Commissioner, under the direction
of the wbecretary--- > It ds obvious, Lnerefore, that the nosition
of the Commissicner of Internal Kevenue is not endowed by legis-
lation with any peculiar attributes which are not attached to a
avmber of other oificials of the Department who are ressonsible
to the oecretary of the Treasury, althougn they are appointed by
the Presicent anc co.firmed by the senate.

section 3901 continues with the provision that the Com-
slss loner, unaer the alrectlon of the Secretary, suall superin-
fena penerally the assess: ent and collection of all tcyeu oro=
v1d1n 1ﬂbernal reVeAue, ana he is also tu prepare and (istri-
bute the instructions s re"Llatluu arafts, foraus, uvlanks,
stamps ana otner matters nertalﬂmt to the assessment and col-
lection of internal taxes.

Tne internal tax laws impose a number of functions anc
duties upon tne Commissioner witiirespect to tne various taxes.
In nearly all instances, nowever, the authority granted alm may
be exercised only wita the approval of the secretary of the Trea-
sury. ‘here are literally nundreas of references in the Internal
tevenue Code to the ahthorit; of the Commissioner beling exercised
only with the ﬁguroval of the Secretary. This is true ol prac-
tlcalld all of the functions which involve the exercise of a
coiisiderable amount of discretion. An examination has been made

the Internal Revenue Code for the pirpose of determining the
functions of the Commissioner which he exercites witiout the
specific avproval of the secretary. Several such instances have
been fouuda, but they are zenerally of minor importance, and it
should be noted that even in these cases the Commissloner is
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nrobably subject to the airect.on of the secretary pursuant to

tie tverms of section 3501 of the Internal Revenue uoue.ﬁ/-ult
respect to narcotics and liguor taxes, the Secretary is authorized
to transfer dutles &nu fuvnetions ifreely irrecpectlive of tiie sta-
tukes relatin: to the Commissioner of Luteraal devenue, (Inter-
nal Kevenue Code, sections 2606 and 3170).

It is apparent from an examination of the statutes that
Congress has beep careful to preserve the power of the Secretary
to supervise and direct the activities of the Commlssioner. Any
difiiculties that have arisen in this connectlon must, therefors,
have been the outgrowth of administrutive practices anc the laws
relating to the appointment and service of other ofificers of the
Lureau.

Be selationship of the Collectors to the Commissioner
and the sSecretary.

The collectors of internal revenue are appointed by the
Presiaent with the consent of the senate, but the statutes relating
to their appointment anu auties co not indicate to whom they are
responsible. Very little has been found which indicates how the
existing relationships aeveloped. It seems clear, nowever, that

the oractice is to make the collectors ressonsiple to the Lom=-
‘missioner. ''he Internal Levenue lkanuval (135@) is issuea for the

intorwation anu guidance of collectors anc tielr employees. It
is siined by the Commissioner of internal llevenue and approved
by the Actlnp Secretary of the ireasury. In its aescription of
tﬁﬁ functions and responsicilities of the cO'lﬂOt”l, it states
(section 2) "the collector o6 internal revenue is under the
ceneral administrative cirection of, and is responsible to, the
Comnissioner of lnternal Hevenue for the administration of the

internal revenue service in his district; # # %", It is apparent,

2/ Tue Co.missioner is authorized to approve certain types of ac-
counts maintalned by texpayers (sec. 41); to allocate income ana
deauctions between corporatlons having identical ownership (sec.
45); to require boncs when credit is allowed for fore izn taxes
(sec. 131); to close the taxable year, malke assessuents and abate
them wien faxes are 1ln Jeopardy or tanpa‘or is about toleave the
Unitea States (secs. 146, 872, 3560); to obtain specified types

of information from curporatlons (sec. 148}; to reuuvire informa-
tion concerning ceductions ané credits allowed to non-resicent
aliens (sec. 213}; to extenc time for pajyment of taxes on unjust
enr&camant require bonds and settle clalno involving the same

tax (secs. 702 and 700), to adjust abnormalities aJich:LnL .incone
suaguct to excess profits taxes (sec. 722); to extend time for pay-
ment and rerulre bonus in comnection with the estate tax and de-
ficiencies (secs. 822 ana dfl), to prescribe stamns and tae method
of affixing and cancelling them (secs. 1509, loldb and ldle); to
prescribe fhe form of inventories and bocks under the tobacco
taxes (secs. 2017, 2018, 2036, 2087, 2055 and 2066); to issue

N AL
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tncrefore, that the gecrerarJ, the Commissioner anc the Ccllec-
ors operate on the basis of uirect responsibility of the col-
1ectcrs to the Commissioner.

whatever power tne becretary may exercise over tne ac-
tions of the collectors stems from tne aecrstary's gceneral au-
thority with respect tc tne Commissioner. As noted in an earlier
part of tals memora poun, the Comalssioner acis "unuer the direc-
tion of the Secretary'. in adaition the secretary has authority
to suspenu colluctors but only in cases of 1rauu, tross neglect
u; cvt" or abuse of nower. (Internal rHevenue vode, section
3542 and ;eor;anization Plan lio. II, sec. 404).

C. Existin: Laws :lelating to Suborcinate Positions
1n The bureau.

In addition to the Commissioner the staututes in effect
tocay provide for the appointment by the President, with the
coasent of the uehwbc, of two nSSlboant Comuissioners. 1ne
President also has auvthority, with the consent of tine Senate,
to appoint a bpecial Jeulty Uormmissioner. ‘‘here are five otier
uenutv cormissicners ann¢0yea in the SBureau pursuant to section
3915 of toe Internal ievenue Uode. ‘he statutes also provide
tor the appointment by the Secretary of an analytical cnemist
anc a microscopist anc the lezal staf{ described apove.

sections o040 and 3941 of the Internal Hevenue Code
authorize the President with the consent of the :enate to ap-
voint a collector for each of the 65 internal revenue districts.
The rresicent is also authorized to consolidate collection dis-
tricts. ‘he salaries anc allowances for expensss of collectors
are deterinined by the Secrelary upon tiie recouunendation of the
Comissioner. This control of salaries provides the Secretar
of the Treasury with con51deraole sower over the dJUOlﬂudent
and continuance in office of collectors. In acdition to the
‘initial cetermination of salaries, tue Secretary nas the rignt
to approve or disapprove regulations prescrivec by the Cormis-
sioiler, reacjusting ana increasiuf the salaries of coilectors

2/continued. : T
re;ulations oun oulk sales of tobacco free of tax (sec. 2101);
to issue regulations requirin: cigar anc 01Larette labels
to show taxes vpaia (sec. 2111); to issue regulations on the
destruction of forfeiteu tobacco (sec. 2100); to determine
r*“farlne substances subject to tax anu celeterious to healtn
(sec. 23ll); to require sersons to file returns, furnish in-
formatlon and xeep recorus (sec. 3603); anc to sanction tax
suits (sec. ?QU).
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gach collector is authorized by section 3990 of the
Internal Hevenue Uode toa ppoint as many ceputies as he thinks
prover anc tc revoke tnelr appolintments. Lhese powers were
transferred to the secretary of the Treasury by sectiva 404 of
heorganization Plar io. II, nay ¢, 1939. Deputy ccllectors are
compensated by such allowances as the wecretary proviues upon
the rscomendation of the Commissicner. If a collector is sick
or ausent, the senior deputy performs his functions, and if
there is a vacancy he discharpes tne collector's functions
until a successor is appointed. .ll ueputies contirue to aci
until a new collector is avpointea to fill a vacancye.

The Commissioner has authority under section 400U of
toe Internal revenue Cole to appoint interunal revenue agents anc
to assign tuem to duty under the direction of any officer of the
Bureau or such special duties as he deems necessary. The ap-
pointment power was transferrec to the Secretary in 1939 by
neorsanization Plan Ho. II.

Londed storekeeper-gaugers are appointed by the Secretary
uncer section 4010 of the Lnternal Revenue Code. 'hey are paid
annual salaries and treveling expenses. uUne or more must be as-
signed uy the Commissioner to every internal revenue bonded
warchouse. .hLenever storekecper-gaugers are not emnloyea upon
their regular duties, they may -e assigned to such duties as the

D. Civil Service Status of implojees.

lione of the officials appointed by the President with
the advice and conseunt of the Jenate are civil service employees.
‘'nese include the Cowmissicner, the two sssistant Commissioners,
the ospecial Leouty Commissioner, the Assistant Ceneral Counsel
for tne burecau of internal levenue and ail collectors of internal
revenue.

Under the terms of .the Uverman Act of 1913 deputy col-
lectors of internal revenue were not covered by the civil service
laws, and by L9389 practically all of the positions in the of-
fices of the collectors were classified as deputy collectors.
Accordingly, there were very few civil service employees on the
collectors' staffs. Uhe employees of the internal revenve agents
on tue other hand are almost entirely civil service emplojees.

In 1934 the Civil Service Commission contended that clerrs anc
otner employees in the offices of collectors should not be deputy
collectors appointed outeide the civil service. The Commissioner
argued that the practice of tie collectors was authorized by the
Overman Act. Un September 13, 19s4 kir. Uliphant, then General
Counsel of the freasury, wrote an opinion in w ich he concluded
tnat it was not the inteation of Congress that clerical help

in collectors' offices be apvointed deputy collectors, and thus
be exempted from civil service requirements. It is not inown
what action resulted from this opinion of the General Counsel.
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In 1940 Congress autvhorized the Presiuent to issue
executive orders covering into the classified civil service any
offices or positions 1r the Executive Dranch of the Government

with certain specitieu exceptions. 'here were no exceptions
affecting the nmureau of internal nevenve, except that the exe-
culive oraers could not affect olfficials a0)01ntea by tine Presi-
cent with the advice and consent of the Senate.

On april 23, l@4l the Presidest issued =xecutive Urder
8743, which covered into the classified civil service all Govern-
ment emplo rees not so covered, with certain stated exceontions.
Positions excepted from the classifiea civil service under sche-
dules A and I of the Civil service Hules were not covered by the
Ixecutive Urder. 'lhese schiecules make only one reference to em-
ployees of the iurean of Internal Revenue, which is as follows:
"% w % special emplojees for temsorary aetective work
in the field service of the Lureau of Internal Hevenue
under the anpropriation for aetecting anc bringing to
trial and punislment persous violating the internal revenue
laws. Appointments under this paragreph shall be limited
to persocas whose services are rePLlreo because of indi-
viaual knowlecge of violatlons of the law, an¢ such ap-
pointments shall be continuec only so Junt as the personal
knowledge possessed by the appointee of such violation
makes his services necessary.s # %"

Accordingly, all positions in the Zureau of internal
Revenue Pcluﬂln’ deputy collectors, are now covered into the
3

classified civil service with the exceptlon of those officlals
appointed by the President with the consent of the Senate.

And D
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