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Lo Sacretary Vinson
From: #r. Luxford
Conclusions and Recommendations in

Connection 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,
fir. Brenner and I 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 opvortunity
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 & desire to better understand the de facto relationshiv
presently existing between the Bureau and The Treasury. In tiis
memorandum I am offering you my own conclusions and recommendations
on the subject.

I have intentionally avoided expressing any conclusions
or recommendations on.the subject of reorsanizing the Bureau
jnternally except to the extent that this was essential for
improving the relationship between the Bureau and the Treasur{.
It does seem clear to me, however, that consideration should be
riven to whether some internal reorganization of the Bureesu is
not highly desirable. while the attached historicael 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 en improvement
of the Bureesu-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-Ireasury relstions. ioreover 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 legal authority to control the Bureau of Internal
Revenue. Not onIy 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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Horeover, in the eyes of the public, whatever the Bureau does ~’
or fails to do - is airectly identified with the Secretary of the
Treasury, In a very real sense the public regards him as the man
. wao puts his hands into their pockets and collects the taxes,

(2) The lack of de 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 responsibility for, the Bureau, the o ficers in charge of the
Bureau - whether volitical or civil service appointees - have owed
their primary loyalties elsewhere. Specifically, the political
avpointees have owed their apnointments, 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 Burean and its career men go on forever.

(3) While the political and career officials in the Bureau
tend to regard the Secretary of the Treasury - and the Treasury
Department - as necessary nuisances which must be tolsrated but
scarcely resvected, yet these two types of officials do recognize
that as & practical matter they must work together to achieve
their separate aims. The ordinary political apovointee thrown into
the highEy technical field of tax agministration soon discovers
that the "safe" way to avoid embarrassing mistakes on his part is
to let the experts have their way. The carecer oificials, on the
other hand, find in these political officials powerful allies in
supvort of their own positions and ambitions - tec say nothing of
counteracting “interference" by the Treasury. Thus, you discover
the not infrequent anomely of the Commissioner of Internal Revenue,
for instance, ardently supporting a career man for a political
post in the Bureau. Contronted with this situation, observing
thet 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, end wdry 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
1s 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 pert of a century
have developed an ingrained way of thinking on the part of Bureau
gersonnel generally, so that today we are confronted not only with -

he facts but also a tradition that will have to be uprooted if
any permanent readjustment is contemplated.

(6) 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
rether than revolutiomary. It will require tact and skill coupled .



1ith vlenty of dogred Aetcrmination and persistence to make a
un”amcntgl change. On the other hand, prompt 1Mprovement can
e achieved - at least during your temire in office - if in Four
opinion this goal warrants the time and effort recuired in its

eccomplishment.

(6) 4s indicated above, it is difficult - if not impossible =~
to seperate the relationshin between the Pureau and the Lecretary
of the Treasury from the felatlonshlp between the Buresu and the
Treasury Denartmeut As is true in other fields - whether it be
the eyes of the vublic, the Congress, or other sovernment 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 Bureau, on the one hand, and the Secretsry and the Department
on the other, are vrimerily et the high nolicy level (such as
major personnel &CthlS, l“lulqt an, re _*L”thpu and zeneral
Dollcv decisions). At these high pelicy points of contact the
men in the Deperiment representing the Secretary do tend to reflect
his views and vice versa sc thst this identity in concept is most
natural, This point ig rerticularlv siznificant to our considera-
tion because it surgests thatl any move rtron"thening the position
of either the oecretdrv or the Devsriment vis a vis the Bureau
wilT most likelv strem-tnen the position ol The other. Thus in
weiching tecaniques for improving the situation we are free to
interchange the Dep.rtment and the Lecretary ot any point where
convenience or exnediency sugrest it is acnronricte,

Recommendations

In offering these recommencdations for improvin~ the ce facto
control of the Secretary over the “uresu of Tniernal Reveine and
in echievinz a rreater cerree of coordination in their nolicies
and oneratlons, I heve assumed that fundementally the short raage
treatment of the problem vsries only in derree and not in %ind from
the long range agﬁroach to it. nccarnlw“l" T have not ceparated
long range recommendaticons from those ol Lort range. Rether I
have dealt with them under the same headl p01ntlng out where
necessary whether the proposals are of trcns1torv or permanent
s1mn1fncance.

I .

The Purean Must be iade fo Realize that_}hg
Secrefary of the Treasury is Lhe hos

411 recommendations for veadiusrtine the relations betwsen the
Burezn and the Secretary - whether temvorarw or nermanent in naturs
can be telescoped into one vrovosition: The Bureav must be made to
realize that the Secretary of the iressury is the boss end that the
Secretary intends to be the boss, whether the read instment proves
temporary or permanent CQﬂeUCu upon whether the Turean is coﬁviwc°ﬁ
thet it is onlv the present ¢ quetar" of the Treasury who will have
to be treated as boss or whether a.fﬂvnqmaﬁtal chan~e has oscourred
which will make any uecretarg of the Treasury the FPurean’s boss
in fect as well as theory. Once the p7¢1tL,a‘ and cerecr o [icials
become convinced thet the Secretary is the boss and intends to so
act, the Bureau will berin to function as an zgent of the Secretary
of tne Treasury rether then as an independent contractor,
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But expressing this general recommendation hardly offers
a concrete progrem for realizing its goal. The recommendations
below will outline svecific measures to implement and suvnplement
this primary recommendation,

I

The Secrctary of the Treasury Must Have the
Power to Apvoint and Remove the Top Buresu Officials.

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

Tdeally, this situation can be best remedied on a permanent
basis by giving the Secretary of the Treasury the statutory power
of appointment, carrying with it the implied power of removal,
ithile there might be a good deal of political ovpposition to this
proposal, 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
proposal might have the benefit of this momentum. This might be
particulerly 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 proposel 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 imprecticel or too likely to
provoke uelay where immediate action is necessary, then the Come
missioner and the top Bureau oificials should be informed 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 give the Secretary de facto authority, at
least temporarily. The weekness in this measure is quite obvious.
In the first place the Bureau o:ificials will be prone to regard it
as temporary and subject to change with 2 new Administration, 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
Eheir gther loyalties against the day when conditions return to
"normal”.

While it may be argued that the de facto power of zppoint-
ment is adequete and the case of Assistant Secretaries be offered
as proof, there are certain difficulties with the anslogy. 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; i

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 gower of the Secretary over his assistants
was more theory than fact. .

Finally, it should be pointed out that one of the deficlen-
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 & 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 Bureasu of Internal Revenue remains that
of "Commissioner™ or is changed to "Assistant Secretary of the
Treesury in charge of the Bureau of Internal Revenue”. while
a 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 Bureav must be performed by e man in the Bureau and
not a man located in an office in the main Treasury. He will have
el)l he can do if he is on the spot and in a position to see things
operating at first hand. He cannot do that and serve as one of
tge Secretary's personal staff here in the Treasury. Ioreover,
there are cogent reasons for believing that the task of integrating
the administration of the Bureau and the policy formulating
functions here in the Treasury should be performed by an Assistant
Secretary on your personel staff. If this is the cese, it might
seem & little odd for the operating head of the Bureau with the
title of "Assistant Secretary" to be reporting through another
Assistant Secretery.

In any event it is suggested that the Bureau's relations
with the Treasury would be improved effectively and dGramaticelly
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 dramztize 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 FEead of the Bureau

Tt would hardly require a separate heading for this subject
to recommend the appointment of a “good man', but T 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 confidence and whom the Secretary will be
prepared to support even when the “throet cutting" is

at its worst. This means a 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 & man with sufficient personality and
interest to actually dominete 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 able to play their

came and win or he will be forced to enter into & 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 Burean man. He should not be &
Bureau man because then the chances are he would be one

of the club, Rether he must be outside the Bureau Club

and proselyte its members into the Treasury Club. He

does not need to be & 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. No 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 approach. He must be able to
win over part of the top staff, at least, to make them his
men and ready to suprort him technically where necessary.
In any bureau like Internal Revenue there are always a
number of top caliber men who are themselves sick of the
petty intripue and bureaucracy. These men, if they can be
separated from the chronic malcontents, will be riye for

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

The Bureau should be more closely’integrated with the
tax policy side of the Treasury as well as with the Treasury
generally, If relzations between the Treasury and the Bureau
are bad, there is an excellent chance that both have been at
fault on this score. Specifically, whiie the Bureaun must come
to realize that the Secretary of the Treasury is the boss, the
relationship between the Treasury and the Bureau cannot be that
of mester and servent., It must be that of pertners whose separate
success or failure depends upon joint cooperation,

Both the Treasury and the Secretary must earnestly seek
to gain the confidence of the Bureau. In the past the Bureau
has opersted 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 develoved from the fact that the
Treasury oificial supervising the Bureau has been either a
week man himself and afraid te stick up for the Bureau; or
had 1ittle 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 corps with the Treasury.

The Bureau must be given greater encouragement to participate
in the formulation of pollcv at & high level, 1nclud1ng 1ep¢sla—
tion. I know thet a procedure alreadv exists which is cesigned
to achieve this end end I have no doubt hut what it is reason-
ably effective. On the other hand, it probably can stand a
good deal of improvement if we proceed in our reconsideration
from the premise that people who see eye to eye are in charge
of both the Bureaun and the Treasury. Inutead of a procedure
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 encourared. Tax men in the Bureau
should be carefully considered for any aopointments in the tax
field in the Treasury and vice versa. This is most desirable
from the point of view of ‘each group getting to know and better
understand the problems of the other. Fach pets 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 side
of the Treasury should be given the opportunity 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 ‘ 03 Z g;‘
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AUG 2 5 1945
To Seeretary Vinson
Jroa messrs. Luxforc and renner
supjects Administrative :iistory of the
Lureaw of Iateraal ..evenue,
This measoranawn has been drepaied after a stu i7 of the

existin, nistories of tie lurw..u of Interral lleveiue, the
legislative provisions relating to administration of the lu-
reau, tae lewrin s, resorts, anc cebates in connection with
the revenue laws which made important changes in the acxmini-
stration of the Zurean, and the hearin 8 and re: ortu of the
iaore important oxbresulcnal investi_ations oP the Zureau.,
bnlorcugatelv there is no recent ntd&l of the revepwe adnini-
stration sufflciently thorouzl to be useful.

Considerable time has been spent in the eK&xlﬂaLJO of
lezislative histories, whicn ¢icd not nrove vor, fruitful becausc
the importent eadsinistrative nrovisions are g;neraily incoryora-
ted in revenue bills anu are of winor si;niilcance as coapared
to the actual tax provisions, Yiae material that does exist in
the legislative histories is scattered throughout tue webates,
and frequeptl“ the adminisira /;ve provisions were not the sub-

ject of extended Ciscussion.t

This siudy does not include mabterial which mizht be obtainec
from an examination of thne »roceedinys in connection with apsro-
priations made by Uonbress for tihe worik of the rureau, nor aoss
1t iaclude a check of the contesporary neuwsoapers anc pericdicals
for collateral background on the changes in auministrative methode.

We have not felt free to enamine files of the Zuresu of In-
ternal Hevenue cr cieck other sources there which would probauly
be vailuable in proviaing information on tixls subject. hor could
we have examined tae material which has been studied during the
limited time in which this memorandum has been vrepared if we
ha¢ also made use of the EBureau's sources.

1/ The most valuable sources we have examlled ares
The Internal Reveuue System in the United States, Frecerick
C. itowe, {1396)
The Bureau of interaal Heveaue, Service i.onograpas of tae
United States Covernment, Lo. 28(1923)
konograph of the Attorney General's Comrittee on Addinistra-
tive Procedure, Part 8 (venate Document Ho. 10, 77ih Coniress,
1541).
Hecrings of the Select senate Comnittee oa investigation of
the Burcau of internal Leve nue, liarcn l4-April o, 1924 and
jovember 20, 1G24-June 1, 1225,
feport of the select Senate Committee on lavesti:ation of
the Burcau of Lnternal Revenve, Janwary lZ, Yesruary Z, and
February 20, 1926 (neport Xo. 27, ©9th Coniress).
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I. Harly History.

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.
Luring, the earlier years, aowever, there were several periods
durin, which internal taxes were collected, and the acministra-
tive system ultimately establisied as a permanent part of the
Government is based larzely uoon the experience of these early
atlempts to collect internal taxes.

A, Post-tievolution Period

The background of the first period of internal taxation
bhas an important be.ring cn the type of awminslrative machinery
that has been ceveloped in the field of internal revenue. When
tae Feceral Government was established under the Constitution,
the cirficulties caused by excise taxes levied by Parliament
were still fresh in the minds of the public and of Congress.

It was avparent to namilton, however, that customs dutles alone
would not provice sufficient funds for the fTinancing of the
Government. War expenditures had created a substantial public
debt and revenue measures were needed if it wae to ve reduced.

Hamilton introduced measures for the imposition of ex-
cise taxes. According to Lowe, The Internal devenue System in
the United States (1896), one of Hamilton's first reporis ad-
vocated & moderate tax on liquor, but Congress rejectea tne
provosal because of its centralizing tencencies which would re-
sult Lroa the creation of a lar;e doc; of Feceral tax collectors.
uowe {p. 17 then describes the opposition to excise taxes in the
followinyg paragraph:

"This aversion to internal taxes was partly
treditional, partly the result of the absence of lepal
restraint in those isolated regions where the opposition
was most intense, In the south, moreover, whiskey was
lookeC upon almost as a necessity, anc a tax upon its
manufacture and sale no more defensible than one imvosed
voon any other procuct of the farm., In Pennsylvanis,
also, the feeling was most bitter; anc the le; islature
of that state instructec its revoresentatives in Congress
to oppose the passage of such a measure by every means
in their power, while a memorial from .iestmorelanc County
(Pa.) insisted, amon;, other thinvs, that to convert grain
into spirits was as clear a natural rigbt as to convert
grain into flour. An excise 'was the horror of all
free states,' sald one vigorous speaker in the liouse; it
was 'hostile to the liberiies of the peovle;' it would
'convulse the government; let locse a swarm of harpies,
who, under the denomination of revenue officers, will
range the country, prying into every man's hLouse and
affairs, and, like the Macedonlan phalanx, bear down
all before them'."
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Beginning in karch 1791, however, a series of internal
taxes was enacted on suchr items as liquor, sugar, tobacco and
lepal instruments. This period of internal taxaticn lasted
until 1802, when Congress enacted a law whici: abolished both
the taxes and the administrative machinery which had been set
up for their collection. During tiis entire time the collec-
tions irom customs far exceedea the collections from internal
taxes, and when the fiscal position of the Government had re-
covered from the citficulties arising out of the revolution,
the internal taxes were discontinued,

To auminister the internal taxes tue country was di-
vided into fourteen revenue cistricts, eact state bein. a
separate district. Iacn aistrict had one sup:rviscr, appointed
by the President andconfirmed by the Senate, whose salary was
Tixed by the 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 orovision for the civision
of revenue districts into lnspection districts and the appointment
of luspectors by the President with tie coisent of the Senate.
The eifect of these internal taxes was primarily political.
It led to the ™Whiskey Insurrection" in Pennsylvania during
1754, which clearly demonstrated that the central govermment was
endowed with sufiicient power to enforce its enactments. From
a fiscal point of view, nowever, the taxes were of little sig-
nificance.

Fear of centralizing tencencies and toe Jealousy with re-
gard to states' rights uvndovotedly led to tne administrative pro-
visions calling for the division of the couatry into districts
with local sumervisors and local inspectors. iven the fact that
local citlizens entorced the 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 provided
for the creation of divisiony each consisting of several counties
within a state, and a commissioner for each division was appointed
by the President with the consent of the venate. 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. Uhese men,
however, were not appointed by the commissioners who were res:zon-
sible for the direct tax, but were appointed by the supervisors
who liad the responsibility for the collection of other internal
taxes.

In 1792 Coagress created the office of "Commissioner
of the Hevenue" to replace the Assistant to the Secretary of the
Treasury, who had been in caarge of the collectior of taxes. In
1800 Congress also created the office of the Superiutendent of
Stamps, who was in charge of the paper used for the purpose of
collecting stamp taxes., ‘he laws ao not speciiy how either of.
these officials were sppointed.
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Hamilton hac been tne vroponent of internal reve:ue
neasures and had worked hard to establish & system of excise
taxes. Whea Jefferson took office in 1801, however, he took
steps prom:tly to abolish the systeu, Before becoming Presi-
dent, Jefferson had attacked the excise taxes as likely to
concuce dismemberment of the Union, and his party was nleased to
the repeal of the taxes. Several reasons were given for the re-
peal. It was contended that the taxes which had beex 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 abolisned when
the internal taxes were repealed by the Act of April o, 1802
(2 Stat. 148). At tne time, 400 officials were employed to ad-
minister the internal taxes, and the cost of waqualnlng this
force was twenty per cent of the taxes collected.

B. War of 1812.

From 1802 to 1812 customs autles, the receipts from the
sales of public lands, and the overdue payments of the direct
taxes were not only sufficient to meet the current needs of ¢
Government but were also large enocugh to permit steady recduction
of the public debt. In 1813, 1814, and 151C Congress enacted a
number of interral taxes for the purpose of financing the interest
on the public debt, which had risen consicerably as & result of
tie war, The excise taxes were all abclished in 1d1l7. Congress
also levied a direct tax of $3,000,C00 in 1813, and in 1815 pro-
vided for an annual direct tax of $6,000,000. 1ne larger cdirect
tax was never collected but was reduced to $3,000,000 for the
year of 18lv and abolished thereafter.

To administer the new taxes Coniress recreated the Uffice
of the Commissioner of the idevenue, and alvided the states into
collection dlStPICLS with a collector and a principal assessor
in each district. The Comissioner, the collectors and the as-
sessors were all appointed by the President anc coafirwed by the
Senate. It was the cuty of the collectors to collect botu the
direct and excise taxes, anc taeir Ifunctions were quite similar
to those which taey have at present. ‘The Commissioner of the
fevenue was placed in charge of the collection of all taxes,
and the Secretary of the Treasury was authorized to transfer to
him the collection of customs duties.

In 1317 Congress abclisaed all of the offices created
for the purpose of collecting the excise ana direct taxes, but
the collectors were to rermain in office until the outstanding
taxes had been collected. In 1830 tne Office of the bolicitor
of tne Treasury was created, and that olflcer, who was appointed
by the President with the cougent of the isenate, was charged with
all of the residual aoties of the Comsissioner or zeting Commise
sioner of the idevenue, in r-<lation to collection of outstaanding
¢irect ana internal cuties,



-5 -

From 1814 to 1218 when these taxes were collected, the
receipts from customs still exceeded the receipts from internal
taxes, but not by nearly so large an smount as curing the prior
period of internal taxation.

ITI. 4Yne Civil %War Laws.

The first Civil War Hevenue Act was enacted on august 5, 1361
(12 Stat. 292). It levied a direct tax of $20,000,000 apportioned
among the States, an income Tax, and increased tine customs duties.
The Act authorized the President to diviae the States and lerri-
tories into collection districts, each district having 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 Taxes to supervise the collectioi of the direct tax ana the
income tax to be nomineted by the Secretary of the 'ireasury and
appointed by the President. 7The Act also permitted the States
to assess and collect tiheir quotas. of the direct tax, and this
was the course which was followed by the States.

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

The old machinery whicih had veen used for the collection
of taxes during and immediately after the war of 1812 had ex-
pired. Instead of reviving it, Congress created the office of
Commissioner of Internal lievenue, tc be appointed by the Presi-
dent and coufirmed by the Senate., ''he Commissioner, under the
direction of the Secretary of the Treasury, was charged with
the same geiieral duties which he has today. ULuring the souse
debate it had been proposed that the Commissioner act under the
direction of the Presicent but this oroposition was defeatea
when it was pointed out that all revenue matters should be un-
der the Treasury Department. (58 Cong. Clobe 1218j,

The Presicent was authorized to divide the country into
collection districts not exceeding the number of representatives
in each state except California. The President createa the full
number of districts authorized by law (135) ana for each district
an assessor anc & collector were appointed.

The principal officials created by the dct 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 fuactions i.icluded finding the
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taxable property, assessing the taxes and hearing all appeals,
The office of assessor remained the focal Joint of tax admini-
stration during the war and for several years thereafter 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 uenate, at that time were only fiscel a;ents and
their principal wuty was to collect the taxes in accordance
with the lists furnished tnem by the assessors., Collectors were
paid commissions on the money they collected and the amount of
commissions any individual could receive waslimited to $10,000
except in the larger districts. The comnissions had to cover
not only the collectors compensation but also that of the depu-
ties they were authorized to appoint. DUeputies were paic by
the collectors and no additional funds were made availauvle for
this purpose.

The collectors had authority to appoint inspectors, who
were tne chief enforcemeat officers ot the perioa. These men
confinea thelr activities to the enforcement of the taxes on
ligquor. UOccasionally other inspectors were appointed in some
districts in comnsction with the tobaccc, petrcleum and coal .
0ii taxes. 'The authority to appoint inspectors was contained
in a later act passed in 1862, (Act of July 1, 1862, 12 Stat.
447). In accordance witi its terms, inspectors daid not recelve
any payment from the Government but were paid fees by the manu-
facturers whose goods they inspectea., This led to many abuses
and according to "The Dureau of Internal levenue", by Schmecke=
bier ana tble (1923), the fee system "was one of the weakest
features of the whole Internal ievenue System, ana tnere is no
doubt that tiis method of compensation was one of the orincipal
avenues of temptation to aishonest distillers, who were extra
generous with 'fees' and thereuy obtainea the necessary protection
which in later years led to the worst fraucs in the history of
the bhation,"

The next revenue measure was ehactec iarch 3, 1863 (lz Stat.
726). Under this legislation assessors were ;jiven an annual
salary and an allowance for office rent, wnich replaced their
per ciem compensation. In addition, they were allowel commis-
sions on collections made in their cistricts.

the Act of 1263 also created the position of Leputy Com=-
missioner of Lnternal kevenue, to be appointed by the Fresicent
anc coatlrmed by the Senate, and it authorized tne becretary
ot the Treasury to appoint three revenue agents. 'his was the
first statutory retference to revenue agents who were to be ap-
pointed for tle prrpose of enforcing the reveaue laws.

The Revenue Aet of June 30, 1864 (13 Stat. 223) mede a few
changes in the administrative provisions relating to the collection
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of internal revenue. It caangec the method of compensation of
collectors to an annual salary pius commissions, and it changed
the method of paying inspectors from the fee system o a ger
dien compensation plus a travel allowance., YThis latter provi-
sion was uncoubtedly intended to do away with tne abuses arising
from the fee systen, but Congress allowed tuie lmprovement to
remain in effect only two years. UThe only other administrative
change brought about by this legislation was the increase in tie
number of revenue agents to five, "

The Revenue Act of March 3, 1865 (15 Stat. 462) limited the
comaissions of collectors and increased tiie number of revenue
agents from five to ten. It also authorized the Secretary of
the Ireasury to appoint a Commission of three persons to study
the whole problem of taxation, including "the manner ana effi-
ciency of the present anc past methoas of collecting the inter-
nal revenue”. The Commission's report wili be aealt with under
IIT below.

Snortly after the Uivil ‘.ar, several cianpes were made in
the administrative provisions which hec been workec out curing
the war. In 1866, the fee system of paying insvectors was re-
stored.(14 Stat. 155}, and the abuses whicz haé characterized
this sytem were revived. ‘'he same acl increasec tze number of
deputy commissioners from ose to three, but the ceputies were
reduced to two in 1874 (lg stat.6)md back to one in 12878 (19
Stat. 151).

On Narch 6, 1872 a law vias passed whicu changed tne system
of having deputy collectors pald vy the collectors. TFrom that
time on their saleries were fixed by the Secretary of the Trea-
sury, on the recommendation of the Commissioner of internal
rHevenue, and were pald by the Government. The appointment of
internal revenue agents was changed oy the same act which pro-
vided that they were to be appointed by tne Ucmmissioner of
Internal ilevenue, who was also authorized to fix theilr salaries
(17 stat. 241). ‘The Act of Lecenmver 24, 1372 (17 Stat. 4C1)
apolished the ofiices of assessors and assistant assessors.

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

III. ''he Revenue Commission of 1865.

The Kevenue Commission appointed by the Secretary of the
Treasury in accorcance with the Act of March 3, 1865, made 13
special reports and & general report. In the gencral reyort
it devoted some space to criticizing the manner of amministra-
tion of the internal revenue laws,

The principal defects it found in the iureau of Internal
Revenue were:



—8—

(1) The lack of nower ana discretion in the officials
of the Zureau;

(2) 'Yhe ahsence of positions with high salaries and
permanent tenure which would attract and keep com-
petent personnel

(3} The splitting of penalties and forfeitures with in-
formers;

(4) 'L'he appointment, retention and promotion of officecrs
on the basis of other circumstances tian qualificaticns
of good benaviore.

The Commission reviewed the functions of the secretary of
the Ureasury and concluded that the office was, next to the Presi-
¢ent, tne most important in the Covermment. They expressed some
concern over the fact that many duties of minor importance were
imnosed upon him in addition to the major ones, anu accordingly,
in sugpesting a plan of reor _anization in une administration of
revenue collection, the; pronosea that an "Under-Secretary of
the Ireasury in Cnarge of the Heverue" be appointed, and that
the general supervision and direction of revenue collectlons be
assigned to him.

The Commission also proooseu the appointment of a commis=
s1oner of the customs, a commissioner of the excise, a solicitor
of the customs, and a solicitor of the excise. These 4 men,
together with the Under Secretary, should constitute the Loard
of Commissioners of the RAevenue, whicn shoulc determine rules
and regulations relating to collections, the expendifures to be
incurrec in collecting revenues, mana;ement of all reveane liti-
cation, and the distribution of all awards for good service and
valuable information.

Another recommendation of the Commission was tiat no subor-
dinate officer in the sSureau be appointed until his qualifications
had been examined and approved b; the Soarc. of Commissioners,

They also sugpested that the becretar and the Under 3ecretary
participate on the floor of the iHouse in all debates on reverue
questions, PFinally, they proposed that each leading source of
revenue be recognized as a division of the sureau and be placed
1nlcharge of an officer wit a permanent position and a Lood
salary.

The response of Congress to the report of the idevenue Com-
mission wes contained in tne Act of Julb 10, 1866 {14 stat, 98).
Before that time the only officers recognized by law were the
commissioner, the ceputy commissioner, and & casnler, other
clerical assistance being drawa from employees of tnc Secretary
of the ireasury. The new legzislation provided a dsfinite per-
sonnel for the Lureau. It avthorized under the direction of the
Seeretary the employment of two ceputy commissioners, in adaition
to the existing one, a solicitor, seven heads of ¢ivisions, ana
244 cleris, messengers and laborers for the Gashington ofiice.
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Tne sweeping reforms recommenued by the Cormission were not
followea, nowever., . The fartnest that Congress went in this
direction was to authorize the Secrectary of the Treasury to
appoint a Special Commissioner of the Levenue in his depertment
tc hola Ofllce for 4 years anc make resorts on every aspect of
the internal revenue policies,

The attitude of Congress toward the report of the Comuis-

sion was clearly stated by Consressman sorrills

“The law authorizing the becretard of the Treasury to
assign to the bureau of Internal ievenue a sufficient
force to carry it on will expire by its own limitation
on the 1st of July next, and it therefore becomes neces-
sary to maxe some arrangeaent for the permunent organi-
zation of the ouresu. 1t will be seen tnat the blll
makes provision for tnis object. Yihe cnerations of
this bureau are now on so large & scale as to require
the services of able, clearheaded men, treined to busi-
ness, and of quueotlonea integrity. Such men in our
country are aighly prized, anc command the nighest
salaries paid in financisl enu commercial employments,
and unless nc fix salaries at an aaequate or competing
point we shall only command the services of second-
rate men. 'Yhe tane of the Treasury Depariment is that
50 soon as officers receive the stamp of its confiuence
they receive a loud call and the offer of wore yay to o
elsewhere. ‘lhe best officers are, thercfore often mere
birds of passape, nere today but wmay be jone tomorrov.
'Yhe turcav of laternal Hevenue, it is ’lLG aspurent,
is Geficient in execulive force. It is 1mWOQ°1ble that
the Cummissioner, nowever faithful and industrious, and
I know of no man more so, should be aszle to consicer all
the complicated cases daily arising for investigation in
the aaministration of iis office, and we have concede&
not only the propriety but the absclute necessity of
relnior01nf the ofilce by two adcditional denutles and
one sollcltor.

"Hotwithstanding all the cisadvantages we have
labored under in putting new and untried laws sudcenly
into operation, it is ; Pwtlirlup to find that the expense
of collecting the revenue has teen far less than was an-
tlclpatea--lncluclag everything except printing done by
the Public Printer--amountin:, in 1865, to no more than
two and seventy-tive one nunareaths, or twc and three
fourths per cent. 7This contracsts most favorably with
the cost of collection in Great bBritaiun, where, after
years of experience, the cosl varies fram four and one
quarter to five and three fourts per cent.
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“Ihe services of the gentlemen emoloyed on the
revenue commission, I have no daoubt, are vproperly ap-
prceciated by Congress, as they will be by the country,
and the Committee of says and lieans were unanimously,
I believe, of the opinion that this xind of service
should not Ve entirely ciscontinued. Telieving that
at least one similar officer can be orofitably em-
ployeda permanently, ther have adued a section to the
bill for this purpose, and 1 have no doubt it will

" prove wise sconomy to adopt and continue it so loas, as
we may be compelled to raise anything lixe our present
revenues from taxation.”

(71 Cong. Globe 2438).

Iv, Post Civil War to Post VWorld war.

The itevenuve Commission's report was not the only reco:nition
of flaws in tae sdmiuistration of internal revenue. uritin: in
1696, lowe (The Internal Mevenue system in the United uLates)
concluced that during tne Civil uar:

"% % winefficiency and maladminisiration characterizec
the service, dissipatin: the confidence of the public and
deleteriously affecting the revenues.

"{wo causes were in lhe main rcsponsible for this
esult: one, tie inmvequacy of tne remuneration offerec;

but uy far the zost ootent cause was the abseiice of a
perit system for the determination of appointments.
Provably no cranca of our nationsl adaministratlion has
suffered so mucs from toe enoils sysienm as nas tue in-
ternal revenue service; for in no departument of tie
sovernment are efticienc; and honesi; so ecsential in
the employee". (p. 195)

The Act of July 20, 1864 (lo scat. l2¢) autiorized the secre-
tary of the freasury, on the rrcownendation of the Commiisslcier,
to appoint 25 supervisors of icateranal rivenue. The sudervisors
were to be eni'orceaent officers, ana, amon; other thin_s, were
to ve ewpoviered to transfer insyectors, stereiecpers, and paugers
from one district to anotner aad to suspend tnese ofificers from
Guty. In 187. (17 stal. 241) the number of supervisors was re-
c¢uced to 10 and the power of ap:ointment was trausferred from the
Secrelary to the President with the counsent of the .enzte. In
1876 (12 Btat. 152) the offices of supervisors were abolisned and
the powers of trausfer and suspension were vested in the Commis-
sioner, with all other powers trans.erred to the collectors

The luﬁd 1z islation also authorized the commissioner to
employ 5 detectives for duty under the directicn of the super-
visors or for other special duties, In 1872 (17 Stat. 241) the
title of these officials was changed from detective to agent.

The jobs of gaupers and storekeepers were created by the
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13¢8 legislation. Caungers were to be appointed by the secretary,
on tie recommencation of the assessors in tne districts in whicn
they were to work., They checked on the procduction of liguor
within their districts and were pald by the collectors out of
fees paid by the distillers whoss produstion tune; supervised.
Storeikeevers were anpointed by the Secretary and were paid a
daily wage, By the Act of March o, 1872 (17 stat. 241) gaugers
were provided sularies palda by the {overmrent rather than by

the firms for walch the gaugirgwas done.

As revemues ceclinea after the Civil war, stens were taken
to reduce the size of tihe administrative machigery. The number
of cep iy commissioners was reauced to two in 1874 and to one
in 1376. The number of alstricts was reduced in 187¢ and a;ain
in 1877, 1In 1283 President Arthur by Executive Order further
reduced the number of collection cistricts to 82, but later in
the year he increased the number to 335 and then to 84.

In 1879 (20 stat. 329) the number of revenue agents was in-
creased to db. Av the same time, provision weas maae for the pay-
ment by the Government of the salaries of deputy collectors who
hac formerly beea paic by the collectors. The collectors' salaries
were also changed by Zixing 2 minimum of $2,000 if annvael collec~
tions were below $25,000, and & maximum salary of 34,500 if the
annual collections exceeded $1,000,000, Tuis methoca of paying
collectors remained in force until 191y,

From the end of the Civil V¥War until 13785 the most serious
provlem which faced the Sureau of Internal Hevenue was that of
the whiskey frauds. From 1864 to 1868 the rate on distilled
liquors was so high that & premium was placed on fraud anc eva-
sion. In acGition, revenue inspectors received their conpensa-
tion throvgs fees paid by the distillers, which opened the way
to brivery anc fraud. After a Cougressional investi.ation it
was recomended that the liquor tax be reduced from §$2.00 a
gallon to L0¢, and this was done in 1568. As a result, the
revenue increased encrmously.

From 1871 to 1375 adaditional frauds occurred through a con-
spiracy known as the "Waiskey Hing". The vnrincipal feature of
this conspiracy was the large scale corruption of goverument of-
ficials., '

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

"Phe perfection of the details of the service received
but scant aftentlon during the war; but with the prowing
familiarity of officials with its defects frow tie cis-
closures of the press, as well as tie invaluable inves-
tigation of the hevenue Comnission, the importance of
aaninistrative efficiency became enpareat. & careful
revision of so much of thae law as related to the manu-
facture and assessment of cistilled spiriis was made at the
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instance of the itevenue Commission in the years im-
mediately subsequent to the war, the leading feature
of rnlch was the subjection of each alstlller to the
¢irect survelllance of a govermment lnsmector, Tose
duty it was to oversee the process of manulacture and
sale, ana the assesswment of the duty. While the
chante was conducive of zreater fiuelity on the part

{ weighers, gaugers and Tother officials, anc »lacea
an additional check upon thea, the vowerful 1ncbce-
ments which could be offered by the dishonest dis-
tillers frequently neutralized the effect of the ea-
sure; andé there was no provislon for ccinslant rotation
of the inspectors froa one still or district to another,
as was sugzestea by the Commission, a provision which
wovld heve Preatld enrancea tae efficiency of the law,
2ut the effect of tdls, as well as all otner remeclial
efforts o tihe nart of Uon ress, vas checkcd by the
dishonesty, complicacy, and inefficiency of ofticials,
traceable in part at least to thne system of appointment
anc retenilon in oftice for political services.”

Collections by coalract were attenpted from 1872 to 1874.
The Secretary of the Treasury was authorized to enter into suca
contracts by an anparently innocent provision in an aspropriation
act passea in 1872 (17 stat. 63), A few months after this act
wag passed a contruct was made with Joan L. Sanborn for the ccl-
lection of taxes tfrom S5 cistillers and purchasers of whiskey.
shortly thereafter, snother contract was mace for Sanborn to col-
lect taxes on estates and incowes of 760 persons. A tiira con-
tract covering a lisf of ahout 2,000 names, including 3b0 foreign
resivents, was also executed. 4 fourth contract was mace for San-
born to collect taxes from 092 railroad coipanies., Tihe supervisors
and collectors of internal revenue were directed by the secretary
to assist Sanborn in nis worik. The Commissioner protestec but
was unablé to do anythin: about the contracts.,

All the contracts proviced that Sanborn would receive 50
per cent of the rross amount collected, and ne collectew $427,C00.
In 1874 there was a iouse investiration of the whole procedure and
it was found thet no ressonsible ofiicial in the Ireasury vepartient
knew much about the matter. ione of them was willing to accept
resnronsibility, but none of them was found to have been influenced
by corrupt motives. The committee also found that many of the
taxes collected by ~anborn would have been collected in due course
by the Sureauw in thce ordinary dischar;e of its duty. As a result
of the committee's recommendatlon, the law authorizing collection
by contract wes irmediately repealed.

In 1887 an Executive Qrder reGuced tne number of collection
districts from 8b to 63.

The Act of August 2, 1686, which placed a tax on oleomargarine,
authorized the becretar} of the Treasury to appoint an analytical
chemist and miecroscopist, anda also authorized the Cozmissioner to
employ additional chemists and wicroscopists when necessary.
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The kcKinley Tariff Act of 1690 (26 Stat. 567) oroviged for
a bounty on suyar obtained frow products grown in the United
States anc provided that the bounty should be determined by
the Sureau of Internal wevenue. fThe Comaissioner protested
arainst such a Function being placed in the Pureau but Congress
gald no attention and the Sureau administered the law until it
was repealed in 1894. This reguirew the employment of 12 suzar
ins vectoro and ma.y deputy collectors of internal revenue for
special duty as sugar weighers.

‘The Wilson Tarlrl Aot of 1894 (238 Stat. 508) revived the
income tax and led to the establishment of the Income Tax Divi-
sion in the Sursau of internal Revenue. 'Yhis vivision functioned
only a few months ovefore tne Supreme Uourt held the income tax
unconstitutional.,

when Howe wrote nis book in 1880(51vra, . 203) he described
the administration as follows:

"In concluding this sketch of the years of experimen-
tatien by means of which the present Derlected wachinery
for the garnering of the resources of the nation inte the
Federal Treasury has been .rought avout, it may not be in-
advisable to descrive in some cetail the workings of the
internal revenue department in the collection of the several
taxes at present impjosed. ‘wne ground 7lan of the system
has net changed fundamentailly from the outlines defined
by Hamilton over one hundred years a;o. AS in the depart-
ment of customs, the cunief ministerial officer is the Com=
missioner, whose dutles remai. substantially as outlined in
the Act of 1862 % % %, Inrecent years, with tie .radual
reduction of the system, there has been a tendency to cen-
tralize and simplify the collection of tihe taxes, as is
seen 1n the abolition of the offices of cistrict assessors,
as well eas in the reduction of the collection districts,
of which there are at tiae present time but sixty-tiree.

It is now the duty of tue commissionsr to make all inquiries,
determinations, and assessments of all taxes and penalties,
anc to certify a list of suci essessments to the collector
of the proper district, who is authorized to collect and
account for the same to the commissioner. The latter of=-
ficials are appointed by the President, by and with the
consent of tihe Henate, anc must be recicents of the dis-
tricts in which they serve. ' Zvery collector buzfore enter-
ing upon the auties of ais office, is reguirec to execute
a bond, with not less than tfive sureties, concilioned upon
the faitiatul veriormance of his duties. fe is then em-
owered to appoint as many ueputies as ne may Geen necessary,
or whose actions he is, in & like manner, held respoansibole.

"In asddition to the official force airectly employec in
the collection of the taxes, there are appointed by the com-
nissioner a certain number of special agents, who are ce-
ployed from the central ofrice for the purpose of checxiif
any attempted evasion or suspected conplicity on tie Jart
of other oiflolals- while the Secretary of the Ureasury is
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authorized to appoint, wherever deemed necessary, a
certain number of gaugers and storekeeners * & %',

In 1909 increasing government expenaifures leu to the
enactment of & tax of 1 per cent on the net income of corpora-
tions in excess of $,00U., A Uorporation Tax vivision was or-
canized in the Zurean to supervise the collection of this tax.

In 1913, after the Constitution had been amended, Con ress
enacted a new income tax law (u8 otat. 1G6¢). ‘fhe tax was im-
posed on inaividuals anu corzoration and the lu0v tax on cor-
aorations was repealed. Jollowing tie énaciment of this law,
the Personal lncome Tax vivision was created in the rureau, and
.the Corporation Income fex vivision coatinunec to collect tihe tax
on cornoratiorns

In 1915 the uverman Act (388 stat, 208) authorized the appoint-
ment of bonded deputy collectors by the collectors without regard
to the civil service rules. Uhis legislaticn wus enactea as part
of tne Urient Deficiency Appropration Act whicih cume up soon after
the Uemocratic aAdministration tooik office in 1913, A series of
executive orders had been issued by Presidents cleveland, noose-
velt and Taft, concerning the status of deputy collectors. Cleve-
lanc put them under civil service, :wcosevelt took them out and
Taft covered them int. civil service a;ain, The rcsult of this
series of orders was that the positions of deputy collectors were
rillea by Hepublicans who were protectec by the civil service
rules. ‘lhe Uverman saeniment to the Urgent leficiency Aporopria=
tion ©ill was designed to relleve the situation.

Lhere is some doubt whether the ameniment was necessary. In
the course of the debate, Jenator Overnan quotfed an opirion 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 successcr to znis collsc-
tor (50 Congressional jlecoru, 5388).

T.e proponents in the riouse contended thet the civil service
nad been used by the wepuslican Farty to create an enormous
political nactine. They allezed that the deputy collectors haa
been selecteu for political service and that tihe amendment was
not aimed at destroying the civil service, but was intended to
make an efficient service possibie.

The opposition in the nouse contended tnat the ceputy col-
lectors could be removed from oftfice if they were inefficient,
and nence, it was unnecessary to remove the protection of civil
service from these jobs. It was contendec further that the pro-
blem could well be solved by requiring the ¢ eputy collectors who
had been covered under civil service witnout examinetion, to
take an examination anc permit them to hold their jobs only if
they passed it.

The same arguments were used in the Gtenate anu in addition
it was asserted that the logic of the amendsent would iiean the
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complete abolition of the civil service system. Senator Hughes,
a Desiocrat from New Jersey, even went so far as to argue that
the Uverman emendment was contrary to the Lemocratic platform.

In 1541 wonen the sttorney Ceneral's committee on admini-
strative procedure 1ssucd ivs report on administrative procedure
in governnent agencies, it found that each collector nominated
als own stalf, subject to thne approval of the Commissioner and
the Jecretary. 'The wonograph points out that even stenopraphers
nau deputy collector's status sana were required to post nominal
ovonas. At the end of the fiscel year 19339 there were about 8,500
permanent employees in the collector's office, but only a few of
them were civil service employees (4uministrative Procedure in
Government Agencies, »art d, pae 1, Jenate vocument fo. 10, 77th
Congress). '

In 1914 the Lureau was required to enforce the regulatory
provizions of the narcotics laws. The zarrison Act of Lecember 17
188 Stat. 785) regulated the use of narcotics and proviced for the
payment of a fee of $L.CO0 by every person dealing in narcotics,
and the Commissioner was requireu to enforce it,

The World Dar brought about several chanjes in the administra-
tion of internal taxes, most of which arcse out of the constantly
increasing revenues of the (overnment. ‘'he first World War Act
was the Revenue Act of Uctober 22, 1514 (38 Stat. 745), but this
was a temporary measire anu had 1little effect on the administra=-
tive provisions. The Revenue Act ol oeptember 8, 1Yl6, nowever,
leviea an estate tax, a capital stock tax, and a munition manu-
iacturers tax, and these new taxes required new administrative
machinery. An Estate Yax Division was organized in the iureau,
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 capital stock tax is still in effect.

- During 1917 a number of tax measures were being considered
by Congress and the time consumned in their consideration placed
a heavy strain on the Bureau, Iiany of the proposals would have
modified the entire intermal revenue systeil and wouléd have neces-
sitated reorganization of the administretive macuirery. 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 inforimed and
prepared to administer new laws. During this period the duties
nlaced upon the Bureau were both tax colleccting and regulatory.
It was selectec as the a ency to enforce tie prchibition laws and
other pronibitory measures. '

The first revenue measure enacted after the asclarstion of
war was the Act of October 3, 1317 (40 Stat. 300). fThis sct
amended many drevious lews and was very difficult to administer
as a result. It levied an excess profits 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 professioral men., 1In adcition, the Bureau was reorzanigzed
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with the creationc f new offices and divisions. 41l 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 a;ent. 'nese two officials were
nade equivalent in rank to deputy commissioners.

During 1918 Congress debated a large tax bill, but it was
not enacted at the time the war ended, and finally a smaller bill
was agoproved on Febhruary 24, 1919 (40 Stat, 1057). Amon, other
things the new law placed a tax on the products of child labor
and a Chiild Labor Tax Division was orianized to .enforce it. 'This
Division was abolished wnen the act was declared unconstitutioaal
ia 1922. The l¥ly act also created a Supervisory Tax foard of
6 members avppointed by the Commissioner witn the approval of the
Secretary. The board functio.ed for about 6 months and was tol-
lowed by a Co:smittee on Appesals and ieview, which wa: an inde-
vencent unit of the Lureau responsible only to the Coumissioner.
The Committee's function was to heur and considaer cases apzpealed
by taxpayerz and to answer the questions asked by tne income tax
unit.

The 1919 act also vrovided for the employment of O deputy
commissioners and adjustea the salaries of collectors, irncluding
a provision that no collector should receive more than $6,000
a year, From 1lulY to 1321 there were a number of shirts in the
functions of the various units ana divisions having jurisciction
over miscellaneous excise taxes. Tihe ultlimate development was
that a s5ales Tax Unit sup:rviseéd the ccllection of taxes wiich
were reparded as purely sales taxes, anc the ..iscellaneous Lnit
supervised other excise luxes, such as stanp taxes, taxes on trang-
fers of stocik anu svecial taxes on businesses and occupations.

Prior to 1920 the revenue a;enls and insnectors outsice of
washingten served all the units of the Bureau and investigated
cases involving all kinds of .coternal tax matters. They were
respoasible to the chief revenue a ent, who in turn was respon-
sible directly to the Comnissioner, 3y 1920 the enforcement of
the incoine tex had becoume such a gifficult proulem that the rfield
Auditing Division was createu. The men assigred to this division
were charged with the investijation of income and excess profils
taxes, bul were not required to do an; other work. 'Yhe Hevenue
Act of Liovember 25, 1521 providea for the anpolntment of a Tax
Simplification Board consistin: of 3 public members appointed by
the President and 3 officers of the Bureau designated by the Secre-
tary. Its duties were to investi:ate the procedures used by tne
Bureau and to make recomendations that would simplify them.

During the prohibition era tihe Bureau nad great responsibilites
in connection with the enforcement of the liquor laws. "This work
Lhas been largely obviated by the repeal of the prohivition amend-
ment to the Constitution, and accoraingly an extensive ciscussion
is unwarranted.
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V. Senate Investigation of 1924-1926.

Cn Tebruary 21, 1924 Senator Couzens introduced a resolution
calling for the anpointment of a oypecial Senate Committee to investi-
gate the Dureau of Internal Revenue, and make recommendations for
corrective le agislation. The terms of the resolution authorized the
Committee to hold hearings but did not permit the employment of experts,
As first opresented, the resolution contained several "whereas® clauses
indicating that there hdd been unnecessary delay in decisions of
income tax cases, that the delay nad been characterized by inefficiency
on the vart of the Bureau and implied thet there had beern fraudulent
and corrupt practices in the administration of the revenue laws.

The Finance Committee reported the resolution without the preamble,
but Senator Robinson stated tha® the resolution itself was broad
enough to enable the committee to make any investigation that circum-
stences 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 warch 12, 1924 and on March 14, the
Special Comnittee held hearings which 1asted until April 9. On
April 10 Secretary lellon sent & letter to the President in which he
stated that he apvroved 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
grisvance against himself, IHe alleged that the Committee attempted
only to investipate companies in which he was interested and that
they hed failed to show any favoritism but had abandoned all con-
structive purposes. ilellon'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 Commitiee nor
the Government would pay him any compensation, but he would be paid
by Senator Couzens. lellon charged that the investigation injured
the efficiency of the Bureau and the taxpayer suffered because the
morale of the 6C,000 employees of the Department was impaired. He
stated "If the 1mp0s1t10n of private resources be permitted to
interfere with the executive administration of vovernment the
machinery of government w1ll [coase to function.” The 1etter 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. Government by investigation
is not government.'

On the 11th of April President Coolidge sent a messace to the
Senate attaching a copy of Secretary iiellon's letter., In his message
the Fresident said that he would always lay before the senate any
information that was not of a confidential nature, but that the
atteck being made on the Treasury went beyond any legitimate require-
ments. Coolidge allo"ed that the appointment of an egent and attorney
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 Executlve. He stated,
"Under & procedure of this kind the Constitutional guarantee aralnst
unwerrented search and seizure breaks down % = %, The conclusion
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of the letter was, "If it.is to continue, if the government is to
be thrown into disorder by it, the responsibility for it must rest
on those who are unaertaking it. It is time that we return to a
government under and in accordance with the usual forms of the
lew of the land. The state of the Union requires the immediate
adoption of such & course,’

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

In the course of the debate Senator iicKellar quoted a letter
which hed been received a few days before by one of the members of
the Committee from Secretary Mellon, In it kellon stated that he
felt the Committee should make an immediate investigation 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.
4 few days later he sent the letter described above to the rresident.
Senator Robinson attacked the validity of the statements mede by
liellon on.the ground that it was impossible to interfere with the
efficiency of the Bureau or aemoralize the 860,000 employees of the
Treasury by merely asking for the tax returns of the companies in
which ¥ellon was interested. No demand had been made that the records
be furnished but Mellon had turned them over to the Committee
voluntarily. Ie also pointed out that there could be no violation
in this instance of a Constitutional guarantee against unwarranted
search ané seizure because that section protected private citizens
and was not a zuarantee to nublic officials arainst nublicity:-of
their records, '

demanaed certain files from the attorney General, and he refused

to furnish them because they were confidential, the President
recuested the immediate resiznation of the aAttcrney General, On
the other hand, when the tecretury of the Trezasury manifested
impatience and resentment toward an ianvestigation of fax returns

in which he was interested, the President assumed an entirely
different attitude and sent a messepge to the Senate seeking to call
a halt to the investigation.

Senator Borah pointed out thet when an investigating committee

The question of prohibition enforcement weas aiso aragged into
the argument, as it hed been charged that the Bureau was not making
a sufficient effort to enforce the lew. The w»rincival issue was
whether Secretary Mellon hed any connection with a forsed liouor
permit on the basis of which & saloon keeper in Pittsburg had
obtained & lerge cuantity of whiskey from a bonded warehcuse.

Some of the senators attemvted to defend Lenetor Couzens' action
iv agreeing to pay ¥r, leney's salary himself but ultimately the
Senate emended the earlier resoluticn so as Le permit the Committse
to hire exverts,
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Additional rearings unter the new resolution were held from
Novemorr 20, 1924 until June 1, 1925, on Januery 12, 1926 the
Committee filed a nartial rebort and on February 2 filed the second
part of its report. The minority views were published on February 6.

The hearings weve extremely voluminous, but consist primarily
of the exemination and discussion of particular cases which had been
before the Bureau. There were, however, a number of references to
the adeguacy of the administrative machlnery.

The Committee heard the testimony of Frank . Frazier, a former
empiovee of the uuxeau, on the jjuestion of dscentralizing the work
of the Bureau. Frazier pointed out that there were two fleld organ-
izations in the Bureau. One wes the collection service, under the
supervision of ©& crllectors, which had 7,000 peovnle and was charged
with the collection of revenue end the audltlnp of individual income
tax returns below 15,000, Most of its employees were not covered
by the civil service r1le The =scond field orranization was the
force of 5,000 peonle &nown as internal revenus apents and ins nectors,
Who were under the direction of 4 internel revenue zrents in charre,
The people in the erents' offices were all civil service emnloyees,
but aid not do muen au01t1np excent in those ceses referred to them
by weshington. *raZLer vointed out thaet 7,000,000 returns were
aualted in the field and the work in Jashlnrton was considerably in
arrears, - stated that it was h"s cpinion that all auwditine ought
to be done in the field,

Mr, Nash, the sssistent Commicsioner of Internal Zevenue, stated
that furtker decentralization had not taken place Hecause there wes
not a prover organization for the auditing of all returns in the field.
His veasons for this statement were that the men in the field were
not all civil service employees, were not technically qualified to
handle difficulf returns, and were not peid hich enongh salaries.

i, Hertson, Solicitor of the Bureau, testified that decentral-
ization promotes a lack of uniformity in the rulings. e stated
that it 1s cesirable to pget taxpavere' cases settled, but it is more
important to the same taxpayer to be treazted the same way that cther
taxpayers in other juriscdictions are trezted,

Mr. Frazier concluded by provosing that the Overman Act be
repealed, all the field forces, except the prohipition forces, be
consollaateo, and that the audi tlng of practically all income tax
returns be done in the field. 1lle precicted that this would speed
up the work of the Bureau, and that its anprovnriations could be -
reduced by several miliion dodlars at an ear.y cate,.

At a later point Mr. Nash testified tc the same effect as
Mr. Fragier that there were two field organizations, one under the
collectors, which was not c¢ivil service, and one under the arents,
which was civil service. He said that he would like to see all of
the field work unaer one administrative head, but that he did not
belijeve the problem could be solved by combining the collectors’
offices and the apents' offices because so many of the collector's
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employees were noT itical anpointees. Hash testified that the men
in the arents' oifices did a higher type of work end received on
the averszge, higher salaries than the deouty collectors,

Senator King, who was a member of the Committee, stated that
he felt it would be better to have one organization and have it
recponsible to washinpton, rather than to local collectors, He
wanted to know whether Secretary Meilon would sponsor such a move
and whether it would be approved by the Treasury Depertment, v, lash
stated that 1t had been studied very carefully by the Treasury, but
that any such proposal would require a drastic chenge in the lew
in order to keep the efficient peopnle who cid not have civil service
status but who should stay in the internel revenue service. Senator
King expressed his view as being that the duties of the collectors
should be transferred tc the revenue apents,

VI. Senate Committee Report of 1526.

The investigation of the Svecial Senate Committee ¢ealt primarily
with the edministration of the income and estute taxes. In acdcition,
there were investigations of the administration of the vrohibition
laws and of the reasons for yearly verietions in texable income, In
its first report the Committee took up the investipation of the income
tax administration end stated that a subsequent report would be filed
on this same subject. 4ovperently the second report hes never been
filed.

The two principal ebuses which the Committee found in the admin-
istration of the income tax were ailowances for discovery depletion
and allowances for amortization of wer facilities. In connection
with depletion allowances the Committee found that 3Bureau 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 thet
the head of the Engineering Division was unfit fo hold his position
and thet there was & growing tendency to meke a production record
regardless of principle and to give persistent and influvential tax-
vayers anything they demanded in order to reach a settlement. The
abuges found in connection with the amortization of war fecilities
were numerous and consisted of complicated methods of allowing
greater amortization than was permitted by the revenue laws. On
this point the Committee report states that taxes on about 140,000,000
of amortized values could be saved if Congress took prompt action.

The Committee also found that it was the Cormissioner's consistent
policy to exceed his authority to compromise taxes end in many cases
he gave unsecured creditors and stockhelders of insolvent cormorations
precedence over claims for taxes. The Cormittee concluded that the
fraud penalty wes never enforced by the Commissioner.
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The administrative reasons behind tnese abuses were discussed
in aetail by the Committee. The report states that the "practically
unlimited discretionary power vested in the Commissioner of Inlernal
kevenue" was really being exercised by the heads of the divisions
of the Bureau, There were no adeguate 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 b50,u00 was involved. £Even subordinates within the
divisions were unable to protest, because it was the policy of the
income tax unit to discourage complaints and protests by employees,
end no direct comrunicetion with the Solicitor or the Commissioner
was permitted.

One of the principal defects discussed by the Committee was the
failure to publicize principles and practices to be followed in the
determination of tax liability. They found that this resulted in
gross discrimination because employees of the Income Tax Unit had
no uniform principals to follow; thet taxvayers ‘often failed to
claim allowances because they did not know that similar allowances
had been granted to others; that because precedents were not published,
texvaysrs were forced to employ former employees of the Income Tax
Unit to edvise them in tax cases, which pgacnd an artificial premium
on the value of the services of such perscns and enabled them to
charge excessive fees; thet the demeana for the services of ex-employees
of the Bureau caused an enormcus 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
rulings, 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
opportunity for some outside scrutiny to protect the public against
discrimination,

In comection with the investigation of alleped delays in the
closing of tax cases, the Committee found that many delays took place
and were the result of barcaining with the texvayers and the grenting
of many extensions of time to furnish information required to determine
the validity 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 maijority for their handling of the 1nveut1~atlon and the report,
and they als0 attemvted to refute all of the criticisms made in the
maTorlty 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 hearincs from photostats
made from internal.revenue files. The report was prepared by counsel

and the Bureau was given an inadequate opportunity to comment on it,
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The Cammittee never met to discuss the report and it was published
hastily, c¢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 Rureau, the minority made severel urguments. TFirst,
they stated that the Committee had never examined the Bureau proce-
dures at first hand as fthey had been invited to do by the Bureau
officials, Second, they contended that the prectice of delerating
authority to division heads was justified, because it would be
impossible for all the activities of the Bureauw to be under the
alrect personal supervision of the Commissioner. The minority
believed that the review procedures were adeguate 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 regulations had been published and that the bulletins
in which rulings appeared had, for the preceding two years, contained
a statement on the cover that "no unnuollsﬂed ruling or decision will
be cited or Pelled upon by any officer or emnloyee of the Bureau A
of Intcrnal Revenue as a preccdent in the disposition of other cases
Finally, the minority attempted to show that the Bureau had accom-
plished & oread deal azainst very serious obstacles.

The number and amount of faxes 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 volume
of work. In acdition, new tyves of texes were imvosed and a creat
many new duties were imposed on the Bureau, The minority felt thet
the Bureau haed overcome the rreatest difficulties an¢ had succeeded
in becoming practicelly curr ent in its work. They felt that the

investiration had been limited to indivicual cases and had not gone
into over-all accomplishments of the Bureau. The concluding varapgravh
of the minority report is as fol iows:

"The accomplishments of the bureau in collecting more
than $30,000, Ouo 000 in revenue and in auaiting and closing
58,000,000 cases has been subjected for the last year and
1hree months to this type of criticai inve wtl'auLng by Lhe
investipating cormittee and its staff, comwosed of some
50 1awyeru, enzineers, eccountants, and clcrku. Tt has
resulted in a criticism of various regulations which had
received the apnroval of two administrations and many
competent and able authorities on taxation, besides disciosing
a ditierence of judgment in some sneciiic cases. The investi-
cation has disclesed no hint of any irregularity or fraud,
That the bureau can so succe<sfullv withstand such a searchlng
and critical investiration is a ”reat tribute both to its
present and vast oificials end emvloyees. The bureau is
entitled to the respect, admiration, and praise of the
Congress and of the country for the honest and eificient
way in which it has performed its work."”
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VII. Recent Developments in Administration.

wWhen 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 supcrvisors of accounts and collections. They were placed
under the direction of a Levuty Commissioner and organized
into an Accounts and Collections Unit created in 1922, They
-have been used to gsuvervise the personnel of collegtion dlthLCtS,
to traln new personnel, ané to snepi up collection drives in
districts where receipts lag, The purpose of their audit of
the collectors' books is to maintain arreement between the
colle ctors' books and the smounts charcred against them at the
Buresu in #ashington. They also report on the ceneral efficiency
of the employees, and before the bulk of collectors' employees
were covered under civil service, they reviewed ePf1c1ency
ratings and had considerable control over the personnel of the
collectors' offices.,

W¥ithout benefit of legislation the Bureau took steps in
1927 to improve the work of the collectors' offices, particularly
where inadequacies resulted from the fact that the collectors
were political appointees. Collectors werse persuaded in most
instances to appoint their chlef deputies or chief clerks as
"issistant to the Collector". At the time this was done there
wag no reguirement that the Acsistant to the Collector be a
civil service officer, but in many cases the men appointed were
under the civil service, According to the Internal Revenue
Manual (1936) the Assistant to the Collector is under the
general direction of and responsible to the collector. It
is his duty fto vlan, organize, coordinate, sunervigse, and be
directly responsible for the operations of the olfice organization.
He assumes the duties of the collector in the colilector's
absence. The chief weakness of this office is that the collector
1; frii to choose any member of his staff and to change assistants
at will,

In 1286 Congress authorized the President with the consent
of the Senate to appoint a Special Deputy Cormissioner of Internal
Hevenue, This offlclal 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 approval of the Secretary, It also limited the amount
received by any collector to §$7,500 per year.

- On March 2, 1929 legislation was enacted (45 Stat. 1496)
changing the salarles of storekeever-gaupers from a per diem
basis to annual salaries based on their fthen existing per diem
rates,
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In 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 legal
o¥ficers of the Department, a General Ccunsel for the Bureau of
Internal Revenue, an Assistant Ceneral Covnsel for the Burean,
and an Assistant Solicitor of the Treasury. ‘ '

The report of the House Committee on Ways and Means stated
that ‘'there is no responsible lezal officer in the Treasury
with power to coordinate the lepal work of these separate rroups
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 President 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 Bureau of Internal Revenue. Five other Assistant
General Counsels were authorized to assist the General Counsel
in the performance of his duties, but these appointments are
made by the Secretary of the Treasury and only the Assistant
General Counsel for the Bureau is annpointed by the Fresident
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
Ievenue, the Solicitor of the Treasury, and the Assistant Solicitor
of the Treasury, all of which offices were abolished,

The Hevenue Act of 1934 in which toese provisions relating
to the lezal staff of the Treasury were incorvorated, had been
introduced for the purpose of increasing the revenue by preventing
tax avoidance. Numerous amendments were made in the rate
structure and in the detailed technical provisions of the tax
laws, 1In the course of the debate Congressman licFadden made a
speech concerning the information which had been accumulsted
concerning former Secretary rellon's administration of the Bureau,
In addition to criticizing 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 employees were
liberally rewarded at the Government's expense if they assisted
ifellon to enrich himself, or the companies in which he was
interested, throush the avoidance of taxes, e alleged further
that those who did not serve Mellon's purposes could not advance
and those who dared to question his activities were "demoted,
dismissed, dishonored and disgraced”. Ye also contended that
civil service emnloyees of the Pureau were never granted the
hearinzs to whicn they were entitled under the law if their
status was affected by the action of kellon or his associates.
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In 1938 two new aivisions concerned with texation nroblems
were created by administrative action. These were the Division
of Tax HResearch and the oifice of the Tax Lerislative Counsel.
Although neither group was supvosed to be a part of the Bureau
or veunonulble to the CommJu51oner, their salaires and exvenses
were paid out of the annuel ap ropriations for the Bureau., The
Treasury Department Appropriation Act, 1944 (57 Stet. <bu) is the
first 17isiative reference to these c¢ivisions. Qeparate avnro-
vriations have b .en provided for taen since June 30, 194

n 1938 Secretary siorrenthau deciced to decentralize the
seitlement machinery of the Bureau of Internal lievenue. The
purpose of de ecentralization was to crect a single unified settle-
ment and trial apency with o::lc'a facilities whlch were near the
taxvayer's re51dence or place of business, The prorram is
described in an articie by iilton L. Carter, an official of the
Bureau, in 17 Yaxes 4u3 (1939) ana there is & move uetailed
dizecussion in Part 9 of the monosrapa of the attorney “eneral's
Committee on administrative Procedure.

The Tecanical Staff of the Bureau of Iniernel zevenue

wes creeted for the purpose of carrying out the decentralization
pollcd That Staff exercises all the authority of the Secretecry
af the Treasury and the Commissioner of Tnternal levenue in
the review of protested tax determinutions made by Internal
fievenue agents in charge, and in the settlement of contested
cases and their defense before the Court of Tax Arneals. The
Technical Staff is charged with the disposition by settlement
or trial of the many nrote:teﬁ cases which arise each year,
In 1939 it had ten field divisions and 38 permanent local

offices, They grant hearings to taxpayers who request them
after having Tatled to rosch srreement with the investipating
internal revenue agent. If the taxpayer declines to accent

he detsrmination of the Technicel Steff the case is returned
to the internal rovenue aaent in charge, who issues & notice
of deficiency. Anpeals by taxvayers tc the Court of Tax Appeals
a~ain bring the case back to the Technical Staff which considers
them with a view to settlement by acresment.

The Technical Staff oneﬁafeo uncer the (eneral suncrvision
of the Commissisoner ana has renresentatives of the Chief Counsel
attached to each field office. The local member of the Chief
Counsel's office must concur in cettlcment nzcotisted after
epresls nave been made tc the Court of Tax Appeels, and they also
tr the ceses which are not settled at this point.

The ionovrraph of the Atforney General's Committee criticlizes
some details of the decentralization program but gives it zeneral
anproval and considersble vralse for tae speed with which it was
orpanized and put into operation.
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During the Senate's consiceration of the Revenue act of
1242, an incident occurred which iliustrates 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 Revenue Coée, section 5012) which made a very important
change in the relationship of the ireasury and Congress on tax matters.

The Hevenue Bill suvported by the Secretary provided for-with-
holding personal income taxes at the source, The Secretary testified
before the House Committee that it was the best available expedient
to achieve a more convenient method for the nayment of income texves,
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 edministratively unfeasible. The Commissioner gave
similar testimony in even more emphatic terms before & Subcommittee
of the senate Committee on Finance, apain withoul obtaining the
Secretary's consent.

As a result of this conflicting testimony the Senate Committee
proposed an emendment to the bill authorizing the Joint Committee
on Internal lievenue Taxation or its chief of staff to obtain any
information directly from the Bureau (including the Assistant General
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 reneral headquarters contingent, so
to speak, ana the 'brain trust' of the Treasury Department,
were expressed at great lenzth to the subcommittee, and it
was casually said that the Burcau of Internal Revenue was
being represented at that time by & young man whom I did not
know. I went out and called up the Cormmissioner of Internal
fevenue who had the actual administration of the measure in
hend, and aslked him tc come up and anvear 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 divergence,
just as far as they possibly could be, from the views vwhich
heé¢ been expressed on his behalf by the Treasury oii'iclals
themselves, and as the result of the intormation he gave the
committee, the committee saw fit to make a very radical change
in the proposal, in fact to make a complete Givergence."
(Cong. Rec., DI, October 9, 1942, p. 8271),

Senator Barkley tried to amend the proposal by requiring the
Joint Committee or its chief of staff fo secure information through
the heads of the departiments and agencies but his amencment was
defeated by a vote of 74 to 1C,

The Act of June 9, 1943 (57 Stat, 150) authorized the President
with the consent of the Senate to appoint two Assistent Commissioners
in the Bureau of Internal Revenue., 1This act elso abolished the oiflce
of Acsistant to the Commissioner, which had been created in 1919, The
Assistant Commissioners perform such auties as may be prescrived by
the Commissioner or required by law,
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VIII. Zxisting Laws kelatins to the Administration of
the sureau.

There nas never been any statutory creation of the Lureau
of internal Revenue, elthouzh the Fursau is mentioned in several
statutes, inclnding statutes relating to the social security
texes (Internal Levenue Code, sections 1420, 1530, and 1508%),
the provisions relating to the narcotics tax (Internal Revenue
Code, sections 2500 and 2606), and those relating to the oower
of tne Joint Committee on iInternal Fevenue Taxation to obiain
inforzation (Internal Levenue Code, section 5012).

A. Statutory Lielationship of the Secretary and the
CorrilssL1OnEr.

The Comaissioner of iInternal Revenue is appointed by the
President b; and with the advice and consent of the Senate. The
office is created in the Department of the Treasury, and the Com-
wissioner 1s entitled to & salary of 310,000 per year (Internal
Reverue Code, section 3900)., ‘The next section of the Internal
Revenue Code sets forth the nowers and duties of tie Commissioner,
It berins with the phrase "The Comnissioner, under the direction
of the Secretary---." It is obvious, therefore, that the nosition
of the Coumissioner of internal Kevenue is not endowed by legis-
lation witn any peculiar attributes whico are uct attached fo a
nueber ol other officials of the Department who are resnonsible
to the oecretary of the ireasur;, altaouyi they are appointed Ly
the Presicent anc co.firmed by the senate.

section 990l continues with the provision that the Com-
sissioner, under the direction of the Secretary, s.all superin-
tend generally the assessuent and collection of all taxes pro-
viding internal revenue, anc e is alsc tu nrepare and disiri-
bute the instructions, re;ulations, drafts, foras, claiks,
stamps ana otner ratters pertaining to the assessment and col-
lection of internal taxes.

Tne interaal tax laws impose a number of functions and
auties upon tne Comnissioner witiirespect to the various taxes.
In nearly all instances, nowever, the authority granted uim may
be exercised only with the apyroval of the 3ecretary of the Trea-
sury. There are literal-y nundrecs of references in the Internzl
fdevenue Code to the authwority of the Comnissioner being exercised
only with the anvroval of the Secretary. This is true of prace-
tically all of tlie functiois which involve the exercise of a
coi:slderable amount of ciscretion. Aan examination has bheen made
of the internal Hevenue Code for the pirprose of determining the
functions of the Commissioner which he exercines without the
specific anproval of the secretary. Several such instances have
been fowid, btul they are generally of minor lwportance, and it
should e noted that even in these cases the Comnissioner is
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nrobably subject to tne direction of the Secretary pursuant to

the ieras of section 5301 of the Internal Revenue Code 2/ With
respect to narcotics and liguor taxes, the Secretary is authorized
to transfer cvties anu fuactions Ireely irresdective of the sta-
tups relating to the Coumissioner of iaternal levenue. (Inter-
nal devenue CoCe, ssctlons 2606 and 3170).

It is ajparent from an examination of the statutes that
Coniress has been careful to preserve the power of the Secrstary
to supervise and direct the activitiss of the Comuissioner, Any
aifriculties that have arisen 1a thls connection must, therefors,
nave been the outyrowth of administrative vractices anc the laws
relating to the apnointment and service of other ofiicers of the
Lureau.

B. elaticaship of tae Cdllectors to the Commissioner
and the Secretary.

The collectors of interral revenue are anvointed by the
Presicent witnh the consent of the Senate, but the stututes relating
to their appointment anu dutles co not incicate to whom they are
responsible. Very little has been found which indicaetes how the
existing relationships aeveloped. It seems clear, however, that

_the practice is to make the collectors responsiple to the Uom-
‘migsioner. ‘lhe Internal Hevenue hanuval (195¢) is issuea for the

intormation and guldance of coilectors ana tneir employees. It
is signed by the Commissioner of Interpnal ilevenue snd approved

by the Acting Secretary of the Ureasury. In its description of
thae Tunctions and responsinilities of the collector, it states
(section 2) "the collector 6i internal revenve is under the
ceneral administruotive airection of, ana is resvonsiple to, the
soumiss’ of lnterunal Keveuue for the administration of the
internal revenue service in his district; = % ', It is apparent,

2/ Tne Cosmlssloner 1s authorized To approve certall types ol ac-
counts naintai ned by texpayers (sec. 41); tc allocate income and
deuuctions between corporations naving identical ownership (sec.
45); to require voncs when credit is allowed for forelgn taxes
(sec, 131); tc close the taxable year, make assessients and abate
them when taxes are in jeoparcy or taxpayer is about toleave the
United States (secs. 146, 872, 3660); to obtain specified tymes

of information from corporations (sec, 148); to rejuire informa-
tion concerning deductions ant credits allowed to non-resident
aliens (sec, 213); to extenc time for payment of taxes on unjust
enrichment, require bonds and settle claims involving the same

tax (secs. 702 and 705); to aijust abnormalities affectin; .income
subject to excess profiis taxes (sec. 722); to extend time for pay-
ment ana require boncs in connection with the estate tax and de-
ficiencies (secs. 822 and w7l); to prescribe stamns and tuae wmethoo
of affixing and cancelling them (secs. 1509, 1lglb and 18l6); to
prescribe the form of invenvories and books under the tobacco
taxes (secs. 2017, 2018, 2056, 2037, 2055 and 2066); to issue



- 929 =

v

therefcre, that the Secrefary, the Commissioner enc the Ccllec-
tors operate on the wasis of uirsct responsibility of tae col-
lectors to the Comnissioner.

whatever power tne becretary may exercise over tae ac-
tions of the coilectors stems from tne secretary's general au-
thority with respect to tne Cormissioner. As noted in an earlier
part of tuls memorancum, the Coinissloner acis "wader the direc-
tion of the Secretary™. Ln addition the secretary has authority
to suspenc collectors but only in cases of fraua, gross neglect
of cuty, or avuse of vower. (Internal zevenue Code, section
3942 enu wseorpanization Plan Lo, 11, sec. 404). '

C. Existin; Laws nelating to Suborcinate Positions
‘ 1l The Sureau.

In aadition to the Commissioner the statutes in effect
tocey provice for the appointment by the rresident, with the
cozsent of the Senate, of two Assistant Comwissioners, fThe
Presicent also has avthority, with the coiisent of the Senate,
to aprpoint a oSpecial seputy Comsnissioner. 'There are five cther
deputy commissicners employed in the Zureau pursuant to section
8915 of the Internal ievenue Uode. ‘“ne siatutes alsc provide
for toe appointment by the osecretary of an analytical caenist
anc a microscopist anc the leial staff describec atove,

Sections 3940 and 3941 of the Internal Kevenue Code
authorize the President with the consent of the ienate to ap-
noirnt a collector for each of the 6& internal revesue alstricts.
the rresicent is also authorized to corsolidate collection dis-
tricts. the salaries and allowances for expenses of collectors
are determined by the Secrelary upgon tie recosunencation of tue
Cammissioner. Tuls control of salaries provides the Secretary
of tie Treasury with considerable jower over {he appointment
and contiauance in office of collectors. In adcition to the
initial cetermination of salaries, tue Secretary nas the right
to approve or uisapprove regulations prescriuved by the Corunis-
siciler, readjusting ana lucrsasiing the salaries of coilectorse.

e/continued.
regulations on bulk sales of tobacco free of tax (sec. 2101);
to issue rezulations requirin: cigar anc ci;arette labels
to show taxes vaia (sec. 2111); to issue rezulations on the
destruction of forfeited tobacco (sec. 21307; to determine
rargparine substances subject tc tax anu weleterious to health
(sec, 2511); to reguire nersons to file returas, furnish in-
formation and keep recoras (sec. $603); and to sanction tax
suits (sec. 3740),
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kach collector is authorized by section 3990 of the
Internal lievenue Uode toa ppoint as many <eputles as he thinks
proner anc to revoke tueir aoaoﬁntmen+s. ithese nowers were
transferrec to the Secretary of the Treasury oy sectiovn 404 of
Jeoraarlzatlon Plaz sios LI, hay o, 1939. DeoutO collectors are
compensated by such allowances as the secretary proviues upon
the recommendation of the Commissioner, If & collector is sick
or acsent, the senior aeputy verforms his functlons, and if
there is a vacancy he cischeries tne collector's functions
until a successor is appointed. 4ill ceputies continue to act
until a new collector is aL401ntea to 1111 a vacancy.

The Commissioner has authority under section 400U of
the Internal revenue Code to appoint iiternal revenue agents and
to assign them 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
ieorsanization Plan io. II.

Lvondea storekeeper-gaugers are appointed by the Secretary
uncer section 4010 of the Internal Revenue lode., 7They are paid
arnual salaries and traveling expenses, Une or more must be as-
signed vy the Commissioner to every internal revenue bonded
warchouse, /henever s Loreneuber-&augers are not exployed upon
thelr regular duties, they nay -e assipned to such duties as the
Comunlssioner shail designate.

D. Civil Service Status of imployees.

iione of the officials appointed by the President with
the advice ana consent of the Senate are civil service employees.
Inese include the Commissicner, the two ass istant Commissioners,
tie apecial Uepuly Cammissianer, the Assistant General Counsel
for the Hurcau of internal levenue and alil collcctors of internal
revenue.,

Under the terms of .the Uverman Act of 1913 deputy col-
lectors of internal reveuue wers not coversc by tne civil service
laws, and by 1Y3% practically all of the positions in the of- '
fices of the collectors were classified as deputy collectors.
Adecordingly, tnere vwere very few civil service employees on the
collectors' staffs. UThe employees of the internal revenue agents
on the otier hand are alrost entlrel" civil service eﬁplo"ees.

In 1934 the Civil Service Commission contended that cleriks and
otner employees in the offices of collectors should not be deputy
collectors appointed ouvtside tihe civil service. The Commissioner
argued that the practice of the collectors was authorized by the
Overnan Act. On September 13, 1954 kr. Gliphant, then Geneval
Counsel of the Ireasury, wrote an opinion in w ich he concluded
tnat it was not the Iatention of Congress that clerical nelp

in collectors' offices be appointed deputy collectors, and thus
be exempted from civil service requirenents. I{ is not xnown
wnat sotion reculted from this opinion of the fenerel Uounsel.
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In 1940 Congress authorized the President to issue
executive orders covering into the classified civil service any
cffices cr positions ic the Lxecutive EZranch of the Govermment
with certain speciried exceptions. 'here were no exceptions
affecting the rtureau of Internal Levenve, except that thne exe-
culive oraers could not affect olficials appointec by the Fresi-
went with the advice and consent of the Jenate.

On april 23, 14l the President issued Lxecutive Urder
3743, which covered into tne classified civil service all Govern-
ment employees not so covered, with certain stated excentions.
Positions exceoted from the classified civil service under sche-
aules & and ¥ of the Civil wservice rules were not covered by the
Executive Urder. Uhese schiedules make only cne refererce to em-
ployees of the Lureaun of Internal Revenue, which is as follows:
"% = % special employees for temporary deitective work
in the field service of the Luresu of Internal Kevenue
under the anpropriation for aetecting anc bringing to
trial and punisiment persons violating the internal revenue
laws. Appointments uncder this paragraph shall be limited
to persons whose services are required because of indi-
viaual knowlecge of violations of the law, and such ap-
pointaents siiall be continuec only so long as the personal
knowledge possessed by the appointee of such violation
nakes his services necessary.s # %"

‘ Accordingly, all vositions in the Suresu of Jnternal
Revenue, including deputy collectors, are now covered into the

classified civil service with the exception of those officials
appointed by the President with the consent of the Senate.
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