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IN VESTIGATION OF BUREAU OF INTERNAL REVENUE

THURSDAY, SEPTEMBER 18, 1924

UNITED STATES SENATE,
Serrcr CoMMITTEE INVESTIGATING
THE Bunreau or INTERNAL REVENUE,
‘ Washington, D. C.,

The committee met, pursuant to call, in room 410, Senate Office
Building, at 10.30 a. m.

Present: Senators Couzens (chairman). Ernst. Jones of New
Mexico, and King. :

. At the conclusion of an executive session the committee proceeded
in open session at 12.15 o’clock p. m., Senator Couzens (chairman).

Present : Senators Cougens (presiding), Ernst, Jores of New Mex-
ico, and King.

Appearances: For the committec, Earl J. Davis, Esq., of counsel;
for the Internal Revenue Bureau, C. R. Nush, Esq., assistant to the
commissioner; N. T. Hartson, Esq., Solicitor of Internal Revenue.

The CuamrMan. We will proceed, gentlemen.

Mr. Davis. I would like to read this resolution.

The Caamrman. You may do so.

Mr. Davis (reading)

Resolred, By the special commlttee of the Senute, appoluted pursuant to
Senate Resolution No. 168, adopted to investigute the Bureau of Internal
Revenue of the Treasury Department, that Earl J. Davis, L. C. Manson, Bar-
bara (!, Thomas, are hereby designated ns the ayents of this committee for the
purpose of examining all or any of the fncome-{ax returns filed in the Burean -
of Internnl Revenue, and to copy therefrom any awmd all information which may
be useful to this committee, at any time prior to the making of a final report
by this committee.

(The above resolution was unanimously passed.)

Senator Kixo. I want to say to the Secretary that we will want
some sort of an arrangement as to prohibition also, and at this
time I might request verbally that we be given the same cooperation
in regard to prohibition matters that the committee desires to go
into, but as soon as ws get ready for that we will puss a similar
resojution designaiing persons to examine the records in the pro-
hibition department and make such copies as the committee may
regard as necessary in the course of our work.

he CHARMAN. Of course, we will ask the cooperation of the
department in that matter.

enator Kixa, I think you may understand that whoever will
go there will o as agents, and we will pass the resolution.

Secretary MerLroN. There will be no difficulty about that.
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The CHamman, As I said previously, Mr. Frazier, former em-
loyee of the Internal Revenue Department, now with the Sea-
ard National Bank, volunteered some expert testimony concern-
ing the decentralization of the collection of income tax, and if
agreeable to the committe: I would like to heve Mr. Frazier, tell
us what his experience is and what his recommendations are con-
(l:;?ming the decentralization of the work of the Internal Revenue
ureau.

STATEMENT OF MR. FRANK E. FRAZIER

Mr, Irazier. I was formerly an officer of the Internal Revenue
Bureau and internal revenue agent in charge of the Wisconsin divi-
sion for a time.

I have not lost interest in the service because of the fact that I
have resigned from it.

- You gentlemen probably know that there are two large field
organizations in the Internal Revenue Service proper aside from
the prohibition, one being called the collection service, which is
under the supervision of 65 collectors. There are over 7,000 people
- in that service, something like 2,600 of them being field investigators.
That was the number the last time I heard anything about it.  That
is one force which is primarily engaged in the collection of the
internal-revenue receipts and in both the office and field audit of
all income-tax returns, 1040-S, and now that has been extended up
to $15,000 grosg income. . - : :

Then there is the other large force of some 3,000 people who
are known as internal-revenue agents and inspectors, under 34
internal-revenue agents in charge. These officers are all under civil
"service, whereas in the collection service very few are. None of
the field collection service are under civil service. The agents and
inspectors are men who have passed the regular auditor examina-
tions given at the request of the Income Tax Unit, and practically
all of them have taken the six weeks of intensive training in the
Income Tax Unit in Washington, I think that on the whole they
average up fully as high in efliciency as the auditors assigned to
office audit in the bureau in Washington. ’

At present these 3,000 agents and inspectors do not perform an
office audit; that is, the corporation, partnership, and larger indi-
vidual returns are not kept in the field. They are sent to Wash-
ington for office audit. Later some of them, selected by the office
auditors in Washington, are sent out to these agents for field audit.

" Now, the idea that you want me to enlarge upon this morning is -
one that has been discussed, I think, very thoroughly by all the
officers of the Internal Revenue Bureau, and by almost every man
in the service. Every man with whom I have ever talked shop in
the service seems to get around to that some time or other during
the conversation. I think that the office audit for all corporation
returns, with the exception of those audited in the consolidated re-
turns section, and possibly . the engineering, shonld be given the
office audit in the field and never come into the burean at Wash-
ington; the fact is that the office audit of something like 7,000,000
returns a year is made in the field, and this work is current, whereas

1
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the office audit of the corporation returns and of the larger in-
dividuals in Washington is considerably in arrears.

I believe that the decentralization of the corporation audit, the
keeping of the returns in the field, will tend toward accuracy in the
office audit—toward speed and toward economy both to the tax-
payer and to the (overnment.

On the question of accuracy I would say that now when addi-
tional information is desired—at least that was the case when I was
still in the service—on an office audit here in Washir:i;ton, if it is
not the kind of case where the auditov desires to send to the field
and have the agent make an audit of the books, a letter is addressed
to the taxpayer. To my own knowledge in many cases it takes
more than one letter—letter after letter. I had this brought
forcibly to my attention in 1921 on a case that was given to me to
investigate; a case out of the city, where, as 1 recall, at least 14
letters were required. I do not think it was an umlsuai case either.
Fourteen letters had been written out to a very distinguished gentle-
man about his return, and, as I recall it now, these letters extonded
over a period beyond a year. ,

-This gentleman took the position that the audit should have heen
made in his home town. There wans an internal revenue agent in
charge there, and the taxpayer remarked to me that he believed the
thing could have been settled on the ground in 5 or 10 minutes.
My investigation developed the truth of that remark: That the point
would have been settled in a few minutes if you had the office audit
in the field where the return was filed. .

I would not cite that case if I did no think that it was dupli-
cated many times—thousands of times. I believe that even though
the service is improving all the time, that condition must exist to
a certain extent still, because the logical (Ylace to audit those books,
to check over w return is where it is filed and where you can send
out a notice for the man to come in and clear up the points that
there may be some little dispute about, or some points which may
not be quite clear. '

‘Mr. Davis. What case is that if you do not have any objection to
giving that? : i

Mr. Frazier. 1 would rather not give the name. The report is
on file, and if it is desired by the committee, the bureau officials, I
am sure, will give it. The case was one from a city in New England.

‘The CHAIRMAN. 1 might say to the gentlemen from the depart-
ment that if they want to ask any questions of Mr, Frazier, that
thev may ask questions so that we may get the points clear before

the committee. .
_ Mr. Frazier. Getting back to accuracy, I would say that this is
nothing new which I am suggesting. There are hundreds of men
in the service that believe as I do. Already you are auditing
mllions of returns in the field, giving the office audit there. When
one question is asked, the answer often meant you must ask another
uestion. If you are writing a letter you are not in a position to
?ollow,up promptly the answers that lead to other questions,”
Of course you understand some of these returns are filed in cities
where we have no head office, but the great bulk of the corporation
returns of the United States are filed in cities where we have offices,

b
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and T believe the number of cases that would requive correspondence
from those offices is very limited.

I believe that there is no question at all about the speed, and that
there would be a_great saving in fime. were corporation returns
given the oftice audit in field oftices.

Under the plan followed by the bureau in the office audit of the
1040-A, and the 1040-S, up to $15,000, there is practically no letter
writing. ‘They have completed the office undit of these veturns in
New York City for the last year. .

The CHAIRMAN. I8 not that an unusual thing ¢

My, Naswu. They are organized bhetter this year. We have, 1

u-sn}x:w, already audited at least 75 per cent of all returns filed last

arch. : '

Mr. Frazier. That is where they have the office andit in the field,
These are not the big complicated corporation returns. None of
those nre given the office andit there, but T think they conld be. You
have the agents’ forces already organized: your field deputies now
make the office andit of the 1040-A’s, and the 1040-S,

Mr, Nasu. That is no longer true, That was the procedure when
Mr. Frazier was supervisor, but to-day we have an audit division in
each collection district. :

Mr. Frazier. In the New York office, where the work is current,
the field deputies have worked the office andit. :

Mr. Nasr. The audit in New York is being conducted under the
direction of the bureau.

Mr. Frazier, In auditing the corporation returns, if the corpora-
tion returns weve left in the field, I would use the entire field force
of Internal Revenue agents for a short period after the filing period,
in addition to a certain number of aunditors whomn I would transfer
from the bureau at Washington, o

The CauarrmaN, Do you see any objection to auditing the returns
in the field? ' ’

Mr, Nasn. No, sir, not a certain portion of them.

The Ciamyan. In discussing this matter with the Secretary, I
understood the Secretury to say there was a gradual development of
the idea— .

Secretary Mernton. That is true. oo

The CmratrmMaN (continuing). Of decentralizing this work to a
ereater extent than 1 understood it to be when Mr. Frazier first
fn'oug'ht the question up. The Secretary pointed out the difficulties
of jumping at it all at once, and the department did believe in de-
centralization. "

Secretary MrLroN. Yes, as I snid, my iden was that there was a
field for decentralization -there, that that method could accomplish
ull the settlements with better results than the practice that exists.
We found obstruction to a complete decentralization, and I think
the department has heen working up to that as rapidly as possible.

" Mr. Nasn. Working on the fifteen thousand gross basis, on indi-
vidual returns. means that practically all the individual returns are
audited in the field. ' There are less than 400,000 individual returns
filed in Washington this year, out of & total of over 7,000,000 filed
throughout the country. ‘ s S

- Mr., Frazier. The 1040--A’ run up to that themselves, do they not? -
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Mr. Nasi. A little better than 5,000,000, The total may exceed
that figure this year, '

. We also give every taxpayer who is being examined by u revenue

agent the opportunity of having his case heard before the revenue
agent in charge, before the audit of the agent is sent to Washington,
The taxpayer is given a copy of the exanmining officer’s report, and
20.days in which to file an appeal with the agent in charge, hefore
that report is transmitted to Washington. Our statistics show that
now in 90 per cent. of our tax adjustments the taxpayer and the exam-
ining ofticer reach an agreement before that report is transmitted.
When the report reaches Washington it is subject to final review,

The Cramvax. That involves no necessity of his coming to
Washington ?

Mr. Nasi. Unless he has a disagreement it is unnecessary for him
ta come to Washington. We also have had a traveling committee
of the Committee of Appeals and Review traveling in the west, and
they have given every taxpayer west of Chicago who desires to have
his ease hoard at some point close to his home the opportunity of
having it heard in St. Paul. Kansas City, Los Angeles, San Fran-
cisco, and varvious other points in the west, The committes is sit-
ting in Los Angeles now,

Senator Enxsr, Arve the disagreements of which yvou speak fre-
quent or otherwise?

Mr. Nasu. Ninely per cent of our caxes are closed without any
disagrecment, :

The Cianvaxn, Is it your disposition to gradually work this out
in the whole svstem? ' ’

Mr, Nasn. Yes, sir .

Secretary Mentox. ‘That is so, and 1 think that vt has been
accomplished sinee I have beeu there has been accomplished as rap-
idly as is desirable und as rapidly as we could ~afely proceed.

The Cuarmyvax. Then T understand the disrosition is to keep on
going? There is no dispogition to stand in the way, but rather to
proceed until it is all decentralized?

Secretary Mertox, We have adopted the policy of decentraliza-
tion and are putting it into effect as vapidly as it is safe to do so.

The Caamnman. What do the obstructions seem to be in the way
of this decentralization work? S .

My, Nasi. In the first place there wus no adequate place in the
field to put the work.,  We did not have the proper organization.

“The Criairman, You have local offices, do you not ¢

Mr. Nasn, It was not desirable, for administrative reasois, to
decentralize entirely into the collectors’ offices, due to the faet that
the employees were not civil service employees, and they were not
people who were paid high sularies, and not people technically quali-
fied to handle the move difticult returns.  The classification net has
improved that condition somewhat, but, as Mr. IFrazier stated, the
great number of employees in collectors’ oftices are not civil-service
employees and, therefore, they are employees sabject to change in
the change of administration, ‘

Senator KiNe. Are you trying to do anything to remedy the evil
to which yon have just adverted? "I know as soon as the last ad-
mipistration came in (and T am making no eviticism of it) they

! ’ \ ‘ '
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discharged practically all the collectors and put in people in many
districts who were wholly incompetent.

Mr. Nasu. You mean by the last administration the Harding ad-

‘ministration

Senator Kine, The Harding administration; yes.

Mvr. Nasin I do not believe that is true.  Prior to 1913 the deputy
collectors were civil-servica employees. The Overman Act at the be-
ginning of the Wilson administration threw the collection service
out of civil service. There has not been any legislation to place
them agnin under civil service. Mr, Frazier was in charge of the
collectors’ offices at the time the administration changed, and 1 was
working for Mr. Frazier at that time, and there was very little im-
mediate change in the collectors’ offices in the appointment of col-
lectors. There was a gradual change in investigating ofticers in the
field. The turnover among the office employees was not much more
rapid than among our civil-service émployees, and to-day I think 1
can + - that 40 per cent of the employees that were in tho collec-
tion . .vice during the war are still in the service and still working
under our present collector. '
© Mr. Fitazien. I was confronted with that Overman Act in 1913,
but, nevertheless, at my request Commissioner Roper, with the ap-
proval of the Secretary of the Treasury, permitted me to fill all
office vacancies in collectors’ oftices—over 4.000 employees—by ap-
pointing clerks; we raised the pevcentage of civil-service employees
in collectors’ offices from 22 per cent to 52 per cent. I did that
because I found we would go to Yiecos on the change of administra-
tion if we did not have a good nucleus in each collector’s office to carry
the work through. The work in collectors’ offices is complicated; I
think Mr. Nash will bear me out in that.

Secretary MerLroN. In regard to the collectors, the policy of the
Harding administration was not to make changes in collectors; that
is, they were allowed to serve the full term.

Mr. Frazier. There was no term for a collector, but whatever there
was a request—— :

Secretary MerLLoN. They were allowed to serve out th : full term.

Mr. Frazier. There is no definite term provided by law. In some
districts there was an understanding that a collector would serve
four veurs, as, for instance, in Cleveland. They agreed, Senators
Pomerene and Willis, that the Democratic collector should remain
through to the end of the four-year period. There are only 65 col-
lectors: they are presidential appointees. :

As to the deputy collectors—— ‘ o

Secretary Mertox. That was observed by the Harding adminis-
tration. :

Mr. Frazikr, Yes, sir. )

The CamnmaN., What was yonr experience with the waﬁ the col-
lectors in the field carried on the work ns compared with the way it
was carried on at Washington? )

Mr. Fuazier. The agents’ force in the field, as far as the audit of
returns is concerned, is performing a much higher grade of wark
than is required of deputy collectors. Agents must be real auditors
if they are to audit these corporation returns at all accurately. They
are required, as I said before, to pass a stiff examination provided at
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the request of the income tax unit. In the collection service, where
all deputy collectors are appointed without regard to civil service
rules, we get some good men, but we get some ineflicient ones, On an
average 1 would say that the field force of the agents, of course, is
natarally of much higher grade than the field force of deputies.
You pay them more, give them a chance for permanent tenmre of
oftice. where, in the case of the deputy collector, if you say “ Get out.”
ne matter how good he is, he goes. "

In collectors’ offices, T think we have a very good service, a very
ofticient force of people. T believe as a rule, vou will find a little
more “pep™ in tiie ficld than yvou will find in Washington. That
has been my experience.

Senator Kixna, Do you think that the decentialization carvied to
the extent vou have indicated, wonld affect the audits in the re-
spective fields: that is o say., might not the local officials be pre-
disposed to favor too much the loeal taxpaver. whereas an audit
here by persons not neighbors. not in close contact with the tux-
payer. would be presumed to be a little more impartinl?

My, Frazier, Senatoe. T would say if this office audit of corpora-
tions were performed in ngents’ offices. where as already stated the
cammissioner with the approval of the Secretary of the Treasury,
has control over the appointments, I do not believe you would have
the least hit of trouble along that line. T was for a time an agent
in _charge, and T did not have a single request from any man in
political life for a favor in regard to the personnel. or a tax case,
or in regard to an assignment of a particular man to a tax case.

Mr. Hawrsox. Mr. Davis asked what the objections were to im-
mediate wholesnle descentralization. T would like to have you ex-
blain to the committee what some of the objections are to putting it
into effect immediately. -

Mr. Fuazrer. T will answer that hy saving that if T were com-
missioner, and had the backing of the Secretary. I would start te-
morrow to decentvalize the office audit now performed in Washing-
ton.

Mr, HarrsoN. You have an organization?

Mr. Frazien. There is a pretty good crganization. an agent in
charge, with reviewers and-c‘liof reviewers, in many cases men who
have been auditors in Washington, and who I think are just as good
ag you will find in Washington. You have an organization there,
hut you would have to build up by transferring some auditors from
Washington.

Mr. ‘Harrson. You wohld have to perfect the organization in the
field to start with, would vou not? .

Mr. Frazize, Augment it,

The CrawmdaN. How would you start out?

Mr. Frazier. T would start by picking out a unit. one ngent di-
vision or collection division. I might start at Chicago—-

Mr. Harrsox. Would you have as the nltimate purpose final de-
centralization to the extent of climinating any audit in Washington?

Mr. Frazren. All of it, except as was stated. . .

Mr. Harrson. Point out some of the cases which arise—cases
which require a centralized andit. . ‘ -
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My, Frazier. The consolidated returns.  Also, I think that with
siich a small force us you have of engineers it would be pretty hard
to divide them. I would look carefully into this. however, with a
view to decentralizing that work, if possible.

Mr, HaursoN. Sonme of the returns under a complete decentraliza-
tion would stay in Washington? -

My, Frazier, I would keep the consolidated returns audit intact.
I would not disturh that. I would keep the natural resources-—
engineers—-—

Mr. HartsoN, Would you keep them here!?

Mr. Frazien, Yes. sir.

Mr. Harrson. Why would you audit them here?

-Mr.-Frazier. My only thought is that it is a small foree of highly
technical men.

Mpr. HarrsoN. Four hundred.

Mr. Frazier. You have 75 engineers. -

_Mr. Nasu. There are about 400 employees in the ingineering divi-
sion,

Mr. Frazier, Well, it is quite possible that could be decentralized
to advantage, but I would not want to recommend that until given
an opportunity to make further inquiries. If I were called upon
to make a recommendation right now I would not recommend the
breaking up of the consolidated returns section or the natural re-
sources section.

The Cuamaan, Why not the natural resource?

Mr. Frazier. Until I had made a survey and had seen if a large

ortion of that work was in a particular section of the country. 1f it
is scattered you would have to scatter the force: as I understand, -
it is highly technical. It is one you have the most trouble with.

The Ciramaan, It is difficult?

Mvr. Frazier. It is my impression. as 1 have stated, without hav-
ing made a survey. .
he Omairaran. You stated that by a process of decentralization,
or a complete decentralization, as far as possible with those excep-
tions, you could do away with any great expansion in building and
facilities for liousing the tax unit 1 Washington?

Mr. Frazier, Yes; do away with that problem here. 'There woull
be an expense in the field in providing space for these aunditors.
You would not have the same number of clerks; the proportionate
number in the field would be less than in Washington. You have
so much correspendence in Washington that you would not conduct
in the field. I do not know what the ratio is of clerks and auditors.
but I know that it used to be very high, one to one, something like
that, whereas in the field you would find it one te five. You would
not need more than one clerk to five auditors in the field.

The Ciaiearan, One of the things that antagonizes the taxpayer
and creates delays is the eternal correspondence aund delays over
trifles, and as the witness suggested, the asking of one question and
the anwer thereto suggests a further question, and the case is drawn
out, and as the case is drawn out the taxpayer becomes annoyed,
and in addition to that there is an enormous overhead of stenograph-
ers and clerks to dictate letters and wrjte letters, and you know the
average production of stenographers who produce the letters, and
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the filing of all those—the produétion of letters is a very small per
cent of what it should be. They do not get up any great production,
these clerks and stenographers do not. o

Secretary Mer1oN. If you had lived with the department for the
last three or four years as I have, you would have found that that
situation has been very greatly improved.

Mr. Nasa. In addition to the conference that th2 taxpayer has
with the agent in charge, we have been experimenting for the last
six or eiglié months in eight revenue agents' districts. 'They are
Baltimore, Md.; Greensboro, N. C.; Columbia, S. C.; St. Paul.
Minn.; Milwaukes, Wis.; New Haven, Conn.; Cincinnati, Ohio:
and Buffalo, N. Y. Every case in any of these distvicts that involves
the assessment of an additional tax ngainst a taxpayer is sent ont
to the agent in charge of that district. e notifies the taxpayer of
the proposed assessment to be made against him, and the taxpayer
has the opportunity of a[;ﬁ)eul'ing before the agent in charge and
discussing his case at the oftice closest to his home, Cooa

T believe that the primary object of decentralization is to bring
the final settlement of a tax case close to the home of the taxpayer,
and that is what we are doing in these eight districts. Duving the
lust three month we have organized our internal-revenue agents’ dis-
tricts into supervisory districts. We have now eight supervisory dis-
tricts and eight supervising agents. The supervising agents ure in
the field to-day going through each of the offices under our direction,
with' instructions to-make on October 1 recommendations as to the
further extension of the experiment we have been conducting in the
last six or eight months. The ultimate vesult is going to be that -
cvery case that involves an ndditional assessment aguninst the taxpayer
is going to be taken out to the field, and the taxpayer will be given an
opportunity to have his case heard in an office close to his home. This
is the procedure that we are workins on. I think it would be an im-
possible task to tear up our files nt Washington and send out these old
cases that have been hanging fire for vears and that have been
worked on for two or three years, .

‘The Cixairvan. I think that is so. :

Mr. Nasu. I do think we are approaching the day when 95 per
cent of our cases will be settled in the field and there will only be
5 per- cent or less that will come to Washington, and they will be cases
of the type Mr. Frazier described, such as natural resource, consoli-
dated, etc., .

-Mr, Frazier, Is there anything to be gained by the return coming
in'at all? They are all coming in now to Washington.

Mur. Nasu. The decentralization of our bureau must be a process of
evolution. We have not the organization in the field to-day to
handle immediate decentralization. I do not see anything to be
gained by experimenting in one district.

Senator King. Yet you are experimenting in eight.

Mr. Nasn. We are not experimenting to leave all returns in any one
district. .

* The CuairmaN. Why is not that a good way?

Mr. Nasn. It will require tho building up of another organization,
the acquiring of additional space. The expense involved is not neces-
sary. We are satisfied now as to what the result would be.
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Mr. Frazier. I think you would find it much less expensive to
audit them that way than to bring them into Washington, with the
help required; I think your expenses would be found, on experi-
mentatior , to be much less in the field.
~ Nr. Nasu. We give all corporation returns that come into Wash-
ington a preliminary audit as soon as they are received, and not over
50 ’lger cent go through the intensive audit. .

he CHamrman. What is the preliminary audit?

. Mr. Nasu. To ascertain the correctness of the return as soon us it
is received. Fifty per cent of the corporation returns filed are cor-
rect, and they cran be ascertained to be correct in a short time, and
those returns are immediately filed and put ot of the way, unless
a claim of sonie sort subsequently brings them u;l). ' o
The?Cmm.\m. That could be done very easily in the field, could
it not '

Mr. Nasu. Eventually; yes, sir,

The CHamrMAN. You say “eventually; ves.”

Mr. Nasu. When our organization is properly developed for the
purpose.” ~ :

he CraikmaN. How will you develop it if you do not try it out?

Mr. Nasn. I think weare trying it out. We have appointed sight
supervising agents in the field to-day on this very work, and the whole
tendency is to gradually reduce the force in Washington and increase
to some extent the force in the field.

I agree with Mr. Frazier that it will never be necessary to build up
the lnrge orgunization in the ficld that we have had in Washington.

It was war-time orgunization we had here, built up to meet an emer-

gency, and it is gradually being reduced. _
Mr. Frazier. I think the reason for centralizing this work in
Washington is stated in the annual report of 1920, page 9. The law
was so complex, There had been no opinions rendered on the regu-
lations. They were compelled. in order to get any uniformity, to
centralize the work for the time being. I do not raise any question
on that, but in the same annual report you will find that it was the
purpose originally to centralize during an emergency period only,
and later to decentralize. That was four vears ago. This is nothing

new, .

Mr, HartsoN. T would like to place emphasis on some of the objec-
tions that may be raised to decentralization. which have not been

pointed out. T think the testimony you have heard so far shows:

the department is s)roceeding slowly toward an end that everyhody
concedes is desirable, if it can be accomplished without loss of effi-
ciency, :

The trouble with decentralization has been that it promotes a lack
of uniformity in the rulings. We have had income tax laws in this
country only since 1913, and we have had a number of different laws
since that time. We have had a change in regulations each time. In
the meantime the war came on and changed our whole system of taxa-
tion. We have another lnw in 1924, The war emergency super-
imposed the personnel problem on the changes in law. The result
was 4 tendency that.could not:bs humanly avoided to decide a:case
one way, and a different taxpayer with the same tax having his case
decided another way. We have been charged' with having conflicts
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in rulings and, as a matter of fact, in Washington the same thing has
taken place where two branches of the same office have been incon-
sigtent.; So that dealing with a new law, Mr. Chairman, dealing
with a thing that the whole country, the taxpayers and the Govern-
ment representatives, as well, were relatively unfamiliar with it
has been, and still is, necessary to educate a force of men and to edu-
cato the taxpayers as well, " : .- el

_I think that it is absolutely essential to go slowly, and my own
view of it would be to move slower than the head of the bureau at
the present time thinks we ought to move. It is desirable to get the -
case of a taxpayer settled, but it is more important to the same tax-
payer to be treated on the same basis precisely that another taxpayer
mm another jurisdiction is treated. Unless there is some centraliza-
tion of our rulings, and unless there is 8 grouping together in a
place for the purpose of education, you will have hopeless confusion
over the United States.

Mr. Frazier, 1 do not think there is any danger of confusion now
if you retain your present rules and regulations section and your
solicitor’s office. Every change in ruling and new decision would
be promptly given to the field through the bulletin service, which
is already established. - s . ‘

Mr. Nasn. That is true, if you could have your legal office estab-
lished in Washington and maintain it there.

Mr. Frazier. Yes, absolutely. . < co

Mr. HartsoN. I would not want to estimate the number of purely
legal questions that arise in the settlement of all returns. They are
countless. It would be desirable to centralize the engineering force
in one place. It should be remembered that the Wifficulty does not
stop with the arrival of the answer to the legal proposition. This
answer must be given application to some particular state of facts
in the field, and the solicitor’s oftice might decide a legal proposition
which had a broad, general application. The opinion would go to
New York and New Orleans for application there, and it might
be applied in the two places quite differently, whereas if both re-
turns were in Washington and if they were considered and audited
under the same supervision there would be a better opportunity
for the uniformity of the application in the settlement of those two
cases,

Now, there is a time coming, and it is happily nearer to-day than
it was a few years ago, when principles are gomng to be well estab-
lished, and there will not be the dispute over the minutiae of de-
toils which come up in the legal work in the settlemont of these
cases,. When that time comes I believe you can safely send out
to the field the responsibility of settling these cases. ‘The reason
they have started to do it in regard to.individvals and have not ex-
tended it to corporations is the proof of the points that are raised
liore, because there are fewer complications with individuals than
corporations, Thero js a maze of difficulty in the settlement of the
oi)rp?rate cases, and the bureau is moving ahead with them more
SlOW1Y. X

Sin{ze Mr, Frazier's. report, or the report mentioned by Mr.,
Frazier, was made in 1920, in which it is said that the war organi-
zntion was built up in an emergency, the succeeding administration
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has in faith followed out the recommendation made at that
time. There is a progress to-day, and there has been progress since
Mr. Mellon came down. The greatest harm would result from
conflicts in adjustments in different parts of the country.

Mr. Frazier, I think that danger has gone by. S

Senator Kina. You have to keep pretty close check over every: sec-
tion that was authorized to pmmulﬁ:be decisions, because, just as
Mr. Hartson pointed out, there are bound to be, in the uncertainty
now in the construction of the statute, certain rulings, and there
would have to be some way by which a reconcilement could be had
by appeal either by the (ijovernment or cdefeated taxpayer to the
central organization in Washington. '

Myr. Frazier, There would not be any ruling at all made by the
force in the field. The agent in charge, he would do as he is doing
now, follow tho instructions given him by the solicitor and com-
missioner, .

Mr. Hantson, That is 8 ruling you have reference to. It is the
ap(;)licution of an opinion to a particular state of facts, which in an
individual case amounts to & ruling on that man’s case.

The Cuarrsan, It is obvious to me that you could have a crew
of reviewers which would pick out these cases, if they went around
to the various districts, without the necessity of all of them coming
to Washington: that is applicable in industry. where you main-
tain large branch houses, just as well as in the Treasury Department;
for instance, claims for replacement or antomobiles, where difforent
rulings may be applied by different managers, but the difticulty is
not insurmountable, because you can have traveling men who can
soe that the rulings are applied equitably and on the same basis
in all the districts. T can visualize that a man sitting in Wash- -
ington, gettinr: all the difficulties, could see them to be larger than
the man with his nose to the grindstone all that time. I do not think
the difficulties are as great as you point out, Mr. Solicitor, It is 8
difficulty, but not insurmountable.

Secretary MerroN, In some of those cases it is surprising how diffi-
cult those points are, the amount of money involved; there is a
vealar amount of money involved, which runs into the millions.

o CHAIRMAN, These traveling solicitors you have could see that
the ruln which had been adopted by the Washington oftice was ap-
plied to all the districts, which would be much more simple than
re(&t;iring that all the returns be sent to Washington——

Secretary Mevron. There is a very great x'o.sl)onsibility frequently
involved in a case, and it is important that the law should be applied
the same in all cases,

The Cnamman, T admit that, but T do not admit it i nocessary for
it to come to Wushington to be done. The reviewers can travel
around, and the case can be opened.

Secretary MeLLoN. When you arrive at & place where the law has
been settled long enough, where we have a new law, when you be-
some familiar with all the principles, then a good bit more can be

one. .

The Cramman., We will never come to that time if you will post-
pone it until that time, because there must be internal changes,
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Secretary MerLox, 'We have 4 conference for to-morrow to go over
the regulations under the néw law about which there are questians.
The CamsaN, Did you have any more to say, Mr. Frazier?

Mr. Frazier, I am merely interested in the service. I was in the
Government service for over 20 years, and that is one reason I am
glud to be here, [ feel very deeply ‘that the burean could help itself
out of this accumulation they still have on hand, the accumulation of
returns, if it would really try this ont, They have had such good
suecess with the less important returns; I think decentralization of
the audit of corporation returns is worth a trial. That is my whole
uttitude, and I Lelieve that so deeply that I am glad to be hera to
give my opinion. T will say that I have not talked with uny officers
of the Internal Revenue Service, with the exception of two or three,
who fuvor maintrining a centralized andit. Many of the men in the
Government service arve afraid.

The CraammMaN. What about cconomy to the taxpayer and the
Government with reference to decentralization$ _

Mr. Frazier, As the head of an income tux division in a lurge
office once told me, every week and sometimes many times a week,
taxpayers come to him with letters from Washington on an office
andit and suy, * What does this mean? " 'The head of the income tax
division is loath to give any information on a case without having
all of the papers, including the return itself, before him.  He says,
“I can not tell you much; here is the regulation,” and before the tax-
Wyer departs, the taxpayer himself sgggests, “I had better go to

ashington,” and the officer says, “Yes; you had better go to
Washington,”

That particular city is no exception to the rule of citles nearer
Washington, -

Then, too, if an oflice auditor is on a case and sends ont for a
man to come in, the man comes in promptly. If he writes a letter
that case is cold when he gets a reply, and it takes time and expense
to dig into and go over the case again to refresh his memory.

The CuairyaN, What happens after he gets to Washington? Does
he employ a tax ex{)ert?

M. Frazier. Undoubtedly a large majority of them do. Were the
man able to come in and talk his case over and uppeal to the officer
in charge, who is right on the ground, and who has fresh in his mind
the details of the ease, there would be little delay, and the audit
wottld be effected at an economy to the Government, as well as to’
the taxpayer. :

The Crramman, My, Secretary, do you have any more you wish to
suy before we adjourn?

Secretnry MeLLON. T do not know of anything. ,

The Cuamtan. Would you be able to state how much it would
cut down the force 'in the Washington office, the decentralization?

Mv, Frazier. 1 should make a survey of the income tax unit before
making un estimnte, but I would say this, you would reduce your
clerical force very largely, that is, your net decrease would be very
large, because of the fact that you would have so much less corre-
spondence with the office audit performed in the fleld. Offhand I
would say that with the decentralization, complete decentralization,
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as far as you can go properly, you would more than cut the income
. tax unit in two, as far as Washington is concerned. L
The Cizamman. The committee desires to thank you, Mr. Frazier,
for coming down from New York and telling them what you have,
because the committee is interested in anything consiructive, in any
constructive service helﬁful to the Government. =~ '
. Senator Kine. Mr. Hartson, would it be advisable, if it could be
done, to bmp%all these returns, which now are found 1n seven build-
m§s into one building? = o . T

Secretary MeLLoN, It certainly would, but you have to have the
floor space for it. CL : -

Senator Kine. I was wondering whether or not many of the re-
turns in some of the seven buildings had not been disposed of so
that there would be no necessity of referring to them; which would
obviate the necéssity of consolidating them in one building.

Mr, HarrsoN. The necpssity constantly arises to refer to old re-
turns, just as in the case of 1916 returns that the committee now wants
szlficl)sznutxon on.. It would Le highly desirable to put them in one

ing. . :

" M. ﬁAB}I. The 1916 returns are put away in one building, and to
get any information we will have to bring them up out of the base-
ment, Our other returns from 1917 on are active. You probably
recall legislation that went tlufouﬂa last March which permitted the
filing of claims on these returns. There have been filed 9,000 clairs in
connection with 1917 cases that were &)reviously closed. o
, ,;1‘113 ?CHAIBMAN. Cases closed, and the people are insisting on
refun

Mr. Nasu. Nine thousand claims affecting 1917 cases have been
filed since last March, when this last lagislation was made effective.
T think that at least 20,000 claims have been filed affecting 1918 cases.
I might say for the committee that our returns are now filed in
temporary buildings, a great number of them, all the way from Sixth
Street to Tywentieth Street, and it would not be surprising wny day.
if something should ha’FPen and we would lose many valuable papors.

Secretary MerLon. The cost of the service of gettmg %t: ers con-
solidated has been estimated at, tho lowest estimate which has been
made by anyone, has been a haif million dollars a year. I think a
million dollars a year is about thé figure it costs. o

- Mr. Nasu. It will cut our administrative cost $1,000,000 a year in
Washington, any day that we could move into one f)uildmg. .

Secretary MELLON. And pay for the building in a reasonable time.

Senator Kina. Is it not possible to get a building sufficiently large
for your purpose? . C

r. Nasu. It has not been possible so far.

Secretary MerLLon, We made desperate efforts to get a large area.
We tried to get the Arlington Building, but thess buildings are oc-
cupied. We tried to get some place where we could have more room
in tue same building. T,

_ Senator Kina. It seems to me the Arlington Building and the
Treasury Building would be sufficient. - S

- Mr, Nasm. The Arlington Building would house our Bureau com-
pletely to-damﬁ Ll C .‘ ‘ o k

Secretary MELLoN. 'We made desperate efforts to get that but it
was impossible.
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Senator Kine. I appreciate the ﬁm’oblem, and- I think Congress
ought to aid you in solving that problem, even if we have -to put some
of the other bureaus out, :nd arrange them elsewhere. is is 80
important. This is vital to the Government, ~ -

Mr. Nasu. Our engineering files, they cost millions of dollars to
build up and acquire, and involve the valuations of all the oil wells,
mines, and timber lands of the country, are kept down here in a tem-
porary building. If they were destroyed they could never be re-
placed except at an enormous cost. We can not get space in a per-
manent building for them. = '

(Supplemental testimony of Mr. Frazier is here printed in full,
.as follows:) RS o
» Mr, Davis. Mr, Frazier, tell us of your experience in the Govern.
ment service, What department were you with prior to your
seryice with the Bureau of Internal Revenue? .

Mr. Frazier. Upon receiving my discharge from the Army, at
the close of the Spanish-American %Var, at the age of 19, I entered
the Government service as a railway postal clerk on the Chicago &
Minneapolis R. P. O., having passed a competitive civil-service
examination for that position prior to the -outbreak of the war,
I served later in the Philippine postal service, in the office of
Second Assistant Postmaster-General at Washington, approxi-
mately five years as a post-office inspector in Cleveland and Minne-
apolie; then assistant chief clerk of the Post Office Department un-
der Postmaster (Reneral Hitchcock; then chief clerk to First Assist-
ant Postmaster General; superintendent of mails at Philadelphia;
two years in the Army during the World War; Assistant supervisor
of collectors office, Bureau of Internal Revenue; then supervisor
of collectors offices for the United States; revenue agent in charge
for the State of Wisconsin. ;

Mr. Davis, May I inquire—you were a civil-service man an
politics had nothing to do with your service .

Mr, Frazier, Every position I held in the Government service
was strictly in the classified civil service. .I was not even an appli-
cant for the better positions which I held in the Government service,

Mr. Davis, I am told you were and still are friendly with Com-
missioner Blair and the other officials of the bureau?

Mr, Frazier. I am glad to be able to say that every Commissioner
of Internal Revenue under whom I served is a friend of mine, and
I am a friend of his. ‘They are all men of the highest integrity
and ability. I felt deefly loyal to them while I was in the service,
and I have lost none of that sentiment since leaving the service,

Mr. Davis. Your duties with the bureau really began when the

roblem of administering the income tax law first arose under Presi- .
gent Wilson’s term and with former Commissioner Roper in charge?

Mr. Frazier, Yes, sir. .

Mr. Davis. Mr. Roper’s thought in bringing you with the service
yv%sgthat your work in the Post Office Department fitted you for the

0 : : ' ‘
]. Mr, Frazier, Yes, sir; that is my understanding.

Mr. Davis. Your work in the Post Office Department related to the

problem of organizing the field forces, did it not?

92010—24—>»T 4——2
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. Mr. Frazer, During the last several years; yes, sir. :
. Mr, Davis. And your work with the bureau was that of organizing
and. directing. the hield forcest .
Mr. Frazier, Yes, sir, . - : A ‘ .
glr.' ? Davis. It was your problem, then, to build up this organi-
zation I . '
Mr. Frazier. That; was my principal responsibility: during the
lnst few years of my service in the Post Office Department.
- -Mr. Davis, You were-in.charge of that work.for how many years?
Mr. Frazier. I was in charge of the organization and inanagement
of internal revenue collectors’ offices two and one-fourth years, -
Mr. Davis, That was a lonﬁer period of time—or your experience,
then, covered a longer time than that of any of the present officials?
.. .Mr, Frazier, Yes, sir, . .. ... 00 oL
Mr. Davis. When you left tlie- Washington office you wbnt to take
charge of the Milwaukee offick of.the bureau? - . » - P
. . Mr, Frazigr. Yes, gir, = 0 0 . o e
© Mr. David. What territory did that cover—the terrvitory -over
which it had jurisdiotion? A
. Mr. Frazigr. The State of Wisconsin. - - : R
. Mr. Davis, Could you describe for us the personnel of the office—
that is, how many men, what their duties were, and, without men-
tionihg names, what their qualifications were{
- Mr. Frazier, An average ‘of 6 clerks, 5 estate-tax agents, 65
income-tux agents. : With the exception of about five of the income-
tax agents they were all well qualified to andit difficult corporation
income-tax returns. Several of them were competent to audit the
most difficult consolidated corporation. cases. All of the above
employees were in the classified civil dervice, - In this connection I
desire to state that these agents and clerks were so efficient that'dur-
ing the last three months of ny administration of the Wisconsin
division it stood first in the United States. \ I
~* Mr. Davis; Undér the present system, Mr. Fuiazier, is there not
some time when necessarily men are without work to do? 1In other
words, it has been reported to us that in one district at least account-
ants who are as well qualified as any in Washington completé the
casec up to $15,000'and’ then are fot permitted to work on the big
cases, although they might have time to do so? S
Mr. Frazier. This opens up the question as to the necessity for
two forces of income-tax auditors in the field. You are undoubtedly
referring to deputy collectors, not to agents or inspectors. - Deputy
collectors are appointed politically and serve under collectors: they
audit the 1040a returns, pnd now they also audit 1040 réturns up
to $15,000. If Congress would repeal at once that section of the
Overman Act of October £2, 1913, which threw deputy collectorships
out of the civil service, the necessity Jor two organizations of field
men to do similar work would be done gway with and a great econ-
omy effected. While still an officer of the Bureau of Internal
Revenue I went on record to the effect that $3,000,000 could be
properly taken: from the estimates if this were done. "Under the
present law deputy collectors look upon their positions as’ tempo-
rary ones; consequently the most efficient seek other positions; and
when a change in administration comes you lose the greater part of
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these men who have been trained at the expense of the Government.
Repeal the Overman Act, consolidate all of- the field forces except-
ing the prohibition forces, throw the office audit of practically all
individual, partnership, 2aud corporation income-tax returns to the
field, and you will see the work of the Bureau of Internal Revenue
current in a very short time, and you will find that the appro-
Friations for the bureau and field can be reduced by several mil-
ion dollars at an early date, B

Mr. Davis. The objection some time has been that the organiza-
tion is not made for the handling of the wcrk in district offices;
but where the organization is not so made, conld not it be ohanga(i
and without trouble, so that 2 certain number of qualified attorneys
accountants, perhaps two engineers, stenographers, ard so on, could
be located theref RN R S

"Mr. Frazier., That is a simple problem. S

Mr. Davis. For example, let us suppose that to-morrow mornin
Commissioner Blair said the administration would be decentrali
as much as possible, that the consolidated section and the engineer
section would not be so decentralized for the present at least, is
there ang' %od reason you know of that something like this could
be done or example again, suppose he should write each one
of the agents in charge of a district that after January 1 or some
reasonable date in the future the administration of the tax law, say,
in Michigan, was to be in the hands of the agent at Detroit. Say
that the agent was to be entirely responsible; he was to handle
and review all the returns; the responsibility for accuracy and
justice and fairness was to be put upon him; the taxpayer might
ave an appeal to Washington reserved, but in that event a special
examiner from Washington would be sent to Detroit to act so the
taxpayer would not have to come to Washington; then let the
sgent know that an inspection organization was te be had working
out of Washington and that from time to time the work in Detroit
would be subject to review and accounting without notification to
the agent in charge; then call on the agent to report on his organi-

" zation—what he would need in the way of additional help, how he-

could provide quarters for them and the expense involved, and
assure him that his future standing in the service was to be judged
by his record of accomplishment and expense; do you not think
tgat with such a determination expressed by the commissioner,
the gfg?anization could be rapidly reorgsnized and without great
trouble ‘

Mr. Frazigr, Yes, siv, Under the present plans the appeals board
members, will sit in the various cities. and there would be practically
no occasion foy an appeal to be heard in Washington. ‘

Mr. Davis. Take your Milwaukee organization, for exainple.

What trouble or inconvenience would such an order have put you tof
How long a time would you have required to get your organization
reorganized? What would have been necessary in the Milwaukeo

organization? Have you a good idea as to the necessity for addi- -

tional room? What would have been required in this way?

Mr, I'razier. Practically the only change necessary would be the .

addition of a few auditors from YWashington. It 1s my personal
opinion that with the coiperation of the collector at Milwaukee we

y
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could have worked out a space rearrangement that would have
taken care of the additional auditors and the files. 'You under-
stand that it is my firm opinion that with the throwing of the
office audit to the field offices we would very soon be current; hence,
it would not be necessary to provide for a permanent enlargement

of the offices. For instance, we could double up the field men for

their office work; for the time being have two or three field men
alternate in using desks, and thereby make room for the additional
auditors. I would add about 20 agents and 4 clerks to the Mil-

waukee force by iransfer from Washington., Place adl of the.

auditors, both field and office, on the same basis; cull ‘them all
agents; use them on office or field audit, or both; after repeal of the

vermian Act combine this force and the field force of the col-
lector’s office; do awulv with a large overhead expense. - Make a
drive each year with this combined fleld force, first on office audit,

and then on field audit, keeping a part of the force on office audit

the year round. . . ,
- Mr. Davis. There is an objection advanced on the ground of uni-

formity in decisions? Has not it been your experience that under

the present system uniformity is not obtained even within & unit in

" Washington? . ‘ L . o
Mr. Frazier. My answer to the question is: Under no circum-

stances, in Washin(inon or uny other city, is it possible for one man
to pass on every disputed point. The auditor must: hs guided by
the decisions and oPinions already renderec. The ficld men already
have just as complete information on these decisions and opinions
as have the Washington officials. The periodical bulletins issued by
the bureau go to all auditors, both in \\};shington‘ and in the field.

~Mr. Davis. Objection is made to decentralization in so far as con-
solidated returns are concerned, and I believe you agree with that
objection. Tell us in detail what a consolidated return is—take one
company, for example. Could not that company’s returns be
handled by the agent in charge of the district where the head office
is, und would they not be handled just as effectively if not more
-effectively than from Washington? Most of these consolidated re-
turns npﬁly to the corporations which have a head oftice and! which
have books covering the entire concern in the head office from which
the tax returns are made, do they not? . e

Mr. Frazigr. Under article 632, Income Tax Regulations No. 62.
aflilinted corporations are required to file consolidated returns.
Article 633, regulations No. 62, reads as follows:

When corporations are affiiated.—Corporations will he deemed to be
affiliated (a) when one domestle corporation owns directly or controls through
closely affillated interests or by a nominee or nominees substantially all the
stock of the other or others, or (b) when substantially all the stock of two or
more domestle corporations 18 owned or controlled by the same Interests. The
words ‘‘ substantially afl the stock” can not be interpreted as meaning any
particular percentuge, but must be counstrued according to the fucts of tho
particular case, The owning or controlling of 08 per cent or more of the out.
standing voting capitel stock (not fucluding stock In the treasury) at the

begluning of and during the taxable year will be deemed to cobstitute an
afiifation within the meaning of the statute. Consolldated returns may, how-

- ever, he requireg for any taxable year heginning prlor to January 1, 1022, even

though the stock ownership {8 less than 03 per cent. When the stock owner.
ship or control 18 less than 93 per cent. but in excesa of 70 per cent, a fuil
dfsclosure of the afliliations should he made showing all pertinent facts, in.

&
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eluding the stock owned or controlled in each subsidiary or afiilated corpora-
tlon and the percentage of such stock gwned or controtled to tho total sfock
outstanding.  This information will also be required where like conditions
¢xist and the taxpayer elects to flle a consolldated return for dny taxable
peitod beginning on or after January 1, 1922 - Such statements should préfer-
gbly be made in advanee of filing the return, but if 8 conselidated return iy
fliled subject to the approval of the commissioner, the required starement
ghould be filled as a part of the return. The words ‘‘the same luterests"
shall be deemed to mean the same individual, partnership,. or corgorn’thn. or
the same individuals, partnerships, or corporations, but when the stock of
two or more corporations #8 owned or controlled by two or moure individuals,
by two or more partnerships, or by two, or more corporattons, the corporations
will not be held to be affiliated unless the percentage of stock of swch corpora-
tlons held by each individual, each partnership, or each corporation is sub-

\ b

stantially the same fn ench of the corporations. i
" T think all questions as to affiliation sheuld be considered at a cen-
tml.point—,“?ashin on. .. ' T
" Mr. Davis, Would not &.short trial and study of the system give
fairly. accurate knowledge of the divisions where an -engineer or
more_than one engineer would be needed, so that the engineerin
squad need not be centered in Washington or centralized here, don't
you think? If an‘l{rthing, a very small flying: squadron of engineers
nuflht be kept in Washington?- . N TR
t. Frazier. I would not like to make a recommendation.in regard
to this phase of the audit prior to making a personal survey.
believe a survey should be made at once. oo L
~ Mr. Davis. Or would the decentralization of both the consolidated
and engincering sections cause any loss in. efficiency and economy to .
both the taxpayer and the Government? N
Mvr. Frazier, I should not feel like making a definite recommenda-
tion beyond the suggestion that your question shonld be given careful
consideration. I think I could reach a definite conclusion on this
after a two or three weeks' investigation. \ ~ .
Mr. Davis. Now, we come to the objection as to the old cuses pend-
ing. Even thougl: these cases have heen centered into Washington,
could not they be more rapidly handled if returned to the divisions
with instructions to close—and close at once? , _
Mr. Frazizr. Undoubtedly. Put them out into the field at once,
where the information necessary to a closing can be redily obtained.
Mr. Davis. Mr. Frazier, you have been an advocate of decentraliza-
tion for some years: you made n study of it and some reports, did
you not! When did you make these reports und to whom?
. Mr. Frazier. Along with other officers of the Bureau of Internal
Revenue I always was deeply interested in the administrative prob-
lems confronting the bureau. In February, 1921, following an inves-
tigation’ in Boston. Mass., I submitted to former Commissioner
Williams, for the information of former Secretary of the Treasury"
Houston, a report. In the concluding puragraphs of that report
recommended decentralization of the office audit of income tax re-
turns. When General Dawes fixst took up the office of Divector of
the Burcau of the Budget I was questioned for two days by Hon.
Henry M., Dawes, and Mr. Abbot, of the Budget Bureau, regarding
my own unit, the office’ of supervisor of collectors, as well as the
bureau ns a whole. Iu response to the questions asked by these gen-
tlemen I stated that I favored decentralization, and I gave them my

reasons for taking that position. :
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. In submitting in 1922 or 1928 a summary of changes recommended
in inteinal revenue laws, I included a paragraph recommending de-
centralization, although no change in law is necessary to effect
decentralization. As indicated in answer to a previous question, how-
ever, & repeal of a part of the Overman Act of October 22, 1918,
woufil(ll] result in great economy and make decentralization more sue-
Mr, Davis. What was the result of these reports? Was there any
obﬁctwn made to your findings or any consideration given them?
.. Mr. Frazizr. I was given to understend that objection was mads
by the head of the Income Tax Unit. - - ' SR
Mr. Davise. Suppose a case came up of an overpayment of taxes
by & man in Texas, a man with little business experience; is it not
ir)our opinion that if that man was dealing with Dallas, and the
allas office was intent upon justice and fairness and efficiency, and
dealing with only the comparatively few: returns in the Dallas divi-
sion, it would be far more possible the taxpayer would be notified of
his overpayment? The tremendous volume or mass of work that cen-
tralizes into Washington is an inducement or encouragement to
faulty practice or illegitimate practice, is it not? . _
Mr. Faazier. In many cases, undoubtedly, taxpayers would be able
to settls their cases on the ground, without feeling it necessary to
counsel; whereas, because of the fact that the audit is now
centralized in Washmgton, they feel that they should employ the
services of counsel or a txx expert, The delays incident to handling
- the work undet the centralized plan undoubtedly induce taxpayers
to employ experts or lawyers, simply in the hope of getting a de-
cision prompt {‘ ro ,
- Mr, Davis. Mr. Frazier, there is one other question not related
entirely to centralization: Congress is attempting at all times to
simplify the law and also to check up loopholes or faulty spots in
the law. The bureau helped some recently, and we are advised that
the suggestions came to the Congress after lawyers had studied the
questions coming into the solicitor’s office. That was fine. But ‘o
increase the efficiency and improve the morale of the organization
would it not be well for Congress to court the assistance and co-
operation of all the men in the field? The accountants who handle
returns and see the developments, must develop much information
and many ideas on the tax problem. Suppose, as in the Post Office
Department, Congress should set aside a small reward or a number
of small rewards for the best tax suﬁgestions received during the
year, that tle contest was open to-all bureau employees and that
the suggestions were to be sent to the Senate Committee on Finance
and the House Committee on Ways and Means, and to be publi
records? Now, let us see what would result or we might hope woul
result? Would not, if encouraged, an accountant in your Milwaukee
uffice develop some definite information as to a loophole in the law
or bad practice, write his suggestions, if he knew tie Conszress and
the burean approved his effort, encouraged it and urged it? Would
Congress not get a tremendous value out of this and would not it
improve the morale of the service and more and more tnite the men
in their effort for better Governmentf Or what do you think of this

Fi
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idea, and have you any suggestions to make? Is there any good
reason why the bureau shou «fgbject to it?

Mr. Frazier. About two years ago the bureau called on its field
officers to suggest desirable changes in the internal-revenue laws.
I think this practice should be extended so as to call on all em-
ployees of the service for suggestions, not only as to desirable
changes in the laws, but desirable changes in administrative pro-
cedure. I think all of these suggestions should come to the Com-
missioner of Internal Revenue. e Conlfress might- properly re-
quire the commissioners to submit annually a report summarizing
all suggestions received, together with a statement as to action taken
on the suggestions. I believe that the authorization of awards for
the best suggestions would bring fine results. .

The CuairMaN., We will adjourn now and meet in executive ses-
sion at 1 o'clock p. m.

(Whereupon, at 1 o’clock p. m., an adjournment was taken to meet
at call of the chairman.)



