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AND THE PRESIDENTS UNDER WHOM THEY SERVED

Term of service Served under--
Official Secretary of the
From To Treasury President
Secretary of the
Treasury
Jan. 21, 1953 | ....ceeenin. George M. Humphrey, |.............coeeivninnn Eisenhower,
Ohio
Under Secretary
Jan. 28, 19583 |.........ceeee Marion B. Folsom, Humphrey .............. Eisenhower.
New York
Deputy to the
Secretary
Jan. 21, 1953 | Aug. 2, 1954| W. Randolph Burgess, |Humphrey.............. Eisenhower.
New York
Under Secretary
for Monetary
Affairs?
Aug. 3, 1954 |........cene.ns W. Randolph Burgess, [Humphrey.............. Eisenhower.
New York
Assistant
Secretaries?
Jan. 24, 1952 [................ Andrew N. Overby, Snyder, Humphrey ... | Truman,
District of Columbia Eisenhower.
Jan. 28,1953 [..ccovvrnnnnn. H. Chapman Rose, Ohio [Humphrey.............. Eisenhower.
Sept. 20, 1954|................ Laurence B. Robbins, Humphrey.............. Eisenhower.
Illinois .
Fiscal Assistant
Secretary
Mar. 16, 1945]................ Edward F. Bartelt, Morgenthau, Vinson, [Roosevelt,
Iinois Snyder, Humphrey ... | Truman,
Administrative Eisenhower.
Assistant
Secretary
Aug. 2, 1950 f{................ William W, Parsons, Snyder, Humphrey ... |Truman,
California Eisenhower.

1For officials from Sept. 11, 1789, throughJan. 20, 1953, see exhibit 55, p. 314, in the
1953 annual report.

2The positions of Under Secretary for Monetary Affairs and an additional Assistant
Secretary were established under the prov151ons of Public Law 516, 83rd Congress,
approved July 22, 1954.
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ANNUAL REPORT ON THE FINANCES

TREASURY DEPARTMENT,
Washington, D. C., March 14, 1955.

SIRS: I have the honor to report to you on the finances of the
Federal Government for the fiscal year ended June 30, 1954.

During that year, and in the two full calendar years that the
present administration has been in office, substantial reductions in
Government- spending have made possible smaller Federal deficits
and are bringing nearer our goal of a balanced budget. Major tax
reductions and comprehensive tax revisions are removingbarriers
to economic growth and stimulating individual enterprise. Perhaps
less spectacular, but equally important, progress is being made
toward getting our huge public debt in better shape, so that its
maturities can be handled more easily and the management of the
debt will not be a cause of inflation or deflation but will contribute
to economic stability and growth.

These fiscal achievements mean a great deal to our people. Tax
cuts of $7.4 billion became effective in the fiscal year 1954. The
difficult and delicate shift from high Government spending to lower
spending has been made without great dislocations in the economy.
The purchasing power of the consumer's dollar in January 1955
was practically unchanged from January 1953. A firm base has
been laid for better national security, for a healthy and expanding
economy, and for more jobs for more people.

A full report on the Treasury's operations durmg the 1954 fiscal
year follows.

G. M. Humphrey,
‘Secretary of the Treasury.

TO THE PRESIDENT OF THE SENATE.
TO THE SPEAKER OF THE HOUSE OF REPRESENTATIVES,

,
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SUMMARY OF FISCAL OPERATIONS

Budget expenditures of the Government exceeded net budget
receipts by $3.1 billion in the fiscal year 1954. This deficit was .
$6.3 billion less than the deficit in 1953; it was $6.8 billion less
than the original forecast for 1954 inthe Budget document released
January 9, 1953, and $.2 billion less than the revised estimate for
1954 contained in- the Budget which went to Congress a year later,

The $3.1 billion budget deficit, together with an increase of $2.1
billion in the Treasury's general fund cash balance, accounted for
the increase in the public debt of $5.2billion during the fiscal year
1954, The general fund cash balance amounted to $6.8 billion on
June 30, 1954, ¢ompared with $4.7 billion on June 30, 1953. The
public debt outstanding on June 30, 1954, amounted to $271.3 billion
compared with .$266.1 billion at the close of the fiscal year 1953.

Net budget receipts amounted to $64.7 billion in 1954, only $.2
billion less than the previous alltime high in 1953. Budget expendi-
tures in 1954 of $67.8 billion were substantially less than the total
of $74.3 billion in 1953, which had been the highest on record aside
from several years during World War IL ' _

A reconciliation between budget results and the change in the ~
public debt for the past two years is shown in the following table.

1953 1 1954

In billions of dollars

Budget results:
Neb Teceipts..vveeiirriiiniieannreiiereruenecieeenannnns . 64.8 64.7

Expenditures...oceeveciessioroneirereniinines 74,3 67.8
Budget deficit 9.4 3.1
Increase in general fund balance, or decrease {-).......... -2.3 ‘ 2.1
Trust account and other transactions, excess of expendi-
tures, or Teceipts (=) iiiiiiienieerrnreninenenreananons -.2 -2.5 (%) 2.1
Equals: Increase in public debtu...veeivneienerinncnnannnnns 7.0 5.2

NOTE.--Figures for 1954 are baséd generally upon the "Monthly Statement of Receipts and Expenditures of
the United States Government," inaugurated beginning with the month of February 1954 (see announcement of
February 17, 1954, in exhibit 70 and "Bases of Tables"). For purposes of comparison, results for 1953 have
been revised to the new basis of reporting, and will disagree, in some cases, with figures contained in last
year's annual report.

*Less than $50 million.

1 Includes net trust account transactions, etc.; net investments of trust accounts and Government agencies
in public debi securities; net sales or redemptions of obligations of Government corporations and agencies
in the market; changes in clearing and other accounts necessary to reconcile to Treasury cash; and changes
in amount of cash held outside the Treasury.

Chart 2 on the following page shows budget receipts, budget ex-
penditures, and the budget surplus or deficit by years for the
period 1951 through 1954. Annual figures for 1932-54 and monthly
for 1954 are contained in table 1 in the tables section of this
report.

As has been the case in recent years, budget receipts in the
second half of the fiscal year 1954 were substantially greater than
in the first half of the year. This was due in large measure to the
acceleration of corporation income taxes provided by the Revenue
Act of 1950, frequently referred to as the ‘*Mills Plan.'' Under this
provision corporations paying taxes on a calendar year basis have

5
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gradually increased their tax payments in the half-year following
the close of their taxable year to a point where in the fiscal year
1954 they paid 90 percent of their 1953 tax liabilities in the period
January-June, 1954, The Revenue Act of 1954 will place corpora-
tions closer to a ‘‘pay as you earn'' system and gradually, over a
five-year period, will distribute corporation tax payments more
evenly throughout the year. ' ‘

Budget expenditures were less in the latter half of 1954 as com-
pared with the first half of the year, mainly because of a downturn
in outlays for national security. This reversed the trend of the last
few years when expenditures were greater in the second half in the
years while the defense program was expanding.

FEDERAL BUDGET PICTURE

$Bil. $Bil.
Expenditures Receipts

90| : 60

80f 50

70

60

Surplus or Deficit

50 (Surplus)

40
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Chart 2.

The following table shows the distribution of net budget receipts,
budget expenditures, and budget surplus or deficit, by quarters,
half years, and fiscal years for 1953 and 1954, in billions of dollars.
Net expenditures for first half of 1953 are converted approximately
to new basis of reporting.
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T
Net budget Net. budget Budge
Period surplus, or
receipts expenditures deficit (<)
Fiscal year 1953:
July-September, 1952cccecscssscccsescescscsscsncsssne 13.7 16.7 -3.0
October-December, 1952.c.ceerecccvcrvscccocnsasssoree 13.2 18.5 =5.3
Total, first h8lfe.cceccccccoves srecesscncenrane 26.9 35.2 . =8.3
January-March, 1953....cccccsecncssscoscscrssccnceccns 21.2 17.1 4.1
April-June, 1953..ccccciveocscvcccasvsosscnscccenasans 16.7 21.9 -5.2
Total, second half..cioiiuvisonroncevasacenscsncainsens 37.9 39.1 -1.1
© Total, fiscal year 1953...cucvecocsscnscassrscccnnns 64.8 743 -9.4
Fiscal year 1954:
July-September, 1953cucecaccecssceccerscvsccccccccsasess 13.6 17.1 =3.5
. October-December, 1953.ceecsessossssscsracssococsccsnese 12.1 17.4 -5.2
Total, firat half.ccceeecerssscevsrcorcococrsecnscsannss '25.8 34.5 -8,7
January-March, 1954...veecceevscvecescsonnsnce eeoss 21.9 15.5 6.4
April-June, 1954, .eccicrecscerscsccesccnncscns eonae 17.0 17.8 - .8
Total, second RAlfeeesscoerverseccroavorecccscsveoscnss 38.9 33.3 5.6
Total, fiscal year 1954..ceeevcrecrscesscscacssvecoases 64,7 67.8 =3.1

BUDGET RECEIPTS AND EXPENDITURES

Budget Receipts in 1954

Net budget receipts (total receipts less the appropriations to the
Federal old-age and survivors insurance trust fund, and to the
railroad retirement account, and refunds of receipts) amounted to
$64.7 billion in the fiscal year 1954, slightly less than receipts of

$64.8 billion in 1953,

Receipts by major sources in the fiscal years 1953 and 1954 are
compared in the following table, dollar amounts in billions.

Increase, or
decrease (-)
Source 1953 1954
Amount Percent
Individual 1ncome TBX.....veveveessonnsesvneas ceees 132.8 32.4 -4 - 1.2
Corporation income and excess profits taxes.........eeuvves 1216 21.5 - .1 - .3
Total income and excess profits taxes.. 54.4 53.9 - .5 - .8
cise taxes®..... 199 10.0 1 .9
fstate and gift taxes 1.9 .9 W 6.0
Employment taxes... 5.0 5.4 3 8.9
CustomS..evevsvanenssnses .6 .6 -.1 - 8.4
Miscellaneous receipts.cecceceereereveesssscncccasoscnannes 1.9 2.3 N3 23.9
Total budget receiptS....ivvne.. . 72.6 73.2 .5 .7
Deduct:
Appropriation to Federal old-age and ‘survivors insurance
2T 1 4.1 4.5 -] 11.0
Appropriation to railroad retirement account.......eeeo. .6 .6 (%) - 2.7
Refunds of receipts..cveciiiirecariesccreacerarencaionns 32 3.4 .3 8.3
Net budget receipts.......eveusee 64.8 64.7 -2 -~ .3

Note.--Figures in this and two following tables based generally on monthly statement (see exhibit 70 and
“Bases of Tables"). *Less than €50 million. !Estimated. Actual figures not available on basis of monthly
statement. No figures available for internal revenue receipts not otherwise classified in fiscal 1953, For
comparison, this category is included in excise taxes in fiscal 1954 in amount of $9 million,
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There was no significant change in receipts from any major tax
group between 1953 and 1954.

Individual income taxes.--Receipts from the individual income
tax amounted to $32,383 million in the fiscal year 1954, This was
$386 million, or 1.2 percent, less than receipts in 1953, While the
income levels affecting fiscal year 1954 receipts were somewhat
higher than those for 1953, this was more than offset by the 10
percent reduction in tax rates effective January 1, 1954.

Corporation income and excess profits taxes.--Receipts from
this source were $21,523 millionin the fiscal year 1954, $72 million
less than receipts in 1953, Although the total differences were rela-
tively small there was considerable variation in the profits under-
lying collections during these years; profits dropped substantially
in the calendar year 1952 from 1951 levels and partially recovered
in 1953, The effect of these changes oncollections was offset, how-
ever, by the continued acceleration of payments under the Revenue
Act of 1950.

Excise taxes.--Receipts from taxes comprising the excise tax
category are shown in the table which follows.

Increase, or
1953 1954 decrease (-)
Source
Amount
Percent
In millions of dollars
Alcohol taxes L2,797] 1 2,798 1 (%)
Tobacco taxes.. 11,655 11,581 - 74 -~ 4.5
Stamp taxeS....scvsevees vee 90 90 (%) - 4
Manufacturers' excise taxes 22,859} 22,692 - 168 - 5.9
Retallers’ excise tAXEB...eesecesaccvirtcreracrorsscorecoen 496 438 - 58 - 11.6
Miscellaneous excise taxes (including repealed).eececarenss 2,061 1,937 - 124 - 6.0
Total excise 1AXES...cecevecrenrrcccccasnnasnes 9,958 9,536 - 423 - 4.2
Adjustment to monthly statement of receipts and expend
L - T P - 25 + 488 & 513
Total exclse tAXeS>.cuuivrieianerensansasronasronaanes 9,934 10,024 90 9

*Lesa than $500,000, or less than ,05 percent
1 Includes taxes on manufactured products from Puerto Rico.
2 Includes taxes on firearms, shells, and cartridges, and on fishing rods and creels.
3 No figures are available for internal revenue receipts not otherwise classified in the fiscal year 1953.
For purposes of comparison, this category, in the amount of $9 million, has been included in excise taxes
in’ the fiscal year 1954.

Excise tax receipts of $10,024 million in the. fiscal year 1954
were $90 million or 0.9 percent over 1953, The increase in the
consumption of taxable goods and services during this period more
than offset losses toward the end of the fiscal year which arose
from the rate reductions incorporated in the Excise Tax Reduction
Act of 1954 (Public Law 324, approved March 31, 1954), This act
extended for one year the higher rates provided in the Revenue Act
of 1951, which had been due to returnto previous levels on April 1,
1954. Alcohol, tobacco, automotive products, and motor fuels were
affected by the extension. However, substantial tax rate reductions
were made in many of the other excise taxes; among the more
important of these were household appliances, the retailers® excise
tax group, admissions, communications, and transportation of per-
sons. These reductions were effective April 1, 1954, but because of
the lag in receipts only June receipts were materially affected.
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Beginning July 1, 1953, there was a change in the method of pay-
ment and of filing tax returns for the taxes included in the manu-
facturers', retailers’,and miscellaneous groups ! with the result that
the amounts shown for these groups, and for the individual taxes in
the groups, for the fiscal year 1954 understate cash receipts from
these taxes. It will be noted that there is a substantial positive ad-
justment between the additive total of the 1954 amounts shown by
tax groups and the receipts of total excise taxes.

Receipts from alcohol, tobacco, and stamp taxes were not affected
by the changed regulations.

Estate and gift taxes.--Estate and gift taxes amounted to $945
million in the fiscal year 1954, an increase of $54 million over
receipts of $891 million in the fiscal year 1953,

Employment taxes.--The yield of the various employment taxes
is shown in the table which follows,

Increase, or

. 1653 1052 decrease (-)
uree Amount
- Percent
In millions of dollars

Federal Insurance Contributions Act 4,086 ! 4,537 451 11.0

Railroad Retirement Tax Act.... 620 603 -17 - 2.7

Federal Unemployment Tax Act..eeee.eessasnecoreseosessnncons 277 285 9 3.1

Total employment taxes..... S 4,983 5,425 443 8.9

Deduct:

Appropriation to Federal old-age and survivers insurance

APUSE CUN e eareeernosoannnseseancassnnaossennes Cereeeaes 4,086 4,537 451 11.0

Appropriation to railroad retirement account........... . 620 603 -17 - 2.7

Net employment taxes........ e ereene .. 277 285 9 3.1

Receipts from all employment taxes except the Railroad Retire-
ment Tax Act increased in the fiscal year 1954, reflecting higher
levels of taxable wages and in the case of the Federal Insurance
Contributions Act the higher rates effective January 1, 1954. Re-~
ceipts from the Railroad Retirement Tax Act decreasedas a result
of lower taxable wages.

1For taxes shown in the manufacturers', retailers’, and miscellaneous groups, tax liabilities for
periods prior to July 1, 1953, were paid for each month on the last day of the succeeding month,
Monthly tax returns specifying the particular tax being paid were filed with the cash payment, Since
that date taxpayers whose monthly excise tax liabilities exceed $100 have been required to make
monthly payments at Government depositaries and to file quarterly tax returns with the Internal
Revenue Service, At the time of the monthly payment the specific tax is not designated and it is not
until quarterly returns have.been filed that such designation is made, The monthly cash payment is
reported in the ''Monthly Statement of Receipts and Expenditures of the United States Government'’
under "'Excise taxes,'’ The tax returns are the basis of the *‘collections for specific taxes as
reported by the Internal Revenue Service and shown in the preceding table. Since these quarterly
tax returns are due on the last day of the month following the end of the quarter, the reports of the
Internal Revenue Service for the fiscal year 1954 include oy three quarterly returns, The monthly
system in effect prior to July 1, 1953, resulted in a lag of about two months® collections from the
time of Hability to the time of cash receipt and recording of the tax return, For excise taxpayers
with liabilities exceeding $100 monthly, the effect of the change in the payment and reporting system
in the fiscal year 1954 is that the data for specific taxes reflect liabilities for only eleven months,
although cash payments are based on tax liabilities for twelve months,

The tax returns and payments of taxpayers with monthly liabilities of less than $100 are shown on
a quarterly basis and the amount of '*collections*’ and receipts for such taxpayers in the fiscal year
1954 are the same and represemnt about eleven months® liabilities.
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Customs.--Customs receipts were $562 million inthe fiscal year
1954, a decrease of $51 millionfrom receipts of $613 million in the
fiscal year 1953.

Miscellaneous receipts.--Miscellaneous receipts in the fiscal
year 1954 amounted to $2,311 million, an increase of $447 million
over receipts in the previous year. Most of this increase arose
from changes in the accounting for certain foreign currencies ac-
quired by the United States without purchase with dollars. Pursuant
to provisions of new legislation (66 Stat. 662 and 67 Stat. 438), after
June 30, 1953, executive departments and agencies of the Govern-
ment, with a few exceptions, were required to reimburse the
Treasury in dollars for the foreign currencies they use; whereas
previously they generally had been permittedin substantive legisla-
tion to use most of such currencies without charge to their dollar
appropriations. The reimbursements to the Treasury are credited
to miscellaneous receipts. (See also Administrative.Reports, Bu-
reau of Accounts, ‘‘Control of foreign currencies.’’)

Refunds of receipts.--Refunds of receipts amounted to $3,377
million in the fiscal year 1954, an increase of $259 million over
the refunds of $3,118 million in the fiscal year 1953,

Estimates of Receipts in 1955 and 1956

The Secretary of the Treasuryis requiredeachyear to prepare
and submit in his annual report to the Congress estimates of the
public revenue for the current fiscal year and for the fiscal year
next ensuing (act of February 26,1907 (34 Stat. 949)). The estimates
of receipts from taxes and customs for the current and ensuing
fiscal years are preparedin December of eachyear by the Treasury
Department. In general, the estimates of miscellaneous receipts
are prepared by the agency depositing the receipts in the Treasury.
In accordance with the practice of previous years, the following
discussion deals only with estimates based on existing legislation.
The estimates assume a rise in business activity, personal income,
and corporate profits.

Actual budget receipts amounted to $64,655 million in the fiscal
year 1954. Estimated receipts in 1955 and 1956 are expected to
decline to $58,810 million and $57,737 million, respectively, prin-
cipally because of the greatly enlarged revenue effectof changes in
tax laws. The effect of the across-the-board. reductionin individual
income tax rates effective January 1, 1954, will be much greater in
fiscal years 1955 and 1956 than in the fiscal year.1954. The termi-
nation of the excess profits tax on January 1, 1954, which had no
appreciable effect in the fiscal year 1954, reduces receipts from
this source to a small amountinthe fiscal year 1955 and to a negli-
gible amount in 1956. The Excise Tax Reduction Act of 1954, effec-
tive April 1, 1954, did not have an appreciable effect on receipts
in the fiscal year 1954, but receipts in the fiscal years 1955 and
1956 will reflect the full effect of this legislation. The fiscal year’
1955 will be the first year affected by the general revision of the
Internal Revenue Code enacted in 1954,
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- Other factors will reduce receipts in the fiscal year 1956 below
" fiscal year 1955 levels. Reductions in.the corporation income tax
and certain excise taxes on April 1, 1955, are scheduled under
present law. Receipts from the corporationincome taxin fiscal year
1956 will not be augmented by the speedup in payments affecting
receipts in the immediately precedmg five years under the Revenue
Act of 1950.

Fiscal year 1955

Actual receipts in the fiscal year 1954 and estimated receipts in
the fiscal year 1955 are comparedbymajor sources in the following
table.

Source 1954 actual [1955 estimate Increase, or
decrease (-)
In millions of dollars

Individual income tax...... N 32,383 30,700 T 41,683

Corporation income and excess profits taxes ee 21,523 18,466 -3,057

EXC1S€ tAXOS.ueeuereesencnoscroreaessossnonsassassnas 10,014 8,883 -1,131

Employment taxes...... . 5,425 6,080 655

Estate and gift taxes . T945 930 -15

Customs.....ovveune 562 570 8

Internal revenue not otherwise classif 9 | ceeeerannne -9

Miscellaneous receipiS..eevcescssoerss 2,311 2,302 -9

Total budget receipts..cerivusetreernvrcesedacscscasnsacenns 73,173 67,931 5,242
Deduc . .

(a) Transfer to Federal old-age and survivors insurance trust

1 1 4,537 5,190 - 653

{b) Transfer to railroad retirement account 603 800 -3

(c) Refunds of receiptS.c.cocerossvscrssscrsntcsercsscanneeses 3,377 3,331 ~46

Net budget receiptS..eeereressscocssonsosasonssssacsssosrsns 64,655 58,810 -5,845

Substantial declines in receipts from the most important revenue
sources are estimated in the fiscal year 1955. Employment taxes
provide the only substantial increase in receipts in 1955 but this
increase does not carry through to net budget receipts since the
major portion of employment tax collections is transferred to trust
funds.

Individual ‘income tax.--Receipts from the individual income tax
are estirated to be $30,700 million in the fiscal year 1955, This is
a decrease of $1,683 million from actual receipts in the fiscal year
1954. The effects of the across-the-board reduction in tax rates
commencing January 1, 1954, and the general revision of the Internal
Revenue Code are much greater than the increase resulting from
the rise in incomes affecting receipts in the fiscal year 1955 over
the levels underlying 1954 receipts.

Corporation income and excess profits taxes.--A decline is an-
ticipated in corporation tax receipts in the fiscal year 1955. Cor-
porate tax receipts inthefiscal year 1955 will be largely determined
by profits in the calendar year 1954, which are estimated to be
substantially less than in 1953. The termination of the excess
profits tax will have a significant effect on receipts in the fiscal
year 1955 and the initial revenue reduction under the corporation
provisions of the general revision of the Internal Revenue Code
occurs in 1955. The combined effect of these factors is to reduce
corporation income and excess profits tax receipts from $21,523
million in the fiscal year 1954 to $18,466 million in 1955.
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Excise taxes.--Receipts from this source, by major groups, are
listed in the table below.

Increase, or

Source 1954 actual (1955 estimate decrease (=)

In milliocns of dollars

Alcohol taxes... 2,798 2,669 =129
Tobacco taxes. 1,581 1,541 40
Stemp taxes... 90 97 7
Manufacturers' excise taxe 2,692 2,765 73
Retailers' excise taxeS..... . 438 307 K T =131
 Miscellaneous excise taxed..ieuiverereariorerrireriiesicnasssnnss 1,937 - 1,504 433
Unclassified depositary receiptsS......cieeieeeeerecscssvensscecses 479 1 iriiiieeas : =479

Total eXCiSe TAXES.u.seesresrococacrsssoracosnsansan eerenas 10,014 8,883 -1,131

Excise tax receipts in the fiscal year 1955 are estimated to
amount to $8,883 million. This is a decrease of $1,131 million
from 1954 receipts of $10,014 million. The full-year effect in the
fiscal year 1955 of the Excise Tax Reduction Act of 1954 plus the
effect of reductions scheduled to take effect April 1, 1955, under
present law, are primarily responsible for the decrease in receipts.,

The amounts reported in detailed table 7 and in the group totals
in the preceding table understate the revenue inthe fiscal year 1954
from individual taxes in the manufacturers®, retailers’, and mis-
cellaneous excise tax groups. Beginning July 1, 1953, the bulk of
these taxes has been paid monthly by direct deposits by taxpayers
in Federal Reserve Banks and commercial banks designated as
Government depositaries. At the time of deposit the taxpayer indi-
cates a liability under the general category of excise taxes. Tax
returns showing the specific tax or taxes for which liability has
been incurred (and in most cases payment already made) are filed
quarterly with directors of internal revenue., These quarterly tax
returns are the basis of the amounts reported for specific taxes
in the manufacturers’, retailers’, and miscellaneous excise tax
groups. In the first year of operation of this system, the fiscal year
1954, the lag between time of payment and filing of tax returns
resulted in an understatement of revenues allocated to specific
taxes. The magnitude of this understatement is indicated by the
amount designated as unclassified depositary receipts.

Employment taxes.--The yield of the employment taxes is shown
in the following table.

Increase, or

1955 estimate| . coge (2)

Source ~ 1954 actual

In millions of dollars

Federal Insurance Contributions Ac 4,537 5,190 653,

Federal Unemployment Tax Act. 285 290 5

Reilroad Retirement Tax Act.. 603 600 -3
Totel employment t8XeS.ecsecacsvscvcccssvocses cecees seecnee 5,425, 6,080 655 -

Deduct: N

(8) Transfer to Federal old-age and survivore insurance trust -

LU e eeeeeonroaneossosnssnsssssossssosssassns . 4,537 5,190 653

(b) Transfer to railroad retirement account.... 603 600 -3

Net employment taxeS..c.ccececee esesee P P PP 285 . 290 5
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Receipts from the Federal Insurance Contributions Act are esti-
mated to amount to $5,190 million in the fiscal year 1955, This is
an addition of $653 million to actual receipts in the preceding year.
The full year effect of the increase intax rate from 1-1/2 to 2 per-
cent each on employers and employees, effective January 1, 1954, is
mainly responsible. It may be noted, however, that only the Federal
Unemployment Tax Act increase carries through to net budget
receipts.

Estate and gift taxes.--Recelpts from estate and gift taxes are
estimated to be $930 million in the fiscal year 1955, a slight de-
crease from actual receipts in 1954,

Customs.--The estimate of receipts from customs in the fiscal
year 1955.is $570 million, slightly above the amount collected in
the fiscal year 1954,

Miscellaneous receipts.--No appreciable change from 1954 1evels
is expected in the fiscal year 1955.

Refunds of receipts.--Refunds of receipts in the fiscalyear 1955,
estimated at $3,331 million, decrease slightly from actual refunds
in the fiscal year 1954.

Fiscal year 1956

Estimated receipts in the fiscal years 1955 and 1956 are com-
pared by major sources in the following table.

-

Source 1955 estimate|1956 estimate| IRCTS38€, or
decrease (-)
In millions of dollars

Individual income tax 30,700 32,500 1,800

Corporation income and excess profits taxes . 18,466 15,984 -2,482

Exclse taxeS..eveeaes ves PR . .. 8,883 8,328 =555

Employment taxes... 6,080 7,095 1,015

Estate and gift texes . 930 970 40

CUSLOMS sy s uasssnnersoeroarassssasnseesrsssassosaasscarasse s t570 570 | eevevaanonen

Miscellanecus receiptS..eve.s cesseeen resenresiaien 2,302 2,486 184

Totel budgel receiplSeiiieiceiorccessrsroocarsacarears ceed 67,931 67,933 2

Deduct: -

(a) Transfer to Federal old-age and survivors insurance trust

fund 5,190 6,175 985

{b) Transfer to railroad retirement account 600 625 25

(c) Refunds of receipts... 3,331 3,39 X 65

Net budget receipiSicseeesrereericocecreeseaneccsacocasnnns 58,810 57,737 -1,073

Net budget receipts in  the fiscal year 1956 are estimated to
amount to $57,737 million. This is a decrease of $1,073 million
from the estimate for the fiscal year 1955, Receipts from the indi-
vidual income tax are expected to increase but this is more than
offset by the large decreases estimated for receipts from the
corporation income tax and excise taxes.

Individual income tax.--Receipts from the individual income tax
are estimated to be $32,500 million in the fiscal year 1956, $1,800
‘'million more than the amount estimated for the fiscal year 1955
reflecting the expected rise in income levels,

Corporation income and excess profits taxes.--Receipts from
corporate income taxation are estimated to amount to $15,984
million in the fiscal year 1956, $2,482 million less than estimated

339256 O - 55 -3
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receipts in the fiscal year 1955. Receipts in the fiscal year 1956
will be substantially determined by corporate profits in the calendar
year 1955; while profits in the calendar year 1955 are expected to
increase appreciably over the 1954 level, tax receipts in the fiscal
year 1956 will be reduced by the scheduled five percentage-point
drop in the corporation normal tax, effective April 1, 1955,

An additional explanatory factor in the projected 1955-56 drop in
corporate tax receipts is the termination of the temporary increase
in fiscal year receipts resulting from the year-by-year acceleration
of corporation installment payments required under the Revenue
Act of 1950, This acceleration terminates, for most corporate
taxpayers, in the fiscal year 1955. In that year, calendar year
corporations will pay their 1954 liabilities in two equal installments,
both of which fall inthe same fiscal year. Prior to the requirements
of the 1950 act, tax liabilities were paid -in four installments
divided equally between two fiscal years. The effect of the 1950 act,
for calendar year corporations, was to move forward in time 10
percent of payments in each of the fiscal years 1951 through 1955,

Acceleration of corporate tax payments is continued by the In-
ternal Revenue Code of 1954, However, in contrast to thé 1950
Revenue Act, the acceleration of payments under the 1954 act will
not increase fiscal year receipts appreciably since the payments
of calendar year corporations which comprise most of the corpo-
rate group will continue to be made in the same fiscal year.

Corporations will be required to make payments of estimated
taxes during the current tax liability year. These payments of esti-
mated tax will increase gradually beginning in the fiscal year 1956
until corporations are again paying four equal installments. In the
fiscal year 1960, calendar year corporations will be required to
pay their calendar year 1959 liability infour equal installments--in
September and December 1959 and March and June 1960.

Excise_taxes.--Receipts from this source by major groups are
listed in the following table. S .

Increase, or

Source 1955 estimate|1956 estimate decrease (=)

In millions of dollars

ALCONOY BaXES,astsesetanancnooressensosrsssessncnsossnsonsssases 2,669 2,622 ) ~47
Tobacco taxes . 1,541 T1,443 T -98
Stamp taxes.. . 97 97 [ eueveoccnnns
Manufacturers' excise taxes 2,765 2,300 =465
Retailers' excise taxes....... s 307 319 12
Miscellaneous excise 18XeS..ecsesssecersssessorcanensoncssossaes 1,504 1,547 43

Total excise t8X€S...... L 8,883 8,328 =555

ot

‘Excise taxes as a group reflect an expected increase in the con-
sumption of taxable goods and services, However, decreases in the
fiscal year 1956 are estimated for the alcohol, tobacco, and manu-
facturers' excise categories because of scheduled rate reductions
for certain taxes, effective April 1, 1955. .

Employment taxes.--The detail of the yields of the employment
taxes is shown in the table which follows.
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i Increase, or
Source 1955 estimate|1956 estimate decreaae,(-)
. {In millions of dollars)

Federal Insurance Contributions A 5,190 6,175 T985

Federal Unemployment Tax Act 290 295 5

Railroad Retirement Tax Act 600 625 25

Total employment tAXES...c.eeecesosososrsersoscrarsssonscnss 6,080 7,095 1,015

Deduct.: .

(a) Transfer to Federal old-age and survivors insurance trust

e T 5,190 6,175 985

(b) Transfer to railroad retirement 8CCOUDL.....ccecvcreacanss 600 625 . 25

Net employment taxes.......cciviivenecnrniinenrcensrasanass 290 295 5

The large increase in receipts from the Federal Insurance Con-
tributions Act reflects an increase in coverage and an increase in
the maximum amounts subject to tax from $3,600to $4,200 a year,
as well as rising income levels.

Estate and gift taxes.--Receipts from estate and gift taxes are
estimated to be $970 million in the fiscal year 1956, This repre-
sents a small increase over the amount estimated for the fiscal
year 1955. , _—

Customs.--Customs receipts are estimated to be $570 millionin
the fiscal year 1956, unchanged from fiscal year 1955.

- Miscellaneous receipts.--Miscellaneous receipts are estimated
to rise slightly to $2,486 million in the fiscal year 1956.

Refunds of receipts.--Refunds of receipts are estimated to amount
to $3,396 mniillion in the fiscal year 1956. This is an increase of
$65 million above the estimate for the previous year.

" Budget Expenditures in 1954

Budget expenditures in the fiscal year 1954 amounted to $67.8

billion, a reduction of $6.5 billion from the post-World War II peak
of $74.3 billion in the fiscal year 1953. Expenditures in the years
following World War 1I, with 1947 through 1950 shown as an average,
are given in the following table, Details of these figures, including
those for earlier years, are shown in tables 2, 3, and 5 of the tables
section of this report.
- National security expenditures represented 69 percent of total
expenditures in 1954 compared with 68 percent in 1953 and 66 per-
cent in 1952. Aggregate expenditures for the four major categories:
National security, international affairs and finance, interest on the
public debt, and veterans' services and benefits, accounted for 87
percent of total budget expenditures in 1954, compared with 85 per-
cent in 1953 and 86 percent in 1952, These percentages show that
defense and defense-related programs continue to constitute a very
major share of the total budget.

Expenditures for national security were $3.8 billion less in 1954
than in 1953. Of this reduction $3.3 billion was accounted for by
military activities of the Department of Defense. It was brought
about by greater economies in operations, supply, and personnel;
the reexamination of military plans and objectives; and further
adjustments of new procurement requirements and stock levels
based on a reassessment of reserve and equipment needs following

e
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National I:?z;::- Interest | Veterans
ational . on the services
Fiscal year securit affairs public and Other Total?
and debt benefit
finance enelits
In billions of dollars

1947-50 QVETAZe. . evuirrrrrranannsns 13.1 5.5 5.3 6.8 7.2 37.8
1951. .. 2.7 3.8 5.6 5.3 7.7 44,1
1952, 42.9 2.8 5.9 5.0 8.9 65.4
1953. 50.3 2.2 6.5 4.3 11.0 74.3
46.5 1.6 6.4 4.2 2.1 67.8

NOTE.--As the result of a study under the Joint Accounting Improvementi Program by the Treasury Depariment,
Bureau of the Budget, and General Accounting Office, a fundamental change in reporting of budget results be-
came effective during the fiscal year 1954. Previously dally Treasury statements had been the medium for
reporting budget transactions. Beginning with the month of February 1954, budget results are reported in the
"Monthly Statement of Receipts and Expenditures of the United States Government," on the basis of reports
from Government collecting and disbursing officers. Receipts are on a collection basis, i.e., when money is
received by collecting officers; expenditures are reported on a uniform basis of checks issued and cash pay-
ments made by disbursing officers. Figures shown in the preceding table for the full fiscal year 1954, as
well as those for 1953, are on the new reporting basis. Figures for earlier years are based upon daily
Treasury statements.

1 Includes principally military activities of the Defense Department, mutual military program, Atomic
Energy Commission, and acquisition of strategic and critical materials under General Services Administration.

2 Transfers to the railroad retirement account, effective in the fiscal year 1954, are reported as deduc-
tions from receipts and not as budget expenditures as had been the previous practice. Figures for earlier
years are adjusted for purposes of comparison.

the end of hostilities in Korea in July 1953, There were reductions
in expenditures in 1954 compared with 1953 involving nearly all
major military functions of the Department of Defense, including
military personnel, operation and maintenance, major procurement
and production, and military public works. Expenditures for the
mutual military program and for acquisition of strategic and criti-
cal materials were reduced $.6 billion while Atomic Energy Com-
mission outlays increased $.1 billion.

Expenditures for international affairs and finance, which include
economic and technical assistance under the Mutual Security Act,
Department of State, and net transactions of the Export-Import
Bank, were $.6 billion less in 1954 than in 1953, Of this decrease
$.5 billion related to mutual security activities and $.1 billion
represented reduced expenditures of the Department of State.

Interest payments on the public debt amounted to $6.4 billion in
1954, a reduction of $.1 billion under 1953, although the outstanding
public debt increased $5.2 billion during the year. The reduction in
interest expenditures was influenced by an unusual situation in the
fiscal year 1953 involving timing of interest payments. This grew
out of changes in interest payment provisions between certain
maturing securities and the new securities issued in exchange for
them. Over $15 billion of certificates of indebtedness, on which
nearly a year's interest was paid atmaturityin 1953, were refunded
into securities on which interest payments for 6 months or more
were made in June 1953. Therefore, about 20 months® interest on
this portion of the debt was paid in the fiscal year 1953. Except for
this, interest payments in 1954 would have been $.1 billion more
than in 1953. Generally interest payments for a year lag behind a
change in debt during the year, depending upon the types of ne
securities issued. ) :

Expenditures for veterans' services and benefits under the Vet-
erans' Administration amounted to $4.2 billion in 1954, a decrease
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of $.1 billion under 1953. This reduction was more than accounted
for by smaller outlays for education and training and other adjust-
ment benefits, although there were minor increases in compensation
and pensions and in hospital and medical care. There are now 21
million veterans in our population, five times the number before
World War II,

Major details of expenditures other than those discussed in the
preceding paragraphs are shown in the following table. These in-
clude the running expenses of the Federal Government, expenditures
for other domestic programs, and some expenditures closely
related to the national security for which figures are not readily
separable from the normal operating expenses of various agencies.
The 1954 total of $9.1 billion is $1.9 billion less than the total for
1953, This decrease was spread among several categories, but prin-
cipally involved a net decrease of $ 1.0 billionin **housing and com-
munity development,’’ which resulted from the Federal National
Mortgage Association's accelerated program of mortgage sales and
repayment of advances by local housing authorities to the Public
Housing . Administration. Expenditures for ‘‘agriculture and agri-
cultural resources'’ were down by $.3 billion growing out of a net
reduction in expenditures of the Commodity Credit Corporationfrom
$1.9 billion in 1953 to $1.5 billion in 1954, This reflected the sale of
about $1.1 billion of certificates of interest by Commodity Credit
Corporation during the fiscal year 1954 against a nationwide pool
of crop loans, which increased the participation by banks in the
crop loan program and gave temporary assistance to the Treasury
in staying below the statutory debt limitation.

Social Housing Agricul- Transpor Finance
i - >
seeurity, and ture and | y.iional [tation and | commerce, | All
Fiscal year welfare, community | agricul- . th Total
R and develop~ ‘tural resources comm9n1- . and other
health ment resources cation industry

In billions of dollars

1947-50 average.... 1.2 (*) 1.9 1.0 1.2 KA 1.5 7.2
1.6 .5 s 1.4 1.5 .2 2.0 7.7
1.7 .7 1.1 1.5 1.8 2 2.1 8.9
1.8 A 3.0 1.6 1.8 1 2.3 | 11,0
1.9 -6 2.7 1.4 1.5 .1 2.1 9.1

NOTE: Expenditures are '"net," after allowance for reimbursements to appropriations, receipts of revolving
fund appropriations, and receipts credited to disbursing accounts of Government corporations and agencies
having authority to use collections without deposit into Treasury receipts. Figures for 1953 and 1954 are
on the new reporting basis. See "Note" to preceding table.

#Less than $50 million.
1 Gives effect to net receipts of Commodity Credit Corporation amounting to $.6 billion.

Estimates of Expenditures in 1955 and 1956

Actual expenditures for the fiscal year 1954 and estimates for
the fiscal years 1955 and 1956 are summarized in the following
table. Further details will be found in table 7. The estimates
are based upon figures submitted to the Congress in the Budget
for 1956.
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Actual budget expenditures for the fiscal year 1954 and estimated expenditures for 1955 and 1956

[In millions of dollars. On basis of 1956 iaudget document }

1954 1955 1956
actual estimates | estimates

Agriculture Department (including Comodity Credit Corporation) ....... 5,963 7,365 6,013
Atomic Energy Commission..... . . 1,895 2,050 2,000
Civil Service Commission........ 50 48 235
Commerce Department 1,083 1,180 1,223
Defense Department: .

Military fUNCLioNS. teieieuetecnieuieennesnressntocecoccnanssoaneans 40,336 34,375 34,000

Civil functions......... 708 624 632
Export-Import Bank of Vaslungtcn 534 334 335
Farm Credit Administration........ . .e 1,817 1,885 1,988
GCeneral Services Administration......... seeee . 808 1,174 969
Health, Education, and Welfare Department . 1,983 2,042 2,055
Housing and Home Finance Agency 1,440 1,667 1,264
Interior Department. 571 594 591
Justice Department 183 | 185 202
The Judiciary..... 28 3 33
Labor Department.. 357 433 515
Legislative branch.,.... . © 59 71 83
Mutual security: :

Military assistance and direct fOIces SUPPOTt....eveueeevecennnnnns 3,641 3,225 3,675

Other mutual security programs. 1,241 1,075 1,025
Post Office Department..... 2,686 2,741 2,541
Railroad Retirement Board......... 35 [C) I I
Reconstruction Finance Corporation 496 [eeninnnane | covenennen
State Department.......eeeeevvanns .. 156 138 150
Tennessee Valley Authority. ve 409 431 250
Treasury Department:

Interest on the public debt...... 6,382 6,475 6,30C

OtNOr. s e e ssannnsnserasnes 957 1,257 1,091
Veterans?’ Ad.ministrahon. : 4,316 4,497 4,705
Reserve for proposed legislation and contingencie PP 100 325
A1l other 1,017 1,207 1,132

Total budget oxpenditures,...oeveeneenane beteraenaerreannen reeees 79,151 75,203 73,332

Deduct:

Appllcable receipts ..iivivnaenn.s sessrerecieneans eeterirrienenns 11,379 11,699 10,923

Net budget expendituresS.........e.eeeee... e ttereeeerteereeeaaaas 67,772 .63,504 62,408

1 Receipts of certain Government corporations, the postal service, and other revolving funds the receipts

of which come primarily from outside the Government.

TRUST ACCOUNT AND OTHER TRANSACTIONS

In the ‘*‘Monthly Statement of Receipts and Expenditures of the
United States Government,'’ financial transactions of Federal
agencies, other than those affecting budget receipts and expenditures
of the Government and those relating to the public debt, are reported

in three separate tables; namely:

Table V --Trust Accounts, Etc.;

Table VI --Sales and Redemptions of Obligations
of Government Agencies in Market
(net); ! and

Table VII--Investments of Government Agencies
in Public Debt Securities (net).!

Table V includes transactions in the trust accounts maintained in
the Treasury, pursuant to law, for the benefit of individuals or

1The. figures in this table differ from those published in the daily Treasury statement under the

same caption because of differences in the reporting bases, See ''Bases of Tables.*'
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classes of individuals. Payments from general fund appropriations
to certain trust accounts are included as receipts under the respec-
tive trust accounts, The receipts and expenditures of the majority
of trust accounts are reported on a gross basis. Transactions in
certain trust accounts of a revolving fund or working fund nature are
reported net. Also included in this table and reported on a net basis
are depesit fund accounts covering deposits with the Treasurer of
the United States subject to refund or withdrawal by the depositors,
and unidentified receipts of Government agencies held subject to
administrative or legal determination as to their final disposition.
During the fiscal year 1954, the trust and deposit account transac-
tions resulted in an excess of credits or net receipts in the amount
of $2,386 million.

Table VI shows the net sales or redemptions, by face amounts,
of securities issued by certain Government corporations and agen-
cies in the market, classified as to securities guaranteed and those
not guaranteed by the United States. Except for debenturés issued
by the Federal Housing Administration, activity in guaranteed obli-
gations is relatively small. During the fiscal year 1954, transactions
reported in this table showed net redemptions of $4 million.

Table VII shows the net investments in public debt securities of
certain Government agencies and funds, by trust accounts, wholly
owned Government corporations and agencies, and Government-
sponsored corporations. During the fiscal year 1954, netpurchases
of securities amounted to $2,054 million.

Monthly data for each of these classifications (tables V, VI, and
VI, described in the paragraphs preceding) for the fiscal year 1954
and comparative totals for the fiscal years 1953 and 1954 will be
found in table 4. Annual transactions for the fiscal years 1946
through 1954, with net totals of the three major classifications, are
shown in table 6.

GENERAL FUND

The moneys of the United States Government held by the Treas-
urer of the United States inFederal depositaries or in the Treasury-
constitute what has commonly been referred to as the ‘‘General
fund of the Treasury.'”” The money assets held in the general fund
of the Treasurer of the United States consist of gold, silver, paper
currency, coin, unclassified collection items, and balances in Fed-
eral Reserve Banks and other depositary banks. The liabilities of
the fund consist of outstanding Treasurer's checks, balances to the
credit of the Post Office Department, the Board of Trustees of the
Postal Savings System, postmasters® disbursing accounts, etc.,and
uncollected items, exchanges, etc. The difference between the assets
and liabilities constitutes the balance in the general fund. Details
of assets and liabilities in the general fund are shown under the
caption ‘*Account of the Treasurer of the United States'® in the
**Daily Statement of the United States Treasury.'’ The balance in
the Treasurer’s general fund account at the close of the fiscal year
1954 amounted to $6,766 million, an increase of $2,096 million
during the fiscal year. '
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The net change in the balance in the account of the Treasurer of
the United States (general fund) during the fiscal year is accounted
for as follows:

(In millions of dollars)
Balance June 30, 1953 voveeeeenreeerencessansenssossssnsasossescrssane 4,670

Add:
Net depOSitSecesassssecssasssccsscosssonsssosessscssasss 71,815
Public debt redemptiéons included as with-
drawals ceeseeececesceesetacssessssonccseersssasscessocs 889
Net increase in gross public debt.ccecececececeees 5,189 77,893

TOtaleseessssecesscesossssessssccosssscsassscssssasssossossasceecenssse 82,503

Deduct:
Cash WithdrawalS.ieeeeeessescsscrasssssosssosseosences 71,974
Investments of Government agencies in public '
debt securities, Netiiceeceicersssesscsvrcssccsecences 12,080
Sales (-) and redemptions of obligations of
Government agencies in market, net...ceeueeee 1235
Accrual of discounton saving bonds and Treas-~
UTY Dills cererniinranacasecsesencnccccesionsenrescecssees 1,508 75,797

Balance June 30, 1954..................................>..........‘.... 6,766

tThis figure differs from that originally published in the daily Treasury statement because of
reclassification of ceftain transactions,

A comparative analysis of the assets andliabilities in the accounts
of the Treasurer of the United States as of June 30, 1953, and June
30, 1954, is shown in table 50, -

The balance in the Treasurer’s general fund accountas of the end
of each month during the fiscal year ranged from a high of $8,741
million on July 31, 1953, to a low of $4,044 million on January 31,
1954.

PUBLIC DEBT OPERATIONS AND OWNERSHIP OF FEDERAL
SECURITIES

The net increase of $5.2 billion in the public debt and guaranteed
obligations during the year brought the debt outstanding to a level
of $271.3 billion on June 30, 1954. The debt was larger than on any
other June 30 in history but was $8.4 billion less than the alltime
peak of $279.8 billion reached in February 1946.

The increase during 1954 was accounted for mainly by net in-
creases in the interest-bearing debt of $3.0 billion in public
marketable issues, $0.3 billion in nonmarketable issues, and in
special issues to Government investment accounts of $1.7 billion.
A summary of changes in the debt during the year is contained in
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the following table, and the total outstanding from January 1946
through June 30, 1954, is shown in chart 3.

An account of the operations in the public debt and changes in the
ownership of Federal securities during the year is given in the
pages 1mmed1ately following. Further detail on the ‘debt and its
ownership is given in the exhibits and tables sections of the report.

June 30, June 30, Increase, or
Class of debt 1953 1954 decrease (-
In billions of dollars
Public debt:
Interest-bearing:
Public issues:
Merketable....ivouenn PR Ceserieaes [N “en 147.3 150.4 3.0
Nonmarketable........ Ceeveeeereaaas Ceeeireeieenra en 76.1 76.3 .3
Total public issueS...vvvvierennsnns 223.4 226.7 3.3
Special issues to Government investment accounts 40.5 42.2 1.7
Total interest-bearing public debt.,...vveeirrrnorronns 263.9 " 268.9 5.0
Matured debt on which interest has ceased..... .3 .4 1
Debt bearing no interest............. PPN PR 1.8 1.9 )
Total public debl.....ovviererinerrarannns Ceieerrbieseaaean 266.1 271.3 5.2
Guaranteed obligations not held by Treasury........... eeavaens 1 1 (%)
Total public debt and guaranteed obligations.........oo.... 266.1 271.3 5.2

*Less than $50 million.

TRENDS IN THE FEDERAL DEBT 1946-'64
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Public Debt Operations

The Treasury made ‘‘new money’’ offerings of marketable secu-
rities during 1954 of a tax anticipationcertificate,a Treasury note,
and a Treasury bond. These issues totaled $10.3 billion. In the
course of the financings, which aggregated over $65 billion,
progress was made during the year toward the administration's
objective of lengthening the maturity of the marketable debt. In
addition to the offerings for cash of the note and bond, both of which
were of intermediate maturities, four of the five major refundings
provided holders of the maturing or called securities a choice be-
tween a one-year or a longer-term security. By these measures
over $18,8 billion of debt was extended for terms ranging from
three and one-half to almost eight years. Thus, the down trend of
the maturity length of the debt was reversed and the average of
thé marketable debt was extended from 3.9 to 4.2 years. Of the
nonmarketable issues, sales of Series E, together with Series H,
savings bonds rose to a new postwar high. The structure of the
debt at the close of the fiscal year is shown in chart 4.

__ STRUCTURE OF THE DEBT, JUNE 30,1954

Total Morketable Nonmarketable
$Bil.
T
Savings Bonds 4 Popeneeld
2007 | Time to Maturity:* mrmrery - 2™ bSO
:4_2'_/4;‘ . Special Issues
e 10 Trust Funds
100 -
/////// yea,s
/2 80 ZZ1s~> Within | Year
0 e

Chart 4.

1Callable bonds to earliest call date.

Marketable issues

The net increase of $3.0 billion in the marketable interest-
bearing debt brought the total to $150.4 billion on June 30, 1954,

-
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compared with $147.3 billion on June 30, 1953, The amounts of the
security classes of marketable issues outstanding on June 30, 1953
and 1954, with changes during the year, are shown in the following
table. . .

June 30, June 30, Increase, or

Class of ‘security 1953 1954 decrease {-)

In billions of dollars

Treasury bills 19,7 19.5 0.2
Certificates of indebtedness.. 15.9 18.4 2.6
Treasury notes 30.4 32.0 1.5
Treasury bonds:
Bank eligible....c..reeiiiiiiriii ittt 64.0 n.7 7.7
Bank restricted.. - 17.2 8.7 -8.6
[0 T .1 a Y (*)
Total interest-bearing marketable securities......e..cee... 147.3 150.4 ) 3.0

*Less than $50 million,
1 Tneludes $0.8 dillion tax anticipation series.

Bonds, notes, and certificates of indebtedness.--Marketable secu-
rities other than Treasury bills which matured or were called for
redemption amounted to $53.0 billion in the fiscal year 1954, Of
this amount, $45.4 billion were exchanged for new issues; the re-
maining $7.6 billion consisted of $5.9 billion of certificates of
indebtedness, tax anticipation series, due March 22, 1954, which
were received in payment of income and profits taxes or redeemed
in cash; $0.5 billion of Treasury notes due December 1, 1953, pur-
chased from the Federal Reserve System and retired; and $1.2
billion of balances of matured and called issues which were pre-
sented for cash redemption rather than exchange or which were
_ transferred to matured debt.

On Pebruary 9, 1954, two issues of Treasury bonds were called
for redemption on June 15, 1954. They were the 2-1/4 percent bonds
of 1952-55, dated February 25, 1942, due June 15, 1955, outstanding
in the amount of $1.5 billion, and the 2-1/4 percent bonds of 1954-
56, dated July 22, 1940, due June 15,1956, outstanding in the amount
of $0.7 billion, The 2-1/4 percent bonds of 1954-56 were partially
tax-exempt. Two issues of Treasurybonds which were not called for
redemption when they reached their call dates in prior years again
went uncalled in fiscal 1954. These were the 2 percent bonds of
1951-55 and the 2 percent bonds of 1952-54 (due December 15,
1954).

Bank restricted bonds, which commercial banks may not acquire
for their own account prior to specified dates, decreased from a
total of $17.2 billion to $8.7 billion. Two issues of bank restricted
bonds, the 2-1/2 percent bonds of 1964-69 (dated September 15,
1943) and the 2-1/2 percent bonds of 1965-70 became bank eligible
on September 15, 1953, and February 1, 1954, respectively.

New securities issued for refunding and for ‘‘new money’’ con-
sisted of three issues of bonds, 2-3/4 percent of 7-year, 10-month
maturity, 2-1/2 percent of 5-year maturity, and 2-1/2 percent of
7-year, 9-month maturity; three issues of Treasury notes, 2-7/8
percent of 3-1/2-year maturity, 1-7/8 percent of 12-1/2-month
maturity, and 1-7/8 percent of 4-year, 9-month maturity; four
issues of certificates of indebtedness, two of 2-5/8 percent, one of
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1-5/8 percent, and one of 1-1/8 percent, all of one-year maturity.
The 7-year, 10-month 2-3/4 percent bond was offered wholly for
cash (*‘new money'); and the 4-year, 9-month 1-7/8 percent note
was offered both for cash and in exchange for maturing securities,

The issues of bonds, notes, and certificates which were refunded
during the year consisted of four issues of Treasury bonds, two of
2 percent and two of 2-1/4 percent; two issues of Treasury notes,
2-1/8 percent of 14-month maturity and 1-3/8 percent of 4-year,
3-month maturity; and three issues of certificates of indebtedness,
bearing 2 percent, 2-1/4 percent, and 2-5/8 percent, all of one-year
maturity.

The following tables, which summarize the major financing oper-
ations during the fiscal year, show the results of the public offerings
of bonds, notes, and certificates of indebtedness,

Public offerings of marketable bonds, notes, and certificates of indebtedness, fiscal
year 1954}

[In millions of dollars]

Issued in
Date of Description of Issued exchange Total
issue security for cash | for other issued
' securities
Certificates of indebtedness:
July.15, 1953.... 2-1/2%, Series C-1954 (tex anticipation series) 5,902 [..... veren 5,902
due Mar. 22, 1954,
Aug, 15, 1953,... 2-5/8%, Series D-1954, due Aug. 15, 1954.. 2,788 2,788
Sept. 15, 1953... 2-5/8%, Series E-1954, due Sept. 15, 1954. 4,724 4,724
Feb, 15, 1954444, 1-5/8%, Series A-1955, due Feb. 15, 1955.. 7,007 7,007
May 17, 1954.c.0. 1-1/8%, Series B-1955, due May 17, 1955... 3,886 3,886
Treasury notes:
Apr. 1, 1953..... 1-1/2%, Series EA-1958, due Apr. 1, 19582,...... 2 306 3 306
Oct. 1, 1953...40 1-1/2%, Series E0-1958, due Oct. 1, 19582,...,,. 121 121
Apr. 1, 1954..... 1-1/2%, Series EA-1959, due Apr. 1, 19592... 50 50
Sept. 15, 1953.,. 2-7/8%, Series A-1957, due Mar. 15, 1957...... 2,997 2,997
Dec. 1, 1953..... 1-7/8%, Series B-1954, due Dec. 15, 1954.. 8,175 8,175
May 17, 1954..... 1-7/8%, Series A-1959, due Feb. 15, 1959..40.... 2,897 5,102
Treasury bonds:
Nov, 9, 1953..... 2-3/4% of 1961, due Sept. 15, 1961.....0v0se. .ee 2,239 |evesnenoen 2,239
Feb. 15, 1953%,.. 2-1/2% of 1958, due Dec. 15, 1958 (additional cereeneas ,748 1,748
amount of issue dated February 15, 1953).
Feb. 15, 1954.... 2-1/2% of 1961, due Nov, 15, 1961l..ssve.. R T 11,177 11,177
2 ceeenes 10,346 45,877 56,223

1 Exclusive of special series of certificates of indebtedness.
2 Issued only on demand of owners, in exchange for 2-3/4 percent Treasury Bonds, Investment Series B-1975-

3 Amount issued subsequent to June 30, 1953.
* Issued December 1, 1953, additional amount of the issue dated February 15, 1953,

Marketable securities issued by the Treasury in the first half of
the fiscal year 1954 amounted to $34.1 billion of the total $56.2
billion issued during the year. In the first quarter of the year the
financing operations were characterized by offerings of shorter
‘term securities than in the remainder. This was partly because a
portion of the borrowing was for a short period in anticipation of
the taxes due March 15, 1954, since tax receipts are substantially
heavier in the second half of the fiscal year than in the first half.
(See ‘‘Summary of Fiscal Operations’ at the beginning of this
.section.) Except for the one note issue all offerings in this quarter
were for one year or less.,

To provide for the Treasury’s cash requirements in this period,
the first issue was a tax anticipation certificate offered on July 6,
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Disposition of maturing or redeemable public issues of bonds, notes, and certificates of indebtedness,
fiscal year 19541

[In millions of dollars]

Redeemed
Date of foc;r ct;;s_h Exchanged Percent
refunding Description of security Date of issue Sied to | for mew | Total | oporcaq
or redemption - matured |SeSWity.
debt
Marketable issues
Certilicates of indebtedness:
Aug. 15, 1953.. 2%, Series (-1953, maturing
Aug. 15, 1953............. Aug. 15, 1952... 93 2,788 2,882 96.8
Feb. 15, 1954.. 2-1/4%, Series A-1954, ma-
turing Feb. 15, 1954,..... Feb. 15, 1953... 108 8,006 8,114 98.7
Mar. 22, 1954.. 2-1/2%, Series C-1954 (tax
anticipation series), ma-
turing Mar. 22, 1954...... July 15, 1953... 5,902 { ceuinn. 5,902 | vuvvinns
June 1, 1954... 2-5/8%, Series B-1954, ma-
turing June 1, 1954....... June 1, 1953.... %5 4,683 4,858 96.4
Treasury notes:
Dec. 1, 1953...| 2-1/8%, Series A-1953, ma-
turing Dec. 1, 1953....... Oct. 1, 1952.... 2 618 9,923 (2 10,542 94.1
Feb. 15, 1954 1-3/8%h, Series A-1954, ma- .
turing Mar. 15, 1954...... Dec. 15, 1949... .78 4,597 4,675 98.3
Treasury bonds:
Sept. 15, 1953. 2% of 1951-53, maturing Sept. .
15, 1953....0.0.0ns RO Sept. 15, 1943.. 266 | 7,721 7,986 96.7
Feb, 15 and 2% of 1952-54, maturing June
May 17, 1954 15, 1954 . i, June 26, 1944... 237 5,588 5,825 95.9
Do. 2-1/4% of 1952-55, called
June 15, 1954....000uvnn.. Feb. 25, 1942... 51 1,450 1,501 96.6
Do. 2-1/4% of 1954-56, called
June 15, 1954......00000un July 22, 1940... 38 642 681 94.4
Total, marketable issues.. |........eiiuennn 7,566 45,399 52,965 | ........

1 Exclusive of special series of certificates of indebtedness, postal savings bonds, and other debt items.
2 Includes $500 million purchased for cash and retired on Nov. 9, 1953, prior to exchange of fering.

1953, for ‘“‘new money.’" The initial announcement of July 1 stated
that the offering would be for $5.5 to $6.0 billion. These certifi-
cates, which were dated July 15, 1953, and bore a maturity date of
March 22, 1954, were receivable at par plus accrued interest to
maturity in payment of income and profits taxes due on March 15,
1954, Payment was permitted in the form of credit in Treasury tax
and loan accounts. The announcement on July 6 detailing the offer-
ing stated that commercial banks and other lenders were requested
to refrain from making unsecured loans, or loans collateralized in
whole or in part by the certificates subscribed for, to cover the
deposits which were required to be paid when subscriptions were
entered. The securities were designated 2-1/2 percent Treasury
certificates of indebtedness, Series C-1954, .

Subscriptions received totaled nearly $8.7 billion, of which
slightly over $2.0 billion were received from nonbank sources.
Subscriptions for more than $100,000 each were allotted 67 percent
but not less than $100,000, and smaller subscriptions were allotted
in full, The total amount allotted was $5.9 billion.

The next offering was a one-year 2-5/8 percent Treasury certifi-
cate of indebtedness, announced by the Secretary of the Treasury on
August 3, 1953, Designated Series D-1954, dated August 15,1953,
it was offered on August 5in exchange for the 2 percent certificates
of indebtedness, Series C-1953, maturing August 15, 1953, in the
amount of $2,882 million. Exchanges of the maturing certificates
amounted to $2,788 million, leaving $93 million for cash redemp-
tion.
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The first of the three financings which offered a choice of a one-
year {or approximately one-year) or a longer-term security was
announced on August 28, 1953, Holders of the 2 percent Treasury
bonds of 1951-53, maturing September 15, 1953, in the amount of
$7,986 million, were offered on September 2, in exchange for their
holdings, the choice of one-year 2-5/8 percent Treasury certifi-
cates of indebtedness, Series E-1954,0r 3-1/2-year 2-7/8 percent
Treasury notes, Series A-1957, maturing March 15, 1957, Sub-
scriptions and allotments totaled $4,724 million for the new cer-
tificates and $2,997 million for the new notes, a total exchange of
$7,721 million, leaving $266 million of the maturing bonds to be
paid in cash.

As the next step taken in the fiscal year to lengthen the maturity
of the marketable debt by issues of intermediate term, a cash
offering was made on October 28, 1953, of 7-year, 10-month
2-3/4 percent Treasury bonds. The bonds were dated November 9,
1953, to mature September 15, 1961, and were designated 2-3/4
percent bonds of 1961. The offering, announced on October 26, was
for $2.0 billion, or thereabouts.

Subscriptions amounted to over $12.5 billion and allotments were
approximately $2.2 billion. Subscriptions in amounts up to and in-
cluding $10,000, totaling about $22- 1/2 million, were allotted in full.
Larger subscriptions from mutual savings banks, insurance com-
panies, pension and retirement funds, State and local governments,
aggregating about $1.7 billion, were allotted 24 percent, and larger
subscriptions from all others, including $8.1 billion from com-
mercial banks, were allotted 16 percent, but not less than $10,000
for any one subscription on either of these two percentage bases.
Commercial banks and otherlenders were requestedto refrain from
making unsecured loans, or loans collateralized in whole or in part
by the bonds subscribed for, to cover the 10 percent deposits re-
quired to be paid when subscriptions were entered; and a certifica-
tion that no suchloanhad been made was required on each subscrip-
tion entered by a commercial bank for account of its customers.

In connection with the issuance of these bonds, the Secretary of
the Treasury announced on November 9, 1953, that the Treasury
had purchased on that day from the Federal Reserve System and
retired $500 million of 2-1/8 percent Treasury notes of Series
A-1953, maturing December 1, 1953. This was done to reduce the
outstanding debt so that the issuance of $2.2 billion of the new
Treasury bonds would not result in increasing the oustanding
public debt and guaranteed obligations held outside the Treasury
to a figure above the statutory limitation. Payment was made in
effect by the use of gold which was part of the Treasury general
fund balance. The use of gold in this way to retire Government
securities held by the Federal Reserve System has no effect on
bank reserves and therefore was neither inflationary nor de-
flationary. Payment for the securities was madé from Treasury
balances in the Federal Reserve Banks, and these balances were
then restored by the deposit of gold certificates issued against the
gold which was then transferred from the general fund to the gold
cextificate fund, ’

The next financing, announced on November 16, 1953, was the
second offering giving a choice of a short-term or intermediate-~
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term security. It consisted of a refunding offering on November 18
of two  securities in exchange for the 2-1/8 percent Treasury
notes of Series A-1953, maturing December 1, 1953, in the amount
of $10 billion. Holders of the maturing notes were offered a choice
of exchanging them for 1-7/8 percent Treasury notes of Series
B-1954, dated December 1, 1953, and maturing December 15, 1954,
or for 2-1/2 percent Treasury bonds of 1958, an additional amount of
the issue dated February 15, 1953, with interestfrom June 15, 1953,

Subscriptions and allotments aggregated over $9.9 billion, or
99 percent of the maturing issue outstanding. The Federal Reserve -
System held nearly $7.0 billion of the maturing notes, all of which
were exchanged for the new notes. Subscriptions from the public
amounted to over $2.9 billion, or 96 percent of their holdings, of
which 60 percent, or about $1.7 billion, were exchanged for the
bonds and $1.2 billion for the new notes. The remainder of the’
maturing notes, about $118 million, not presented for exchange,
were payable in cash. .

On January 27, 1954, the Secretary of the Treasury announced
the largest refinancing operation of the year, involving five issues
outstanding in the amount of $20.8 billion. This was the third
offering which gave a choice of an intermediate or short-term
security., An offering was made on February 1 of issues of 7-year,
9-month 2-1/2 percent Treasury bonds of 1961 and one-year 1-5/8
percent Treasury certificates of indebtedness of Series A-1955 in
exchange for the 2-1/4 percent certificates of indebtedness maturing
February 15, 1954, in the amount of $8.1 billion and the 1-3/8 per-
cent Treasury notes maturing March 15, 1954, in the amount of
$4.7 billion. In addition, the new bonds were offered to holders of
the 2 percent Treasury bonds of 1952-54, maturing June 15, 1954,
and holders of the 2-1/4 percent Treasury bonds of 1952-55 and
2-1/4 percent Treasury bonds of 1954-56 which were called on
February 9 for redemption on June 15, 1954, outstanding in the
total amount of $8.0 billion. Any of the five maturing or called
securities, tendered singly or in combinations aggregating $500
or multiples thereof, were eligible to be exchanged for the new
bonds. Both the new bonds and the new certificates were dated
February 15, 1954,

Subscriptions for these new offerings totaled $18.2 billion, of
which- $11.2 billion were for the new bonds and $7.0 billion for the
new certificates. A total of $8,006 million, or 98.7 percent, of the
matured certificates was exchanged, of which $5,647 million, or
70.5 percent, was for the new certificates and $2,360 million, or
29.5 percent, for the new bonds, leaving $108 million to be paid
in cash. A total of $4,597 million,or 98.3 percent, of the maturing
notes was exchanged, of which $3,237 million, or 70.4 percent,
was for the new bonds and $1,360 million, or 29.6 percent, for the
new certificates, leaving $78 million to be redeemed for cash.
Of the $8,007 million in bonds maturing or called for redemption
on June 15, 1954, $5,580 mllhon, or 69.7 percent, was exchanged
for the new bonds.

The third cash offering of the year, on May 4, 1954, announced by
the Secretary of the Treasury on April 30, was for an issue of $2.0
billion, or thereabouts, of 4-year, 9- monthl 7/8 percent Treasury
notes of Series A-1959, dated May 17, 1954, and matunng February
15, 1959.
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Subscriptions totaled $9,750 million and allotments $2,205
million. Subscriptions in amounts up to and including $10,000,
totaling about $68 million, were allotted infull, Larger subscriptions
were allotted 22 percent on an equal percentage basis, regardless
of investment class, but not less than $10,000 for any one sub-
scription. Cash subscriptions for the notes could be paid for by
credit in Treasury tax and loan accounts. Commercial banks, which
for this purpose are defined as banks accepting demand deposits,
were permitted to subscribe for their own account without deposit,
but were restricted in each case to an amount not exceeding one-
half the combined capital, surplus, and undivided profits of the
~subscribing bank as of December 31, 1953, As in the case of
previous cash offerings, the Treasury again requested commercial
banks and other lenders not to make unsecured loans, or loans
collateralized in whole or in part by the notes subscribed for, to
cover the deposits required to be paid when the subscriptions
were entered; and required a certification by the submitting bank
that no such loan had been made. For this offering, there was
also required a further certification that the bank had no benefi-
cial interest in its customers’ subscriptions, and that no cus-
tomers had any beneficial interest in the bank’s own subscrip-
tion. )

The fourth dual choice refunding was the offering on May 5,
also in accordance with the announcement on April 30, of a new
issue of one-year 1-1/8percent Treasury certificates of indebted-
ness of Series B-1955, dated May 17, 1954, in exchange for the
2-5/8 percent certificates of indebtedness, Series B-1954, maturing
June 1, 1954, in the amount-of $4,858 million, and in exchange
for the three Treasury bond issues to mature or which had been
called for redemption on June 15, 1954, and of which $2,427
million had not been presented for exchange in the February re-
funding. The maturing certificates could be exchanged either for
the new certificates or for the new 1-7/8 percent notes, Series
A-1959, which had been offered for cash on May 4.

Subscriptions to the new certificates totaled $3,886 million, of
which $1,786 million consisted of exchanges of the maturing
certificates and $2,100 million of the maturing and called bonds.
Exchanges of maturing certificates for. the notes were $2,897
million, which, together with the $1,786 million exchanged-for the
new certificates, made a total of $4,683 million, or 96.4 percent,
exchanged. This left $175 million of the maturing certificates
and $327 million of the matured and called bonds to be redeemed
for cash.

Treasury 91-day bills.--Offerings of regular Treasury bills
were made in each week of the fiscal year; 50 of the year’s issues
were for maturity in 91 days, one was for 90 days and one was
‘for 92 days. Four weekly issues of the year exceeded maturities
by a total of $600 million. The issue of July 2 exceeded the
maturity by $300 million, and the issues of July 9, July 16, and
September 10 exceeded the maturities by $100 million each.
The other weekly issues refunded the maturities in approximately
equivalent amounts. The 13 issues of regular Treasury bills out-
standing on June 30, 1954, totaled $19,515 million, compared with
$18,906 million a year earlier.
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The average rates of discount on new issues ranged from a high
of 2.157 percent in July to 1.953 percent in mid-September, then
declined rapidly to a low of 1.220 percent at the end of October.
The rate then rose again, reaching 1.704 percent on December 24,
1953; and the following week commenced a rapid decline to a low
of 0.893 percent on February 11, 1954. During the remainder of
the year the rate fluctuated between a high of 1.066 percent on
April 15 and a low of 0.616 percent on June 10, the lowest rate
since July 10, 1947. The weekly average rates on new bill offerings
throughout the year are shown in exhibit 16,

Noncompetitive bids of $200,000 or less from any one bidder
on an issue were accepted in full at the average price of the
accepted competitive bids of that issue. These bids averaged a
total of $230 million a week; and, in the aggregate, represented
15.3 percent of all the bids accepted during the year.

Treasury bills, Tax Anticipation Series,--The sale of these
bills was continued during the fiscal year 1954 as needed to in-
crease the amount of Treasury receipts to meet anticipated require-
ments for cash when tax collections were seasonally low, and also
to provide an investment medium for funds accumulated by cor-
porations to pay income and profits taxes. There were two issues
of tax anticipation bills, totaling $2.5 billion, in 1954, compared
with three issues, totaling $5.3 billion, in 1953. The 1954 issues
were as follows:

Amount of Average rate
(Ils:ua Ms;:gty E:{;;: tenders accepted| of discount
ate y (in bi1lions) (percent)
Mar, 22, 1954...00veeinncrnans June 24, 1954, . ..c.u.en. eevass 94 $1.5 0.956
APT. 27, 1954u..uuverornnnnnes June 18, 1954. .. ceeecrerenns 52 1.0 0.726

Both issues were acceptable at par value in payment of income
and profits taxes due on June 15, 1954, To the extent the bills were
not presented' in payment of taxes, the face amount was payable
without interest at maturity.

Credit in Treasury tax and loan accounts could not be given to
depositaries on subscriptions to the March bills, as was the case
in like offerings in 1953, because the proceeds of this offering
were used to pay off tax certificates maturing on March 22, The
bills of the April offering, however, could be paid for by credit
in the Treasury tax and loan accounts.

Additional information on these issues is contained in exhibits-
14 and 15.

Nonmarketable issues

Nonmarketable securities issued to the public during the fiscal
year 1954 totaled $9.3 billion and redemptions, $9.0 billion. The
net rise of $0,3 billion in the nonmarketable interest-bearing secu-
rities outstanding resulted from increases of $0.6 billionin Treas-
ury savings notes and $0.2 billion in United States savings bonds
outstanding offset by the redemption of nearly $0.5 billion of Treas-
ury bonds, investment series, 2-3/4 percent, Series B-1975-80, which
were exchanged for marketable 5-year, 1-1/2 percent Treasury

339256 O - 55 -4
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notes. The amounts of the nonmarketable interest-bearing classes
of securities outstanding at the end of June 30, 1953 and 1954, with
the changes during the year, are shown in the following table.

Class of security

June 30,
1953

June 30,
1954

Increase, or
decrease (-)

United States savings bonds:
S5eTie8 Eoevsenvoveesscssteescsasevenscocasocersssssecasssosses
Series F and G. creecsone
Series Hevvovsooes Ceesececeririonnan

Series J and Keesseososasrcossossctssonssnssssansasscenesnces

Subtotal, Savings DONAS..sevsscssersecerosccessavossarcasase

In billions of dollars

Treasury bonds, investment series.,...
Depositary bondS..esesreecores

Total, interest-bearing nonmarketable iSSUES.sseecscesccene

35,7 36.5 0.8
21.2 19.2 =2.1
oo 1.0 0.6
.6 1.4 0.8
57.9 58.1 0.2
4,5 5.1 0.6
13.3 12.8 0.5
W R (*)
76,1 76.3 0.3

*Less than $50 mallion.

Sales and redemptions of public nonmarketable issues other than
depositary bonds are summarized in the accompanying table. In
addition to cash redemptions, exchange offers were available as
follows: Maturing Series E bonds may be exchanged for Series K,
and Series F and G bonds which matured from May 1 through
December 31, 1953, might be exchanged for 3-1/4 percent Treasury

bonds of 1978-83.

Redeemed
Total for cash or| Exchanged Total
Class of gecurity issuest carried to| for new dispo-
. matured security sitions?
debt?
In millions of dollars
United States savings bonds:
Series A-Diviieccecncoseiscnrsicessionaresascancs crrsennane 18] toveevenas 18
5,114 4,318 4,319
vesmseatase 665 26 venceneane 26
242 2,120 1 2,121
Series J and Keovvvesoosessronseseenennessssscssaasasons 34827 31| ceoiennnen 31
Subtotal, SAVINGS DONAS.eeseseesssssrsoccsssnssvorssane 2 6,727 6,513 2 6,515
Treasury SAVINGS NOTES...eeveresosssoscsosssorosssonosasssns 2,591 51,93 vereraneen 5 1,963>
Treasury bonds, investment SEeTieS.ese.sssececessceescecasen| soavesases 35 478 513
TOtaleonesasavsorosesacasssasssesesossssssasssacssnnsas 9,317 8,511 480 8,991

1 Exclusive of depositary bonds; special notes of the United States: International Monetary Fund serles;
and United States savings stamps. 2 Exclusive of armed forces leave bonds; depositary bonds; excess
profits tax refund bonds; special notes of the United States: International Monetary Fund series; and
United States savings stamps, > Includes accruals. % The combined total includes approximately one mil-

lion dollars of bonds issued in exchange for other securities.

amount of 8849 million surrendered in payment of taxes.

5

Includes tax and savings notes in the
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United States savings bonds.--Receipts from sales of savings
bonds of all series during the fiscal year 1954 were $5.5 billion
(compared with $4.6 billion for 1953) and accrueddiscount charged
to the interest account and credited to the savings bond principal
account amounted to $1.2 billion, making a total of $6.7 billion.
Redemptions of savings bonds, including those matured, amounted
to $6.5 billion compared with $5.6 billion last year.

Since 1935, when savings bonds were first sold, the amount of
all series of savings bonds issued, including accrued discount,
has totaled $117.6 billion, while redemptions, including matured
bonds, have totaled $59.4 billion. On June 30, 1954, the redemption
value of the savings bonds outstanding was $58.2 billion, over
49 percent of the amount issued.

Sales of Series E and H bonds, which together were nearly
85 percent of all savings bonds sold in 1954, totaled $4.7 billion,
issue price, an increase of $0.6 billion over sales in 1953 and the
largest amount since 1946. Redemptions of Series E and H bonds
amounted to $4.3 billion in 1954 compared with $4.0 billion in
1953. The amount outstanding on June 30, 1954, including accrued
discount, was $37.5 billion, an increase of $1.4 billion during
the year. For the third successive year, owners of approximately
75 percent of the amount of Series E bonds thus far matured have
continued to hold their matured bonds-under the optional extension
plan. See chart 5.

E AND H BONDS, FISCAL YEARS 1951-54

$Bil. - $Bil.
Amounts Outstanding (June 30) . Sales and Accruals
38 6
36 4L
34 ok
32 o~
6
30
4 .
28
2 L
0 (0]
Chart 5,

1Less than $50 million,
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Issues of Series F, G, J, and K bonds combined totaled $841
million! issue price, in 1954 compared with issues in 1953 totaling
$501 million. Redemptions of Series F, G, J, and K bonds during
the year totaled $2,152 million ' compared with $1,552 million the
previous year.

The redemptions of savings bonds as a percentage of the total
sold, by yearly series, are summarized below.

Percent of Series E F, G, H, J, and K savings bonds sold in each year redeemed through each yearly
period thereafter®

{On basis of Public Debt accounts, see "Bases of Tables"]

Redeemed by end of--
Series and calendar year
in which issued 1 2 3 4 5 6 7 8 9 10 11 12 13
year |years|years jyears years|years|years|years| years|years|years|years|years
Series E?
E-1941 3 6 10 | 14
E-1942 8 15 21 | 29
E-1943.. 15 24 3414
E-1944 19 33 41| 47
E-1945... 28 38 451 50
E1946......‘.....,. 23 34 40 | 45
Eal947. 00 iiereniioneons 21 30 37| 43
20 30 39 | 44
22 34 40 | 44
26 36 41 ] 45
29 38 b ..
29 39 .. .
28| ..., . .
Fu1941 and G=1941........... 1 3 5 7 10 18 20 24 27| e8 97
F-1942 and G-1942... . 1 4 71 14 24 28 31 341 60 | ...,
F-1943 and G-1943.... . 2 6 10 | 14 19 29
F-1944 and G-1944... . 2 6 10 | 14 18 28
F-1945 and G-1945, 2 7 11 | 14 18 27
F-1946 and G-1946.., 3 7 121 15 20 30
F-1947 and G-1947... 3 8 12 | 17 21 ves
F-1948 and G-1948... 2 5 9111 13 v
F-1949 and G-1949.... 3 9 13| 17 20 P
F-1950 and G-1950... 3 9 1| 15 vee
F-1951 and G-1951... 4 9 14 ... . .
F-1952 and G-1952. 6 12 . . ..
Series H
He1953.00cvinerannses 3 o |eeen B of e . S R I
Series J
J=19520 ceuverrnvnrannoonre e * 2 6 . . PR IR I RO
Series K
Kel952. ivitinmronnionaransen 2 6|.. P PP . PR PO TS IFRUUR B IR
K-1953...0000uunnnn -2 [P O T P RTINS R EUTUN IFOU R IR R

NOTE.--~The percentages shown in this table are proportions of the value of the bonds sold in amy calendar
year which are redeemed before July 1 of the next calendar year, and before July 1 of succeeding calendar
years. Both sales and redemptions are taken at maturity value.

1.percentages by denominations may be found in table 36.
2 simjlar detail for Series A through E savings bonds may be found in the 1952 annual report, p. 77.

issues and redemptions erroneously included $16,669,888.50 on accountof reissue transactions
during June 1954. This had no bearing upon total series F, G, J, and K outstanding June 30, 1954, The
error was adjusted in the July 1954 issue as reported in the daily Treasury statement.

4 .
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Detailed information on savings bonds from March 1935, when
 this security was first offered, through June 30, 1954, is given
in tables 34 through 39,

Treasury savings notes.--Two official actions with respect to
savings notes particularly affected their sale during the year. A
new series, with a lower return, was placed on sale on October 1,
1953, and on October 23 the sale of savings notes was suspended
and not resumed. Sales. in the fiscal year 1954, all of which were -
made from July 1 through October 23, 1953, amounted to $2.6
billion, face amount, compared with $4.2 billion in the twelve
months of fiscal 1953. Redemptions in fiscal 1954 totaled somewhat
less than $2.0 billion, compared with $6.4 billion in 1953, Of the
1954 redemptions, $849 million was applied to payment of taxes
and $1.1 billion was redeemed for cash.

The new series of Treasury savings notes, Series C, with interest
rates revised downward to reflect changes. in the Government
securities market, was announced by the Secretary ofthe Treasury
on September 25, 1953. On that date the sale of Series B notes,
which had been offered since May 15, 1953, was terminated. The
Series C notes were similar to the discontinued Series B notes,
except for the scale of interest accrual. Interest rates on the new
notes ranged from approximately 1.56 percent per annum if held
for six months to 2.2]1 percent per annum ‘if held for the full two
years to maturity, as compared with rates on the old notes which
ranged from 2.16 percent for the first six months to 2.47 percent
if held to maturity. A table showing the tax-payment or redemption
values and investment yields is contained in the official circular
which gave the terms of the offering. In addition, the offering
circular carried the new provision that the Secretary of the
- Treasury might, at any time, terminate the issuance of these notes
and might at any time, or fromtime to time, authorize the issuance
of additional notes of this series with such other interest accruals
as he may prescribe. (See exhibit 20.)

When the suspension of sale of Treasury savings notes, Series
C, was announced on October 23, it was stated that the suspension
was due to two related causes: First, the determination of the
amount of Treasury financing in the next week would be difficult
in view of the uncertainties of future daily sales of Treasury
savings notes under the conditions then current; and second, on
the basis of the current sales, the continuous sale of savings notes
could create a problem in connection with the debt limit.

Sales, redemptions, and amounts outstanding of Treasury savings
notes of all series from August 1941 through June 30, 1954, are
shown in table 40.
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Special short-term certificates of indebtedness

On two occasions during the year special short-term certificates
of indebtedness were sold directly to the Federal Reserve Banks.
The purpose of this direct borrowing authority, provided by statute,
is to help minimize the disturbing effects on the money market and
bank reserves of short-run peaks in Treasury cash receipts and
disbursements, particularly around the time of quarterly income
tax payments. This authority was used in January and March in
anticipation of the receipt of quarterly tax payments. Sales of
certificates aggregated $614 million. The certificates were re-

deemed from one to eleven days after their issue date. Interest
was paidon the certificates atthe rateof 1/40f 1 percent per annum.

Special issues to Government investment accounts

Special series of interest-bearing securities are issued by the
Treasury for the investment of trust and other funds deposited in
the Treasury or pursuant to appropriations for specific purposes.
The amount of such obligations increased by $1.7 billion during
the year. The most significant increases were credited to the
Federal old-age and survivors insurance fund, the civil service
retirement fund, and the railroad retirement account. (See table 29.)

Interest on the public debt

Interest paid on the debt during the year totaled $6,371 million
compared with $6,504 million! in 1953. The net decrease was due
largely to unusual circumstances involving the timing of certain
payments, as was explained earlier under *‘Bu.iget Expenditures.’’
The average annual interest rate as computed onthe total interest-
- bearing public issues outstanding June 30, 1954, was 2.281 percent
per annum, and 2,342 percent per annum for the total interest-
bearing debt, compared with 2.381 percent and 2.438 percent per
annum, respectively, on June 30, 1953,

Sinking fund

Credits accruing to the cumulative sinking fund in 1954 amounted
to $620 million which, added to the unexpended balance of $9,057
million brought forward from the previous year, made available
$9,677 million. This ynexpended balance was carried forward to
the fiscal year 1955, Tables 32 and 33 show the transactions on
account of this fund since it was established on July 1, 1920,

Statutory limitation

Section 21 of the Second Liberty Bond Act, as amended, provides
that the face amount of obligations issued under authority of that
act, and the face amount of obligations guaranteed as to principal
and interest by the United States (except such guaranteed ob-
ligations as may be held by the Secretary of the Treasury), shall

t Adjusted to exclude $4,746,266 on account of interest fund on uninvested trust funds.
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not exceed in the aggregate $275 billion' (act of June 26, 1946;
U.S.C. title 31, sec. 757b) outstanding at any one time. For this
purpose, the current redemption value of any obligation issued on
a discount basis which is redeemable prior to maturity at the
option of the holder shall be considered as its face amount. As of
June 30, 1954, the unused borrowing authorization was $4.2
billion. The face amount of obligations outstanding and the face
amount which still could be issued under this limitation as of
June 30, 1954, is shown in table 14, and for earlier years in
table 15. '

Ownership of Federal Securities

At the close of the fiscal year 1954, private nonbank investors
held $133.3 billion, or 49 percent, of the.total debt outstanding.
‘*Private nonbank investors'' includes individuals, insurance com-
panies, nonfinancial corporations and associations, pension funds,
foreign accounts, and State and local governments. The banking
system, that is, commercial banks and the Federal Reserve Banks,
held $88.7 billion, or 33 percent, of the debt. The remainder of
the debt, $49.3 billion, or 18 percent, was held in the Government's
own investment accounts--social security funds, retirement funds,
etc. ' :

The principal change that took place .during the year was that the
holdings of private nonbank investors decreased by $1.7 billion,
while bank holdings increased by $5.1 billion., This was in sharp
contrast to the previous fiscal year when there was a $4.2 billion
increase in nonbank ownership of the debt and a small net decline
in bank ownership.

The shift to somewhat greater bank ownership of the debt was
largely accounted for by the fact that the Treasury's new security
offerings during 1954 were primarily designed to appeal to com-
mercial banks. This was done to avoid any tightening effects on
the money market at a time when the Federal Reserve System was
following a program of active credit ease in order to encourage
the ‘private capital -expansion needed to assure a high level of
economic activity. :

The following table presents figures on bank and nonbank owner -
ship, together with pertinent detail on the holdings of Federal
securities by the various investor classes. Their holdings as of
June 30, 1954, are shown in chart 6.

Individuals were the largest single investor group in the Federal
debt ownership structure on June 30, 1954. Their holdings of Federal
securities amounted to $64.5 billion, with United States savings
bonds accounting for over three-fourths of the total. While there
was a $1.3 billion decline in individuals' total holdings of the debt
during the fiscal year 1954, their savings bonds investments were
increased. Series E and H savings bonds held by individuals rose
by $1.4 billion which more than offset a decrease in their holdings
of other series of savings bonds. Atthe end of the year, individuals’
holdings of all savings' bonds were up by . $.3 billion. The net

" ! This amount was increased temporarily by $6 billion beginning on August 28, 1954, and ending
on June 30, 1955, by Public Law 686, approved August 28, 1954 (68 Stat. 895).
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Ownership of Federal securities, by investor classes, for selected dates, 1941-54%

Change
June 30, | Feb, 28, | June 30, | June 30, [ Jurioe
1941 19462 1953 1954
year
1954
Amounts in billions of dollars
Estimated ownership by:
Private nonbank investors:
Individuals?,........ . 11.2 64.1 65.8 64.5 -1.3
Insurence companies,. . 7.1 24.4 16.0 15.3 -7
Mutual savings banks. . 3.4 11.1 9.5 9.1 -4
Corporations®...... . 2.0 19.9 18.9 16.8 2.1
State and local gove: . .6 6.7 12.0 14.3 +2.3
Miscellaneous investors®....... teaenaan 7 8.9 12.8 13.4 +.6
Total private nonbank investoras,,..... 25.0 135.1 135.0 133.3 -1.7
Federal Government investment accounts..... 8.5 28.0 47.6 49.3 +1.8
Banks:
Commercial bANKS.....coveeeasuns Crvaeee 19.7 93.8 58.8 63.6 +.8
Federal Reserve Banks.......... ceseanes 2.2 22.9 24.7 25.0 +.3
Total baNKS.....ovveevreeennssnnosenss 21.8 116.7 83.6 88.7 +5.1
Total gross debt outstanding.......... 55.3 279.8 266.1 271.3 +5.2
Percent of total
Percent owned by:
Private nonbank investors:
Individuals.........cuu. vee 20 23 25 2h Feenniinann
26 25 26 25 [ eeeeinennn
46 48 51 49
15 10 18 18
29 42 3 33
Total gross debt outstanding.......... 100 100 100 100 | eevevnnoas

1 Gross public debt, and guaranteed obligatione of the Federal Government held outside the Treasury.

2 Peak of debt. - ’

3 Includes partnerships and personal trust accounts. Nonprofit institutions and corporate pension trust
funds are included under "Miscellanecus investors."

4 Exclusive of banks and insurance companiee.

? Includes savings and loan associations, nonprofit institutions, corporate pension irust funds, dealers
and brokers, and investments of foreign balances and international accounts in this country.

decline in individuals' holdings of Government securities was due
to a $1.6 billiondecreaseintheir holdings of marketable securities.
Over half of thedecline tookplaceinthe first half of the fiscal year.
Individuals' holdings of Federal securities are still well above the
peak of their holdings during World War II financing.

Holdings of Federal securities byinsurance companies on June 30,
1954, amounted to $15.3 billion, a decrease of about $.7 billion
during the year, marking the resumption of decreases that have
been typical of the entire postwar period. Nearly $9-1/2 billions of
these Federal securities were in the portfolios of life insurance
companies whose investments were still predominantlyinlong-term
securities. The average length of their marketable security holdings
to maturity on June 30, 1954, was 9.2 years (callable bonds to first
call date). Life insurance companies continued to reduce their
holdings during 1954, following the trend which began eight years
ago as new investment opportunities appeared in the form of an
increased supply of mortgages and corporate securities. There
had been some slackening in their rate of reduction in the previous
fiscal year, but in 1954 these companies increased their liquida-
tion of Government securities to $.7 billion. The Federal security
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__ OWNERSHIP OF THE DEBT, JUNE 30,1954
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Chart 6.

portfolios of fire, marine, and casualty insurance companies
were virtually unchanged in 1954. This contrasts sharply with the
increase of one-half billion dollars in 1953. .

Mutual savings bank holdings of Federal securities on June 30,
1954, amounted to $9.1 billion. The average length to maturity on
their holdings on June 30, 1954, was 8.9 years. Like life insurance
companies, mutual savings banks have also been engaged actively
in increasing their mortgage and corporate security portfolios
since the end of World War 1lI. Again, like the life insurance com-
panies, their expansion of mortgage and corporate security holdings
during 1954 was accompanied by a greater liquidation of Federal
securities than had been the case in the previous fiscal year.
Mutual savings bank holdings declined by $.4 billion in 1954, as
compared with a decline of less than $50 million in the preceding
year. .

Holdings of Federal securities by corporations other than banks
and insurance companies declined by over $2 billion during the
fiscal year 1954, a decline accounted for in part by a lower level
of corporation-income taxliabilitiesin 1954.In addition, the Revenue
Act of 1950 provided for an increasing share of corporate income
taxes to be paid during the first half of each calendar year., The
increasing burden of corporate tax payments in March and June
in comparison with the rest of the year has a direct effect on the
corporations' Government security portfolios, which are tending
‘more and more to be drawn down during these months and then
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built up again during the period from July through February. (See
also ‘*‘Summary of Fiscal Operations'' in this section.) Corporation
holdings of Federal securities amounted to $16.8 billion on June 30,
1954, about $5.3 billion below the seasonal peak reached in
February 1954.

Holdings of Federal securities by State and local governments on
June 30, 1954, amounted to $14.3 billion. The growth of $2.3 billion
was a record annual increase, even exceeding the increases during
World War II, when the postponement of capital outlays resulted in
an expansion of reserve funds. About one-third of their Federal
security holdings are in State and local pension reserves and the
remainder is in sinking funds, operating funds, and various special
funds. .

Miscellaneous investors held approximately $13.4 billion of
Federal securities on June 30, 1954. Corporate pension trusts
accounted for about $2-1/2 billion of the total, showinga slight
increase during the year. The mostimportant factorin the increase
of $.6 billion in the holdings of miscellaneous investors during the
year came about as a result of the expanded investment in Federal
securities of foreign account balances in the United States. These
investment balances, together with securities held by various
international organizations, made up nearly $6 billion of the total
holdings of miscellaneous investors on June 30, 1954. The re-
maining investor classes in the miscellaneous category include
savings and loan associations, nonprofit institutions, dealers and
brokers, and certain smaller institutional groups.

Government investment accounts increased their holdings of
Government. securities by $1.8 billion during the year, continuing
their net growth which has characterized practically every year
during the past two decades. On June 30, 1954, Government in-
vestment accounts held $49.3 billion of Federal securities or more
than one-sixth of the entire debt. Of this total $42.2 billion or
approximately 86 percent was in the form of special issues placed
only with these accounts. Details of the ownership of securities
by these Government investment accounts, the larger of which are
the social security, veterans®' life insurance, and Government
employees’ retirement funds, are shown in table 51.

Commercial banks held $63.6 billion of Federal securities at
the end of the fiscal year 1954, an increase of $4.8 billiqn over
June 30, 1953. As mentioned at the beginning 'of this section, the
increase is attributable to the fact thatthe Treasury's new security
offerings during 1954 were primarily designed to appeal to com-
mercial banks. Much of this financing, however, was done through
the issuance of intermediate-term notes and bonds which per-
mitted the Treasuryto extend the debt somewhat and the commercial
banks to lengthen out their own portfolios. As a result there were
substantial changes in the structure of the commercial bank
portfolios of Governments. Marketable issues maturing or callable
within one year declined from about one-half of total holdings to
around one-third. There was little change in the proportion of
marketable maturing in the one- to five-year area, but issues



REPORT ON FISCAL OPERATIONS 39

maturing (or callable) after five years increased from about one-
eighth to. over one-quarter of the total holdings of Government
.securities. On balance, the average length of the marketable
securities held by commercial banks increased from 2.5 years
to 3.6 years in the year ending June 30, 1954, Commercial bank
holdings of nonmarketable issues showed little change.

An analysis of the estimated changes in bank versus nonbank
ownership of Federal securities during the fiscal year 1954 is
shown by type of issue in the following table.

Estimated changes in ownership of Federal securities by type of issue, fiscal year 19541

[In billions of dollars}

Change accounted for by--
ﬁotai Private | Government Banks
changes inves
» ’ inonb:gk 1ZVEVtmint Total | Commercial Pederal
nvestors ccounts Reserve .
Marketable securities:
Treasury billS.eeeeereenrarcsrisonnssarnnss -0.2] -0.6 -0.1 Q.5 -0.3(- 0.9
Certificates of indebtedness. 2.6 o (*) 2.1 .5 1.6
Treasury notes.... 1.5 1.3 {*) .2 1.0 =7
Treasury bONAS.eeessrecrsoreeneeessssssnanns -.8 -3.2 R .1 2.3 3.7 -l.4
Total marketable..eevesereecarccasesoanoas 3.0 2.2 1 5.2 4.9 3
Nonmarketable éecurities, etc.:
United States savings bonds .2 2 (#) (*)
Treasury savings notes..... .6 6 (*) ()
Special issues to Governmen .
) 170 eevane
-.5 LTS 25 PO (»)
2 20 ererennns (%)
Total nonmarketable, etC....... Crer s 2.2 5 1.7 () [C T P,
Total Changee.eeesreeoses veereaes 5.2 217 1.8 5.1 4.8 .3

#Less than $50 million.
1 Gross public debt, and guaranteed obligations of the Federal Government held outside the Treasury.

As discussed in the preceding section on public debt operations,
marketable securities as a whole increased by $3.0 billion during
the year. Over half of the $4 billion increase in certificates and
notes was taken by the banking system. Private nonbank investors
as a whole decreased their holdings of marketable bonds by over
$3 billion during the year. This is in sharp contrast to an increase
in their holdings of bonds by over $3-1/2 billion in the previous
fiscal year. .

Private nonbank investors, principally corporations, increased
their holdings of savings notes by approximately $.6 billion, even
though sales of these notes were suspended in October 1953,
Meanwhile various nonbank investors exchanged about $1/2 billion
of their holdings of 2-3/4 percent nonmarketable investment bonds
for five-year marketable notes during the same period. The major
changes in savings bonds holdings were described in the preceding
discussion of individuals' holdings of Federal securities.
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CORPORATIONS AND CERTAIN OTHER BUSINESS-TYPE
ACTIVITIES OF THE GOVERNMENT

Lending and other operations of Government corporations and
certain business-type activities are financed from their own
receipts, from borrowings from the United States Treasury, by
funds obtained from sale of obligations to the public, or by appro-
priations. The Secretary of the Treasury is authorized by law to
purchase obligations of many of the agencies and to establish the
terms and conditions of such obligations. In accordance with the
Government Corporation Control Act (31 U.S.C. 868), obligations
issued to the public by certain agencies must be approved by the
Secretary of the Treasury. A few of the agencies are exempt from
the provisions of the act with respect to the issuance of their
obligations to the public but are required to consult with the
Secretary of the Treasury before issuing such obligations.

Interest on borrowings from the Treasury

Interest rates on borrowings from the Treasury are adjusted
by the Treasury to keep them in line with the interest costs to
the Treasury on its borrowings. Whenrequired by law, the Treasury
takes into consideration the average interest rate on outstanding
marketable obligations of the United States. Interest rates have
been established that also take into account the cost which the
Treasury must pay to borrow money in the present market,
as reflected by prevailing market yields on United States Govern-
ment -obligations with maturities corresponding to the approximate
duration of the loans made by the agencies.

Advances by the Treasury

During the fiscal year 1954 the Treasury made cash advances of
$9,902.7 million! to Government corporations and agencies. Re-
payments and refundings of $8,193.3 million?, and cancellations of
$956.8 million as authorized by law, resulted in net advances by
the Treasury of $752.6 million. Table 75 shows details on advances
and repayments by eachagencyand Treasuryholdings of obligations.

Borrowing authority and obligations outstanding

The gross borrowing authority of various agencies wasincreased
during the fiscal year 1954. The Commeodity Credit Corporation
received the largest increase, $1,750 million, This increase was
made in accordance with Public Law 312, 83d Congress, approved
March 20, 1954, to help the corporation fulfill its statutory responsi-
bilities under the price support program. Table 72 shows the
authorized borrowing power as of June 30, 1954, of Government
corporations and certain business-type activities and the amount
of obligations actually outstanding. Unused borrowing authority

!ncludes noncash exchanges of notes amounting to $90.2 million and transfers of notes amounting
to $133.5 million.
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of the Government corporations and activities amountedto $18,266.7
million as of June 30, 1954. The unused borrowing authority as
of June 30, 1953, was $17,466.6 million.

Assets, liabilities, and capital

Assets of Government corporations and certain business-type
activities submitting reports to the United States Treasury as of
June 30, 1954, amounted to $55,327.0 million, consisting of
$33,623.4 million in loans receivable, $3,368.8 million in com-
modities, supplies, and materials, $8,076.6 million in 'land,
structures, and equipment, and $10,258.1 million in other assets.
Liabilities of the agencies amounted to $20,659.5 million. Total
bonds, debentures, and notes payable amountedto $16,156.3 million,
of which the Treasury held $12,866.1 million. Accounts payable,
trust and deposit liabilities, and all other liabilities totaled
$4,503.2 million. The total net investment of the United States
Government in these agencies as of June 30, 1954, amounted to
$34,181.3 million, which consisted of paid-in capital, earnings,
deficits, and expended appropriations. Balance sheets received
from these Government corporations and business-type activities
of the Government are published quarterly in the *‘Treasury
Bulletin’' and show the amount and classification of their assets,
liabilities, and capital, together with the capital owned by the
United States and that privately owned. An analysis of the invest-
ment of the United States is also included. The balance sheets as of
June 30, 1954, are shown in table 77 of this report. Table 76 shows
a comparative statement of the assets, liabilities, and capital of
Government corporations and certain business-type activities as of
June 30, 1945-54,

A statement showing income, expense, and changes in un-
reserved surplus or deficit of the Government corporations and
certain business-type activities for the fiscal year 1954 appears
in table 78. A statement showing the source and application of
funds of these agencies during the fiscal year 1954 is shown in
table 79.

Repayments of capital stock

During the fiscal year 1954, Government corporations made
capital stock repayments of $42.7 million. Repayments in 1953
amounted to $7.8 million. During 1954 the Federal Savings and
Loan Insurance Corporation deposited $8.8 millioninmiscellaneous
receipts of the Treasury, and the Smaller War Plants Corporation
(in liquidation by Reconstruction Finance Corporation) deposited
$1.2 million. The banks for cooperatives and the production credit
corporations, through the Farm Credit Administration, deposited
$28.5 million and $4.2 million, respectively, in revolving funds
maintained in the Treasury. A statement showing capital stock
repayments appears in table 82,

Other payments to the Treasury

Payments of dividends, interest, and similar payments deposited
into the Treasury by Government corporations and certain other



42 1954 REPORT OF THE SECRETARY OF THE TREASURY

business-type activities amounted to $359.6 million during the
fiscal year 1954, as compared with $295.9 millionduring the fiscal
year 1953, Detailed information on such payments appears in
table 83. :

Outstanding obligations guaranteed by the United States

As of June 30, 1954, outstanding obligations guaranteed by the
United States amounted to $81.4 million, of which $80.4 million
consisted of unmatured outstanding obligations issued bythe Federal
Housing Administration and $1.0 millionmatured gbligations issued
by the Federal Farm Mortgage Corporation and the Home Owners’
Loan Corporation. Funds are on deposit with the Treasurer of the
United States for payment of the matured obligations. .

' The unmatured outstanding guaranteed obligations issued by the
Federal Housing Administration are for payment of defaulted and
foreclosed insured mortgages. Any obligations this agency issues
are guaranteed as to payment of principal and interest by the
United States. The authorizations represent the maximum limit of
authority to insure mortgages. The authority of this agency to
insure loans and mortgages was increased by $1,950 million
during the fiscal year 1954, pursuant to legislation and allocations
made by the President during the fiscal year under the National
Housing Act, as amended (12 U.S.C. 1701-1750g). An itemized
list of the changes is shown in the following table.

Title Authorization Inerease, s
In millions
National Housing Act, as amended:

Title I, Section &: Section 8 of the National 8150

Insurance of mortgages on single-family dwellings for Housing Act as amended,

families of low and moderate income, particularly in sub-{ and letter of the Presi-

urban and outlying areas where it is not practicable dent dated Aug. 8, 1953.

to conform with requirements essential in urban residen-

tial areas.
Title II: Section 217 of the National 1,400

Insurance of mortgages on l1- to 4-family structures, and Housing Act as amended,

multi-family housing projects. Mortgages may cover new and letter of the Presi-

and existing properties, both for rent and for sale, in- | dent dated Aug. 8, 1953,

cluding nonprofit cooperative housing.
Title VI, Sections 603 and 608: : do - 70

Insurance of mortgages on 1- to 4-family homes ard on

rental projects. These sections were enacted to aid the

production, through private enterprise, of housing for

defense workers. Authority to insure under these two

sections has largely expired.
Title VIII: Section 803 of the National 300

Insurance of mortgages on rental housing built on or near | Housing Act as amended,

military or atomic energy installations. The need for "and letter of the Presi-

this housing must be certified to by the Secretary of dent dated Aug. 8, 1953.

Defense or the Atomic Energy Commission.
Title IX: Section 217 of the National 170

Insurance of national defense housing mortgages. Housing Housing -Act as amended,

must be within limits of housing needs in defense areas and letter of the Presi-

designated by the President. Mortgages are required to dent dated Aug. 8, 1953. -

be acceptable risks in view of needs for national de- .

fense. 1,950

As of June 30, 1954, all mortgage insurance authorizations pur-

suant to existing legislation as of thatdate had been allocated to the
Federal Housing Administration by the President. Authorizations
for all titles unused by the Federal Housing Administration as of that
date amounted to $1,560.3 million.
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In accordance with Public Law 560, 83d Congress, approved
August 2, 1954, the aggregate amount of principal obligations of all
mortgages which may be insured and outstanding at any one time
under insurance contracts or commitments to insure pursuant to
any section or title of the National Housing Act, as amended (12
U.S.C. 1701-1750g), except Section 2, shall not exceed the sum of
(a) the outstanding principal balances, as of July 1, 1954, of all
insured mortgages (as estimated by the Commissioner of the Federal
Housing Administration, based on scheduled amortization payments
without taking into account prepayments or delinquencies), (b) the
principal amount of all outstanding commitments to insure on that
date, and (c) $1,500 million, except.that with the approval of the
President, such aggregate amount may be increased by not to
exceed $500 million. All existing mortgage insurance authorizations
or existing limitations with respect to any section or title of the
National Housing Act, as amended, except Section 2, shall be con-
solidated and merged into one general insurance authorization to
take the place of all existing authorizations or limitations. Table
72 shows the limit of authority to insure loans and mortgages as
of June 30, 1954.

SECURITIES OWNED BY THE UNITED STATES GOVERNMENT

The United States Government owned securities with a net face
value of $23,193.9 million as of June 30, 1954. The securities
consisted principally of capital stock, bonds, and notes of Govern-
ment corporations and certain business-type activities; securities
representing loans made to farmers, foreign governments, home
owners, railroads, and others; and receipts showing payment of
United States subscriptions to the International Monetary Fund
and to the International Bank for Reconstruction and Development.
A statement of the securities owned at the end of the fiscal year .
1954, other than foreign government obligations of World Warl
and World War II, is shown in table 82, with an explanation of each
net increase or decrease during the fiscal year.

TAXATION DEVELOPMENTS

The fiscal year 1954 was a period of varied and far-reaching
changes-in the tax laws. Tax reductions of a size unparalleled in
any other single year in the country’s history became effective
and the internal revenue laws were completely revised.

The administration’s tax activities were restricted by budgetary
circumstances. The large deficits inherited from the preceding
administration made it imperative that the budget be brought under
control as quickly as possible. This limited the magnitude and
timing of tax reductions. The President summarized his policy
in his second Budget message in these words: ‘'l am anxious to
have taxes reduced as fast as that can be done without building up
inflationary deficits. It is the determined purpose of this adminis-
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tration to make further reductions in taxes as rapidly as justified
by prospective revenues and reductions in expenditures. The
objective will be to return to the people, to spend for themselves
and in their own way, the largest possible share of the money that
the Government has been spending for them.’

Budgetary circumstances of necessity also limited the scope of
tax reform. The then existing tax structure was known to be
retarding economic growth, producing inequities, and affording
tax evasion opportunities. It was essential that the tax system be
reformed as quickly as possible. In view ofthe budgetary situation,
however, it became necessary to shape tax revision in a way which
would result in maximum tax reform with minimum loss of revenue.

During the fiscal year 1954, tax reductions aggregating $7.4
billion became effective. The excess profits tax, originally enacted
in 1950 with provision for its elimination on June 30, 1953, and
later extended for six months, expired on December 31, 1953. On
the same date, individual income tax rates reverted to those which
prevailed before the tax increases enacted by the Revenue Act of
1951. The Excise Tax Reduction Act of 1954 reduced a substantial
number of excises effective April 1, 1954.

These changes in tax rates between December 31, 1953, and
April 1, 1954, reduced the annual revenue yield of the tax system
by an estimated $6.0 billion, as follows:

Reduction
(In billions of dollars)
Excess profits tax........eevuees 2.0
Individual income tax...... 3.0
Excises .......... fesereiesaaaies 1.0
Total..evevvniiiinnnnriennennne 0

In addition, the structural changes effected in the tax system by
the revision of the Internal Revenue Code reduced the fiscal year.
1955 yield of the income tax on individuals by $0.8 billion, and of
the income tax on corporations by $0.6 billion.

The 5 percentage point increase in corporation normal tax
enacted by the Revenue Act of 1951 for a three-year period was
extended for one year to March 31, 1955, adding $1.2 billion to
‘fiscal year 1955 revenues. Another $1 billion was added by the
one-year extension of a number of the 1951 excise tax increases
which were to have expired on March 31, 1954,

Incomeb Tax Rate Reductions

In accordance with the President's recommendation to the
Congress on May 20, 1953, individual income tax rates reverted
on January 1, 1954, to the level which had prevailed before the
1951 tax increases. The combined first bracket normal and surtax
rate was reduced from 22.2 percent to 20 percent; the maximum
rate from 92 to 91 percent; the maximum effective rate limitation
from 88 to 87 percent.
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These rate changes reduced individual income tax rates by about
10 percent up to $32,000 of surtaxnetincome ($ 64,000 for married
couples). For tax brackets above $32,000 the reduction was pro-
gressively smaller, declining to around 1 percent on very large
incomes. Consistent with these reductions, the withholding rate
applicable to wages and salaries in excess of personal exemptions
was reduced from 20 to 18 percent. These reductions, the President
said, were justified ‘‘only because of reductions in proposed
expenditures which the present administration has already been
able to make and because of additional economies we expect to
achieve in the future.”’

Excise Rate Reductions and Extensions

The excise tax reductions under the Excise Tax Reduction Act of
1954, aggregate approximately $1 billion per year. A number of
manufacturers’ excises, including those on.cameras, lenses, films,
electric light bulbs andtubes, mechanical pencils, pens, and lighters,
and some sporting goods items were reduced to 10 percent. The
taxes on refrigerators, quick-freeze units, refrigerator or freezing
apparatus, and those on electric, gas, and oil appliances were
reduced to 5 percent. The taxes imposed on - transportation of
persons and on communications, together with the retail excise
taxes and the taxes on admissions, were also reduced to 10 percent.
Under the admissions tax, admissions of 50. cents or less were
exempted from taxation, and the exemptions provided to certdin
nonprofit activities were extended.

In connection with the reduction of the taxes on refrigerators,
quick-freeze units, electric, gas and oil appliances, and electric
light bulbs and tubes, provision was made for floor stock refunds
to distributors holding stocks of these articles onthe effective date
of the tax reductions.

The 1954 legislation extended for one year anumber of the excise
rates enacted in 1951 and scheduled to expire on April 1, 1954, The
extensions include the taxes on automobiles, trucks, automotive
parts and accessories, gasoline, distilled spirits, wines, liqueurs,
cordials, fermented malt liquors, and cigarettes. (See exhibit 41.)

Revision of the Internal Revenue Code

The enactment of the new Internal Revenue Code during the past
fiscal year btrought to fruition the comprehensive revision of the
tax structure outlined by President Eisenhower in his first State of
the Union Message- on February 2, 1953. ‘‘We must develop a
system of taxation,’’ the President said, '‘which will impose the
least possible obstacle to the dynamic growth of the country. This
includes particularly real opportunity for the growth of small
businesses. Many readjustments in existing taxes will be necessary
to serve these objectives and also to remove existing inequities.
Clarification and simplification in the tax laws as well as the
regulations will be undertaken.’

This was an undertaking of vast proportmns and absorbed the
greater part of two years. The Revenue Code is a complex collec-
tion of laws accumulated over many years and affects the well- bemg
of every sector of our population.

339256 O -55 -5 -
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Work on the project was begun in the spring of 1953 when the
Treasury, acting at the President's direction, joined with the
congressional tax committees and their staffs in a comprehensive
review of the tax laws. On May 20, 1953, the President informed
the Congress that he requested the Secretary of the Treasury to
prepare recommendations ‘'‘. .. to remove existing inequities of
our tax structure, simplify the needless complications which have
developed over the years in tax laws, and generally secure a better
balance of tax revenues.'’

Tax revision had beenlongoverdue. Ithad been urged consistently
since the closing months of war as the importance of sound taxation
for peacetime prosperity gained increasing recognition. Several
congressional committees dealt with the subject in the immediate
postwar years. Taxpayer organizations, trade associations, pro-
fessional orgahizations, and citizens' groups all urged legislation
to bring the tax system into better alignment with the requirements
of a private enterprise economy.

These efforts produced a vast number of studies and suggestions
which accumulated in Treasury and congressional files. To bring
this information up to date, the staff of the Joint Committee on
Internal Revenue Taxation circulated a detailed questionnaire to
groups and taxpayers interested in the revision of the tax laws.
Replies were received from thousands of individual taxpayers,
businesses, tax practitioners, professional groups, and trade
associations. In addition, both the Joint Committee and the Treasury
Department received a large number of unsolicited letters from
individuals who suggested changes to meet their own tax problems.

To insure systematic and objective consideration of this large
body of material, some fifty working groups of Government tax
specialists were organized. These groups consisted of tax admin-
istrators, attorneys, accountants, and economists from the staffs
of the Joint Committee, the Treasury, and the Internal Revenue
Service. They were assigned the task of analyzing these materials
and organizing them into form readily usable by the congressional
tax committees. . ,

While this work was proceeding at the staff level, the Committee
on Ways and Means conducted public hearings, whichbegan on June
16 and continued until August 14, 1953. Over 600 witnesses repre-
senting every class and segment of tax opinion ‘testified on forty
separate tax topics. Their testimony fills almost 3,000 printed
pages. The committee was also provided with tax studies under-
taken by more than 25 national organizations, including the Ameri-
can Bar Association and the American Institute of Accountants.

In addition, at the direction of the Chairman of the Committee
on Ways and Means, advisory groups composed of outside experts
were organized to look into the more technical tax areas. This was
deemed essential to insure a balanced and objective approach.
Leading tax experts throughout the country participated. They
examined such technical areas as those relating to taxation of
estates and trusts, income from foreign sources, depreciation,
double taxation of dividends, pension trusts and profit-sharing
plans, and corporate reorganizations.

The deliberations of the Committee on Ways and Means culminated
in the bill H. R. 8300, introduced by Chairman Reed on March 9,
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1954, and the accompanying report on the bill filed the same day.
The bill passed the House of Representatives on March 18 by a vote
of 339 to 80 and was introduced in the Senate a week later.

The Senate Finance Committee began public hearings on the
legislation on April 7, 1954. In the course of three weeks, it
received almost 2,500 printed pages of testimony. It spent most
of May and part of June in examining the House bill in the light of
the testimony it received and filed its report on June 18. The Senate
passed the bill on July 2, 1954, by a vote of 63 to 9. The conferees
assigned to consider the differences between the House and Senate
versions of the legislation reported their recommendation on
July 26 and passage of the final bill by the House and the Senate
followed within three days. The new Revenue Code became law
with the President’s approval on August 16, 1954 (Public Law 591).

Objectives of the New Code

In his Budget message to the Congress on January 21, 1954, the
President surnmarized the objectives of tax revision as follows:

‘*‘Revision of the tax system is neededto make tax burdens fairer
for millions of individual taxpayers. It is needed to restore normal
incentives for sustained production and economic growth. The
country’'s economy has continued to grow during recent years
with artificial support from recurring inflation. This is not a solid
foundation for prosperity. We must restore conditions which will
permit traditional American initiative and production genius to
push on to ever higher standards of living and employment. Among
these conditions, a fair tax system with minimum restraints on
small and growing businesses is especially important.”’

The realization of these objectives entailed the first compre-
hensive revision of the revenue laws effected since long before the
turn of the century. These revisions, summarized in some detail
in exhibit 42, fall into four categories: those which (1) remove
inequities, (2) reduce tax barriers to long-term economic growth
and the creation of jobs, (3) reduce tax evasion opportu.nltles and
(4) simplify and clarify the tax laws,

The administration of the Government's finances will be eased by
the acceleration of the tax payments of large corporations provided
under the new law. (See also ‘‘Estimates of Receipts in 1955 and
1956 in this section.) Although the new tax payment schedule
applies to less than 5 percent of the corporations, it affects 85
percent of the total corporation tax liability. To the extent that it
will materially reduce the excessive concentration of the Federal
Government's receipts during the first six months of the calendar
year, the Treasury's future debt management problems will be
reduced.

Removal of inequities

A substantial number of the changes made by the 1954 tax revision
are designed to make tax burdens fairer for individual taxpayers by
removing inequities and tax complications and by eliminating
provisions which serve as a trap for the unwary. The changes in
the tax treatment of dependents fall into this group.
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The new law eliminates the need for parents to be on guard lest
a child be disqualified as a dependent because his vacation or
part-time earnings exceed $600. It waives the income test where
the dependent is the taxpayer's child under the age of 19 or a
student. It also put an end to the situation in which widows and
widowers, who had to maintain a home for dependent children,
were deprived abruptly of the benefits of income splitting because
of the death of the other spouse. Under the new law, the tax return
of the survivor continues to be treated for a period of two years as
though it were the joint return of husband and wife and, therefore,
eligible for the full benefits of income splitting.

Widows, widowers, and working wives in low-income families
are now permitted to deduct expenses for child care incurred while
they are at work. Widows and widowers may deduct amounts paid
up to a maximum of $600 a year for the care of children under 12
or for any incapacitated person. In the case of working wives, the
deduction is reduced by the amount by which the combined incomes
of the husband and wife exceed $4,500.

Taxpayers with heavy medical, dental, or hospital bills may now
take a deduction for the excess of such expenses over 3 percent
rather than 5 percent of their income, and the maximum deduction
allowed is doubled. Restrictions on the deductibility of charitable
contributions have also been eased. In addition to the 20 percent of
the taxpayer's income allowed under the previous law, an extra
10 percent is allowed for contributions to hospitals, churches, or
educational institutions. ]

Discrepancies between the tax treatment of social security bene-
fits and other forms of retirement income have been reduced.
Retired persons receiving income from pensions, annuities, inter-
est, rents, or dividends are now entitled to a 20 percent credit
against tax on as much as $1,200 of such income. This will exempt
many elderly retired persons of modest means from the income
tax. The credit is reduced for the amount of social security benefits
and other exempt forms of retirement income in order to prevent
duplication of exemptions and equalize the tax treatment of various
types of benefits.

Under the old law, taxpayers were denied deductions for the
interest included in carrying charges on installment purchases
unless the interest element was separately stated. The new law
specifically permits the deduction of 6 percent of the unpaid bal-
ance as the interest portion of the carrying charges.

The new law makes it clear that premiums paid by employers
for health and accident plans are not to be taxed as income of the
employee. It also equalizes the tax treatment of sickness and acci-
dent benefits financed by the employer whether paid under an
insured or a noninsured plan. It exempts reimbursements for
medical expenses and for permanent injury from income tax,
and exempts sickness benefits paid in lieu of wages up to $100 a
week.

The new law eliminates inequities in the treatment of annuities
by allowing the purchaser of an annuity a uniform annual exclusion
sufficient to permit him to recover his entire capltal tax free over
the period of his life expectancy.
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It gives farmers the option to deduct the costs of soil and water
conservation as a current expense up to 25 percent of their gross
income. Under the old law, these costs generally had to be capitalized
and could be recovered for tax purposes only upon sale of the
land.

These measures will afford millions of individual income
taxpayers a substantial assistance in unusual hardship cases at a
relatively modest revenue cost.

Removal of deterrents to business expansion

A number of provisions in the newlaware designed to reduce tax
deterrents to the ‘expansion of investment in private business. As
business is permitted and encouraged to grow and expand, it
creates bigger payrolls, more and better jobs, and larger and
more widely distributed incomes. This increases the national
income and, incidentally, tax revenues. One of the changes in
this group is a new and more realistic treatment of deprecia-
tion.

Depreciation.--The provision of the old law relating todeprecia-
tion was brief and general. It merely provided ‘‘a reasonable
allowance for the exhaustion, wear, and tear (including a reason-
able allowance for obsolescence) of property used in a trade or
business or of property held for the production of income.'' The
specific rules governing allowable deductions and procedures were
left to regulations and administrative practice. While various
methods of apportioning the cost of the property over its service
life were permitted, limitations imposed upon alternate methods
resulted in the general use of the straight-line formula. This
system, which spreads the cost evenly over the asset’s life, is
simple, but the deductions which it allows are frequently at odds
with reality.

The failure of depreciation for tax purposes to keep pace w1th
true depreciation discouraged plant modernization and economic
progress, particularly when the investment was of a long-range
character and involved a considerable business risk.

The new code gives taxpayers greater latitude in the selection
of methods of depreciation and allows a more rapid depreciation
of new assets. They are now permitted to compute depreciation
under the declining-balance method at twice the straight -line rate.
This conforms more closely to true depreciation since about
two-thirds of the cost will be written off during the first half
of the asset's life, as compared with only one-half under the
straight-line formula. Taxpayers may also use the sum-of-the-
years' digits method which in some respects is more liberal than
the 200 percent declining-balance formula. Any other consistent
method is also allowed as long as it does not produte larger
deductions than those allowable under the 200 percent declmmg-
balance formula during the first two-thirds of the service life of
the asset.

Acceleration in the speed of the tax- free recovery of investment
will facilitate the financing of new investment. Growing firms will
recoup their funds more rapidly, and thus be better able to finance
their own expansion. In other cases, the credit position of the
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business will be strengthened by the increased availability of
working capital or by the fact that the tax allowances for capital
recovery will correspond more closely withthe repayment schedule
for business loans. :

Double taxation of dividends.--Another new provision of the tax
law grants taxpayers some relief from double taxation of corporate
dividends. Double taxation is a major injustice, a penalty on equity
financing, and a serious obstacle to brsiness expansion.:

Risk capital is essential for the ¢ velopment of new eénterprises
and the growth of old ones. Large sums are needed to create new
jobs. Double taxation of dividends makes it difficult to attract the
risk capital necessary to create these jobs. It also encourages
corporations to finance themselves by bonded indebtedness, because
interest can be deducted for tax purposes. In recent years over
three-quarters of the outside financing of industry has taken the
form of bonded indebtedness. This makes the economy more
vulnerable in periods of business unsettlement.

Under the new code each stockholder is permitted to exclude
from his gross income up to $50 of dividends and is allowed a
credit against tax equal to 4 percent of the dividends in excess of
the exclusion. The amount of the credit is limited to 2 percent of
the stockholder's total taxable income in 1954 and to 4 percent in
later years. This is a step in ‘the direction of reducing double
taxation. It gives small taxpayers a proportionately greater incen-
tive to invest in equity securities. It is extremely important for
the growth and stability of the Nation that equity funds be more
readily available to new and growing businesses and that the
ownership of corporate enterprise be spread even more widely
among all our citizens.

Research and expenmental expenditures.--The old law made no
specific provision for the research and experimental expenditures
which are so vital to the growthand increasing efficiency of Ameri-
can business. As a practical matter, large businesses with regular
research and experimental budgets have been able to deduct most
of these expenses currently. However, in the case of many small
businesses, unable to afford a regular budget for research, doubt
has existed concerning the deductibility of such expenditures.
Moreover, when they were capitalized, there was no.assurance
that they could be amortized over a definite period or that an
abandonment loss could be established. The new code gives all
taxpayers the option to deduct such expenses curreéntly or to
capitalize them and write them off over a period of not less than
five years. ]

Carryback of operating losses.--The new code is fairer and less
burdensome to businesses with irregular and fluctuating earnings.
The period for the carryback of losses is extended from one to two
years, thus providing, in combination with the five-year carry-
forward, a total span of eight years for absorbing a loss. The
additional carryback increases the possibility of immediate relief
through tax refunds when business is losing money and needs the
relief most. These changes cut down substantially the tax dis-
advantages of businesses with uneven earnings, which are apt to
be the unusually risky enterpnses so important to the development
of the economy.
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Tax on unreasonable accumulation of surplus.--The changes in
the tax on the unreasonable accumulation of surplus will also
contribute to the expansion of the economy. Under the old law,
the application of the tax was uncertain, and its impact, when
imposed, extremely harsh. If the Government believed ‘that the
retained earnings of a corporation were excessive, the taxpayer
was required to demonstrate that this was not the case. The
necessary evidence was not always easy to assemble even when
the retention served a legitimate business purpose, particularly
because the taxpayer had to show that there was an immediate
and specific use for the retained earnings. The tax was therefore
greatly feared, especially by small business and tended to impede
and distort investment programs.

The continuance of this tax is necessary in order to prevent the
use of the corporation for avoiding the surtax on individual share-
holders. However, instead of having to show an immediate and
specific need for the retained earnings, the new code will require
the taxpayer to show only that the retained earnings are necessary
to meet ‘‘reasonably anticipated’’ business requirements. An
accumulation of $60,000 can be made without threat of penalty;
and the tax, when imposed, will apply only to the portmn of the
retained earnings found to be unreasonable.

The revision of the tax on the unreasonable accumulation of
surplus is of particular importance to small business. Small
business will also benefit greatly from the new tax treatment of
depreciation, the partial relieffrom the double taxation of dividends,
the clarification of the treatment of research and experimental
expenses, and the extension of the carryback of net operating
losses, as well as the new option which is now granted certain
unincorporated enterprises to be taxed as corporations.

Removal of tax evasion opportunities

A number of the new revenue provisions close tax evasion
opportunities which enabled some taxpayers to avoid their share of
the tax burden by taking advantage of technicalities. In addition
to increasing the revenues, they make the tax system fairer and
eliminate economic distortion which has been due to arrangements
adopted merely for purposes of tax avoidance.

Taxpayers, for example, were able to use a device commonly
known as the ‘‘preferred stock bail-out’’ to siphon off large
accumulated earnings from a corporation at capital gains rates.
This was done by having the corporation issue to common stock-
holders a nontaxable dividend of preferred stock which was later
redeemed. The revised code taxes as ordinary income the proceeds
of the sale or redemption of preferred stock acquired in such’
transactions.

The new law also curbs the trafficking in net operating loss
carryovers. Under the old law, it was frequently possible for a
successful business to reduce- its tax liability by purchasing a
corporation which had lost money. The new law eliminates the
carryover when more than 50 percent of the stock of the loss
corporation is purchased by new owners within a two-year period
and the loss corporation thereafter does not continue in the same
business.
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The new law makes more rigorous the old provisions designed to
curb the use of so-called collapsible corporations, which were
liquidated in a manner that had the effect of converting ordinary
income tax liability into capital gains tax on the shareholders. It
also imposes restrictions on collapsible partnershlps which had
been overlooked under the earlier law.

The individual income tax previously exempted, without limit,
sickness benefits or continuance of salary payments during periods
of illness if paid under an insured type of plan. This was| especially
advantageous for some taxpayers in the higher income brackets.
The new law limits the exemption of salary continuance benefits
to $100 a week and makes the provision more fair by extending
the exemption to all salary continuance benefits whei:her or not
paid under an insured plan.

Another means of avoidance under the old law was to arrange to
have life insurance proceeds paid in installments after the death of
the insured. The old law exempted not only the lifé insurance
proceeds but also the interest earned after the death of the insured.
This enabled beneficiaries of large amounts of insurance to receive
substantial interest incomes tax free. The newlaw requires that the
interest earned after the death of the insured on life insurance
proceeds paid in installments be subject to tax with the exception
of $1,000 a year paid to a surviving spouse.

The provision of the old law which exempted $5,000 of death
benefits paid by an employer to -beneficiaries of a deceased
employee had also been used to avoid tax. The $5 000 limit
applied to payments by any one employer. Some persons employed
by several corporations arranged for each employer to pay a
$5,000 death benefit, thus providing the beneficiary with exempt
benefits many times $5,000. The new law closes this loophole by
allowing only one $5,000 exemption for each employee.

Clarification and simplification

Another group of tax changes makes for simpler-and clearer tax
laws. Taxpayers have been pleading for years that Congress make
the tax law clearer and more definite inorder to lighten the burden
of compliance and reduce the amount of paper work. Clarification
of the tax laws and regulations will go a long way toward reducing
arbitrary interference with business decisions, minimizing areas
of unnecessary dispute and controversy, and eliminating painful
uncertainties in the final determination of tax liability. It will
obviate needless adjustments in income and deduction items from
one year to another,

The provisions of the law are now arranged more logically,
obsolete material has been deleted, and the language is made more
certain and understandable. In some important areas where the
taxpayer had previously been forced to rely upon court decisions
and administrative rulings, clear statutory guidance has been
provided.

Clarification was one of the principal objectives of the. changes
made in the provisions relating to corporate reorganizations, re-
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capitalizations, and distributions, estates and trusts, and partners
and partnerships. .

A great deal has been done to make the law more certain.
Taxpayers have been given an additional thirty days for filing
their tax returns. About a million individuals have been relieved
of the responsibility of filing declarations of estimated tax, and
those of whom this return is required have been provided with
more reasonable rules and exposed to less complicated and less
severe penalties.

Social Security Developments

Major changes were made in the Federal social security system
designed to restore benefits to a level, in relation to wages, more
nearly comparable to that of earlier years, to expand the scope of
the systermn, and to improve its financial stability. All the social
security programs were amended, including old-age and survivors
insurance, railroad retirement, and unemployment compensation.

The Social Security Act Amendments of 1954 (Public Law 761,
approved August 21, 1954) extended the old-age and survivors
insurance program to approximately 10 million additional persons
beginning January 1, 1955. Among the principal groups newly
covered were self-employed farm operators (with net earnings
from self-employment of $400 or more), farm workers receiving
$100 or more in cash wages from a single employer in a calendar
year, employees of State and local governments covered by
retirement systems (other than policemen and firemen), domestic
workers in private homes receiving $50 in cash in a calendar
quarter, and self-employed professional groups other than physi-
cians, dentists, and lawyers. In addition, provision was made for
American citizens employed abroad by foreign subsidiaries of
American companies to be covered under voluntary agreements
between the Federal Government and the domestic parent corpora-
tion. .

‘Maximum annual earnings on which taxes are imposed were
increased from $3,600 to $4,200, and the benefit formula was
changed to reflect this increase in the wage base. Benefit amounts’
were raised by approximately $5.00 per month for persons already
receiving social security benefits. A new formula for computing
monthly benefits was adopted as follows: 55 percent of the first
$110 of average monthly earnings and 20 percent of the next $240,
A ‘‘drop-out’’ provision was also adopted which permits the
exclusion of the five years of lowest earnings or of no earnings
in an individual's work record. This provision was a substitute
for the ‘‘new ‘start'’ provisions adopted in the past when coverage
was extended.

Under prior law, the retirement test did not apply to individuals
above the age of 75. Under the new legislation, the retirement test
is abandoned at age 72. In addition, under the retirement test,
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allowable earnings have been inc,reased and placed on an annual -
basis. Thus, an individual earning up to $1,200 a year will receive .
full social security benefits, and only earnings above $1,200 will
serve to reduce benefits.

A new provision safeguards the benefits of disabled persons.
Individuals who become totally disabled will have their wage records
frozen, so that the period of disability will have no adverse effect
in the computation of benefits or insured status.

The current payroll tax rate of 2 percent each on employees and
employers which became effective January 1, 1954, was not affected -
by the new legislation. However, the maximum rate of 3- 1/4 percent
which was to be applicable after 1969 was amended so that the tax
will be 3-1/2 percent of payrolls from 1970 to 1974 and 4 percent
thereafter.

The unemployment compensation program was amended by
Public Law 767, approved September 1, 1954, to extend the
Federal Unemployment Tax Act (Title IX of the Social Security
Act of 1935) to employers of four or more employees, instead of
employers of eight or more employees. Other changes included:
(1) Extension of unemployment compensation to Federal civilian
employees with benefits payable under the terms and conditions of
the law in the State in which the employee is stationed; (2) author-
ization to States to apply their experience rating provisions to
newly covered employers after one year of coverage instead of
three years; and (3) elimination of quarterly installment payments
of Federal unemployment taxes.

The financing of unemployment compensation was revised by the
Employment Security Administrative Financing Act of 1954 (Public
Law 567, approved August 5, 1954). Provision was made for setting
aside the excess of tax collections under the Federal Unemploy-
ment Tax Act over the administrative expenditures incurred in
connection with the unemployment compensation program. The
amounts thus set aside are to be available for loans to a State
with a balance in its unemployment trust fund account which
falls below a specified level. If the amount in the loan fund ex-
ceeds $200 million, the ‘excess is to be distributed among the
States.

Public Law 746, approved August 31, 1954, amended the railroad
programs by increasing unemployment and sickness benefits and
malung various changes in tetirement benefits. Maximum taxable
earnings were increased under both programs from $300 to $350
per month (equivalent to the change made in the old-age and
survivors insurance program). An important benefit change was
to make aged survivor benefits payable at age 60 rather than at age
65.

INTERNATIONAL FINANCIAL AND MONETARY
DEVELOPMENTS

The twelve-month period under review was one of further
progress toward international financial stability. In the preceding
fiscal year many countries had adopted important fiscal and
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monetary measures for bringing about greater internal stability
in their economies, thus checking earlier tendencies toward infla-
tion. A number of other countries undertook similar programs
during 1953-1954. With a few exceptions, internal prices were
relatively stable, though in some instances there were declines,
which did not, however, interfere with levels of production and
employment. The level of world trade increased over the pre-
ceding year and the balances of payments of many countries,
especially in Europe, improved, so that they were able to accumu-
late monetary reserves. The combination of these factors pointed
toward a greater possibility of the resumption of currency con-
vertibility, and some important steps were taken inthis direction.

The United States balanceé of payments and gold movements

In the fiscal year the total exports of goods and services from
the United States amounted to $20.6 billion and imports to $16.1
billion, compared with $21.1 billion of exports and $16.3 billion'
of imports in the preceding fiscal year. Exports of goods and
services on commercial account in fiscal 1954 were $17.2 billion
and imports of goods and services on commercial account $13.5
billion. The balance-of-payments surplus of the United States on
commercial account was $3.7 billion. During the year the United
States exported military supplies and services, financed by mili-
tary aid, in the amount of $3.4 billion. United States military
expenditures abroad amounted to $2.6 billion. The United States
Government made net nonmilitary grants and payments amounting
to $1.7 billion and net Government loans of $96 million. Private
resources made net long-term dollar investments of $906 million,
and gifts and contributions of $454 million. As a net result of
these transactions the rest of the world gained a total of $1.9
billion in gold and dollar assets from the United States.

On June 30, 1954, the gold holdings and short-term dollar
resources of foreign countries (excluding international organiza-
tions and the U.S.S.R.) aggregated $24.0 billion, compared with
$21.7 billion at the close of the preceding fiscal year. The in-
creased gold and dollar reserves were largely in the United
Kingdom, Germany, other European countries, and Canada, though
there was a small increase in Latin America. Asiatic countries,
on the other hand, generally had smaller convertible reserves
(see table111). Net gold sales by the United States in fiscal 1954
amounted to $520 million, compared with $997 million in the
preceding year. Foreign countries, whose total transactions with
the United States resulted in increased holdings, for the most
part kept them in the form of dollar balances and short-term
investments. The total gold holdings of foreign countries outside
the Soviet sphere increased from $12.2 billion! to $13.3 billion.
At the close of the fiscal year the total gold holdings of the United
States amounted to $22.0 billion, approximately 59 percent of
the world total, including international organizations but excluding
the U.S.S.R.

I Revised.
1Including the gold holdings of the Bank for International Sertlements and the European Payments
Union, but excluding those of the International Monetary Fund.
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The United States Treasury continued to buy and sell gold at
the fixed price of $35 an ounce (with a one quarter of 1 percent
handling charge). The domestic and international importance of
the maintenance of this policy was reemphasized at the meeting
of the International Monetary Fund in September 1953, While no
changes in United States policy affecting the use of gold as a
means of international settlement were made in the course of
the year, the gold regulations were modified so as to simplify
administrative procedures and to reduce the reporting burden on
persons legally using, refining and dealing in gold for artistic,
professional, and industrial purposes. ‘

Movements toward convertibility

The major countries of the world have long agreed on the desir-
ability of international currency convertibility and greater freedom
for world trade. In the period since the war, howéver, most
countries have retained restrictions on international payments
and foreign trade transactions. With the exception of a.few coun-
tries, currency inconvertibility has been related to deficits in their
international transactions with other countries, particularly the
United States, while the deficits in themselves have been at least
in part the result of disparities in prices and production among
the trading nations.

In any general question of currency convertibility the United .
Kingdom is a focal point, since sterling is used as the means of
payment for a large part of the world’s trade and exchange trans-
actions, and the United Kingdom holds most of the gold iand dollar
reserves for the sterling area. In the course of the year sterling
showed improving strength in world markets. The reserves of the
United Kingdom increased and in the second half of the fiscal
year its balance of payments with the dollar area came close to
equilibrium.

In 1952 and 1953 the United Kingdom and the Commonwealth
countries had reached agreement upon the desirability of taking
- steps leading toward the achievement of full sterling convertibility
on current account transactions. In the course of the past year
the British Government continued discussions with the United
States Government, the Commonwealth countries, and important
European countries about the ways and means of accomphshmg
this end.

The Minister of Economic Affairs of the Federal Repubhc of
Germany and other German officials also discussed convertibility
and related problems with the officers of the Treasury at Washing-
ton. Official conversations with representatives of other countries
took place at various times, particularly in connection with the
annual meetings of the Board of Governors of the International
Monetary Fund. At the Ministerial Meeting of the Organization
for European Economic Cooperation at Paris in May 1954, there
was a discussion of the plans of the United Kingdom, the Common-
wealth of Nations, and of the continental European countries for
moving forward on convertibility of currencies. It was agreed to
establish a Ministerial Examination Group, which met in July in
London under the chairmanship of the Chancellor of the Exchequer,
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to continue study on convertibility and related problems. The Treas-
ury Under Secretary for Monetary Affairs with other officials of the
Government represented the United States in these discussions.

The President of the United States, inhis message to the Congress
of March 30, 1954, pledged this country’s supportfor the use of the
Fund's resources as a means of helping to maintain the exchange
values of currencies which might become convertible. At the same
time the President pointed out that initiative and responsibility for
convertibility rested mainly withthe countries undertaking this step.

At the meeting of the Governors of the International Monetary
Fund in September 1954 the principal subject for discussion was
the ‘‘prospects for convertibility.’' The Under Secretary of the
Treasury for Monetary Affairs reiterated the importance which
the United States attached to a broad movement to convertibility
as part of programs of sound domestic and international finance
and as a basis for increased private foreign investment. He noted
that the Fund's resources should be available to support converti-
bility and that effective programs of currency convertibility would
assure the revolving character of the Fund. Under convertibility
the Fund would have a still more important role in consulting
with its member countries, and it was suggested that the Fund's
policies could be made more effective if the members accepted
the permanent obligations under Article VIII of the Agreement
and relinquished their transitional privileges under Article XIV
(see exhibit 55). Governors from other countries supported the
objectives of convertibility and indicated that their countries
would, as soon as feasible, adopt appropriate measures. In their
discussion they also emphasized other related matters such as
appropriate trade policies, the need for increased foreign invest-
ment, and appropriate fiscal and monetary policies.

While the United Kingdom has not taken the definitive step of
formal convertibility, it has adopted some significant measures
preparing the way for possible later action. Thus, the regulations
affecting transferable sterling (i.e., nonresident sterling other than
that of American, Canadian, and blocked accounts) were greatly
simplified and, with a few exceptions, transferable sterling was
made available for capital as well as current account transactions
within the transferable account area. Continuing its policy of re-
opening London commodity markets for important internationally
traded basic materials, the United Kingdom added copper, sulphur,
hemp, and certain foodstuffs to the list of ‘‘convertible’'’ com-
modities which, as a rule, may be purchased without specific
license anywhere in the world and resold for sterling in any market.
The London gold market was also reopened, but only for nonresi-
dents of the sterling area, as a step toward restoring London to its
prewar position as a major world center for trade in gold.

Other countries also took stepstowardfreeinginternationaltrans-
actions by their nationals. In January 1954, South Africa announced
the termination of trade discrimination, althoughnondiscriminatory
restrictions on trade in many commodities were continued. After
the agreement on German debts came into effect in September 1953,
West Germany instituted a number of exchange relaxations dealing
with transfer of current earnings, liberalization of blocked ac-
counts, and simplification of payments mechanisms. In February
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1954, Germany also announced its first step in liberalizing dollar
imports with the freeing of one-third of the items in the German
customs list. In May, Belgium and the Netherlands announced the
abolition of restrictions on imports from the United States on an
extensive list of items, which previously were permitted to be im-
ported only from nondollar areas. In other countries there has been
some lessening of discriminations againstthe dollar area, indicative
of improved balance-of-payments positions. While these steps are
still far from currency convertibility, they represent movements
toward the elimination of trade discrimination, which would be one
of the principal international advantages of convertibility.

Foreign exchange problems and the International Monetary Fund

In the course of the year the International Monetary Fund agreed
to initial par values for the currencies of Burma, Jordan, and Haiti,
which had recently become members. It approved changes in the
par values of Chile, Paraguay, and Mexico, and also agreed to
significant changes in the foreign exchange systems of Brazil,
Chile, and Greece.

The International Monetary Fund and the United States Treasury
simultaneously took steps in February 1954 to assist Peru in main-
taining its foreign exchange system. The Peruvian exchange system
has been based on a convertible currency at a flexible, rather than
a fixed, rate with practically no restrictions on exchange transac-
tions. A reduced capital inflow, a decrease in exports, and other
pressures resulted in a severe depreciation of the sol. The
Secretary of the Treasury and representatives of Peru, on February
17, 1954, signed an agreement between the two countries, under
which the United States Exchange Stabilization Fund undertook to
purchase Peruvian soles up to the equ1valent of $12.5 million for
the purpose of smoothing out fluctuations in the sol-dollar rate of
exchange, if the occasion for such use should arise. At the same
time, -the International Monetary Fund. entered into a stand-by
arrangement whereby up to $12.5 million of the Fund's resources
would be made available to Peru for this purpose. Peru also ob-
tained a $5 million line of credit from a banking institution in the
United States to supplement these resources. A total of 330 million
was thus provided toassist Peruin maintaining its flexible exchange
system without imposing exchange restrictions (see exhibit 45).

On April 17, 1954, Mexico, after consultation with the Inter-
national Monetary Fund, devalued the peso from8.65to 12.50 pesos
to the United States dollar. The Fund at this time announced the
conclusion of a stand-by arrangement under which Mexico could
purchase up to $50 million in currencies from the Fund with
Mexican pesos, if needed, during the ensuing six months. The
Treasury Department also announced that the United States-Mexico
Stabilization Agreement, which provided for the purchase of
Mexican pesos by the United States Exchange Stabilization Fund up
to an amount equivalent to $75 million, would continue in effect
(see exhibit 46). The Mexican peso continued as a convertible
currency free of exchange restrictions.

The International Monetary Fund, in the course of the year,
agreed to various changes in the exchange systems of its member
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countries. Among the more important actions were the approval of
changes in the official exchange rate of the Greek drachma. In
April 1953, the rate had been adjusted from 15,000 to 30,000
drachmae per United States dollar. The Greek Government made.
further changes in its exchange system in May 1954, including a
revised denomination of its currency whereby the rate of 30,000
drachmae became a rate of 30 drachmae tothe United States dollar.
All other currency rates, prices, and claims were simultaneously
adjusted in this ratio. The Greek currency system has approached
practical convertibility, since most of the former restrictions were
eliminated as a result of the economic and monetary program of the
Greek Government, carried out with the advice of a currency com-
mittee on which a British and an American member served with
representatives of the Greek Government.

In July 1953, the International Monetary Fund and, under the
Philippine Trade Agreement, the President of the United States,
assented to the action of the Philippine Government continuing in
effect the Philippine exchange tax of 17 percent for an additional
period to June 30, 1954. This period was subsequently extended.

The shifts in the balances of payments of the member countries
of the Fund resulted in the course of the fiscal year in Fund cur-
rency sales equivalent to $225.8 million. It should be noted that
some of these sales involved the purchase, against payments in
their own currency by member countries, of sterling and
deutschemarks. During the year member countries repurchased
their own currencies from the Fund with gold and dollars amounting
to $192.8 million. .

Among the other actions of the Board of Governors of the Fund at
their annual meeting in 1954 were resolutions for the admission of
Afghanistan and the Republic of Korea to membership, and for the
termination of the membership of Czechoslovakia. In November
1953 the Fund Executive Directors declared Czechoslovakia ineli-

ible to use the Fund's resources, The governors voted to require

zechoslovakia to withdraw from membership, effective on
December 31, 1954, unless in the interim it supplied the Fund with
the information required under Article VIII, Section 5, and entered
into consultation with the Fund under Article XIV, Section 4, of the
Agreement.

Foreign investment, the Export-Import Bank, and the International
Bank

In the fiscal year ending June 30, 1954, the estimated volume of
American net private long-term dollar foreign investment was
$906 million. Of this amount $708 million was in the form of direct
investments by American business concerns. In addition about $800
million annually of earnings has been reinvested by foreign sub-
sidiaries of American concerns. At the end of the fiscal year the
estimated value of United States private foreign investments
(principally long-term) was $25.0 billion. About 68 percent of this
was in direct investments.

In addition to the investments of private American businesses and
individuals, foreign governments were obligated to the United States
Government for $11.8 billion (June 30, 1954) under various loan and
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credit agreements concluded mainly since the end of World War Il
These agreements included the settlement oflend-lease obligations;
the loan under the Anglo-American Financial Agreement; loans by
the Export-Import Bank; and obligations arising from the foreign
aid and mutual security programs ?see table 118). ]

The Export-Import Bank authorized new loans of $250.4 million
during the fiscal year. These loans were made to Latin American
countries, Japan, New Zealand, Afghanistan, and Portugal. Loans
were made for various types of capital equipment, cotton credits,
and economic development. During the year the Bank disbursed
$565.2 million on loan commitments made during the year and in
previous years. It received $350.3 million in repayments of prin-
cipal on loans. At the close of the year its total loans outstanding
and commitments on loans aggregated $3,206.2 million.

The International Bank for Reconstruction and Development in the
fiscal year 1954 made new loans of $324 million, primarily for
projects in the less developed countries of Latin America, Asia,
and Africa. Included were port and terminal facilities, highways,
and power projects. The Bank disbursed $302 million in dollars and
other currencies in the course of the year. Its total loan commit-
ments to the end of the period amounted to $1,914 m1lhon of which
disbursements were $1,406 million.

At the September 1954 meeting of the International Bank several
of the governors discussed the ‘‘Prospects for Private International
Investment.'’ The Secretary of the Treasury described the flow of
American private capital abroad and noted thatanincreased rate of
investment would require the growth of mutual confidence of inves-
tors and borrowers. Private investment abroad depernided upon
security of principal from the arbitrary actions of governments and -
the right of ready repatriation of principal and earnings. He noted
the importance of exchange restrictions, financial instability in the
capital-receiving countries, and the sometimes unfavorable attitudes
of their governments and people asdeterrentsto private investment
(see exhibit 54). Other governors noted that inflation and excessively
nationalistic policies in less developed countries deterred private
investment, while high rates of return.offered an attraction. There
was general agreement on the part of the governors that an im-
proved climate for investment and greater domestic and inter-
national stability were essential to the flow of capital desired by
the less developed countries, and several of the governors explained
the measures taken by their governments to attractforeign capital.
There was-alsoconsiderable discussionof the proposed International
Finance Corporation as a device for stimulating private foreign
investment. '

Problems of economic development and international capital in-
vestment were among the main topics discussed atthe Tenth Inter-
Amer.can Conference at Caracas, Venezuela, during March 1954,
at which the Treasury was represented by Under Secretary for
Mornetary Affairs Burgess, Assistant Secretary Overby, and staff
members. The conference reviewed problems of public and private
financing of economic development, raw materials prices andterms
of trade, export markets, trade restrictions, agricultural surpluses,
and technical cooperation. With a view toward achieving fuller
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agreement on the measures for solution of these problems, it was
decided to convene a meeting of Ministers of Finance or Economy
of the American States. This conference met in Rio de Janeiro in
November 1954. Secretary Humphrey headed the United States
delegation, which included the Under Secretary of State, Assist-
ant Secretary of the Treasury Overby, and staff of the Treas-
ury and State Departments as well as of other interested
agencies. '

Foreign Assets Control

The Foreign Assets Control Regulations,issued under authority of
Section 5(b) of the Trading With the Enemy Act, block property
in the United States in whichthere is any Communist China or North
Korean interest and prohibit all trade or other financial transac-
tions with those countries or their nationals. To prevent evasion by
false description of the origin of merchandise, the Control regula-
tions prohibit the unlicensed importation of various types of mer-
chandise chiefly imported from China in the past regardless of the
alleged place of origin. Licenses authorizing the importation of
Chinese-type merchandise are issued only upon satisfactory evi-
dence of their non-Communist-Chinese origin. To simplify admin-
istration and to reduce the burden onimporters, the Control entered
into agreements with the Governments of Hong Kong, Japan,
Nationalist China, the Republic of Korea, France, and the Federal
Republic of Germany under which these governments, pursuant to
agreed standards, certify the non-Communist-Chinese origin of
particular commodities. With these certifications, the commodities
may be imported into the United States under general licenses.
During the year a number of additional individual items became
available for certification under these agreements. '

The Control has pursued rigorous enforcement measures, in-
cluding successful criminal prosecutions, in dealing with the
violations of the regulations. Searches of mailaddressedto suspect
addresses in Hong Kong resulted inthe seizure of $250,000 believed
to be intended for persons in Communist China. The Control has
also blocked foreign bank accounts in the United States which had
been utilized in financing dollar transactions involving a Communist
Chinese interest to the extent that such interest existed.

The Transaction Control regulations administered by the Control
prohibit persons in the United States from purchasing, selling, or
arranging the purchase or sale of strategic commodities outside the
United States for ultimate shipment to the Soviet bloc. These regu-
lations supplement the export control laws administered by the
Department of Commerce.

In May 1954 the Secretary of the Treasury sold the component
parts of a sheet and strip steel mill owned by Czechoslovakia,
produced here but not yet shipped to that country. This steel mill
was blocked under Section 5(b) of the Trading With the Enemy Act.
An Argentine bid was the highest and represented a fair price for
the property sold. Assurances were given that the mill would be
used in the Argentine and would not be transshipped to any other
country. The proceeds of the sale have been deposited in blocked
accounts in several Federal Reserve Banks.
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SUMMARY OF PROGRESS IN
MANAGEMENT IMPROVEMENT

The tempo of the management improvement program during the
fiscal year 1954 is best reflected by an analysis of the improve-
ments and savings accomplished throughout the Department. A
conservative estimate of savings from projects completed during
the year or scheduled for installation at the end of the year amounted
to $20.9 million on an annual recurring basis.

In addition to the monetary benefits, the management improve-
ment program has produced manifold benefits inmany less tangible
areas such as: (1) Improved coordination and control resulting
from better organizational alignments; (2) better supervision and
increased employee utilization through executive development and
supervisory training programs; (3) simplification of work processes
by the preparation or revision of written operating procedures;
{(4) reduction in and prevention of lost time accidents by constant
activity in the safety program; (5) reduction in space requirements
through continuous appraisal and records disposal and retention pro-
grams; (6) more realistic action and elimination of unnecessary and
multiple review through proper delegations of authority and respon-
sibility; (7) aidtotop managementthroughimprovement of budgetary
and performance reporting; and (8} improved services to the public
through simplification of procedures and reporting requirements.

Total paidcivilian employmentinthe Department on June 30, 1954,
numbered 80, 893, a reduction of 4,597 from that of a year earlier.
(See table 119.)

A Treasury Management Committee was established for the pur-
pose of furthering in every way possible the Treasury's efforts to
improve and reduce the cost of its services. Composed of the top
administrative representative from each bureau, with the Adminis-
trative Assistant Secretary serving as chairman, the purpose of
the committee is to aid in the process of searching for better
means of conducting operations by suggesting ways to stimulate
interest and participation in management improvement, by advising
on and initiating plans to improve operations, and by serving as a
forum for the exchange of information. Alternates to the members
serve as a staff group withthe dual purpose of initiating matters for
attention of the committee and of studying and following-up on prob-
lems referred to it by the committee. .

Two management surveys were made during the year. A private
management engineering firm was engaged to conducta comprehen-
sive survey of the Bureau of Engraving and Printing. The survey
report was received shortly after the close of the fiscal year and
initial steps have been taken toward acting upon the recommenda-
tions. Another firm was engaged to make a survey of the organiza-
tion and general management of the Fiscal.Service. Work on this
survey was started in July 1954.

A Safety Advisory Committee was established with responsibility
for policy recommendations onand review of the departmental safety
program. A continuing program is maintained by the Fire and Safety
Council to stimulate interest and action at alllevels. The Treasury's
accident frequency rate! was 5.1 percent for the calendaryear 1953,
reflecting a slight reduction from the year before.

1 The number of disabling accidents per 1,000,000 man-hours worked,
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A Committee on Printing and Publication was reestablished to
exercise general supervision over all printing and binding originat-
ing in and procured for use of the Department. This committee is
responsible also for making recommendations regarding regula-
tions governing or affecting the general printing policies of the De-
partment.

There was more participation in the Treasury awards. ‘program
during the fiscal year 1954 than for any year since the fiscal year
1949. There were 3,073 suggestions received, and 686 adopted for
which case awards of $15,745 were paid. Estimated annual savmgs
resulting from adopted suggestions totaled $266,304. Salary in-
creases for superior accomplishment were grantedto 36 employees.
The Department also granted 9 individual and 7 group efficiency
awards to 45 employees under ‘‘'Title X,'" amounting to $6,014,
based upon demonstrable annual savings of approximately $369,536.
In addition, 2 exceptional and 10 meritorious civilian service honor
awards were granted

A critical review of motor vehicle equipment was conducted in
an effort to attain greater economy. and efficiency in operation and
maintenance. The total number of vehicles was reduced by 220 during
the fiscal year. Operating and maintenance expense averaged $.0412
per mile, a reduction of 8 percent compared with the year before,
while an average of 12.53 miles per gallon of fuel was attained, a
2.4 percent gain.

Continuation of the records management program resulted in the
destruction of 153,600 cubic feet of records and the transfer, to rec-
ords centers and archives, of 206,500 cubic feet of records. These
actions released approximately 45,000 4-drawer filing cabinets and
about 247,000 square feet of space for reassignment or reuse.

The following examples of specific managementimprovementac-
tions represent only the more significant areas in which savings
were identifiable. Hundreds of projects of alesser degree were com-
pleted. Many projects resulted in improving operations although
benefits. could not be measured in monetary terms. All, however,
contributed to the more effective and efficient organization and
management of the Department.

Provisions of the Customs Simplification Act 0of1953 (Public Law
243, approved August 8, 1953) made possible the institution of more
effective and efficient procedures such as thé adoption of modern
audit practices with respect to verification of liquidations of formal
entries; a revised procedure for spot-checking collectors® money
accounts by comptrollers, in lieu qf the 100 percent audit; and the
elimination of the requirement for issuance of touring permits for
automobiles owned by nonresidents being cleared at Canadian and
Mexican border ports. Annual savings are estimated at $390,000.

Standards were issued for the uniform ass1gnment of personnel
to Customs inspectional activities, resulting in more efficient utili-
zation of manpower. Annual savings are estimated at $275,000.

During the fiscal year, 66 major field offices of the Customs
Service were inspected resulting innumerous changes in procedures
and duty assignments and application of work productionstandards.
Annual savings are estimated at $114,000.

In the Bureau of Engraving and Printing installation of automatic
feeders on intaglio flat-bed presses used for printing currency
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eliminated the requirement for an assistant at each press. Annual
savings are estimated at $835,000.

Wet currency paper is now received at ‘the Bureau of Engraving
and Printing direct from the paper mill ina humidor package. This
eliminated the entire wetting operation and hand count previously
required and reduced the cost of paper by eliminating the drying
operation at the paper mill. Annual savings are estimated at
$359,000.

Offset printing is now used by the Bureau of Engraving and Print-
ing to produce the $25 denomination of Series E United States sav-
ings bonds instead of the more costlyintaglio printing process. An-
nual savings are estimated at $446,454.

The Bureau of Engraving and Printinginstalled: (1) anautomatic
package wrapping machine for cartoning postage stamps which re-
sulted in the elimination of 17 positions, in addition to providing a
better package; and (2) vacuumatic paper counting machines and
electronic note counters that replaced manual operattons Annual
savings are estimated at $68,100.

Further consolidations and improvements in central accounting
functions put into effect by the Bureau of Accounts included mech-
anizing . certain posting operations; shifting additional work to
punch cards; discontinuing teletype reporting system for obtaining
daily receipt and expenditure data; and consolidating two tabulating
equipment installations which reduced rental costs. Annual savings
are estimated at $65,600.

A further reduction of approximately one-half centinthe unit cost
of issuing checks was accomplished by the Division of Disbursement
principally through the utilization of newly developed equipment. An-
nual savings are estimated at $682,900.

Revised procedures for the retirement of United States savings
bonds eliminated the greater portion of detail work performed in
Federal Reserve Banks by the centralization of such work into the
three regional offices of the Register of the Treasury, Bureau of
the Public Debt, resulting in substantial economies in personnél,.
equipment, space, and other related items. Annualsavings are esti-
mated at $800,000.

The sale was discontinued of United States savings bonds by post
offices in localities where other issuing facilities are available.
Provision has been made for sale of these bonds in such areas by
commercial banks at no cost tothe Government. Annual savings are
estimated at $1,800,000.

The project of changing from paper checks to card checks for
Government expenditures, involving the combined efforts of the Bu-
reau of the Budget, the General Accounting Office, and the Treasury
Department, has been continued and extended to additiona! accounts.
Check payment operations in the Office of the Treasurer of the
United States are more economical when card checks are used.
Annual savings are estimated at $112,000.

- Decentralization of the Internal Revenue Service was completed
during the year. Operational activities carried oninthe national of-
fice were decentralized to field offices, to the extent practicable.
Major activities whichhave beendecentralizedinclude: Postreview
of audited tax returns; housing of corporation income tax returns;
processing of certain applications for inspection of returns and re-
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lated documents; control and service procedures relating to bank-
ruptcy, receivership, and other debtor cases; processing of certain
offers in compromise; and certain administrative functions. Annual
savings are estimated at $3,500,000.

Better utilization of personnel has been effected in the Internal
Revenue Service. More effective and efficient collection methods
have been devised which free collection officers from much routine
paperwork, increase their productive capacity, and accelerate the
collection of delinquent accounts and the securing of delinquent re-
turns. The practice of detailing substantial numbers of high-salaried
technical personnel to assist on processing returns during the filing
period has been discontinued. In addition, the Taxpayer Assistance
Program was revamped to carry out new policies and objectives
of continued essential service to the public. Annual savings are
estimated at $4,926,000.

. A revised plan for the systematic examination of tax returns of
the principal racketeers has resulted in making a substantial num-
ber of revenue agents and special agents available for other inves-
tigative work. Annual savings are estimated at $1,837,000.

The practice of shipping coins by armored car or truck was

adopted where practicable, by the Bureau of the Mint. Annual sav-
ings are estimated at $250,000.
- In the United States Coast Guard, economies have been made by
transferring or discontinuing certain shore establishments. Three
loran stations were transferred to Canada in return for an agree-
ment providing for continued operation by that country; the supply
depot at Cleveland, Ohio, was moved to the Navy Supply Depot at
Great Lakes, Ill.; one radar beacon station was transferred to the
Navy; and, six radar beacon stations were disestablished. Annual
savings are estimated at $380,700.

A reorganization of the headquarters staff of the United States
Savings Bonds Division, which was regrouped and consolidated into
four major branches, eliminated program specialization and reduced
administrative costs. Annual savings are estimated at $125,000. '

CHANGES IN ORGANIZATION

A Treasury-sponsored bill providing.for two new statutory posi-
tions in the Department of the Treasury, an Under Secretary for
Monetary Affairs which replaced the position of Deputy to the Sec-
retary, and an additional Assistant Secretary, became Public Law
516 (68 Stat. 496) on July 22, 1954. The same act abolished the
positions of Assistant Treasurer of the Umted States and Assist-
ant Register of the Treasury.

The duties of the Under Secretary for Monetary Affairs, as pre-
scribed by the Secretary of the Treasury, relate to public debt
operations and to monetary affairs, and include general supervision
over the functions assigned to the Assistant Secretary who super-
vises the Office of International Finance (including the Foreign As-
sets Control), the United States Savings Bonds Division, and the
Office of the Comptroller of the Currency; over the functions as-
signed to the Fiscal Assistant Secretary which include the super-
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vision of the Fiscal Service; and over those assigned to the new
Agsgistant Secretary relating to some of the remaining functions of
the Reconstruction Finance Corporation and its liquidation.

At the time the lending authority of the Reconstruction Finance
Corporation was terminated by the act approved June 30, 1953
(67 Stat. 240), effective September 28, 1953, certain functions of
the Corporation were transferred to the Secretary of the Treasury.
The Corporation, acting for the Secretary of the Treasury, ad-
ministered these functions until June 30, 1954, under the direction
of the Administrator, who was appointed Special Assistant to the
Secretary for this purpose. -

The supervision of these functions, together with those relating
to the liquidation of the Corporation with which the Secretary of
the Treasury previously had been charged under Section 10 of the
Reconstruction Finance Corporation Act, as amended (15 U.S.C.
609), was assigned to the new Assistant Secretary. For adminis-
tration of these functions, which includes the carrying out of cer-
tain lending provisions under Section 409 of the Federal Civil De-
fense Act of 1950 and Section 302 of the Defense Production Act of
1950, as amended, there was established on July1l, 1954, in the Of-
fice of the Secretary of the Treasury the Office of Defense Lending !
of which the new Assistant Secretary serves as Director. He also
serves as Administrator of the Federal Facilities Corporation which
was organized on July 1, 1954, to take over the tin and synthetic
rubber programs of the Reconstruction Finance Corporation. (See
exhibit 68, Order No. 181.)

BUREAU OF THE COMPTROLLER OF THE CURRENCY 2

The Bureau of the Comptroller of the Currencyis responsible for
the execution of laws relating to the supervision of national banking
associations. Duties of the office include those incidentto the forma-
tion and chartering of new national banking associations, the exami-
nation twice yearly of all national banks, the establishment of
branch banks, the consolidation of banks, the conversion of State
banks into national banks, recapitalization programs, and the is-
suance of Federal Reserve notes.

Changes in the condition of active national banks

The total assets of the 4,842 active national banks in the United
States and possessions on June 30, 1954, amounted to $108,914
million, as compared with the total assets of 4,881 banks amounting
to $103,711 million on June 30, 1953, anincrease of $5,203 million
during the year. The deposits of the banks in 1954 totaled $99,645
million, which was $4,896 million more than in 1953. The loans in
1954 were $37,782 million, exceeding the 1953 figure by $1,245

1 Treasury Department Order No. 181-3, dated and effective December 7, 1954, established the Of-
fice of Production and Defense Lending and the Defense Lending Division and abolished the Office of
Defense Lending. The new Officeand the new Division are under the supervision of the new Assistant
Secretary.

2 More detailed information concerning the Bureau of the Comptroller of the Currency is contained
in the separate Annual Report of the Comptroller of the Currency.



70 1954 REPORT OF THE SECRETARY OF THE TREASURY

Abstract of reports of condition of active national banks on the date of each report from June 30, 1953, to

June 30, 1954

[In thousands of dollars])

June 30, 1953 {Sept. 30, 1953| Deec. 31, 1953 Apr. 15, 1954| June 30, 1954
(4,881 banks) [(4,871 banks) | (4,864 banks)| (4,848 banks)| (4,842 banks)
ASSETS
Loans and discounts, including .
OVErdraftiSeeceeerssnercocnoncns 36,537,355 37,049,337 37,944,146 37,703,648 37,782,386
U. S. Government securities
direct obligationSeeesesessness 33,025,310 35,287,324 35,563,334 34,560,499 35,835,931
Obligations guaranteed by U. S.
GOVErnmentseeeeseesessossocnaes 23,744 25,429 25,429 26,997 26,424
Obligations of States and
political subdivisions.e.seesss 6,218,735 6,346,681 6,330,265 6,783,450 6,954,581
Other bonds, notes, and
debentUTES e setrasensnaresnasas 2,066,839 2,035,365 2,086,723 1,936,535 1,905,204
Corporate stocks, including
stocks of Federal Reserve Banks 200,901 201,809 204,482 209,664 210,936
Total loans and securities.. 78,072,884 80,945,945 82,154,379 81,220,793 82,715,462
Cash, balances with other banks, .
including reserve balances, and
cash items in process of col-
1eCtioNeeearesersorasannscnrans 24,343,646 24,030,168 26,545,518 24,203,082 24,699,908
Bank premises owned, furniture
and [iXtUreS.isevecrcrevnensses 776,291 796,042 807,527 838,088 847,463
Real estate owned other than bank
PreMiSeSeessrerasvssscesasanane 23,775 25,033 30,811 18,213 18,565
Investments and other assets in-
directly representing bank
premises or other real estate.. 58,911 59,610 51,650 51,117 52,610
Customers' liability on accept- .
S BNCESieceetesttstrtarsorercenen 122,472 171,489 191,856 195,612 175,054
Income accrued but not yet col-
lectedeeesssoserssososansoncion 183,772 210,141 216,485 217,938 253,115
Other assetS.cesvesntenscrsescaes 129,525 120,762 118,473 154,054 151,438
Total assetSiescresesceessss| 103,711,276 106,359,190 110,116,699 106,898,897 108,913,615
LIABILITIES
Demand deposits of individuels,
partnerships, and corporations. 53,369,383 53,791,070 56,614,391 53,886,291 53,784,450
Time deposits of individuals,
partnerships, and corporations. 22,285,848 22,548,572 22,863,011 23,424,828 23,978,113
Deposits of U. S. Government and
POStal SAVINESeessessovaveranns 2,486,392 3,873,352 2,830,669 2,480,414 3,627,105
Deposits of States and political
SUDAiviSiOoNS.esseecaorcncnsanss 6,627,528 6,222,445 6,793,634 6,917,357 7,063,425
Deposits of banks.. PR RN 8,596,634 8,881,040 10,155,942 9,143,411 9,752,516
Other deposits (certified and
cashiers' checks, etc.)oveeress 1,383,168 1,301,283 1,689,586 1,477,337 1,439,122
Total depositSemecesesccanss 94,748,953 96,617,762 100,947,233 97,329,638 99,644,731
Demand depositSeeeeceses 70,774,840 72,362,237 76,189,784 71,639,048 73,280,391
Time AepPOSitSevevrrvssss 23,974,113 24,255,525 24,757,449 25,690,590 26,364,340
Bills payable, rediscounts, and
other liabilities for borrowed
money. . seeesnrraracsioeees 45,510 483,231 14,851 319,466 28,751
Mortgages or other liens on bank 1 E
premises and other real estate. 206 196 190 341 434
Acceptances outstanding.......... 133,223 179,551 203,910 205,972 182,799
Income collected but not yet
Qarned.saseecesersossasansennns 314,745 324,77 320,592 319,647 310,814
Expenses accrued and unpaid. 389,395 500,102 491,117 489,048 407,537
Other 1iabilitieS.ciesesseseesass 840,520 897,728 729,290 614,645 633,649
Total liabilitieS..ceceuses. 96,472,552 99,003,344 102,707,183 99,278,757 | 101,208,715
CAPITAL ACCOUNTS
Capital stock. 2,264,629 2,273,883 2,301,757 2,352,681 2,371,078
SurplusSeeeseas 3,410,122 3,425,699 3,523,443 3,608,648 3,645,330
Undivided profitS.ceceesescacases 1,296,655 | 1,387,126 1,310,761 1,385,346 1,404,866
Reserves and retirement account
for preferred StoCKesseeseeesas 267,318 269,138 273,555 273,465 283,626
Total cepital accountS...... 7,238,724 7,355,846 7,409,516 7,620,140 7,704,900
Total liabilities and cap-
ital 8ccouUntSeveeosvasesss| 103,711,276 106,359,190 110,116,699 106,898,897 108,913,615




ADMINISTRATIVE REPORTS 71

million. Securities held totaled $44,933 million, an increase of
$3,397 million during the year. Capital funds of $7,705 million
were $466 million more than in the preceding year.

The assets and liabilities of the active national banks are shown
in the preceding statement.

Summary of changes in number and capital stock of national banks

The authorized capital stock of the 4,842 national banks in exist-
ence on June 30, 1954, consisted of common stock aggregating
$2,367 million, an increase during the year of $102 million, and
preferred stock aggregating $5 million, a decrease duringthe year
of $1 million. The total net increase of capital stock was $101
million. During the year charters were issued to 20 national banks
having an aggregate of $5 million of common stock. There was a
net decrease of 42 in the number of national banks in the system
by reason of voluntary liquidations, statutory consolidations and
mergers, and conversions to and mergers or consolidations with
State banks under the provisions of the act of August 17, 1950
(12 U.S.C. 214).

More detailed information regarding the changes in the number
and capital stock of national banks in the fiscal year 1954 is given
in the following table.

Organizations, capital stock changes, and liquidations of national banks, fiscal year 1954

Number Capital stock
of
banks Common Preferred
Charters in force June 30, 1953, and authorized capital stock!..... 4,884 | 82,264,317,563 |  $5,668,200
Increases:
Charters issuUed.....covuiveiinecniinceniecernenonnnss teeeeseaianas 20 4,903,000) ..ovonsnnn.
Capital stock: .
155 cases by statutory Sale......ciueiivniieissniennenneniinns 33,109,154
283 cases by statutory stock dividend 66,344,731
9 cases by stock dividend under articles of association. 327,500
16 cases by statutory consolidation........ceevvens 10,229,950
& cases by statutory merger.. 1,318,815
1 case by conversion of preferred stock. 12,000
Total INCIeaSeS. uuvareireereneircoersassessoenserones . 20 116,245,150
Decreases:
Voluntary liquidations.. 34 5,420,000
Statutory consolidations..... 0] eiiiiiinnas .
Statulory mergers...cocea.. een .. i
Conversion into State bank..... PN . 1 © 35,000
Merged or consolidated with State banksS.,.....vevevviuiinannenes 10 7,689,100
Capital stock:
1 case by statutory reduction.......v.viviennrrnrannsananan,s 8,750 tiiievanen.
3 cases by statutory consolidation 385,0001 ... .
3 cases by statutory merger.. 255,000 100,000
23 cases by retirement......iciiieieiiiiiniiieiriiiiiaiiiiens [eiieeiiene [ ciiann PPN 776,380
Total QeCTeaSeS.uurvtenefeereennnsesnnaconnacssnnsnnanss 62 13,792,850 876,380
L 13- Y -42 102,452,300 -876,380
Charters in force June 30, 1954, and authorized capital stockl...... 4,842 | 2,366,769,863 4,791,820

! These figures differ from those in the preceding table. June ‘30, 1953, figures.include 1 newly chartered
bank not yet open for business; 1 bank in process of merging or consolidating with a State bank under pro-
visions of the act of Aug. 17, 1950 (12 U.S.C. 214); 2 banks in process of going into -voluntary liquidation,
and exclude 1 bank consolidated with another national bank at close of business June 30, 1953, under provi-
siong of the act of Nov. 7, 1918, as amended (12 U.S.C. 33, 34). June 30, 1954, figures include 1 newly
chartered bank not yet open for business; 1 bank in the process of going into voluntary liguidation, and
exclude 2 banks consolidated with other national banks at close of business June 30, 1954, under provisions
of the act of Mov. 7, 1918, as amended.
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'BUREAU OF CUSTOMS

The principal functions of the Bureau of Customs are the assess-
ment and collection of duties and taxes on imported merchandise
and baggage; prevention of smuggling, undervaluations, and frauds
on the customs revenue; apprehension of violators of the customs
and navigation laws; entering and clearing of vessels and aircraft;
issuing of documents and signal letters to vessels of the United
States; admeasurement of vessels; collection of tonnage taxes on
vessels engaged in foreign commerce; supervision of thedischarge
of imported cargoes; inspection of international traffic; control of
the customs warehousing of imports; determining and certifying
for payment the amount of drawback due upon the exportation of
articles produced from duty-paid or tax-paid imports; enforcement
of the antidumping and export control acts; regulation of the move-
ment of merchandise into and out of foreign trade zones; and en-
forcement of the laws and regulations of other Government agencies
affecting imports and exports.

Collections by Customs Seryice

Total revenue collected by Customs in the fiscal year 1954 was
over $801 million as compared with $829 million in 1953, a de-
crease of 3.4 percent. The total includes not only customs collec-
tions but also certain internal revenue taxes for the Internal Rev-
enue Service and some collections for the Public Health Service
and other governmental agencies.

Customs collections alone amounted to $567 million, a decrease
of over 8.6 percent from the previous year's total of $620 million.
They consisted of collections of duties, tonnage taxes, and fines
and penalties for the violation of customs, navigationlaws, etc. The
decrease in customs collections.in 1954 was partially offset by an
increase in collections by Customs of internal revenue taxes on im-
ported liquors, wines, perfumes, etc., which amounted to $235
million in 1954, or 12 percent more than the $210 million col-
lected in 1953.

Of the customs collections, all but $43% million were derived
from duties (including import taxes) levied on imported merchan-
dise. The source of duty collections by type of entry is shown in
table 11 and by tariff schedule in table 92. Since the data in the
latter are restricted to commercial importations, the totals shown
are somewhat smaller than the duties collected on all types of
dutiable merchandise and correspond roughly to duties collected
on consumption entries and on warehouse withdrawals.

In 1954, more than one-half of all imports into the United States
were duty free and included some commodities imported free for
Government stockpile purposes or authorized by special acts of
Congress for free entry although dutiable under the Tariff Act of
1930, or taxable under the Interna.l Revenue Code, such as copper
and iron and steel scrap. The 443 percent which was dutiable con-
stituted the basis of customs duties on imports.

In only two months of the fiscal year 1954, July and November,
were customs duties at a higher level than for the corresponding
months of 1953. The decline in duty collections was greater pro-
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portionately than the decline in the value of dutiable imports which
amounted to $4.6 billion in 1954, as compared with $4.8 billion in
the previous fiscal year.

Collections by customs districts.--Of the 44 customs districts
in which collections are covered into the Treasury of the United
States, only 18 reported larger collections of customs thanin 1953.
The collections for each customs district are found in table 91.

Collections by commodities.--Only six of the fifteen schedules

-in which dutiable commeodities are listed in the Tariff Act showed
increases in duty collections and with the exception of wood prod-
ucts, alcoholic liquors, and cotton goods, theseincreases were very
small. Moreover, the duty yield on the group of free-list com-
modities taxable under the Internal Revenue Code, which con-
sisted mostly of petroleum products in 1954, declined sharply
by reflecting the first full year’s application of reduced rates on
petroleurn and its products under the Venezuelan Trade Agree-
ment which became effective in October 1952.

As in the previous two years, imports of metals and metal prod-
ucts were the largest single source of customs revenue, amountmg
to 23 percent of the total duty collections in 1954 and 22 percent in
the preceding year. Of the commodities in this schedule, ferric
alloys such as tungsten, manganese, etc., electrical machinery,
lead, and zinc yielded increased revenue, while the revenue from
metal tubing, watch movements and parts, automobiles, and ma-
chinery’ (other than electrical) was less than in 1953. The agricul-
tural schedule ranked second, the sundries schedule third, and the
wool . schedule fourth as a source of revenue in 1954, the last
dropping from second place in the previous year. Most of the
decline in collections under the wool schedule was -due to a sharp
reduction in imports of unmanufactured wool on which the revenue
declined from $56 million in 1953 to $29 million during the past
year. Under the sundries schedule, the chief sources of revenue
were laces and embroideries, precious stones, jewelry, and toys.

Table 92 gives the value of and duties collected on dutiable and
taxable imports for consumption in the fiscal years 1953 and 1954.
Tables 94 and 95 show the value of and the duties collected on im-

" ports for consumption in the calendar years 1943 to 1953 and

monthly from January 1953 to June 1954. The trends in value and
duty yield for goods dutiable at spec1f1c rates, at ad valorem rates,

and at compound rates are shown in table 93.

Collections by countries of origin.--The d1m1mshed value of
imports and the lower yield in duties, noted in the commodity
groups, was noted also for most of the leading countries sending
imports to the United States. For the third successive year, the
United Kingdom outranked Canada as the largest source of customs
revenue, although collections on imports from each were slightly
smaller than in 1953. )

The greatly diminished imports of wool were reflected in sharp
declines in the revenue derived from imports from Argentina,
Uruguay, Australia, and New Zealand.

Table 96 shows the value of imports for consumption and the
duties collected thereon by the principal countries for the fiscal
years 1953 and 1954.
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Extent of operations

Movement of persons.--For the first time in thirteen years,
fewer persons entered the United States during 1954 than in the
previous year, reversing the upward trend which began in 1942
and continued at an accelerated rate in the years following World
War II. For the fourth successive year in airplane history, the
number of passengers arriving from abroad exceeded the million
mark and for the fifth successive year, the number of passengers
arriving at the New York City international airports exceeded those
arriving at the Miami airports.

Table 98 shows the various types of vehicles and persons enter-
ing the United States during the past two fiscal years, and table
99 shows the number of airplanes and passengers arriving in each
of the customs districts for which this type of travel was im-
portant.

Entries of merchandise.--Despite a decline in the value of
dutiable imports and in the amount of duties collected, the number
of merchandise entries was slightly greater in 1954 than in the
previous year. This was due entirely to an increase in the number
of baggage entries and of ‘‘all other entries,’’ since the number of
consumption and warehouse entries and warehouse withdrawals,
which constitute the chief source of commercial importations,
declined. The number of each type of entry for the past two fiscal
years is shown in table 97.

Drawback transactions.--Drawback which is allowed on the ex-
portation of merchandise manufactured from imported materials and
for certain other export transactions usually amounts to 99 percent
of the customs duties paid at the time the goods are entered. More
than 95 percent of the drawback allowed in 1954 was due to the
export of products manufactured from imported rawmaterials. The
principal imported materials used in the manufactured exports in
1954 were watch movements, lead ore, tobacco, sugar, petroleum,
aluminum, and zinc.

Tables 100 and 101 show the drawback transactions for the fiscal
years 1953 and 1954. The amount of drawback allowed, as shown
in table 100, does not correspond exactly with the drawback pay-
ments shown in table 101 since not alldrawbacks certified for pay-
ment are paid during the same fiscal year.

Appraisement of merchandise.--The decline in imports of for-
eign merchandise was reflected in the number of invoices and in
the packages examined at appraisers' stores. There were 1,472
thousand invoices handled in 1954 as compared with 1,507 thousand
in the previous year. An even sharper decline was noted in the
number of packages examined, from 704 thousand in 1953 to 645
thousand in 1954. This greater proportionate decrease in the num-
ber of packages examined was probably due to the streamlining of
the procedure for ordering examinations. The number of invoices
received serves as a general indicator of examiners’ technical
workloads for, despite the decline of 2 percent from the peak year
in 1953, the load continued practically as heavy as the average in
the last four years. Problems in determining both advisory classi-
fication and appraised value continued high as shown by requests
by appraising officers for 968 foreign inquiries which require an
investigation in the country of production in order to obtain the
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technical information needed. This number is somewhat less than in
" the two preceding years, but almost twice that of 1951 and prior
years.

Customs Information Exchange.--The activities of the Customs
Information Exchange, as shown by the number of reports received
and disseminated to appraising officers during the fiscal year, were
slightly less than in 1953, but were equal to or greater than in
previous years. Appraisers’ reports of value and classification,
covering a cross section of importations of merchandise received
at each port, totaled 55 thousand in 1954 compared with 60 thousand
in 1953.

The number of such reports, however, was reduced as a result
of the introduction of a waiver procedure put in operation at the
beginning of the fiscal year 1954. This procedure provided that,
if no importation of such merchandise was reported at any other
port, a waiver be granted making it unnecessary to send in further
reports of this type of merchandise. Over 10thousand waivers were
granted during 1954. These reports of value or classification indi-
cate the relative number of commodity items received at any given
port for the first time, as well as regular items received at new
prices or subject todifferent terms of sale than previous shipments.

Differences in value and classification indicate the number of in-
stances where entries varied at different ports either in value or
classification and in which additional study and analysis were re-
quired before establishment of a uniform price or rate. Price
changes and changes in marketing methods continued high, as in-
dicated by the 5,232 reports of value differences in 1954, as com-
pared with 6,135 in the previous year.

The number of classification differences, which indicates the
relative number of new commodities received, totaled 5,025 in
1953, and 3,704 during the past year.

Antidumping, countervailing duty, and convict labor enforce-
ment.--Complaints of dumping under the Antidumping Act during
the fiscal year 1954 were 56 percent greater than in 1953, and
complaints under the countervailing duty statute increased 133
percent over those in 1953. During the year adjustments were made
in rates of countervailing duties assessable on British silk and
silk articles and Uruguayan wool tops to reflect changes which have
occurred since issuance of the original order. One finding of the
use of convict labor and no findings of dumping were made. Steps
have been taken to speed up action on these cases and reduce the
backlog.

Technical services.--This branch of the Customs Service fur-
nishes chemical, engineering, and other scientific and technical
information; provides proper weighing and gauging equipment;
designs and oversees the construction of border inspection stations;
and directs the field operations of customs laboratories.

The laboratories analyzed 100 thousand samples during each
of the past two fiscal years, more than half of which consisted of
ores and metals, sugar, and wool. The majority of the samples
were ‘‘import'' samples of dutiable merchandise analyzed to
develop and report facts needed for tariff purposes.

In addition, the laboratories analyzed 3,662 samples taken from
customs seizures, mostly narcotic drugs and other prohibited
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articles; 205 from merchandise to be exported from the United
States upon which claims for drawback are to be compared or
verified; 864 from preshipments (new types of merchandise)
analyzed to develop facts on which to base the tariff classification
of such new goods intended for shipment to the United States; and
3,287 for other Government agencies, of which 2,601 were samples
of critical and strategic materials representing Government pur-
chases for stockpile purposes to determine whether or not the
materials met contract specifications.

Statistical quality control on sample weighing operations by
making analyses of the cargo sample weighing data to assure that
accuracy and precision were within the control limits was con-
tinued in 1954. There were 891 such weighing operations, including
607 cargoes of raw sugar, 87 of refined sugar, 2 of wool, 21 of
rayon, 166 of cigarette tobacco, and 8 of other merchandise.

Export control.--As a result of combining export control functions
with other customs operations on July 1, 1953, the control was
more effective and there was a considerable saving in manpower.
The number of seizures for export control violations increased
from 223 in the fiscal year 1953, to 484 during the fiscal year
1954, a rise of 117 percent.

The United States is one of 14 western nations participating in
an international export control program. During the fiscal year
1954, as the result of visits to France and Italy by United States
Technical Export Control Missions and visits to.the United States
of Export Control Missions from France, Germany, Belgium, and
Italy, considerable progress was made in developing a uniform
customs procedure to assist participating countries in preventmg
the diversion of strategic materials.

The following table shows the volume of export control activities
during the fiscal years 1953 and 1954.

Percentage
Activity 1953 1954 inerease, or
decrease (-)

Export declarat‘ions authenticatedseseeesvseonsscsvorosssees 4,235,167 3,933,597 -7.1

Shipments examined..cceeseocceses . 664,113 . 761,359 14.6
Number of SeizureS.sesseesecess B 223 484 117.0
Value Of SeizureS.eeeecesessssscessoessorscoreressosssarans $385,269 $359,469 . -6.7
Export control employeeS...ccesesssesvssscecscncvonscssccas 324 234 -27.8

Protests and appeals.--Fewer protests were filed in 1954 by
importers against the rate and amount of duty assessed and other
actions by the collectors than during the preceding year. Appeals
for reappraisement filed by importers who did not agree with the
appraisers as to the value of the merchandise continued the declme
begun in 1953.

The following table shows the number of protests and appeals
filed and acted upon in the fiscal years 1953 and 1954.
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Percentage
Protests and appeals 1953 1954 increase, or
decrease (-)

Protests:
Filed with collectors by importers.......... essesrseees 32,549 28,039 -13.9
Allowed by collectors .o 1,960 2,216 13.1
Denied by collectors and forwarded to customs court.. 20,387 21,248 4.2
Appeals for reappraisement filed with collectors..... coees 9,244 7,848 ~15.1

Marine activities.--The security classifying of entry and clear-
ance records of Military Sea Transportation Service vessels was
discontinued. Classified records were declassified pursuant to
Executive Order No. 10501 of November 5, 1953 (18 F.R. 7049).
Separate recording and numbering of manifests for such vessels
also was discontinued.

The following table shows the number of entrances and clearances
of vessels in 1953 and 1954.

Percentage
Vessel movements 1953 1954 increase, or
decrease (-)

Entrances:

Direct from fOreign POrtS.useeccececareosssrasesssoscse 49,464 48,499 -2.0
Via other domestic ports..... P veesrases PO 25,680 32,576 26.9
TOt8lesesoeesassosssconaces voeasssns seecesesesvencnes 75,144 81,075 7.9
Clearances: -
Direct to foreign ports 45,039 43,981 2.3
Via other domestic ports 23,475 27,076 15,3
Totalieesoss Secisacsesrrestseretestssorsarrronrsanran . 68,514 71,057 3.7

The Bureau participated in the drafting of enabling legislation
to give effect to the International Convention for the High Seas
Fisheries of the North Pacific Ocean, signed at Tokyo on May 9,
1952. The legislation was enacted on August 12, 1954, as Public
Law No. 579, 83d Congress. The Bureau is one of the enforcement
agencies under the act, which provides penalties against United
States, Canadian, and Japanese fishing vessels and fishermen
found engaged in fishing in waters of the high seas from which the
respective governments involved have agreed to abstain.

The Bureau cooperated with the Department of Justice in the
settlement of litigation for forfeiture under statutes administered
by the Bureau of several tankers alleged to be controlled by aliens
rather than citizens. The vessels were seized at the request of
the Department of Justice prior to the filing of libels for forfeiture
in the District Courts of the United States. Under the settlement,
some 19 vessels, all large tankers or dry cargo vessels, five of
which were under Panamanian registry and outside the United

339256 O - 55 -7
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States, were declared to be forfeited to the Government. A sub-
stantial sum of money also was paid to the United States.

At the end of the fiscal year, negotiations were proceeding
through the Department of Justice to effect similar settlements
of matters being litigated.

The Maritime Administration, which had been allocating vessels
to private concerns for operation in the Korean war effort under
bareboat charter arrangements, changed many such allocations to
general agency agreements. Under such agreements vessels were
found to be more often exempted from payment of tonnage tax,
and the percentage of refunds authorized increased.

The decrease in activities in Korea incident to the cease-fire
agreement resulted in a substantial decrease in entries and pay-
ments of tonnage tax. Hence, the overall number of applications
for refunds decreased.

A waiver was granted under the act of December 27, 1950 (64
Stat. 1120), to permit the clearance of certain vessels under the
control of the Military Sea Transportation Service for unnamed
destinations and clearance of any vessel with Department of Defense
cargo on the basis.of a manifest which describes such cargo only
in terms of approximate quantity. The waiver has facilitated the
movement of defense materials and vessels, with less paperwork
and increased security. -

Waijvers were also granted to authorize the issuance of a pro-
visional certificate of registry to a vessel purchased abroad
without the usual 6-months’ expiration provision if the vessel
was to be maintained abroad; to permit the transportation of
certain personnel of the Department of the Navy and the Department
of Commerce and of merchandise between the Swan Islands and
ports in the Florida district; and to permit the documentation of
four vessels without compliance with the requirements of Section
496, Title 46, United States Code, for the issuance of certificates
of inspection by the United States Coast Guard.

As in previous years, special legislation authorized the use of
Canadian vessels for a limited period in certain portions of the
coastwise trade in Alaska. Similar special legislation authorizing
the use of Canadian vessels in transportingironore between United
States ports on the Great Lakes, which has been enacted annually
for some years, was not enacted for this fiscal year.

The Bureau has continued the work oftranslating the admeasure-
ment regulations of the principal maritime nations with the object
of determining which have adopted a mode of admeasurement
similar to that of the United States. The translation, which it is
anticipated will be completed before the end of the fiscal year
1955, will permit the Bureau to commence the formidable task of
comparison with the United States rules to determine the major
points of difference. The result will have an important bearing
on the recognition accorded foreign admeasurement systems by
the United States and will also provide a necessary basis for
approaching the problem of international uniformity.

Developments in the direction of uniformity of tonnage calculations
on an international level are being studied with a view to deter-
mining their effect upon the United States system. Although the
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Department did not send an observer to the international conven-
tion of tonnage experts in Paris this year, the meeting was re-
ported through a representative of the Embassy in London.

Many decisions during the year reflected the current trend
toward specialization of vessel design and construction. Legis-
lation (S. 2814, 83d Cong., 2nd Sess.) was proposed by the Depart-
ment to insure a more equitable deduction for propelling-machinery
spaces in the case of a vessel with an engineroom aggregating 13
percent or less of its gross tonnage. Although the bill was not
enacted into law, enactment of a similar bill will be sought in the
next Congress in order to avoid penalizing the efficiency of modern,
compactly designed engineroom spaces. Great Britain and several
foreign countries have taken like action and others may be expected
to do so.

An exchange of correspondence with the Suez Canal Company
provided the Bureau's admeasurement staff with several changes
of interpretation of the Suez Canal Admeasurement Rules. These
have been made available to the shipping industry and should
result in more economical transiting operations.

The marine document of a United States vessel engaged in trade
with foreign countries is valid until surrendered. The licenses
of vessels engaged in coastwise trade or fishing must be renewed
each year. The mortgaging or change of ownership of vessels
also requires the certification and issuance of various documents.

The following table shows the volume of marine documentation
activities during the fiscal years 1953 and 1954.

Percentage

Activity 1953 1954 increase, or

decrease (-)
Number of documents issued 11,592 13,963 20.5
Number’ of licenses renewed 22,220 25,424 14,4

Number of mortgages, bills of sale, and absiracts of

title recorded.sssccsvssceressscccacocesecrvocnssvocoses 9,618 11,075 15.1
Number of abstracts of title issued cer 2,166 2,220 2.5
Number of navigation fines impoSedessessesssscsscscvesecss 2,337 1,486 . ~36.4

The system for maintaining the records of vessels documented
as vessels of the United States was changed during the year so
as to permit the photographic reproduction of those records for
printing by the offset method. A 1953-1954 issue of the annual
publication ‘*Merchant Vessels of the United States'® was reproduced
in this manner, resulting in a saving of approximately 90 percent
of the former cost of reproduction. A similar change to offset
reproduction was effected for ‘‘Merchant Marine Statistics,’ a
companion publication, resulting in a saving of about 75 percent
of the former cost of printing. )

The following tabulation shows the status of the merchant
marine as of January 1, 1954, broken down into vessels engaged
in the foreign trade, vessels by major rigs, and vessels by the
five major services.
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1953 1954
Vessels
Number | Gross tons Number [Gross tons
Total documented vessels (including yaehts)eseeiesersssoas 41,819 | 30,682,488 42,767 | 30,898,233
Vessels engaged in foreign iradesesseeciccecsaons eresenaes 6,636 | 19,007,081 6,807 | 18,983,878
Vessels by major rigs:
47339 | 25,376,917 4,241 | 25,489,085
26,452 | 2,130,409 27,324 | 2,142,027
238 54,895 228 46,154
7,043 | 2,983,927 7,215 | 3,087,021
10,006 | 22,605,356 10,189 | 22,808,289
14,561 509,984 14,935 531,599
Passenger.... 4,436 871,176 4,678 805, 305
Tanker.... . 1,813 5,477,940 1,743 5,519,776
TOWINZsserssnsacssssoanes . ceenes 4,445 509,931 4,574 516,182

Legal problems and proceedings.--Consideration was given by
the Office of the Chief Counsel to a large variety of legal problems
relating to such matters as classification and appraisement of
imported merchandise; interpretation of administrative and en-
forcement provisions of the customs and navigation laws; rights
and duties of customs employees; drafting of proposed legisla-
tion; preparation of reports on pendinglegislation; and the prepara-
tion of customs regulations. Special consideration was givento a
number of questions arising under the Customs Simplification Act
of 1953 (Public Law 243, approved August 8, 1953), such as the ef-
fective date of the repeal of the former Section 489 of the Tariff
Act of 1930 (19 U.S.C. 1489), relating to additional duties for un-
dervaluation of merchandise; and the effective date of the amend-
ment of Section 503 of the Tariff Act regarding the assessment of
duties on the entered value of merchandise or the final appraised
value, whichever is higher.

Other questions especially considered related to the time within
which voluntary reliquidations may be effected on matters not
covered by a protest or a court decision on the protest; the au-
thority to require bonds where there has been notice of withheld
appraisement under the Antidumping Act of 1921; the authority to
accept informal entries for perishable articles or other articles
the immediate delivery of which is provided for by Section 448(b)
of the Tariff Act; the payment of awards to informers; and the
payment of overtime and holiday compensation to customs em-
ployees. A considerable amount of work was done in cooperation
with the Department of Justice in the taking of final testimony in
the Court of Claims in the customs inspectors® overtime cases
arising out of the decisions in United States v. Meyers 320 U. S.
561, 321 U. S. 750 and United States v. O'Rourke 109 Ct. Clas. 33
and in cases involving the claims of former customs border patrol
employees to overtime compensation under the Federal employees
pay acts.

Law enforcement and investigative activities.--The number of
investigations conducted by the Customs Agency Service during
the fiscal year was less than during either of the two preceding
years, as shown in table 104. A decrease in touring permit viola-
tions was due to a provision in the Customs Simplification Act
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permitting the admission of automobiles as personal effects of
nonresidents when such machines were to be used solely for tour-
ing purposes in the United States. A decrease in navigation viola-
tions was due in part to the fact that owners of licensed vessels
are now given notice of the expiration date of such vessel licenses
with the result that most licenses are now renewed within the time
prescribed. On the other hand, investigations involving narcotic
and other smuggling activities increased. Personnel investigations
also rose as a result of the newsecurity investigations of the large
number of employees holding ‘‘sensitive’’ positions, as requiredby
Executive Order No. 10450, dated April 27, 1953.

Major enforcement problems, as during the preceding year, in-
volved the smuggling into the United States of diamonds, narcotic
drugs, and psittacine birds; and the smuggling out of the country
of arms, ammunition, and implements of war. Diamond smuggling
is carried onnot somuchtoavoidthe payment of the 10 percent duty
as to evade income and luxury taxes. A special customs ‘‘racket’’
squad at New York made several important arrests during the
fiscal year and seized diamonds with a value of more than %400
thousand.

Attempts to smuggle psittacine birds continued, both automobiles
and aircraft being used in this illegal operation.

The smuggling of narcotics continued, the number of seizures
by customs officers being practically the same as in 1953, although
the quantity of the seized drugs was smaller, as follows:

. Percentage
Kind 1953 1954 increase, or
decrease (-)

Raw opium {(ounces)........eu. eeeeaaanes e T 4,620 971 -79.0
Smoking opium {ounces T 263 671 155.1

Heroin (ounces)....... . T 216 291 34,7
Other drugs (OUNCES)..eeieererrarnnerarnnreneennnns PPN 3,437 43 -98.7
Marihuana, bulk (OUNCES)...vivirronrrsvacnnsons T 22,103 24,782 12.1
Marihuana, cigarettes (number} 2,660 2,331 -10.1

T s
Revised.

Violations of the Neutrality Act continued to be one of the major
problems for enforcement officers as they have been during the
past several years. An attempt was made by Cuban exiles in this
country to export arms illegally in an effort to overthrow the
present Cuban Government. Alongthe Mexican border other seizures '
were made of arms and ammunition destined for a Central Amer-
ican country. '

As the result of an investigation conducted during 1953, a
seizure was made of Charollais cattle of an estimated value of ap-
proximately one million dollars. The two offenders in the case
pleaded guilty and were sentenced to fines and imprisonment.

In addition to seizures made for customs violations, 31,069
seizures were made for other agencies, of which 30,601 were for
the Department of Agriculture. In addition, 32 persons were
apprehended and delivered to the Immigration, Secret Service,
military, or municipal authorities.
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Of the 557 persons arrested for narcotic violations, 420 con-
victions were secured, with total penalties of 1,312 years imprison-
ment and almost $9 thousand in fines. For all violations, 802 ar-
rests were made during the year, an increase of 132 over those
in 1953, Of the arrests, 622 were made in the El Paso and San
Francisco districts. There were 482 convictions, or 89 more than
in 1953. At the end of the year, there were 327 offenders awaiting
trial or still under indictment, which was 77 more than at the be-
ginning of the year. '

Seizures for the violation of customs laws are shown in tables
102 and 103.

Foreign trade zones.--During the seventeenth year of its exist-
ence, Foreign Trade Zone No. 1 on Staten Island continued its suc-
cessful operation at a slightly higher level thanduring the previous
year, although the number of entries of merchandise into customs
territory and the duties collected thereon were lower. Thirty-four
vessels used the .zone facilities for either discharging or lading
foreign cargoes and 32 ships berthed at the zone to lade domestic
ships' stores. Improved protective facilities established by the zone
operator made it possible to reduce the reimbursable payrolls for
customs officers by almost $30 thousand.

Operations at Foreign Trade Zone No. 2 in New Orleans were
at approximately the same level as in 1953, although there was an
increase in the number of entries into customs territory and in
the amount of duties collected on such entries.

Foreign Trade Zone No. 3 in San Francisco showed a sharp
increase in the volume of business transacted. A plan was worked
out with the zone operators whereby the number of customs patrol
officers was reduced during hours when the zone was closed for
business, thus saving the zone approximately $15 thousand a year.
Sixty-two vessels used the zone facilities during the year 1954.

Operations at Foreign Trade Zone No. 4 at Los Angeles were
at a considerably lower level than during the previous year, but
were much higher than in 1952.

The business at Foreign Trade Zone No. 5 at Seattle also de-
clined from the previous year partly because the zone lost its ship
berthing facilities in a relocation move.

The operations at Foreign Trade Zone No. 6 in San Antonio were
discontinued at the end of October 1953, and the grant to this zone
was canceled. The following table contains a brief summary of
foreign trade zone operations.

Nunber Received in zone Delivered from zone D"‘i‘ﬁ:inﬂd
Trade zone of revenue
entries Long . Long taxes

tons Value tons Value collected
Hew York... 6,003 62,581 34,476,699 59,5701 854,541,523 $3,256,973
New Orleans 757 24,474 13,987,157 22,765 12,377,306 194,614
San Francisco. . 15,545 39,748 6,509,901 39,7481 10,835,601 494,957
105 ANGELeS.ueveroresreannann 434 4,651 3,690,063 6,903 5,047,838 132,353
Seattle...ciiiiieaineinans s 328 1,439 538,138 1,064 545,476 73,817
San Antonio 7 749 77,775 1,263 1,530,956 35,585
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Changes in customs ports and stations.--Customs stations at
Thayer and Zapata, Tex., and at Boundary, Wash., were abolished
during the year, while stations were established at Progreso and
Falcon Dam, Tex.; Cheboygan, Mich.; -and Chaumont, N. Y. Sand
Point, Alaska, was designated as a customs port of entry.

The limits of the ports of entry were extended to areas not pre-
viously covered at Tampa, Miami, West Palm Beach, and Port
Everglades, Fla.; Baton Rouge, La.; Longview, Wash.; and Honolulu,
T. H.

Cost of administration

As the result of the Customs Simplification Act, together with
other economy measures, the average number of customs employees
in 1954 was 485 less than during the previous year as is shown in
the following table.

Percentage

Operation 1953 1954 decrease (-}

Regulation customs operations:

NONPeimbUrSabLe .t st s verernrsseearoraoncorssarsosssonnns 7,866 7,511 4.5
Reimbursablel......... e eeehetriaeieeheiaiaeeeraanaas 351 311 -11.4
Total regular customs emploYMENt.......eereveescsaensns 8,217 7,822 -4.8
EXPOTt COMTIOL.uorateaetranasseanseesncereonsncensonnsosnas 324 234 -27.8
Total emMPLOYMENT. cuvruorraassenronsrocassossrsaonnssnnse 8,541 8,056 -5.7

! Salaries reimbursed to the Covernment by those private firms who received the exclusive services of
these employees.

Customs 1954 operating expenses totaled $41,143,258, including
for the first time export control expenses. Such expenses, together
with collections by type, are detailed by collection district in table
91. The table also shows the cost of collecting $100 of revenue.
A summary of collections and expenditures by branch of service
will be found in table 90.

Management improvement program

The Customs Management Improvement Program in 1954 was di-
rected primarily towards placing into effect improvements made
possible by the Customs Simplification Actof 1953 (Public Law 243,
approved August 8, 1953). One provision repealed previous restric-
tive statutory requirements relating to internal audit procedures
and contributed to ‘a major reduction in the volume of unliquidated
. formal entries on hand. Anew ‘‘on-site’’ internal audit program was
partially initiated during 1954 and will be expanded in 1955. This
program replaces outmoded ‘‘desk’’ audit procedures.

Under other important provisions of the Customs Simplification
Act, regulations have been issued to eliminate the requirement for
importers to file amended entries to avoid the penalties for under-
valuing imported merchandise; to admit automobiles owned by for-
eign residents free of duty as personal effects and without the regis-
tration previously required; to dispense withthe collection of duties
in many cases where the collection would entail expense and incon-
venience incommensurate with the amocunts of duties involved; to
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permit the correction of inadvertent errors and mistakes by cus-

"toms personnel adverse to the importer which, under prior laws,
were sometimes impossible to correct without resort to a private
congressional relief bill; to eliminate special and discriminatory
marking requirements which frequently caused inexperienced im-
porters heavy financial loss; to eliminate the notarization of cus-
toms documents; to simplify the records and documentation required
for transfers of goods in customs bonded warehouses; and to effect
many other changes which collectively, will facilitate foreigntrade,
improve service to the public, simplify customs operatlons, and
reduce operating costs.

Legislation to permit further simplifications to be made in cus-
toms procedures and requirements is contained in Public Law 768,
approved September 1, 1954. The principal features of this legis-
lation are to: Provide for the United States Tariff Commission to
prepare revised and simplified schedules of tariff classification
descriptions and rates of duty for further consideration; simplify
the present rules for classifying nonenumerated articles; provide
for the payment of duty only on the value of the repairs or alterations
of certain metal articles returned to the United States; transfer in-
jury investigations under the Antidumping Act of 1921 to the United
States Tariff Commission, and modify the present retroactive ap-
plication of dumping duties; modify and make uniform the tariff
status of importations from insular possessions; exempt undocu-
mented pleasure vessels from entry and clearance requirements;
provide that cash may be deposited for estimated costs of over-
time services of customs personnel in lieu of a bond; and increase
the value of seized merchandise that may be summarily forfeited
and disposed of from $1,000to $2,500. Additional provisions to per-
mit further simplifications will be submitted to the next Congress.

Organizational changes.--A program to consolidate, wherever
feasible, the entry and liquidating activities and personnel in col-
lectors’ offices, which was instituted in the latter part of the fiscal
year, will be completed in 1955. The purpose of this program is to
obtain greater flexibility in the exchange of personnel between the
two activities.

Administrative actions.--The examination of passengers’ baggage
has been reduced to the minimum consistent with the adequate en-
forcement of our laws, and substantial improvements have been
made in the procediures for releasing merchandise exempted from
duty as tourists' purchases but which arrive unaccompanied after
the tourists have returned to this country. The possible extension
of pre-flight customs clearance of air passengers at the last for-
eign point of departure for the United States is being given careful
study.

Early in the spring of 1954 a group of expenenced appraising
officers successfully eliminated a backlog of approximately 160
foreign value inquiries pending in London, thus permitting appraise-
ment and liquidation of about 8,000 entries previously held up. At
the same time these men held forums in several industrial centers
to acquaint British trading interests with United States customs
laws and how they could help to expedite their shipments through
United States Customs.
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Collectors of Customs have been authorized to make refunds of
excess payments of internal revenue taxes on imported merchan-
dise, as well as of excess duties, in order to expedite the payment
of such refunds to importers. Prior to this time, the two types
of refunds were handled as separate transactions, one by Customs
and one by the Internal Revenue Service.

Arrangements were completed with the Navy Department, Coast
Guard, and Internal Revenue Service to discontinue the require-
ment for customs officers to supervise the lading of tobacco sea
stores subject to internal revenue taxes withdrawn from sea stores
warehouses for use on naval and Coast Guard vessels. Under the
new arrangements, officers of these vessels have assumed the
duties previously performed by customs officers in the lading and
securing of these stores while the vessels are in port.

Simplified entry procedures have been instituted covering the
temporary importations of air and water craft and vehicles in
order to participate in sporting events. The new provisions au-
thorize the entrance of such craft and vehicles on a simple touring
permit when no money purses are to be awarded. Where money
prizes are involved, entry requires a bond but without the usual
surety or cash deposit to support it.

Vessel agents and operators were benefited by a consolidation
of several customs forms used extensively in vessel transactions.
One consolidated form now serves as (1) apermit to lade or unlade,
(2) a request for permission to allow merchandise to remain on the
wharf for more than 5 days without entry, and (3) a request for
overtime services of customs officers.

Standards of acceptable marking of merchandise to indicate the

country of origin so as to meet the requirements of the customs
laws were prescribed for the guidance of importers and foreign
exporters, as well as customs officers.
. The documentation of merchandise moving under customs bond
through the United States was changed so as to permit one docu-
ment to be used for both manifest and entry purposes on merchan-
dise arriving from Canada and Mexico in carload and single ship-
ment truckload lots for shipment through the United States.

The requirements for the filing of entries were changed to al-
low importers the same period of time eachyear in which to qualify
for reduced rates of duty on quota merchandise subject to rates
of duty that.change from a lower rateto a higher rate on fixed dates.
Entries for this merchandise are now permitted to be accepted on
a Saturday, Sunday, or legal holiday if the last day of the reduced
rate falls on one of those days.

New methods were adopted for handling reports of inquiries
concerning value or classification in the Customs Information Ex-
change which will result in a more expeditious appraisement of
entries awaiting classification or appraisement as the result of
the inquiries. In addition, procedures have been devised to permit
a greater exchange of views among the appraising officers who are
concerned with the same reports of inquiry.

Importers are now being furnished with prompt notice of pro-
posed disagreement by appraising officers with the entered value
or tariff rate when the proposed increase in duty exceeds $15.
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The examination, classification, and release of cotton importa-
tions arriving at ports west of the Mississippi River have been ex-
pedited by the establishment of a new cotton examination district
for that area at the port of Los Angeles. This has also relieved
the heavy workload on the Boston, Mass., district where all cotton
samples, except for those arriving at the port of New York, were
previously handled.

Bank drafts, cashiers' checks, and uncertified checks are now
accepted under certain conditions in payment of customs duties
and other charges. Previously checks were required to be certi-
fied even though drawn for small sums.

In cooperation with the commercial airlines and the Air Traffic
Conference of America, a special in-bond baggage check form was
adopted to provide the carrier atthe destination with a record which
will facilitate an accounting to customs for the disposition of in-bond
baggage.

Standards for the uniform assignment of inspectional personnel
were issued to collectors of customs. The application of these
standards has resulted in a more effective use of customs man-
power,

Other management improvements.--Seasonal personnel are now
being employed to replace full-time personnel at ports and stations
(primarily along the Canadian border) where heavy tourist traffic
during certain periods of the year makes this type of employment
both feasible and economical.

In combating the smuggling of narcotlcs, special rewards are
being offered to those who contribute information leading to narcotic
seizures, and masters of vessels have been furnished with sugges-
tions as to how they can assist in keeping their vessels free of
narcotics and other smuggling activities. Alsc, in the fight against
narcotic smuggling, reports of narcotic seizures are now being
submitted on a month-to-month and year-to-year basis for use in
evaluating and directing the activities of custormns enforcement per-
sonnel.

More effective controls over exportations of merchandise subject
to the various export control laws have been gstablished by the use
of special concentrated inspections and by the institution of training
programs for the personnel employed in this activity.

Under the incentive awards program, 82 employee suggestions
were adopted with the payment of awards amounting to $1,755.
Several of these suggestions were for changes in legislation which
were adopted in the Customs Simplification Act.

During the year, 16 forms were abolished and 7 forms consoli-
dated, while only 5 new forms were adopted. Because of the many
changes in procedure, 195 forms had to be revised.
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Continuing progress in the program to dispose of obsolete, use-
less, and inactive records is reflected in the sale of 7,405 cubic
feet of records and the transfer of 23,285 cubic feet of records to
Federal records centers. The disposition of these records re-
leased 973 file cases, 1,125 transfer cases, and 12,939 square feet
of floor space for reuse. The last of the comprehensive schedules
required for the disposition of records maintained in customs field
offices was prepared and presented to the congressional Committee
on Records Disposal..

An aggregate of 60,282 square feet of space was reported as avail-
able for immediate release by customs field offices as the result
of surveys conducted during the year.

Limitations placed upon the use of official automobiles, and the
establishment of car pools in field offices, where feasible, brought
about the disposition, by sale or transfer to other agencies, of 66
customs automobiles, '

In order to comply with the intent of Congress expressed in
Title V, Independent Offices Appropriation Act, 1952(5 U.S.C. 140),
fees were prescribed for the following services: Registering a
house flag or funnel mark of a vessel; recording a trade-mark,
trade name, or copyright; designating a common carrier as a
carrier of customs bonded merchandise; approving establishment
of a customs bonded warehouse; issuing a customs cartage or
lighterage license; and issuing a customhouse broker's license.

BUREAU OF ENGRAVING AND PRINTING

The Bureau of Engraving and Printing designs, engraves, and
prints currency, securities; postage and revenue stamps, Govern-
ment checks, military commissions and certificates, and other
engraved work for the various Government agencies, the Board
of Governors of the Federal Reserve System, and insular posses-
sions of the United States.

Production ‘ .

Deliveries of finished work during the fiscal year 1954 totaled
738,466,057 sheets, a decrease of 104,112,885, approximately
12.4 percent, as compared with the quantity delivered during the
previous year. A comparative statement of deliveries of finished
work in the fiscal years 1953 and 1954 follows.
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Comparative statement of deliveries of finished work, fiscal years 1953 and 1954

Sheets

Class Face value
1953 1954
Currency:
United States notes.............. 3,59,667 2,403,333 $164,712,000
Silver certificates.. 95,006,000 82,794,555 1,961,416,000
88,562,222 47,470,667 9,497,600, 000
Total.evevvennnnn IR R TR 187,164,889 132,668,555 11,623,728,000
Bonds, notes, bills, certificates, and debentures:
Bonds:
Postal SavIngsS....icveverenrnenninrrrsoconns 630 1,200 504,000
Treasury, standard form...... . . 792,625 1,222,860 45,624,395,000
United States savings..... 104,877,000 85,078,000 7,239,150,000
Depositary.. . . .. . 1,000 | vveiiinnnannn
Consolidated Fe eral farm loen for the 12 Federal
intermediate credit banks......ecivvisiirasncacons 53,000 36,000 308,455,000
Notes:
Treasury, modified new design.............. e 231,000 555,300 | 42,453,100,000
Treasury savings, 1940 design: .
Series Avueuiieiiieiiiiotiitiiiiiiiitaieiiiinee 3,300 | ceeiiiiianns eveerrieieiena
.. 282,000 | veveieiiienn. | .
. ereeeauiiiaes 107,000 7483 300000
Treasury, registered special series........ .. Ceseeaeaarae 350
Consolidated, Federal home loan banks, besrer... 20,000 29,500 650,000,000
L0131 N 3,350 | cevieinvienes | oeiiiiiiiiaiie
Treasury bills:
1940 design....... .. 1,331,000 1,316,700 | 99,137,000,000
1953 design...... 149, 300 1, 239,000,000
Certificates:
Indebtedness, new design bacK......oeevnesiecnvnnann 502,620 788, 800 51,590,000,000
Special serieS...ciiuieririiiniancanans 500
Interim transfer, postal savings bonds. 1,000
Postal savings..... . 1,278,650
Other........... Cedberreecssei it nanres
Debentures:
Collateral trust of the Central Bank for Cooper-
atives..iiiiiiiiiiiiiinieeinnas eees 11,900 10,860 166,000,000
Consolidated collateral trust l‘or the 12 Federal
intermediate credit banks..........vvieennns 73,000 108,500 1,677,500,000
Federal Housing Administration war housing in-
SUPANCE. s eeedeererrrososssans 9,410 7,500 21,725,000
Title I housing 1nsurance fund. 1,500 4,500 2,887,500
Housing insurance fund......... Ve 4,000 5,500 10,645,000
Military housing insurance fund.. .. 2,000 | cevivniiiniene | eeeniiiasaian.
Natignal defense housing insurance fund.... . 2,000 1,000 3,822,500
Mutual mortgage insurance fund.......eeevvseeaonnes 1,450 2,000 2,935,000
Specimens:
BondS..vauvnenn. 418 72 113,475
Notes........ .31 10 36,000
Treasury bills. 1 1 10,000
Certificates. 8 7 5,000
Debentures...oe.oivns . 16 14 316,000
Dummy layout of face of U S. savings bonds, 1943 desig'n,
White JeAEer. ... eeeuseursrnsunransoserornneaceosssoanes 1,033 | ciiieiiiiiannns
=7 P 109,765,581 90,706,157 | 258,573,988,225
Stamps:
m(,l'ﬁstoms .............. eeeeeeeaan. 1,774,500 1,231,000
Internal Revenue: -
To office of 4SSUE...ceeren..n ettt 304,961, 560 288,962,716 3,860,996,924
Delivered for destruction 488,387 197,996
Specimens.. . 6
Puerto Rican reve . 1,470,683 1 823, 354
Virgin Islands revenue... . 600 cesesn
United States war savings.......... veresens tessessanas 936,340 818 656 17, 911 300
Postage:
United States {ordinary)......ccvvvvnvivnininnnns . 216,235,976 171,357,385 707,359,872
Specimens, United States.. 9 9 pereereniaa.
Canal Zone............. 56,600 62,150 672,500
Alr mail..... 7,988,837 63,855,401
Commemoratives.... 25,764,544 39,026,286
Special delivery..... 1,088,630 10,872,515
Postage due....... 1,795,232 18,422,144
Special. handling.. 27,576 207,520
D.C. beverage tex paid....... .. 906,500 4,137,453
Federal migratory bird hunting...........c..coiiiunnnnias 66,375 45,375 10,164,000
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Comparative statement of deliveries of finished work, fiscal years 1953 and 1954--Continued

Sheets

Class Face value
1953 1954 1954
Foreign Service fee 19, 800 21,202 84,797,200
Slaight lock seals... 17,408 40,000 [ vevivinnnnnnns
526,926,144 502,131,162 4,738,423,115
10,660,638 8,814,148
Certificates. 1,809,714 1,815,197
Commissions. 742,468 82,538
Diplomas..... 5,291 7,568
Drafts..... L S IR 4,000
Government requests for transportation.. 216,735 248,046
Military payment orders......cccocseonns 15,000 5,000
............ 25 3] ...
5,272,457 1,983,683 |
E - R P SN 18,722,328 12,960,183 | ..uvvnvninnnn
[ T 2 842,578,942 738,466,057 | 274,936,139,340
Finances

The Bureau operations are financed by reimbursements to a
working capital fund authorized by law. A statement of income
and expense for the fiscal year 1954 and comparatwe balance
sheets as of July 1, 1953 and 1954 follow.

Statement of income and expense for the fiscal year 1954

Engraving and printing:

Income from sales
Less: Cost of goods sold:

v

Purchases of direct materials .ueeeevecracsvereccsseces  $5,530,682
Decrease in inventory of direct materials ....eeeees 26,459

Direct materials used

5,567,141

Direct labor

14,842,951

Manufacturing expenses (excluding depreciation and

amortization

7,190,161

Depreciation and amortization ...

wee 1,663,317

Total manufacturing COSS cevesesesssrsssssnasasrannaess 29,253,570

Add:

Decrease in goods in process inventory ... 446,929

Decrease in finished goods inventory ....c.eeees 127,292

Cost of goods sold

$30,332,117

eeneee 29,827,791

504,326

Net income before nonoperating expenses .e..eee.
Nonoperating expenses:

Loss on disposal of fixed assets ...ieeseresscresseeenee 432,529

Estimated theft loss

Total nonoperating expenses

129,060

Net income from engraving and printing

cesens 461,589

42,737

Footnote at end of table,
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Statement of income and expense for the fiscal year 1954--Continued

Operation and maintenance of incinerator and space utilized
by other Treasury activities:

Income from services $319,398
Less: Cost of services . 319,398

Net income from operation and maintenance of incin-

erator and space utilized by other Treasury activities

Card checks:
Income from sales 713,322
Less: Cost of goods sold (purchase and related costs). 713,322

Net income from card checks

Other direct charges for miscellaneous services:

Income from services 74,644
Less: Cost of services . 14,644

Net income from miscellaneous services

Net income for the fiscal year 1954

coses

2$42,737

1As of June 30, 1954, the net loss to the U. S. Government resulting from the theft of $160,000 in
completed Federal Reserve notes by a Bureauemployee was estimated to be $29,060. At a later date,
the net loss was determined to be $25,790; adjustment of difference will be reflected in the accounts

during fiscal 1955.

21n accordance with the act approved August4, 1950 (31 U.S.C. 181(a)), net income will be deposited
into the general fund of the Treasury as miscellaneous receipts during fiscal year 1955.

Comparative balance sheets, June 30, 1953 and 1954"

Assets June 30, 1953 | June 30, 1954
Current assets:
Cash with U. S. Treasury.............. e i RPN . . $5,079,123 $3,854,848
Accounts receivable............. 2,345,046 1,626,259
Inventories:
Finished g00dS....evveuuunrrrrrrroesasresossnosoceervonananans 1,330,742 1,203,450
3,074,453 2,627,524
1,064,136 1,037,677
.. 1,222,036 1,273,010
. 55,184 88,986
Total current assets.....evveoeerrseennsen eeevaees 14,170,720 11,711,754
Fixed assets:?
Plant machinery and equipment......... 14,258,116 15,538,684
Motor vehicles.............. . 56,631 56,348
Office machines......... 113,379 117,779
Furniture and fixtures......... 463,890 478,236
Dies, rolls, and plates....... 3,955,961 3,955,961
Building appurtenances......... 278,787 438,846
Fixed assets under constructior.... 407,398 289,158
19,534,162 20,875,012
Less portion charged off as depreciation............... PP 2,880,101 3,328,151
Total fixed assetS........c....... et teae e, 16,654,061 17,546,861
Deferred CharEeS..cevrevercrrrenronnenns F Cereerieiaiaae, 152,103' 155,129
Total assets....... e RPN v reiartrae ey 30,976,884 29,413,744

Footnotes at end of table.



ADMINISTRATIVE REPORTS 91

Comparative balance sheets, June 30, 1953 and 1954!--Continued

Liabilitiés and investiment of the United States June 30, 1953 | June 30, 1954
Current liabilities:
ACCOUNTS PAYADLL. . veveranaensrnserorrrsessssssncrassarsanseonassassconss $496,267 $431,417
Accrued liabilitie:
Payroll....... 2,536,719 1,325,061
Accrued leave. 1,683,915 1,617,636
Other.eeereeeennnn. 33,581 75,196
Trust and deposit llabilities. 798,646 638,495
Other liabilities.......ccuesens [ 708 32,272
Total 11abilities.....ueueaveceeeesses 5,549,836 4,120,077
Investment of the United States Government
Principal of the fund:
Appropriation from United States Treasur; PR ereee 3,250,000 3,250,000
Donated assets, net.........ueeens . PR “ee 22,000,930 22,000,930
Total Principal..cecicsecereceererescresacseonnsoscessosscesreensnnnnsasn 25,250,930 25,250,930
EATNCA SUTPLUS . «ususenessssessoossossocessesssssssososessssocasssssnnaneons 3 176,118 3 42,737
Total investment of the United States Government..........ceevvenaenn. 25,427,048 25,293,667
Total liabilities and investment of the United States Government...... 30,976,884 29,413,744

! Balance sheets as of the close of both fiscal years have been adjusted to reflect in transit items on a
basis consistent with the central accounts maintained by the Bureau of Accounts, Treasury Department. The
balance sheet as of June 30, 1953, has been further adjusted to reflect inventories, prepaid expenses, and
deferred charges on a basis consistent with the revised format utilized in presenting the balance sheet as
of June 30, 1954,

2 Fixed assets acquired prior to July 1,1950, are capitalized at appraised values {estimated replacement
cost as of July 1, 1951, reduced to recognize the depreciated condition of the assets being capitalized);
subsequent eddltions have been capitalized at cost, except that on and after July 1, 1951, all costs of manu-
facturing dies, rolls, and plates have been charged to current operations.

The act approved August 4, 1950 (31 U.S.C. 181(a)), which established the Bureau of Engrav1ng and Printing
Fund, specifically excluded from the assets of the fund the land and buildings occupied by the Bureau. In
accordance with the Comptroller General's decision of October 4, 1951 (B-104492), however, replacements of
building facilities and improvements to buildings made on and after July 1, 1951, have been financed by the
fund. Such items of significant dollar amounts have been capitalized at cost and appear in the foregoing
'balance sheets under the caption "Building appurtenances."

3 Farned surplus arises through billing for products at unit prlces established prior to the development
of actual costs. Section 2(e) of the act of August 4, 1950, requires that any surplus accruing to the re-
volving fund during any fiscal year be deposited into the general fund of the Treasury as miscellaneous
receipts during the ensuing fiscal year, provided that such surplus may first be applied to offset any def-
icit resulting from operations in prior years. Net earned surplus in the amount of 8176,118 was deposited
into the general fund during the fiscal year 1954; surplus amounting to $42,737, which accrued during fiscal
year 1954, will be returned to the Treasury during fiscal 1955.

Improvements in organization and management

Organizational changes.--During the fiscal year 1954, the plans
for reorganization which were described in the 1953 annual report
were carried out. These changes have resulted in improved ad-
ministration and more efficient operations through reduction in
the number of separate divisions and offices reporting to top
management and through proper functional alignment of closely
related activities. In addition, plans were completed for the
establishment, to become effective on July 1, 1954, of a new
Disbursement Section in the Office of Administrative Services,
to perform the function of disbursement for this Bureau..

Management improvements.--From March 15 through June 15,
1954, a comprehensive survey of the Bureau was conducted by
the Methods Engineering Council of Pittsburgh, Pa., with a view
to effecting overall management improvements. A report of
findings and recommendations had not been received as of the
close of the fiscal year.
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Participation by all organizational components in resolving
recommendations made by the Internal Audit Section on Bureau
operations has resulted in a stronger system of internal control,
improved procedures, elimination of duplicate and unnecessary
records, prompt financial reports, reduced operating costs, and
correction of deficiencies in organizational structures and flow
of work within divisions and offices.

An active program was carried out in fiscal 1954 to strengthen
thé security program in the Bureau. In addition to an investigation
made by a 17-member subcommittee especially designated for
that purpose and another made by the Bureau Security Officer,
an extensive independent survey was conducted by the United
States Secret Service. An evaluation of recommendations based
on these survey findings is in process and improved security
measures are expected to result.

Operational improvements

The overall management improvement program carried out in
the Bureau of Engraving and Printing during this period centered
on the projects described below. Recurring annual savings are
estimated to amount to $1,792,671. In addition, a number of sub-
sidiary and interrelated changes resulted in better supervision,
improved flow of work, more effective services, and other ad-
vancements which cannot be assessed in terms of money.

18-subject currency program.--By September 1953, allcurrency
being produced in the Bureau was printed from 18-subject currency
plates. There were, however, numerous changes inmethods and con-
ditions resulting from this program duringthe year. For instance, it
was necessary to finish deliveries of workinprocess of the 12-sub-
ject stock. In addition, the old type of rotary overprinting presses,
which could not be converted to the 18-subject printings, were sup-
planted by new rotary typographic presses for the overprinting oper-
ation. All the new overprinting presses were in operation by April
1954. During the conversion period there was a constant need to re-
vise procedures to meet production needs under the new method of
printing. Recurring annual savings for this project were reported for
the fiscal year 1953.

Printing.~-The most significant savings in printing methods
were realized through the installation of automatic feeders on
intaglio presses. The program to convert the feeding mechanism
on the plate printing presses to a wholly automatic system was
started in July 1953, and was completed by June 22, 1954. The
principal saving from this change came about throughthe reduction
in force of an assistant at each press. On an annual basis the
saving will amount to approximately $835,315.

The use of mill wet paper for currency was adopted as standard
procedure during the past fiscal year, after about six months
experimentation. Use of this paper eliminates a hand count of
paper after this operation, and has reduced the number of em-
ployees formerly needed. Estimated annual savings from this
innovation are $359,264.

Following a study of the possibility of printing savings bonds
by the offset process, the Treasury Department announced a
change-over to the offset method of printing Series E bonds of
the $25 denomination. The offset method of printing is faster and
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less expensive, resulting in savings of about $446,454 on an
annual basis. '

Mechanical innovations.--Counting machines were introduced in
the overprinting section of the Surface Printing Division during the
year. These machines are actuated by vacuum, and were imported
from England. Three additional machines are on order. Savings
from the two machines being used at the present time will amount
to $10,159 on a recurring annual-basis.

Three electronic counting machines which were obtained from
surplus were modified so that they could count full-sized notes.
The machines are being used to count stock for mutilation. It is
anticipated that reductions in force as a result of the use of these
x;lachtnes will result in recurring annual savings of approximately

18,000

A new automatic package wrapping machine was put into opera-
tion in December 1953, for the mechanical wrapping of packages of
postage stamp sheet work. As a result of this installation, 17

‘wage level-1 positions were declared surplus, with a net annual

saving of approximately $40,000 and, in addition, an improved
package has been developed. Also during this period, two exght-
headed stitching machines were installed.

Procedural improvements
There has been an unusually heavy workloadinthe manufacturing
of plates during the fiscalyear 1954, resulting from the introduction
of 18-subject printing of currency. Duringthis time there have been
a number of changes which have improved working conditions, the
quality of the plates and the speed of processing, although no
identifiable monetary savings resulted. Some of the improvements
are briefly described as follows: Use of a working table fitted
with a ‘‘down draft’' has been ordered in the offset plate manu-
facturing processes which involve the use of harmful chemicals;
working areas in the photolitho sectionhave been rearranged so that
there is a smooth flow of work; and a new air hoist was installed
to lift engraved plates into and out of the cyanide and quenching
tanks during the hardening process, thus replacing manual lifting.
Elimination of printed matter on‘the inside of postage stamp
book covers has reduced the cost of printing the.covers by 50
percent, and made a net annual saving of approximately $15,000.
During the year a review was made by the Bureau of Engraving
and Printing in collaboration with representatives of the General
Accounting Office and the Bureau of Accounts, Treasury Depart- -
ment, of the Bureau's accounting system, with special emphasis
on cost accounting, in an attempt to develop simplifications in
some of the procedures and provide more meaningful and timely
financial data. The revised procedures were put into effect on
July 1, 1954, It is believed that their adoption will simplify the
Bureau's cost accounting methods and procedures, as well as
facilitate the analysis of cost data and expedite the preparation
of cost reports for the level of management responsible for their
control. ’
Under a system adopted by the Internal Revenue Service, the
District Directors send their requisitions for stamps directly to
the Bureau instead of sending them tothe Commissioner of Internal

339256 O - 55 -8
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Revenue for consolidation, as was the previous practice. The new
system eliminates the need in this Bureauto analyze the orders and
rearrange them by class of stamps andthen reassemble them in the
packing operation by ordering offices. Some simplification has
been effected and the orders have been expedited to the field.

The activities of the Materials Handling Committee, which was
established in January 1953, resulted in a number of procedural
improvements during the current year. One of the major studies of
this committee was the revision of specifications for skids. This
has resulted in greater efficiency, economy, and safety in materials
handling.

Cartons are used exclusively for shipping postage and revenue
stamps. A continuing program of improvement of cartons and
sealing materials has been carried forward during the year.
Several in-between sizes were introduced which decrease the
amount of filler necessary when small amounts would be shipped
in the standard larger size of carton. New experimental cartons .
and ‘packages were made and tested, including a dip type trans-
parent coating for packages.

A number of personnel utilization studies were made during
fiscal 1954 in all the offices and division of the Bureau. In general,
these studies arise from revised procedures incident to major
technical changes, and as a result of the annual audit of positions
by the wage and classification staff. Management improvement
committees in the various offices also contribute some studies.
The changes resulting from these studies brought about annual
savings of $59,325.

Industrial relations activities

The total number of employees on the rolls at the beginning
of the fiscal year was 5,614. Because of a large scale reduction-
in-force program resulting from operational improvements and
fewer program requirements for the ensuing fiscal year, the
number of employees on the rolls as of June 30, 1954, was reduced
to 4,701.

Wage adjustments affecting 1,296 employees in approximately
95 craft and noncraft job categories, amounted to an annual in-
creased cost of $157,295.84. Generally, the pattern of wage ad-
justments beginning early in 1953 changed from across-the-board
cost-of-living increases to a realignment of rates to compare
more closely with rates paid in private industry.

Employees. were given more recognition and awards in fiscal
1954 than in any previous year, with emphasis being placed on
the superior accomplishment, efficiency, and honor award programs.
Estimated annual savings from employee suggestions will amountto
$9,154 on a recurring annual basis.

A program was continued from the previous fiscal year to
reduce absenteeism. This resulted in lowering the percentage
rate for unscheduled absences by 21 percent, which amounts to a
saving of 2,694 man-days over the number of days reported last
year. This program has been established on a permanent basis
as a means of preventing absenteeism from- becoming a serious
problem.
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The training section of the Office of Industrial Relations de-
veloped several programs for supervisory training consisting of
twelve two-hour conferences, films, and case studies. Four com-
plete training programs were given, two for supervisors of the
Examining Division who were serving as acting supervisors and
two for experienced supervisors. On-the-job training was also
provided for employees in several specific areas.

Fiscal 1954 showed the best record for safety thus far attained
in this Bureau with a lowering in the frequency rate! from 11.74 in
1953 to 11.21 in 1954. This meant that there were thirty fewer
lost time accidents in 1954 than in 1953. This was brought about
by several means. Numerous safety hazards were eliminated;
classes in safety training were conducted for approximately 200
supervisors; 65 employees. of the transportation unit completed
safety training with the result that there were no accidents in this
group in 1954 as compared with 4.25 in 1953; the ‘‘Safety News-
letter’* was published periodically to give recognition to successful
application of safety rules; first aid training classes were con-
ducted continuously with the goal of training ten percent of the
Bureau's personnél for civil defense; and fire fighting and civil
defense information was made available to all storekeepers who
maintain flammable materials in their storerooms.

Long range research program

Much of the future advancement in printing processes in the
Bureau depends upon the successful development of suitable
printing inks. For the past year numerous studies have been
made to develop heat-set inks and to refine the formulas which
could be used in dry printing. These inks are being tested on
the web-fed and sheet-fed rotary experimental presses. A broad
field of synthetic materials is also being explored in comnection
with the development of inks for these presses. As a result of
this research, several production jobs were run using dry printing
processes during fiscal 1954. Further experimentation will be
continued to perfect the dry printing techniques and to improve
the operation of the experimental presses.

Pregummed paper was first used successfully during this fiscal
year in the dry intaglio printing.of the bicolor eight-cent Statue of
Liberty postage stamp. Previous attempts to accomplish this had
met with fajlure. The success achieved in this printing led to the
printing of the $2.00 migratory bird hunting stamp on dry, pre-
gummed paper.

Shortage of $160,000 in Bureau stock

On January 4, 1954, at approximately 9:20 a.m., two of the
employees of the currency overprinting section, Surface Printing
Division, who were engaged in unloading wrapped packages of cur-
rency from skids and placing them in bins in the vault, discovered
that two of the packages were light in weight. These two packages
bore labels indicating that each contained 4,000 New York Federal
Reserve notes of the twenty dollar denomination.

1 The number of disabling injuries per 1,000,000 man-hours worked.
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An audit was undertaken immediately by the internal audit
staff of all currency in the currency overprinting section. About
12 hours later, when the audit was completed, it was determined
that there was an actual shortage of two packages of twenty dollar
notes, aggregating 8,000 notes, having a total value of $160,000.
The 8,000 notes in question were in completed form, similar in all
respects to notes in circulation. Of this amount, $134,210 has been
recovered. ‘

Following the determination of the shortage the investigation
was continued by the United States Secret Service.! An employee of
the Bureau was apprehended and, upon admission of his guilt,
was dismissed from the rolls and prosecuted.

New issues of stamps :
Orders were received and dies were engraved for new issues
of postage stamps as follows:

Denomination

Issue (cents)

American Bar Association, Commemorative, Series 1953...c0ciecnsssssscocnoscroccororrcsessss
Sagamore Hill, Home of Theodore Roosevelt, Commemorative, Series 1953.....

Future Farmers of America, Commemorative, Series 1953..euveeesccaccrsccess

General George S. Patton, Jr.,, Commemorative, Series 1953,..... .
300th Anniversary of New York City, Commemorative, Series 1953......
50th Anniversary of the Trucking Industry, Commemorative, Series 1953,
100th Anniversary of the Gadsden Purchase, Commemorative, Series 1953.
Columbia University, Commemcrative, Series 1954...cvveescerancessscs
Nebraska Territorial, Commemorative, Series 1954.4.40.0.

Kansas Territorial, Commemorative, Series 1954,..... esreserecrecsresnetaee .
George Eastman, Commemorative, Series 1954..... etesesarstatsserresranarane cereierensoins
Lewis and Clark Expedition, Commemorative, Series 1954..t.evceceercessacesssrscossosasonces

VOUWWLLLLWLWLWW

Other new issues of stamps produced during the year include
the two dollar Federal migratory bird hunting stamp, Series
1954-55. Orders were received and new plates were made/for
Puerto Rican bottle strip stamps for spirits, Series 1953, in a
denomination of ‘‘Menos De 1/2 Pinta'® (less than 1/2 pint)
printed in Spanish.

FISCAL SERVICE

The Fiscal Service consists of the Office of the Fiscal Assistant
Secretary, the Bureau of Accounts, the Bureau of the Public Debt,
and the Office of the Treasurer of the United States. Their operations
are under the general supervisionofthe Fiscal Assistant Secretary.

The Fiscal Assistant Secretary, under the direction of the Under
Secretary for Monetary Affairs, administers the financing operations
of the Treasury and through the Commissioner of Accounts super-
vises the administration of accounting functions and activities of all
units of the Treasury Department. Itis the duty of the Fiscal Assist-
ant Secretary to maintain liaison with the other departments,
agencies, and branches of the Government with respect to their
financial operations and to coordinate such operations with those

1Further information is included in the report of the United States Secret Service,
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of the Treasury. The accounting aspect of this work is carried out
through the Commissioner of Accounts under the joint accounting
improvement program of the Secretary of the Treasury, the
Director of the Bureau of the Budget, and the Comptroller General
of the United States in accordance with the Budget and Accounting
Procedures Act of 1950.°

The Fiscal Assistant Secretary prepares estimates of the future
cash position of the Treasury for use of the Department in its
financing; supervises the cash position of the Treasury and the
" distribution of funds between the Federal Reserve Banks and other
Government depositaries; prepares calls for the withdrawal of
funds from the special depositaries to meet current expenditures;
directs fiscal agency functions in general; and is responsible for
the administration of Treasury regulations governing the purchase,
custody, transfer, and sale of foreign exchange acquired by the
United States under various executive agreéments with foreign
governments in connection with United States programs operated
abroad.

The several responsibilities of the Fiscal Assistant Secretary
are indicated more fully.in the operations detailed in the following
reports by the Commissioner of Accounts, the Commissioner of
the Public Debt, and the Treasurer of the United States.

BUREAU OF ACCOUNTS
Accounting, Reporting, and Related Matters

Central reporting and accounting changes

Changes in the reporting of the receipts and expenditures of
the Government were made in February 1954; they were adopted
in the interest of providing more effective budgetary control and
better public understanding of Government operations.OnFebruary
17, 1954, a joint statement was issued by the Secretary of the
Treasury, the Director of the Bureau of the Budget, and the
Comptroller General of the United States which explained the
nature of the changes and their purposes (exhibit 70). A new
budgetary statement, the ‘‘Monthly Statement of Receipts and
Expenditures of the United States Government’' has-been developed
and the content of the '‘Daily Statement of the United States
Treasury'® was revised to become a statement of cash deposits
and withdrawals affecting the general account of the Treasurer
of the United States.

An important objective of the new reporting system is the
establishing of the ‘‘Monthly Statement of Receipts and Expenditures
of the United States Government’' as.the key statement with which
all other Government reports relating to receipts and expenditures
should be consistent. These reports include the ‘'‘Budget of the
United States Government,'’ prepared in the Bureau of the Budget;
the ‘*Combined Statement of Receipts, Expenditures and Balances
of the United States Government,'’ (in detail by appropriations
and funds) the ‘'‘Annual Report of the Secretary of the Treasury
on the State of the Finances,”’ and the monthly ‘‘Treasury Bul-




98 1954 REPORT OF THE SECRETARY OF THE TREASURY

letin,'” which are prepared in the Bureau of Accounts; and other
reports of Government agencies showing cash receipts and ex-
penditures prepared for use of the Government and the public.

Another important objective is to provide for the integration of
agency-Treasury data on the common basis of cash transactions.
This integration involves the establishmént of procedures for the
reconciliation of the receipts and expenditures of agencies with the
changes in the Treasury's cash balance and the public debt out-
standing through the use of such factors as outstanding checks,
undeposited collections, deposits in transit, and cash held by fiscal
officers outside the Treasurer's account. The Comptroller General
of the United States has an important role in the new reporting
system in that the reliability of the data submitted to the Treasury
will be tested by the General Accounting Office in the course of
its audit activities.

The content of the monthly and daily statements is summarized in
the paragraphs which follow. The change inthe daily statement took
place in the issue of February 17, 1954, and the first monthly
statement covered the period from July 1, 1953, through February
28, 1954. The monthly statement is published regularly as of the
end of each month and is released in the middle of the month
following. The monthly statement for the complete fiscal year
published in mid-July is preliminary and is followed by a final
statement after all disbursing and collecting offices® accounts, in-
cluding those from overseas, have been received. On February 17,
1954, the Treasury issued Department Circular No. 940, which
requires the submission of reports from all Government disbursing
officers (exhibit 71).

‘*‘Monthly Statement of Receipts and Expenditures of the United
States Government.''--Budget receipts and expenditures and surplus
or deficit are shown in the new -monthly statement, on the basis
of reports to the Treasury by collecting and disbursing agencies
throughout the Government. Receipts are reported on a collection
basis or on the basis of confirmed deposits in Treasury accounts.
Expenditures are reported on a uniform basis of checks issued and
cash payments by disbursing officers.In additiontothe transactions
in the general account of the Treasurer of the United States, this
statement shows receipt and expenditure transactions consummated
outside the account of the Treasurer.

A summary shows cumulative budget receipts and expenditures
and surplus or deficit in the current fiscal year, the annual totals
for the three immediately preceding years, and current budget
estimates. As of the end of each of these periods there are shown
the public debt outstanding and the balance in the general account
of the Treasurer of the United States.

A new feature of the statement shows currently the actual budget
receipts and expenditures compared with the President’s program
as modified by the Congress. This affords users of the statement
a means of following the trend of actualas against planned expendi-
tures and estimated receipts.

For the first time the transactions of the Post Office Department
are being included in reports on receipts and expenditures (in-
cluding budget results) on the same basis as other Government
agencies. This was made possible by the accounting and reporting
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improvements being installed in the Post Office Department. Also,
the basis for reporting internal revenue receipts of withheld
income, employment, and excise taxes has been improved.

*‘Daily Statement of the United States Treasury.''--The newform
of the daily Ireasury statement shows as recorded each day in
the general account of the Treasurer of the United States classified
deposits and withdrawals; gold, silver, funds on hand and on
deposit, and certain direct liabilities; and the closingcash balance.
Deposits are on the basis of confirmed certificates of depostt
credited and withdrawals on the basis of paid checks charged in
the general account of the Treasurer of the United States.

In addition, there are shown the effect of the day's operations on
the public debt, changes in the public debt, and total sales and
redemptions of United States savings bonds. The last issue of the
month includes also a detailed statement of public debt receipts
and expenditures for the month and the fiscal year to date with
comparative data for the year preceding; and statements of the
public debt and the guaranteed obligations of the United States
outstanding as of the end of the month.

The daily Treasury statement is regularly compiled inthe Office
of the Treasurer of the United States. The Bureau of Accounts
provides special data required for the compilation and technical
supervision.

Purposes of the monthly and daily statements.--In general, the
‘‘Monthly Statement of Receipts and Expenditures of the United
States Government'® was designed for those who have responsibility
for, or an interest in, the execution of the Government's financial
program, and the impact of such operations on the economy. The
**Daily Statement of the United States Treasury'® is the primary
source of data on the cash flow of Federal funds and is designed
to meet the requirements of those who have responsibility for the
management of or immediate interest in the cash position of the
United States Treasury, and the management of the public debt.
The Treasury Department uses both the monthly and daily state-
ments in managing the cash position, in managing the public debt,
and in estimating the revenues:

Reporting economies.--Printing of the ‘‘Daily Statement of the
United States Treasury'' and the ‘‘Monthly Statement of Receipts
and Expenditures of the United States Government’' by the offset
process in fiscal 1954 cost $24,000. This compared with the cost
in fiscal 1953 of $73,000 for printing all issues of the daily
Treasury statement by letter press.

As another economy measure, the ‘'‘Digest of Appropriations,*’
which the Treasury Department had published for 81 years, was
discontinued. The last issue coveredthe appropr1at10ns by Congress
for the fiscal year 1954.

Plans and progress.--Considerable ground w -k had been laid in
earlier stages of the Joint Accounting Program of which the new
reporting and accounting changes are a part. (For policy and ob-
jectives of the program, see Annua! Repc-t of 1949, p. 344.) Con-
cepts had been developed concerning the basis for a central ac-
counting and reporting system. Procedures for making funds
available for disbursing and accounting for receipts had been greatly
simplified through virtual elimination of the warrant system. The
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basis had been established for fundamental accountingimprovement,
and the organization of the Bureau of Accounts had been realigned
to establish in the Treasurythe necessaryoperating center for con- -
solidation of accounting results. An important contributionhad been
made by the individual Government agencies in improving their ac-
counting and reporting under standards and principles conformmg
to the overall pattern.

In the realigned Bureau of Accounts (Annual Report for 1953,
p. 106), work is proceeding simultaneously toward two interde-
pendent aims:.the improvement of central financial reports and
the reorganization of the central accounting and related procedures
of disbursing and collecting agencies of the Government. The re-
porting improvements put into operation in 1954 are only the first
phase of the reporting program, however, and much remains to be
.done in perfecting the reporting changes andincoordinating agency-
Treasury accounts. Further progress in central reporting will de-
pend largely upon progress in the central accounting plan. .

The central accounting plan as currently formulated encompasses
the receipts, expenditures, and cash operations of the Government.
It consists of many interrelated parts, which, taken together, will
result in a major revision of the accounting system. During the
fiscal year 1954, principles were established and certain details
were worked out. The main features were published in Department
Circular No. 945, dated May 11, 1954 (exhibit 72). The following
simplifications and procedures were established in 1954.

Under this circular and by authority of Joint Resolution No. 4,
Accounting Systems Memorandum No. 34 was issued by the General
Accounting Office to eliminate as of July 1, 1954, the requirement
that disbursing officers render accounts showing balances of in-
dividual appropriations and funds. This resulted in substantially
simplifying, in certain areas, procedures concerning transfers of
funds and related accounting, and in eliminating the settlement
officers’ accounts of the Department of Defense.

Procedures developed in 1953 for the maintenance of checkmg
accounts by disbursing stations rather than by incumbent disburs- -
ing officers were put into operation during 1954. This reduces
the number of accounts required to be maintained by the Treasurer
of the United States and avoids the necessity of destroying blank
check stock because of turnover in officers at a given station.
(Department Circular No. 926, dated June 30, 1953; see Annual
Report for 1953, p. 307.)

In addition, other procedures were adopted for current adjust-
ment in the accounts of disbursing officers of the amounts receiv-
able or payable due to discrepancies in amounts of checks issued.

Steps. were taken also to eliminate certain checking accounts
including 51 accounts of the Division of Disbursement for certain
Government corporations and business-type enterprises; 64 ac-
counts for the Internal Revenue Service incident to the transfer
of disbursing activities from District Directors of Internal Revenue
to the Division of Disbursement, and 7 accounts of the Post Office
Department. The activity in all the eliminated checking accounts
was merged in others.

A further simplification was made by requiring agencies under
the central disbursing system to deposit their collections for credit
to the account of the Treasurer of the United States directly in
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Federal depositaries rather than through disbursing officers. This
new procedure was provided for in Department Circular No. 937,
dated January 18, 1954 (exhibit 73).

Other Government accounting and procedural matters

Accounting systems and procedures.--Work inthe field of account-
ing systems and procedures continued duri..g the year. Technical
assistance and guidance to the various bureaus and offices of the
Treasury Department ranged from the solution of special accounting
‘and reporting problems to major revisions inaccounting systems--
all with a view to greater efficiency, economy, and usefulness of
accounting results. In addition, the Bureau participated actively
with the General Accounting Office and the Bureau of the Budget
in the Government-wide program to improve accounting, reporting,
and related fiscal procedures under the Budget and Accounting
Procedures Act of 1950 (31 U.S.C. 66-66c).

Internal auditing in the Treasury Department.--In accordance
with the regulations issued June 24, 1953 (Department Circular
No. 924, Annual Report for 1953, p. 308), all Treasury bureaus
had established internal audit units by the end of the fiscal year.
The first report concerning the results of internal auditing in the
Treasury, which covered the period July 1 through December 31,
1953, was made to the Secretary of the Treasury on March 8, 1954.
The report indicated generally satisfactory progress inestablishing
an adequate audit system for the Department.

Control of foreign currencies.--Measures to strengthen control
over the use and administration of certain foreign currencies
acquired by the Government without purchase with dollars were
taken early in the fiscalyear. The United States acquires substantial
amounts of foreign currencies from foreign governments in con-
nection with various economic, technical assistance, and military
programs, and with respect to agreements for the settlement of
debts (lend-lease, surplus property, and reparations). Before
July 1, 1953, executive departments and agencies generally had
been permitted in substantive legislation to use most of these
currencies without charge to their dollar appropriations either
as a substitute for or as a supplement to such appropriations.

The act of July 15, 1952, Sec. 1415 (66 Stat. 662), provided that
after June 30, 1953, agencies of the United States could no longer
expend foreign currencies belonging to the United States except as
provided for annually in appropriation acts. This legislation was
implemented by the act of August 7, 1953, Sec. 1313 (67 Stat. 438)
which requires executive departments and agencies, with a few
exceptions, to reimburse the Treasury in dollars for the foreign
currencies they use. To carry out the provisions of the new law
the President issued Executive Order No. 10488, dated September
23, 1953. This order provided for the issuance.of regulations by
the Secretary of the Treasury governing the purchase, custody,
transfer, or sale of foreign exchange by the United States.

Accordingly, Treasury regulations were drafted in collaboration
with the Bureau of the Budget, the General Accounting Office, and
departments and agencies administering foreign programs and were
issued on October 19, 1953, effective December 1, 1953, as
Department Circular No. 930. These regulations provided for
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transfer of department and agency foreign currency balances as
of November 30, 1953, into Treasury custody and the flow of future
collections through Treasury accounts, and established require-
ments with respect to withdrawals from Treasuryaccounts, limita-
tions on purchases and amounts of holdings, the use of foreign
depositaries, and accounting for the currencies (exhibit 74).

Experience under the regulations has proved their effectiveness.
The Treasury knows for the first time, from official accounts of
disbursing officers, the amounts of foreign currencies acquired
without purchase for dollars and owned by the Government; and
also their disposition, both the amounts sold to Government
departments and agencies for dollars and the amounts requisi-
tioned by departments and agencies pursuant to law without
reimbursement to the Treasury. The Treasury is able to identify
excess currencies and initiate action for their maximumuse. From
December 1, 1953, through June 30, 1954, the seven months of the
fiscal year 1954 during which the Treasury had custody of all
foreign currencies acquired by the United States without purchase
for dollars, sales of currencies for dollars to departments and
agencies amounted to the equivalent of $247 million. This com-
pared with foreign currencies equivalent to $55 million sold for
dollars in the first five months of the fiscal year, before the
Treasury assumed custody. The reports on foreign currencies
compiled since the Treasury Department took control of the
currencies on December 1, 1953, are shown in tables 113 and 114.

Department Circular No. 799, dated December 27, 1946, per-
taining to foreign currencies arising from surplus' property and
lend-lease settlements, was revised October 19, 1953 (exhibit 75),
to conform to Department Circular No. 930. :

"General Operations and Management Improvement ,

The operations and management improvements of the Bureau
during the fiscal year are summarized as follows:

Federal depositary system

Government depositaries provide the various departments and
agencies with certain banking and financial services other than
those provided by the Office of the Treasurer of the United States
and the Mint. In addition to the Office of the Treasurer of the
United States and the 12 FederalReserve Banks and their branches,
the depositaries consist of more than 11,000 commercial banks
designated by the Secretary of the Treasury. The supervision of
the depositaries, under the general direction of the Fiscal Assistant
Secretary, is exercised through the Bureau and is administered
through Department regulations governing the authority, qualifica-
tions, and other requirements applicable to the depositaries. The
Bureau also supervises the procedures for the deposit in deposi-
taries for Federal taxes of certain income and excise taxes, and
withheld taxes collected for old-age insurance and for railroad
retirement.

In their role as principal fiscal agents of the Udited States
Government, each of the Federal Reserve Banks maintains an
operating account in the name of the Treasurer of the United
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States. Ultimately, nearly all Government receipts are credited
in these accounts and from them nearly all payments are made.
Before taxes received by depositaries for Federal taxes and
proceeds from sales (on original issue) of public debt securities
go into the Federal Reserve Banks they flow through the ‘‘tax and
loan’ accounts of the Treasury which are maintained as demand
deposits in the special depositary banks. throughout the country.
In effect, the balances in these accounts together constitute the
greater part of the general fund of the Treasurer of the United
States. :

In managing the cash position of the Treasury, decisions must
be made on the amount and timing of the withdrawals of funds
needed for current Government expenditures. When the amounts
to be withdrawn have been determined, the Office of the Fiscal
Assistant Secretary notifies the Federal Reserve Bank of the
amounts in terms of percentages of balances in the tax and loan
accounts. The Federal Reserve Bank in turn notifies the depositary
banks and credits the amounts remitted to the Bank's general
account with the Treasurer of the United States. (These calls
usually are made semiweekly on the depositaries with balances
of $150,000 or more, referred to as group ‘‘B banks,’’ and biweekly.
or monthly on those with smaller balances, known as ‘‘A banks. "g

This system of gradually transferring funds from the secondary
accounts in the depositary banks to the Federal Reserve Banks and
thence into circulation as Government expenditures precludes the
accurmulation of idle funds in the Reserve Banks, keeps the funds
in the local communities of their origin as long as possible, and
minimizes or prevents the disturbance to bank reserves and the
money and security markets which otherwise would occur if the
vast funds were withdrawn and deposited in the Reserve Banks
immediately.

A statement by the Secretary of the Treasury on the keeping of
Government deposits in banks which was made before the Joint
Committee on the Economic Report on February 2, 1954, appears
as exhibit 56.

A significant change in procedure took place in the fiscal year
1954 which affected Treasury deposttaries This provided for
ehm1nation of the central processing of daily transcripts of 600
general depositaries and simplified related operations in the
Office of the Treasurer of the United States. The new procedure,
provided for in the Seventh Amendment, dated April 26, 1954, to
Department Circular No. 176, dated December 21, 1945, as amended
(exhibit 76) and Fiscal Memorandum No. 14, dated April 26, 1954,
was scheduled to be in full operation by the end of September 1954.

Disbursement operations

Through its Division of Disbursement, the Bureaumakes payment
of obligations and Federal benefits for all departments and agencies
of the executive branchofthe Government except for the Department
of Defense, the Post Office Department, the United States marshals,
the Panama Canal, and certain corporations. Disbursements are
made from appropriated, trust, and special deposit funds; substitute
checks are issued as replacements for checks lost, destroyed,
stolen, or mutilated after issuance by disbursing officers of the
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Government; and United States savings bonds are issuedto Federal
employees under the payroll savings plan. The Divisionthrough the
use of its mechanical equipment and facilities which produce checks
also prepares payrolls, vouchers, and record cards for the agencies
for which payments are made. During fiscal 1954, collections by
the civilian departments and agencies were received, deposited,
and accounted for, which under the direct deposit procedure
mentioned under central accounting and reporting will in the future
be deposited directly in depositaries by these departments and
agencies.

These services were provided by the Division during the fiscal
year through 22 regional disbursing offices inthe continental United
States; and offices in Juneau, Alaska; Honolulu, Hawaii; San Juan,
Puerto Rico; and Manila, P.I. Disbursing and related functions
were performed for over 1,900 central and field offices of more
than 40 Government departments, agencies, and corporations.

Material savings in operating costs were made through further
improvement in mechanical processes and streamlining of pro-
cedures, carried out under the management improvement program.

The number of payments, collections, and savings bonds issued
by the Division of Disbursement during the last two fiscal years
were as follows:

Number
Clagsification
- 1953 1954

Payments .
Social securityeeecsecsceeroccssacens setessrrrernne errecas esesesracecans 57,895,321 68,666,641
Veterans' benefitS.iveceresrersrersvescorsasassrsorsnas 63,963,834 65,294,935
Veterans--National service life insurance dividend.. 3,877,925 4,868,977
Income tax refunds... 33,197,128 32,491,827
Other,.e,.s 31,437,362 27,866,026
Collections... 6,658,509 5,276,825
Savings bonds issued to Federal employees under payroll savings pl 2,570,551 2,512,771
TOLALa e evnrosorassssrosiossasassasncasnnsensae tesecutetesnnasierans . 199,600,630 206,978,002

Government losses in shipment claims ]
Allied with the operations of Government depositaries in pro-
viding Government financial services is the self-insurance plan
whereby the Government assumes the risk on its shipments of
valuables, including money, bullion, and securities, while intransit
between the Treasury, or between officials of the Government
departments and agencies, and depositaries. The plan, effective
July 1, 1937, which was established by the provisions of the
Government Losses in Shipment Act (5 U.S.C. 134-134h), and
which supplanted contracts with private insurance companies,
is administered by the Treasury Department. The Bureau of
Accounts is responsible for payment of claims under the act,
receives from Government departments and agencies consolidated
reports of their shipments made under coverage of the act, and
prepares statistical analyses of the operation of the plan.
Shipments reported under the act in fiscal 1954, the largest on
record, were valued at $561.2 billion as compared with those
valued at $495.2 billion in 1953. During 1954, claims amounting -
to $32,514 were paid from the revolving fund established under
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the act. Recoveries amounted to $8,633 and were deposited to the
credit of the fund, making a net expenditure of $23,880 for losses.
The estimated insurance premium savings accrued to the Govern-
ment from the date of the inception of the act based on rates of
private insurance companies in effect at the time, totaled
$48,405,000 through June 30, 1954,

Surety companies

Under the act approved July 30, 1947 (6 U.S.C. 8), the Secretary
of the Treasury issues certificates of authority tocorporate surety
companies to qualify them as sureties onbonds and other obligations
in favor of the United States. A list of the companies which are
acceptable as sureties is published annually as of May 1 by the
Treasury Department. The Bureau of Accounts examines the
applications of companies requesting authority to write such bonds
and currently reviews the qualifications of the companies so
authorized. It also examines practically all surety bonds in favor
of the United States except Post Office Department and Department
of Army bonds, and holds in custody a large portion of the bonds
examined with the exception of contract bonds.

As of June 30, 1954, there were 148 companies holding certifi-
cates of authority qualifying them as sole sureties on recognizances,
stipulations, bonds, and undertakings permitted or required by the
laws of the United States, to be given with one or more sureties.
In addition there were 10 companies holding certificates of authority
to act as reinsurers only on bonds in favor of the United States.
During the year certificates of authority to act as sole sureties
were issued to seven new companies and the authority of three
was revoked. A certificate was issued to one new company as an
acceptable reinsurer only under Department Circular No. 297,
as amended, and the authority of one reinsurer was extended to that
of a sole surety. :

During the year 59,647 bonds and consent agreements examined
by the Treasury were approved as to corporate surety.

Investments of trust and other funds )

The Secretary of the Treasury is responsible, under various
provisions of law, for the investment of certain.trust and other
funds. The Bureau of Accounts handles the investment accounts of
the Government anddirects the custody of investments and securities
held by the Treasurer of the United States and by Federal Reserve
Banks for which the Secretary of the Treasury is responsible. A
summary of the various investment accounts for whichthe Secretary
is responsible is shown in table 51.

Receipts of interest charged on Federal Reserve notes

Since 1947 the FederalReserve System has made annual payments
of approximately 90 percent of the earnings of the Federal Reserve
Banks to the Treasury. On April 24, 1947, the Board of Governors
of the Federal Reserve System stated in part that as a result of
operations  essential to Government financing during and after the
war and operations required by the needs of the public for credit
and currency, net earnings of the 12 Federal Reserve Banks were
at relatively high levels, estimated to aggregate more than $60
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million for 1947. In view of these facts and the fact that at the end
of 1946 the surplus of each Bank was equal to its subscribed capital,
the Board adopted a procedure of establishing quarterly rates of
interest on the outstanding notes of each Federal Reserve Bank,
so that after payment of expenses and dividends, nine-tenths of the
remaining earnings are paid into the Treasury. The payments have
been made under Section 16 of the Federal Reserve Act (12 U.S.C.
414) which authorizes the Board of Governors of the Federal
Reserve System to charge interest on the amount of outstanding
Federal Reserve notes which are in excess of the amount of the
gold certificates held against the notes as collateral.

In 1954 the amount deposited was $340,786,022, compared with a
deposit of $297,715,406 in 1953. Except in 1951 the amounts have
increased each year, as shown for 1952 and the earlier years in the
1952 Annual Report, page 555. In the eight years the deposits have
aggregated $1,598,935,213.

Donations and contributions

During the fiscal year 1954, the Treasury Department deposited
in the general fund donations amounting to $106,598 and ‘‘Con-
science fund'’ contributions amounting to $53,429. A conditional
donation of $27,422 to the Library of Congress was deposited in
the Library of Congress Trust Fund, Permanent Loan Account.

Withholding of State income taxes, agreements

Agreements were made during the year with the States of Dela-
ware, Arizona, Kentucky, and Colorado to withhold State income
taxes from the compensation of Federal employees. The agree-
ments were made under the act of July 17, 1952 (5 U.S.C. 84b, 84c)
providing for withholding of State and Territorial income taxes
from such compensation. %See Department Circular No. 918, Annual
Report for 1953, p. 310.) Earlier, the States of Vermont and Ore-
gon, and the Territories of Hawaii and Alaska had qualified.

The Government Actuary

Actuarial and allied technical and mathematical analyses are
prepared by the Government Actuary, including actuarial estimates
for Federal trust funds as required by statute. The Secretary of the
Treasury is charged with the duty of handling the investments and
other operations of most of these funds.

During the fiscal year 1954, for the use of the Committee on
Retirement Policy for Federal Personnel in its study of Federal
retirement systems, a schedule of estimated receipts, expenditures,
and fund balances of the Civil Service Retirement System was
prepared. In addition for this Committee, valuations were prepared
of the five retirement systems covering respectively the Foreign
Service, the Federal Judiciary, the Judiciary of Territories, the
Public School Teachers of the District of Columbia, and the
Policemen and Firemen of the District of Columbia.

For the Secretary of the Treasury, there were prepared during
1954 the regular estimates of the annual appropriations required
to be made to the foreign service retirement and disability fund
and to the District of Columbia teachers’ retirement fund.
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Management improvement

Management savings of the Bureauin 1954, estimated at $904,000,
were close to the total in 1953. This amount, approximately 5
percent of available funds, was a very important factor in enabling
the Bureau to carry on its resoonsibilities within the limitations of
the funds appropriated for administrative expenses.

The principal savings were made in mechanical processes and
machine utilization. Substantial savings were realized also through
better utilization of personnel, changes in organization, and im-
proved accounting, financial reporting, and payment procedures.
There was a further reduction during the year of approximately
one-half cent in the unit cost of issuing checks. This was ac-
complished mainly through the use of certain new equipment which
is feasible only where large volume is concentrated at one point.
Application of electronic equipment to check-writing and recon-
ciliation of paid checks are being studied.

The incentive awards program, including cash and efficiency
awards, continued productive, with estimated annual savings of
$27,700. Of the total of 265 suggestions submitted under the cash
awards program, 165 were rejected or. withdrawn, and 98 were
adopted on which awards aggregating $1,540 were approved. There
were also 4 Title X efficiency awards involving 10 employees,
9 superior accomplishment awards, 4 meritorious civilian service
awards, and one exceptional civilian service honor award.

A program of supervisory development was reactivated during
the year to emphasize responsibilities of supervisors with respect
to employee relations and the efficiency of operations, and to train
them in better management practices.

The Bureau's activities are included in an organization and
management survey of the Fiscal Service to be conducted under
a contract awarded June 24, 1954, to amanagement engineering
firm.

Treasury Loans, Capital Subscriptions, Ihterest, and Dividends

Among the duties of the Bureau of Accounts are the development
of agreements relating to loans made to Government corporations
and other agencies which are authorized to borrow from the
Treasury, and the maintaining of the records relating to the loans,
the capital subscription accounts, and interest and dividends.

Commodity Credit Corporation

Under the act of March 8, 1938, as amended (15 U.S.C. 713a-1),
the Secretary of the Treasury is required to make an annual
appraisal as of June 30 of the assets and liabilities of the Com-
modity Credit Corporation to determine its net worth. In the event
that such appraisal shall establish that the net worth is less than
$100,000,000, the Secretary of the Treasury is to submit an
estimate and recommend that the Congress appropriate the funds
necessary to restore the capital impairment. In the event that any
appraisal shall establish that the net worth is in excess of
$100,000,000, such excess shall be deposited by the Corporation
in the Treasury as miscellaneous receipts. The act of March 20,
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1954, (68 Stat. 30} amending the act of March 8, 1938, changed the
appraisal basis from the lower of cost or market for the month of
June to a cost basis beginning with the fiscal year ending June 30,
1954. The act also provided that restoration of capital for losses
incurred shall be by appropriation instead of note cancellations.

The Government Corporation Control Act(31 U.S5.C.851) requires
the Comptroller Geneéral to furnish a copy of the annual audit
report to the Secretary of the Treasury, and it is the policy of the
Secretary in appraising the assets and liabilities of the Corporation
to give consideration to the Comptroller General's findings.

A statement showing restoration of capital impairment by appro-
priations or by cancellation of obligations of the Corporation
covering those years for which the appraisal determined that the
net worth of the Corporation was less than $100,000,000, together
with the appraisal dates and amounts of deposits in the Treasury
for those years when the appraisal established that the net worth
was in excess of $100,000,000, appears in table 80.

The liabilities and capital of the” Qorporation' on June 30, 1953,
exceeded the value of assets as deterinined by the Secretary of the
Treasury by $563,589,667. Of this amount the Secretary restored
$550,151,848, the amount stipulated by Public Law 295, 83d
Congress, approved February 12, 1954 (68 Stat. 14), by canceling
notes issued by the Corporation to the Secretary, making the net
charge against the Treasury for impairment of capital from in-
ception of the Corporation, $3,141,276,671. In fiscal 1954 the
Corporation paid to the Treasury interest in the amount of
$2,500,000 on its capital stock outstanding and interest on borrow-
ings from the Treasury in the amount of 588,345,566.

The act also directed the Secretary to cancel the Corporation’s
notes in the amounts of $129,553,795 and $2,064,060, respectively,
to cover the net cost during fiscal 1953 under the International
Wheat Agreement Act of 1949 (7 U.S.C. 1641-1642) and for funds
transferred and expenses incurred for, ''Eradication of foot-and-
mouth anhd other contagious diseases of animals and poultry’® pur-
suant to authority granted in the Department of Agriculture
Appropriation Act, 1953 (66 Stat. 354).

Reconstruction Finance Corporation, national defense, war and
reconversion activities

In accordance with the act of June 30, 1948 (62 Stat. 1187), the
Corporation in 1954 deposited $184,921,321 in the Treasury as
miscellaneous receipts. This deposit represented cash recoveries,
less related expenses made during the fiscal year from the Corpo-
ration's national defense, war, and reconversion activities. These
activities related to the synthetic rubber, tin, and abaca programs,
and liquidation principally of activities relating to rental and dis-
posal of World War II defense plants and facilities, the settlement
of claims, and collection of receivables. The Corporation also
paid to the Treasury in 1954 interest on its borrowings from the
Treasury in the amount of $4,167,833.

A statement showing all cancellations and recoveries by the
Treasury in connection with Reconstruction Finance Corporation
notes is shown in table 81.
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Refugee Relief Act, regulations

Under the Refugee Relief Act of 1953, approved August 7, 1953,
Sec. 16 (50 U.S.C. App. 1971n, Supp. I}, the Secretary of the
Treasury was authorized and directed to make loans not to exceed
$5,000,000. in the aggregate to public or private agencies of the
United States to finance the transportation of certain persons re-
ceiving immigrant visas under the act from ports of entry to
places of their settlement in the United States. Regulations were
issued in Department Circular No. 932, dated December 1, 1953
(exhibit 77), and related operating procedures were developed.

International Obligations

During the year, the Bureau of Accounts continued to discharge
its duties in connection with certain Treasury responsibilities in
respect to international obligations. The following paragraphs
report the payment and status of loans, the payment of various
claims, the accounting for indebtedness arising from World Wars
I and II, and some related matters.

World War I indebtedness . :

As of July 1, 1954, World War I indebtedness of foreign govern-
ments to the United States, excluding the amount of indebtedness of
Germany, amounted to $17.2 billion, $11.4 billion on account of
principal, and $5.9 billion on account of interest.

Under the funding agreement of May 1, 1923, and the moratorium
agreements of May 1, 1941, and October 14, 1943, the Treasury in
fiscal 1954 received from Finland $396,199.36 in payment of its
indebtedness. In accordance with the provisions of the act of
August 24, 1949 (20 U.S.C. 222), this amount was placed in a deposit
fund account and was made available to the Department of State for
financing educational and scientific studies in Finland and the
United States. '

Tables 115 and 116 show the status of World War I indebtedness.

Mixed Claims Commission, United States and Germany.--On
February 27, 1953, the Federal Republic of Germany, as part of
the German settlement of German debts, entered into an agreement
with the United States which provided for (1) the settlement of the
obligations of the Federal Republic with regard to the remaining
indebtedness of Germany for awards made by the Mixed Claims
Commission, United States and Germany, on behalf of nationals
of the United States, and (2) the deferment of settlement of all other
indebtedness under the 1930 agreement.

The agreement provided for the total payment of $97,500,000 in
26 annual installments beginning April 1, 1953, on behalf of those
nationals of the United States on whose behalf awards of the Mixed
Claims Commission had heretofore been entered but which had not
been fully satisfied. The agreement was ratified on September 16,
1953, and on September 24, 1953, the Federal Republic made the
first annual payment of $3,000,000. The second payment, in like
amount, was made on April 1, 1954. The awards were distributed
in accordance with the Settlement of War Claims Act of 1928, as
amended (50 U.S.C. App. 9). Distribution to holders of Class III

339256 O -55 -9
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awards was made on a basis of 4.65 percent of the interest which
had accrued from January 1, 1928 to January 1, 1953. The second
payment, received on April 1, 1954, was distributed on a basis of
4.75 percent of the interest whichhad accrued from January 1, 1928
to January 1, 1954. )

A statement showing total payments made on awards under the
Settlement of War Claims Act of 1928, byclasses, and the status of
the accounts as of June 30, 1954, is shown in table 109.

World War 1I indebtedness : .

During 1954 the Bureau of Accounts continued its operations of
accounting, billing, and collecting for lend-lease articles trans-
ferred and surplus property sold by the United States to foreign
governments in connection with World War II.! Table 117 shows the
status of the indebtedness by countries for reimbursable supplies
and services under lend-lease and surplus property sales agree-
ments, and under other lend-lease accounts. As of June 30, 1954,
the accounts receivable amounted to $2,412.3 million. Included in
other lend-lease accounts is $291.2 million due for silver trans-
ferred under the lend-lease program, repayment of which is to be
made in silver of a like kind and quantity.

Under the lend-lease and surplus property agreements, the
Treasury Department in fiscal 1954 received payments in United
States dollars from foreign governments amounting to $58.1 million.
This brought the total collected in United States dollars to $1,789.9
million as of June 30, 1954. During the year, the lend-lease and
surplus property accounts were credited also with payments in
foreign currencies having a United States dollar equivalent of
$26.1 million. Such payments from inception of the lend-lease and
surplus property programs have reduced the amounts receivable
by the United States dollar equivalent of $223.1 million.

Credit to the United Kingdom

The United States made loans to the United Kingdom in the total
amount of $3,750,000,000, under the terms of the financial agree-
ment dated December 6, 1945. The agreement provides for repay-
ments on the loans, together with interest at the rate-of 2 percent,
to be made annually beginning December 31, 1951.

The third annual payment in thé amount of $119,336,250, was
made on December 31, 1953, of which $73,208,815.50 was applied
to interest, and the balance of $46,127,434.50 applied to principal.
The indebtedness as of June 30, 1954, amountedto $3,614,313,340.50.

German external debt
The agreement on German external debts signed onFebruary 27,
"1953, by the Federal Republic of Germany and the United States
provided for the settlement of the claim held by the United States
Government for postwar economic assistance furnishedto Germany.
The agreement provided for the payment to the United States from
time to time from January 1, 1953, of the principal sum of

1Under Executive Order No, 9726, dated May 17, 1946; see Annual Report for 1947, p, 116.
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$1,000,000,000 and interest at the rate of 21/2 percent per annum
on the unpaid principal balance outstanding, such interest to be
paid semiannually. . ]

The first payment of interest, in the amount of $12,500,000, was
made on July 1, 1953, while a similar payment was made January
1, 1954. Thereafter, until and including January1,1958, $12,500,000
shall be paid on January 1 and July 1. of each year as interest.
Beginning July 1, 1958, and semiannually thereafter, 59 install-
ments of $23,790,000 and one finalinstallment of the unpaid balance
shall be paid, such installments to be applied first to accrued
interest and the remainder to principal.

International Claims Settlement Act of 1949, as amended

The act of March 10, 1950, as amended (22 U.S.C. 1622), estab-
lished the International Claims Commission of the United States in
the Department of State! to receive claims, conduct hearings, and
adjudicate and render final decisions with respectto certain claims
of the Government of the United States, onits own behalf and on the
behalf of the American nationals against foreign governments,
arising out of World War II. Awards of the Commission are certi-
fied to the Secretary of the Treasury for payment to awardees or
their successors or assigns in accordance with the provisions of
the act, as amended.

Under the Yugoslav Claims Agreement of 1948, the Government
of Yugoslavia paid to the United States the sum of $17,000,000 in
full settlement of certain pecuniary claims of the United States and
nationals of the United States against the Yugoslav Government
arising out of the nationalization or other taking of property by
Yugoslavia. This is to be paid out to the respective claimants
under the aforesaid agreement as their interests may appear,
pursuant to the act of March 10, 1950, as amended (22 U.S.C.
1625-1626, Supp. I). As of June 30, 1954, 153 awards in the total
sum of $690,217 have been certified to the Treasury for payment.

Organization for European Economic Cooperation, European Pro-

ductivit% Agency
he European Productivity Agency was established within the

frame of the Organization for European Economic Cooperation
pursuant to Section 115(k)(2) of the Economic Cooperation Act of
1948, as amended (22 U.S.C. 1513k) and Section 516(a) of the
Mutual Security Act of 1951, as amended (22 U.S.C. 1667).

The object of the program is to stimulate free enterprise and the
expansion of the economies of the member countries with equitable
sharing of the benefits among consumers, workers, and owners. To
put the program into operation, the Director for Mutual Security,
as authorized by the law, transferredtothe Organization $2,500,000,
which was deposited into a special account of the Secretary of the
Treasury on June 30, 1953. During the fiscalyear 1954, withdrawals
were made in the amount of $500,000.

1By Reorganization Plan No. 1 of 1954, the name of this Commission was changed to the Foreign
Claims Settlement Commission of the United States, effective July 1, 1954,
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United Nations Relief and Works Agency for Palestine Refugees in
the Near East

The United Nations Relief and Works Agency for Palestine
Refugees in the Near East was established under a resolution of the
General Assembly of the United Nations on December 8, 1949.
Under Section 302, Title III of the Foreign Economic Assistance
Act of 1950 (22 U.S.C. 1556; see also 22 U.S.C. 1556 Supp. I note),
the Secretary of State was authorized to make contributions from
time to time to the Agency from appropriated funds under the
jurisdiction of the Department of State. Pursuant to an agreement
with the Secretary of State, there was established a deposit fund
account in the name of the Secretary of the Treasury. As of June
30, 1954, the Department of State had transferred $35,000,000 and
the Agency had withdrawn $8,500,000.

Indebtedness of the Government of the Republic of the Philippines

Bonds of the Republic of the Philippines.--The final payment by
the Philippines to the special trust account established in the
Treasury under the Philippine Independence Act, approved August
7, 1939 (53 Stat. 1229), was made on October 23, 1951.

The act provides, in part, that: ‘‘From time to time after July
4, 1946, any moneys in such special trust account found by the
Secretary of the Treasury of the United States to be in excess of an
amount adequate to meet interest and principal payments of all such
bonds shall be turned over to the Treasurer of the independent
Government of the Philippines.’’ In accordance with this provision,
$1,000,000 was determined to be in excess of the special trust fund
requirements and was returned to the Treasurer ofthe Government
of the Philippines on May 24, 1954.

The status of the special trust account as of June 30, 1954, for
the payment of principal and interest on pre-1934 Philippine
Government bonds, will be found in table 71.

Funding agreement.--On June 1, 1954, the Treasury Department
also received a payment of $4,200,000 from the Government of the
Philippines representing payment of principal in the amount of
$3,500,000 and interest in the amount of $700,000 pursuant to the
terms of the Philippine refunding agreement of November 6, 1950
{Annual Report for 1951, pp. 553 and 601).

American-Mexican Claims Commission

During the fiscal year 1954, the Government of the United Mexican
States made its annual payment in the amount of $2,500,000, repre-
senting an installment on the $40,000,000 which Mexico, in the -
Convention of November 19, 1941, agreed to pay in full settlement
of the claims of Americannationals as adjudicated by the American-
Mexican Claims Commission. The amount enabled a further dis-
tribution of 6.1 percent on the principal amount of.each award,
making a total distribution of 89.6 percent. A statement of the
Mexican claims fund appears as table 108.

Withheld foreign checks

Prohibition of the delivery of Government checks to payees
residing in certain foreign areas continued during 1954 under
Treasury Department Circular No. 655, dated March 19, 1941, as
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amended. This restriction applies to the following areas: Albania,
Bulgaria, Communist-controlled China, Czechoslovakia, Estonia,
Hungary, Latvia, Lithuania, Poland, Rumania, the Union of Soviet
Socialist Republics, the Russian Zone of Occupation of Germany,
and the Russian Sector of Occupation of Berlin. In addition, delivery
of checks to nationals of Communist China and North Korea is
prohibited by Foreign Assets Control regulations issued by the
Secretary of the Treasury on December 17, 1950, except to the
extent that delivery has been authorized by appropriate license.

Liquidations of Federal Agencies

Although the outstanding obligations of the Philippine War Damage
Commission were liquidated and the administrative accounts closed
during the fiscal year 1953, 5,673 inquiries and other correspond-
ence relating to property damage claims and claims for the pro-
ceeds of improperly negotiated war damage checks were received
during the fiscal year 1954.

Executive Order No. 10494, dated October 14, 1953, placed upon
the Secretary of the Treasury the authority toliquidate the remain-
ing fiscal functions of the Economic Stabilization Agency. Treasury
Department Order No. 162-2, dated November 2, 1953, delegated
such authority to the Commissioner of Accounts. During the fiscal
year 1954, most of the outstanding obligations were liquidated and
various procedural matters were completed. '

BUREAU OF THE PUBLIC DEBT

The Bureau of the Public Debt in connection with the management
of the public debt, performs the administrative work which includes
the preparation of offering circulars, instructions, and regulations
pertaining to each issue, the issuance of securities and the conduct
or direction of transactions in outstanding issues, the final audit
and custody of retired securities, the maintenance of the control
accounts covering all public debt issues, and the keeping of indi-
vidual accounts with owners of registered securities and the issue
of checks in payment of interest thereon.

Two principal offices are maintained, one in Washington, D. C.,
for all functions relating to the issuing, servicing, and retiring
of public debt securities except those relating to savings bonds
following their issue to the public; the other in Chicago, Il11., where
the functions consist of transactions relating to savings bonds after
their issue to the public. In addition to the two principal offices,
three field regional offices, located in New York, Chicago, and
Cincinnati, are maintained for the purpose of auditing retired
savings bonds and preparing records reflecting their retirement.

Bureau administration i :

Management improvement.--In the past several years the Bureau
of the Public Debt has been highly successful in the prosecution of
its management improvement plan. Various fields have been pro-
gressively emphasized through coordinated design on the part of
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the Bureau and also as a result of departmental procedural rec-
ommendations for the guidance and consideration of all Treasury
units.

During 1954 the Bureau continued its program to reduce costs
wherever such reduction could be made without sacrificing security
controls or impairing the quality of its service. Noteworthy results
were attained in several areas. A simplified method of correcting
sequence errors on microfilm records of savings bonds registra-
tion stubs reduced rephotographing and film splicingtoa minimum.
Following studies made of the film reviewing operations in con-
nection with the filming of savings bond stubs, a mechanical collating
sequence check was instituted immediately before the numerical
filming which produced a much higher degree of sequence accuracy
on the films. This made possible a reduction in the film sequence .
review of numerical stub reels to a 5 percent sampling check,
resulting in a sustained increase in production in this operation
of approx-;mately 100 percent. A survey of the frequency of dis-
crepancy, in the issue date shown by original issue registration
stubs of savings bonds and the relation of redemptions to sales by
denominations, determined it was feasible to discontinue inpart the
issue date verification of the stubs without impairing adequate quality
control. A revision of the procedure for processing changes of ad-
dress in connection with the registered accounts of Series G savings
bonds eliminated the typing of approximately 150,000 copies of forms
and new addresses on account reference cards annually. '

During the year the savings bonds operations relating to retire-
ment and reissue transactions were reviewed and carefully ana-
lyzed, resulting in a decision to refine the basic redemption pro-
cedures further. The revised procedure is a major change in the
savings bonds retirement processing operations in the Federal
Reserve Banks and was placed in effectinthe Banks on a staggered
basis, beginning June 1, 1954, for a period of three months. The
change in procedure does not in any way affect the relationship of
paying agents with the Federal Reserve Banks but it transfers
most of the detailed operations from the Federal Reserve Banks
to the three regional offices of the Register of the Treasury. A
uniform procedure for processing savings bonds retired onall types
of transactions is effected, thereby resulting in substantial economies
in personnel, equipment, space, and other related items. This
change in procedure also lays the groundwork for facilitating the
processing of redeemed savings bonds by electronic means if this
proves feasible.

It was determined that the final audit of’ retired bearer securities
and interest coupons could be dispensed with and therefore the
Final Audit Section of the Office of the Register of the Treasury was
abolished as of July 1, 1953.

A Machine Accounting Section was established on November 1,
1953, in the Office of the Deputy Commissioner in Charge of the
Washington Office, by consolidation of the Machine Operations
Unit of the Division of Loans and Currency with the Machine
Accounting Section of the Office of the Register of the Treasury,
resulting in economies in both machines and personnel.

Since the audit of unfit United States paper currency retired
from circulation was decentralized to the Federal Reserve Banks

v
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and branches, the Redeemed Currency Unit of the Division of Loans
and Currency was abolished November 5, 1953.

Personnel.--On June 30, 1954, there were 3,411 employees on the
rolls of the Bureau of the Public Debt excluding those on leave
without pay, as compared with 73,489 on June 30,1953. The princi-
pal changes consisted of decreases of 163 employees in the Division
of Loans and Currency and 24 employees inthe Office of the Regis-
ter, in Washington; and 91 employees in the Chicago Departmental
Office and an increase of 180 employees inthe three regional offices
of the Register of the Treasury, occasioned by a shift of work from
the Federal Reserve Banks and branches.

Bureau operations

The public debt.--A summary of public debt operations handled
by the Bureau appears on pages 22 to 35 of this report, and a series
of statistical tables dealing with the public debt will be found in
tables 14 to 49,

The public debt of the United States falls into two broad categories:
(1) Public issues, and (2) special issues. The public issues are
classified as to marketable obligations, consisting chiefly of
Treasury bills, certificates of indebtedness, Treasury notes, and
Treasury bonds; and nonmarketable obligations, consisting chiefly
of United States savings bonds, Treasury bonds of the investment
series, and Treasury savings notes. Special issues are issued by
the Treasury directly to various Government funds and payable
only for account of such funds.

During the fiscal year 1954 the gross public debt increased by
$5,189 million and the guaranteed obligations held outside the
Treasury increased by $29 million. The most significant change in
the composition of the outstanding debt during the year was the
increase of $3,020 million in marketable obligations. Total public
debt issues, including issues in exchange for other securities,
amounted to $181,979millionduring 1954, and retirements amounted
to $176,791 million. The following statement gives a comparison of
the changes during the fiscal years 1953 and 1954 in the various
classes of public debt issues:

Increase, or decrease (-)

Classification wss |
In millions of dollars
-Interest-bearing debt:

Treasury bonds, investment SeTies.......ccsvececrerscecrsscanstsnnnsaonas =758 =513
Troasury Savings NOLeS....ccerereestrssstescrrrssansssrenss eerrsrerreeas -2,160 626
United States savings bonds. 201 176
Marketable obligation: 6,928 3,020
Special issues....... 2,799 1,691
Other 74 -35
Total interest-bearing debt........eeviuirriiinniirirenarinssanenaans 7,083 4,964
Matured and debt bearing no interest -117 225
TOLALs e aassrernsaoosssssoncsosassasonsassocsassoscessasensassscssnas 6,966 5,189

FRevised,
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" United States savings bonds.--In terms of volume of work, the
issue and redemption of United States savings bonds represent the
largest administrative problem of this Bureau. Since these bonds
are in registered form and in the hands of millions of people,
establishing and maintaining alphabetical and numerical records of
more than 1.6 billion of these bonds, replacing lost, stolen, and
destroyed bonds, and handling and recording retired bonds present
administrative tasks of considerable magnitude.

Receipts from the sales of savings bonds during the year were
$5,494 million and accrued discount charged tothe interest account
and credited to the savings bond principal account amounted to
$1,234 million, a total of $6,727 million. Expenditures for re-
deeming savings bonds, including matured bonds, amounted to
$6,515 million. The amount of savings bonds of all series outstand-
ing on June 30, 1954, including accrued discount and matured
bonds, was $58,189 million, an increase of $212 million over the
amount outstanding on June 30, 1953. Detailed information regard-
ing savings bonds will be found in tables 34 to 39, inclusive, of this
report.

During the fiscal year 1954, 88.2 million stubs representing
issued bonds of Series E were received for registration, making a
total of 1,627.3 million, including reissues, received through June
30, 1954. These original stubs are first arranged alphabetically in
semiannual blocks, by name of owner, and microfilmed. They are
then arranged in numerical sequence of their bond serial number
in a full calendar year file and microfilmed, after which they are
destroyed. The microfilms serve as permanent registration rec-
ords. Of the 1,627.3 million Series E bond stubs received as of
June 30, 1954, 1,427.9 million have been completely processed and
destroyed, leaving a balance of 199.4 million stubs in process at
various stages of completion. The following table shows the proc-
essing, at various stages, of the registration stubs of Series E
savings bonds.

Stubs of issued Series E savings bonds in Chicago office
(In millions of pieces)
Alphabetically
Period Studs sorted Alpha- Numeri~ .| Destroyed
received ) ' betically cally after
Restricted | Fine sort filmed £41med filming
basis prior to
sort! filming?
Cumulative through June 30, 1949.... 1,247.0 1,210.2 1,186.9 1,139.2 1,223.3 1,061.5
Fiscal year:
1950.. 67.8 9.1 88.1 115.3 5 156.6
1951.. 63.5 60.5 66,2 63.8 41.7 36.4
1952.. 7.0 72.2 67.3 57.1 27.5 32,2
2= 82.8 84.0 59.8 62.3 66.4 67.9
B 88.2 89.0 82.0 82.2 72.7 73.3
TOtALeaaeeeranenranseeoneonen 1,627.3 1,607.0 1,550.3 1,519.9 1,432.1 1,427.9

1 Not in complete alphabetical arrangement but sorted to such a degree that individual stubs can be
located. Tncludes those stubs fine sorted.
2 Completely sorted.
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The audit of retired savings bonds is conducted in the regional
offices of the Register of the Treasury. There were 97.3 million
retired savings bonds of all series received in the regional offices
during the year. Retired bonds are audited and then microfilmed,
after which the bonds may be destroyed. The bonds of all series
received in these offices have been audited, microfilmed, and
destroyed to the extent indicated in the following table. ’

Retired savings bonds of all series in regional offices
{In millions ‘of pieces)
- Period

Bonds Micro- Balance Balance
received | AUdited | giined | unsudited | unfilmea | DeStroved
Cumulative through June 30, 1949... 322.0 319.0 223.1 3.0 98.9 4.5

‘Fiscal year:

84,4 83.0 153.3 bob 30.0 312.7
92.1 94.2 101.7 2.3 20.4 79.2
82.4 82.8 85.2 1.e 17.6 88,6
88.4 88.5 92,1 1.8 13.9 111.0
97.3 96.0 95.5 3.1 15.7 gL.6
Totelesveesoorassasonosroronas 1 766.6 763.5 750.9 3.1 15.7 677.6

! Includes 731.8 million pieces of redeemed Series A-E bonds,

After the retired bonds have been audited in the regional offices,
a listing of the serialnumbersis transmittedto the Chicago depart-
mental office where the serial numbers are posted to numerical
registers, and the postings are verified. The following statement
shows the status of the posting of all series of retired savings bonds.

Retired savings bonds of all serigs recorded in Chicago
office (In millions of pieces)

Period Number of - Status of posting

retired
bonds B
reported Posted Verified Unposted | Unverified
Cumulative through June 30, 1949,..... ceeeapian 784.1 781.7 775.7 2.4 6.0
Fiscal year: .
82.6 81,2 82.2 3.8 5.0
cregranns 89.8 90.7 3.4 2.9 2,3
creersseisens 85.5 88.1 88.2 .3 2.2
crsvrierevenes 87.7 88,0 B7.5 1 ceevnnnann 2.7
creresreriene 94.6 89.9 88.7 407 3.9
T TN 1,224.3 1,219.6 1,215.7 4.7 3.9

- Of the 90.5 million Series A-E savings bonds redeemed prior to
release of registration and received in the regional offices during
the year, 87.4 million, or 96.6 percent, were redeemed by 17,500
paying agents, who were reimbursed for this service in each
quarter-year at the rate of 15 cents each for the first 1,000 bonds
paid and 10 cents each for alloverthe first 1,000. The total amount
paid to agents on this account during the year was $10,829,832,
which was at the average rate of 12.41 cents per bond.
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On December 29, 1953, the Treasury announced that, as a further
step towards reducing costs of operations, it was withdrawing
savings bonds from sale at local post officesin communities where
other savings bonds agents, such as banks or other financial in-
stitutions and business firms with payroll savings plans, provide
adequate issuing facilities. The post offices, comprising 54 percent
of the total number of issuing agents, were accounting for less than
7 percent of the amount of the annual sales of savings bonds. They
will continue to sell United States savings stamps and also will
continue to provide information as to where savings bonds may be
purchased.

The following table shows the number of issuing and paying
agents for Series A-E savings bonds, by classes.

Building

and sav. Companies
Post : = Credit operating Al)
June 30 offices Banks ;gﬁz :gd unions payroll others Total
- plans

sociations

Issuing agents

15,225 1,557 522 3,052 550 45,966
15,276 1,551 511 3,070 640 45,769
15,333 1,559 503 3,090 594 45,513
15,380 1,536 464 3,039 591 45,425
15,607 1,534 440 2,997 606 24,382

Paying agents

15,623 874 137 57 16,691

15,747 922 138 59 16,866
15,851 976 1391 .. 57 17,023
15,906 1,042 1381 .. 57 17,143
16,220 1,106 1381 .. 55 17,519

1 Estimated by the Post Office Department.

During the fiscal year 1954, 8,034,094 interest checks were issued
on current income type savings bonds with avalue of $428,747,739.
This was a decrease of 380,294 checks from the number issued
during 1953, and a decrease of $35,328,437. As of June 30, 1954,
there were 2,642,602 active accounts with owners of this type of sav-
ings bonds, a decrease of 41,218 accounts from the previous year.
There was a reduction of 256,081 in accounts of Series G bonds
which have been maturing since May 1, 1953, and an increase of
162,939 in accounts of Series H bonds, which were first sold on
June 1, 1952, and 51,924 in accounts of Series K bonds which were
first sold on May 1, 1952. ' '

There were 45,548 applications during the year for the issue of
duplicates of lost, stolen, or destroyed savings bonds, in addition
to 1,546 cases on hand at the beginning of the year, making a total
of 47,094 cases. In 28,207 cases the bonds were recovered, and in
17,080 cases the issuance of duplicate securities was authorized.
On June 30, 1954, 1,807 cases remained unsettled.

Registered accounts other than savings bonds.--During the year
25,400 individual accounts covering publicly held registeredsecuri-




ADMINISTRATIVE REPORTS 119

ties other than savings bonds were opened and 56,000 were closed.
This reduced the total of open accounts onJune 30, 1953, to 278,400
such accounts open on June 30, 1954, covering registered securities
in the principal amount of $20.8 billion. Interest checks totaling
541,000 were issued to owners of record during the year, a decrease
of 44,000 from 1953.

Redeemed currency.--On July 1, 1953, the Division of Loans and
Currency (Washington) had on hand 23,752 unaudited bundles (4,000
half-notes each) of United States currency that had been retired
from circulation as unfit. During July 1953, 1,508 bundles were
received, making a total of 25,260 bundles to be audited. The audit
was completed by the middle of August, which ended this operation
in the Division of Loans and Currency.

OFFICE OF THE TREASURER OF THE UNITEDi STATES

The Treasurer of the United States is the officer of the Govern-
ment charged by law with the receipt, custody, and disbursement
upon proper order of the public moneys. The Treasurer is required
to keep accurate records as to the source, location, and disposition
of the funds and to make periodic reports thereof as required by
law and administrative authority. '

Although the Treasurer maintains no branch or field offices,
facilities for certain operations are provided Government offices
by the Federal Reserve Banks, acting as agents of and under the
supervision of the Treasurer. Through these means millions of
financial transactions involved in the day-to-day business life of
the Nation are handled promptly and efficiently. The procedures
followed by the Banks in the performance of these operations are
essentially the same as those in the Washington office.

Specifically, the Treasurer maintains current accounts of all
receipts and expenditures; pays the principal and interest on the
public debt; provides checking account facilities for Government
disbursing officers, corporations, and agencies; pays checks drawn
on the Treasurer of the United States; procures, stores, issues,
and redeems United States currency; audits redeemed Federal
Reserve currency; examines and determines the value of mutilated
currency; acts as special agent for the payment of principal and
interest on certain obligations of corporations of the United States
Government, Puerto Rico, and the Philippine Islands; and maintains
facilities in the Main Treasury building for (a) the deposit of public
moneys by Government officers, (b) the cashing of United States
savings bonds, and checks drawn on the Treasurer, (c) the receipt
of excess and/or unfit currency and coins from local concerns and
banks, and (d) the conduct of certain transactions in Public debt
securities for the public, including safekeeping of United States
savings bonds. The Office of the Treasurer prepares thé ‘‘Daily
Statement of the United States Treasury,”’ the monthly Statement
of the Public Debt, and the monthly ‘‘Circulation Statement of
United States Money."”’



120 1954 REPORT OF THE SECRETARY OF THE TREASURY

Under authority delegated by the Comptroller General of the
United States, the Treasurer processes claims arising from the
forgery of endorsements and other irregularities involving checks
paid by the Treasurer and, in the case of unpaid checks which are
lost or destroyed, instructs the claimants as to the manner of
obtaining substitute checks.

The Treasurer of the United States is also Treasurer of the Board
of Trustees of the Postal Savings System, trustee for bonds held to
secure public deposits in commercial banks and bonds held to
secure postal savings on deposit in such banks, and custodian of
miscellaneous securities and trust funds.

Management improvement.--The Office of the Treasurer con-
tinued its active participation in the management improvement
program during the fiscal year 1954 and made numerous changes
resulting in improvements in operations and more efficientservice
to the Government and to the public. Although practically all func-
tions of the Office have been performed since 1778, as specified
by legislation, it has been possible by continuous application of
management techniques and the introduction of modern methods and
equipment to keep pace with the everincreasing number of financial
transactions of the Government.

Numerous procedural changes have resulted in increased effi-
ciency in the check paymentoperation. Disbursing accounts involving
the issuance of approximately 2,000,000 checks annually were con-
verted during the year from paper tocard check form. Card checks
are considerably more economical to process. The replacement
of various machines by more modern and faster equipment also
contributed toward the increased efficiency and speed of the check
payment operation both in Washington and the Federal Reserve
Banks.

The creation of two separate divisions to perform the check
payment and check claims functions previously performed by a
single division has resultedinclearer definition of lines of authority
and responsibility and more efficient operations.

The records administration program of the Office was reviewed
thoroughly during the year. A revised filing system, the elimination
of considerable nonrecord material from the permanent files,
elimination of duplicate files, and the establishment of a complete
retention schedule have resulted in some reduction in personnel
and substantial savings in supplies and equipment.

The management improvement program has been supplemented
by supervisory training and stimulation of the work simplification
and incentive awards programs.

Money received and disbursed by the Treasurer.--Moneys col-
lected by Government officers are deposited with the Treasurer at
Washington, in Federal Reserve Banks, and in designated Govern-
ment depositaries for credit of the account of the Treasurer of the
United States, and all payments are charged against this account.
Total moneys received and disbursed for the fiscal years 1953 and
1954 are shown in the following table on the basis of the ‘‘Final
Statement of Receipts and Expenditures of the Umted States Gov-
ernment’’ for the fiscal year 1954.
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Receipts, expenditures, and general fund balance 1953 1954
Receipts:
Budgetary (net)*..... $64,825,044,026 $64,655,386,989
Trust accounts, etc. 8,929,289,228 9,155,358,424
Public debt3........... 158,877,189,562 |  181,979,465,460
SUDEOLAL - e s e ueeencnonsenossonenrnsovrosennscassnssesnnsnsansarsscs 232,631,522,816 |  255,790,210,873
Balance in general fund beginning of year....e..eieenaseossssossaeoss . 6,968,827,603 4,670,248,248
TOtALeeeerernennrsnenns PR 239,600,350,419 |  260,460,459,121
Expenditures:
Budgetary®.. V4,274,257, 484 67,772,353,245
Trust accounts, .. 5,168,818,039 6,769,321,623
Investmeénts of Government agencies in public debt securities (net).. 3,300, 585,125 2,054,365,867
Sales and redemptions of obligations of Government agencies in
market (NET)uueyuunreansruneornioransoenseersoranrosaeserasranees 25,214,084 3,908,850
Changes in accounts necessary to reconcile to Treasury cash. 249,920,729 1 46,437,530
Increese in_balance of cash held outside the Treasury..... 3 256,688,953
Public debt? 151,911,306,720 | 176,790,927,991
SUBLOtALe sttt eitiiieiannronennenns 234,930,102,171 253,694,004,060
Balance in general fund at close of y 4,670,248,248 6,766,455,061
TobaLesssurssannsnnns N 239,600,350,419 | 260,460,459,121

NOTE.~-This table is based on the "Final Statement of Receipls and Expenditures of the United States Gove-
ernment" for the period from July 1, 1953, through June 30, 1954, which was released on November 29, 1954.

! Total budget receipts less appropriations of receipts to the Federal old-age and survivors insurance trust
fund and the railroad retirement account and refunds of receipts. For details of receipts for 1954, see table 3.

2 For details for 1954, see table 4.

3 For details for 1954, see table 28.

4 See table 1, footnote 3. For éetails for 1954, see table 3.

% Not available.

Assets and liabilities of the Treasurer's accounts.--The assets
of the Treasurer consist of gold and silver bullion, coin and paper
currency, deposits in Federal Reserve Banks, and deposits in the
commercial banks designated as Government depositaries.

A summary of the assets and liabilities in the Treasurer's ac-
counts at the close of the fiscal years 1953 and 1954 is shown in
table 50.

Gold.--Gold receipts during 1954 amounted to $67.4 million and
disbursements totaled $603.3 million, a net decrease of $535.9
million. This decrease brought the total gold assets to $21,926.7
million on June 30, 1954. Liabilities against these assets were
$21,274.0 million of gold certificates and credits payable in gold
certificates and $156.0 million for gold reserve against currency.
The gold balance in the general fund on June 30, 1954, was $496.7.

Credits during the year on account of increment resulting from
the reduction in weight of the gold dollar in 1934 amounted to
$69,058.43. This makes a total increment from 1934 through the
fiscal year 1954 of $2,819,455,895.89. »

Silver.--During the year 24.2 million ounces of silver bullion,
which had been carried in the general fund at a costof $21.9
million, were monetized at a2 monetary value of $31.3 million. This
$31.3 million increase in silver assets was offset by a decrease of’
$10.5 million in holdings of silver dollars, making a net increase
of $20.8 million in assets during the year. As of June 30, 1954, the
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silver assets of the Treasurer (exclusive of subsidiary coin and
bullion held in the general fund at cost) amounted to $2,433.6
million.

Liabilities against silver at the end of the year amounted to
$2,393.9 million for silver certificates outstanding and $1.1
million for Treasury notes of 1890 outstanding, leaving 2a net
balance of $38.5 million in the general fund.

The silver bullion held inthe general fund at cost value (exclusive
of the $38.5 million at monetary value) decreased from $33.5 million
on June 30, 1953, to $13.7 million on June 30, 1954. This decrease
of $19.9 million is accounted for as follows: $33.6 million net pur-
chases of silver less $21.9 million of silver:" monetlzed and less
$31.6 million of silver used for coinage.

Paper currency.--Under the laws of the United States the Treas-
urer is the agent for the issue and redemption of Umted States
currency and coin.

Table 89 shows by class and denomination the value of paper
currency issued and redeemed during the fiscal year 1954, and the
amounts outstanding at the end of the fiscal year.

A comparison of the amounts of paper currency of all classes
issued, redeemed, and outstanding, follows:

Fiscal year 1953 Fiscal year 1954
Pieces Amount Pieces Amount
Outstanding at beginning of, year... 3,117,981,620] $31,621,651,824 3,196,720,099]  $32,567,590,057
Issues during year.........eceeceees 1,926,560,815 9,182,608,000 1,804,647,078 9,057,038,000
Redemptions during year..... 1,847,822,336 8,236,669,767 1,826, 580,083 9,220,725,519
Outstanding at end of year 3,196,720,099|  32,567,590,057 3,174,787,094 32,403,902,538

For further details on stock and circulation of money in the
United States, see tables 84 to 88.

Depositaries.--The following table shows the number of each
class of depositaries and balances as of June 30, 1954.

Deposits to the

Number of credit of the
Class depositaries! | Treasurer, U. S.,
June 30, 1954
Federal Reserve Banks and brancheS.........ieveieicerccceroosononnarans 36 $1,149,307,761.11
Other. banks in continental United States:
General depositaries 1,390 383,322,175.89

Special depositaries, Treasury tax and loan accounts. 10,653 4,835,898,773,57
Insular and territorial depositaries oo 38 49,290,949.06
Foreign depositaries?........... 34 87,611,420.83

Totaleveorrinass iereeneeaens 12,151 6,505,431,080.46

1 Does not include limited depositaries which have been designated for the sole purpose of receiving de-
posits made by Government officers for credit in their official checking accounts with such depoesitaries and
which are not authorized to accept deposits for credit of the Treasurer of the United States.

2 principally branches of institutions in the United States.

For details on the administrative work relating to designation
of depositaries, see page 102.

‘Checking accounts of disbursing officers and agencies.--As of
June 30, 1954, the Treasurer maintained 4,081 checking accounts
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of disbursing officers and Federal agencies. The number of dis-
bursing officers’ accounts by classes as of June 30, 1953 and 1954,
and the number of checks paid during the fiscal years 1953 and
1954 were as follows:

1953 1954
Disbursing Number of Number I_Iumber of Number
officers disbursing of disbursing of
officers' checks officers’ checks
accounts paid accounts pa‘1d
429 193,803,082 370 203,120,050
497 39,151,883 440 34,120,687
1,938 37,020,703 1,595 35,824,413
421 20,115,182 362 19,125,543
1,402 25,276,723 1,314 28,011,508
g

4,687 315,367,573 4,081 320,202,201

Of the 320,202,201 checks paid inthelastfiscal year, 255,577,741
were paid by the Federal Reserve Banks and the Manila Branch
of the National City Bank of New York acting as fiscal agents of
the Treasurer and the remaining 64,624,460 checks were paid by
the Treasurer in Washington.

The amount to the credit of the checking accounts of disbursing
officers and agencies on the books of the Treasurer of the United
States on June 30, 1954, was $83,651,459,976 as compared with
$89,170,018,085 on June 30, 1953.

Check claims.--During che year the Treasurer of the United
States issued 20,634 checks totaling $1,847,484 in settlement of
claims for the proceeds of checks which had been paid bearing
forged or unauthorized endorsements. Outstanding check claims
were processed, resulting in the Chief Disbursing Officer's is-
suance of 43,586 substitute checks totaling $29,067,542 to replace
checks which had not been received, or were lost or destroyed.

Under an additional delegation of authority from the Comptroller
General of the United States, dated October 1, 1953, all paid check
claims now are processed, unless otherwise specifically provided
by law, from inception to final conclusion by the Treasurer of the
United States. Cases involving forgeries are investigated by the
United States Secret Service; information relative to such cases is
contained in the report of that Service.

On July 1, 1953, the Treasurer of the United States assumed the
duty of developing and adjudicating claims for the proceeds of paid
Philippine war damage and Veterans Administration depositary
checks drawn by the Chief Disbursing Officer payable to residents
of the Philippines in indigenous currency. During the year, 1,455
disbursements were certified in the total sum of 629,212 pesos.

In addition to the claims processed to final settlement by the
Treasurer, many other claims were withdrawn or were not honored
‘because they were not well founded. )

Treasurer's Cash Room.--The commercial checks, drafts, postal
express money orders, etc., deposited by Government officers with
the Treasurer's Cash Room in Washington for collection aggregated
4,938,834 items for the fiscalyear 1954, as compared with 4,040,506
items for the fiscal year 1953. '
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Securities held in safekeeping.--The face value of securities held
by the Treasurer in safekeeping as of June 30, 1953 and 1954, is

shown in the following table.

Purpose for which held

To secure deposits of public moneys in depositary banks.........cevene.
To secure deposits of postal savings f{unds hes
For the Board of Trustees, Postal Savings System..........c.oovvveiannn
For District of Columbia:
Sinking fund
Teachers' retirement and annuity fund.
Relief and rehabilitation fund........

For the Secretary of the Treasur
Foreign obligations. . uuiuiiieeeiieeiiiniiiineroasnoecosiansaoannns
Capital stock and obligations of Government corporations and

For Federal Deposit Insurance Corporatio
Indian trust fUNdS. . .uveeieieenenierintionnvsscnaosenns
United States savings bonds held for various depositors
MiSCElLan@OUS. . v v v rerarrrorsarornrosconsssseussissssessosnsanancssannss

June 30, 1953 June 30, 1954
$478,410,800 $439,809,100
33,728,600 30,911,450
1,972,552,340 1,703,927,080
104,420 104,420
21,810,000 23,460,000
757,950 827,375
6,826,200 8,729,700
12,118,237,852 12,001,497,132
11,780,188,09 12,609,775,006
3,290,288,868 3,423,957,757
1,336,700,000 1, 376,870,000
34,076,405 31,831,105
45,223,845 44,276,460
104,573,951 ©123,028y376
31,223,479,327 31,819,004,961

Savings bonds placed in safekeeping with the Treasurer and those

withdrawn were as follows:

Number
1953 1954
In safekeeping at beginning of year.. 594,796 570,831
Placed in safekeeping........s...es 57,335 54,000
652,131 624,831
Withdrawn from safekeePing....c.veeiiiuiiietiiiiiiieeeesrosrocaresnannnnns 81,300 72,869
In safekeeping at end Of YOAI . . iiiuiiunrnsnsneeiesienerossrnnasssnsesnens 570,831 551,962

Servicing of securities for Federal agencies and for certain other

governments.--In accordance with agreements between the Secre-
tary of the Treasury and various Government corporations and
agencies and Puerto Rico, the Treasurer of the United States acts
as special agent for the payment of principal of and interest on
their securities (including pre-1934 bonds of the Philippine Govern-

ment).

The amounts of such payments during the fiscal year 1954,

on the basis of the daily Treasury statement, were as follows:

: Interest paid Registered Coupon

Principal in cash interest interest
Federal home loan banks........... $593,440,000 | $9,319,350.38 | «evvurrenns | e
Federal farm loan bonds........ 49,900 45.00 $795,418.96 | $20,174,340.57
Federal Farm Mortgage Corporatio: 51,400 13L.26 | veinnnnnnns 2,708.34
Federal Housing Administration... 16,818,700 109,280.22 2,128,996.07 | ..iiiviiiinnnn.
Home Qwners' Loan Corporation.. 116,250 57.50 | iiiiiniinnnn 10,756.20
Philippine Islands........... 145,000 | ..oivvnnnnn e 5,490.00 173,032.50
PUETLO RACO. v raetvrerseennnnnnennennns 378, 500 4,285.00 75,247.50 317,877.50
TOAL. ¢ e veeeereenniireeerenaes 610,999,750 | 9,433,149.36 | 3,005,152.53 | 20,678,715.11
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INTERNAL REVENUE SERVICE!

The Internal Revenue Service is responsible for the collection
of the internal revenue and for the enforcement of the internal
revenue laws and certain other statutes. These other statutes in-
clude the Federal Alcohol Administration Act (27 U.S. C. 201-212);
the Liquor Enforcement Act of 1936 (18 U. S. C. 1261, 1262, 3615);
the Federal Firearms Act (15 U. S. C. 901-909), and the National
Firearms Act (26 U. S. C. 2721). :

Review of operations

Collections.--Internal revenue collections for the fiscal year 1954
totaled almost $70billion, a slightincrease over the preceding year,
and the largest amount of internal revenue ever collected during any
year.

Collections by tax sources for the fiscalyears 1929-54 are shown
in detailin table 10 in the tables section of this report. A comparison
of collections from the principal sources of tax revenue for the fiscal
years 1953 and 1954 follows:

Comparison of collections from the principal sources of tax revenue for the fiscal years 1953 and 1954

1953 1954
Source
In thousand of dollars
Income and profits taxes:
Corporation...... PRRPR eetai et e rereceeetta 21,594,515 21,546,322
Individual: '
Withheld by employerd.........evevervunnnenannss e T 21,132,275 22,076,329
‘Other®....... 11,403,942 10,736,578
Total income and Profits taxesS..........vveennnvveveevaonnns r 54,i30,732 54,359,229
Employment taxes:
Old-age insurancel...........c...evunnn.. .. ceen . 3,816,252 4,219,304
Unemployment insurance......... T 273,182 283,882
Carriers taxes--old-age benefits........ 628,969 . 605,221
Total employment texes............ eeean Cheeenar iy .. r 4,718,403 5,108,407
Miscellaneous internal revenue:
Estate and gift taxes.. 891,284 935,121
Alcohol taxes...... 2,780,925 2,783,012
Tobacco taxes. 1,654,911 1,580,229
Stamp taxes:... .. 90,319 90,000
Manufacturers' excise taxes. 2,862,788 2,688,262
Retailers® excise taxes... T 496,009 438,332
Miscellaneous taxesZ...... T 2,061,164 1,937,399
Total miscellaneous internal revenue............... eerreeaienas T 10,837,401 10,452,354
Total coLleCtionS. ..ee.eeerroeneenenns e e T 69,686,535 69,919,991

NOTE.-~These figures are from Internal Revenue Service reports of collections and are not directly com-

" parable to budget receipts from internal revenue as reported in other tables. The differences arise chiefly
becausé certain taxes paid currently into Treasury depositaries were not taken into account by the Internal
Revenue Service until the quarterly returns supported by the depositary receipts were received in internal
revenue offices. Under revised accounting procedures effective July 1, 1954, this practice will no longer
be followed and tax payments made to Treasury depositaries will be included in Internal Revenue Service re-
ports for the month in which the depositary receipts are issued. As of June 30, 1954, the amount of deposi-
tary receipts issued by Federal Reserve Banks, but not taken into account by internal revenue offices,
totaled $3,944 million. No allowance 1s made in this table for the difference between these depositary re-
ceipts and those outstanding at the beginning of the year.

T Revised.

1 Fstimated, for purposes of comparison with earlier years. Beginning January 1951, collections of tax
withheld are not separated as between income tax and old-age insurance. The collections of old-age insurance
tax imposed in self-employment income for taxable years beginning after December 31, 1950, are reported in
combination with individual income tax other than tax withheld. The figurés shawn reflect the estimated com~
ponents of the combined amounts.

2 Includes repealed taxes.

tMore detailed information will be found inthe separate Annual Report of the Commissioner of In-
ternal Revenue for the fiscal year 1954. The Bureau of Internal Revehue was designated as the *'In-
ternal Revenue Service'' by Treasury Department Order No, 150-29, dated July 9, 1953.

339256 O - 55 - 10
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Workload.~--The Internal Revenue Service workload continued at
the high levels of recent years as 89 million tax returns of all types
were filed during the fiscal year 1954, in addition to 230 million
directly related information documents. Thetaxes reportedonthese
returns were assessed and accounting operations were performed
in connection with the amounts paid in. In addition, the income tax
liability was computed for 11 million taxpayers filing returns on
Form 1040A, and income tax refunds and credits were scheduled
for the more than 32 million individuals whose prepayments exceeded
their liabilities. _

Verification of the mathematical steps shown in the taxpayers’
computations on 48,857,246 income tax returns resulted in tax
changes on 1,276,355 returns, with tax increases aggregating
$78,487,849 and tax decreases totaling $18,995,095. Following the
mathematical verification a preliminary inspection of the returns
was made for the purpose of identifying and segregating the returns
which are believed to be most inneed of correction from the stand-
point of noncompliance with internal revenue laws. These returns,
together with those requiring investigation because of taxpayers’
claims, offers in compromise, or other features whichmade exam-
ination mandatory, were referred to examining officers for more
thorough consideration.

Enforcement activities.--The additional tax, penalty, andinterest
resulting from audits and investigations of all classes of returns,
including fraud and racketeer investigations, and mathematicalveri-
fications totaled $1,454,539,247 for thefiscalyear 1954. Collections
on warrants for distraint during fiscal 1954 amounted to
$536,331,402. This amount represents primarily collections of un-
disputed amounts of original tax assessed on returns as filed,
which taxpayers have failed to pay when due and on which it was
necessary to issue warrants for distraint to enforce collection. Oc-
casionally, it also becomes necessary to collect additional assess-
ments by distraint warrant, but these cases represent only a small
portion of the total warrant collections.

The amount of additional tax resulting from enforcement efforts
and amount collected on warrants for distraint during the fiscal
years 1949 through 1954 are summarized in the following table.

Amount of Amount,
additional collected
tax, interest, on warrants
Fiscal year and penalty for distraint
In thousands of dollars
1,891,679 346,509
1,747,592 368,385
1,856,603 376,506
1,840,162 455,752
1,555,962 505,592
1,454,539 536,331

The decrease in additional tax, interest, and penalty for 1954
was occasioned by a number of factors, among which were: (1) The
increase in the number of claims requiring audit consideration
(the revenue results shown in the preceding table do not take into
account the reduction of claimed refunds resulting from such con-
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sideration); (2) heavy personnel turnover and the transfer of ex-
perienced examiners to other work including supervision, analysis,
review, and training; and (3) the lag in recruitment of new revenue
agents during the early part of the year due to lack of eligible can-
didates. The fact that all proposed deficiency assessments are now
handled under procedures designed to give full comnsideration to
appellate rights of taxpayers has also had its effect.

Total fraud investigations completed during 1954 numbered 4,057,
including those racketeer cases in whichfraud was suspected. Pros-
ecution was recommended in 1,956 cases, while penalties of a civil
nature without prosecution were recommended in 828 cases.During
the year indictments were returned against 1,561 defendants. In-
dictments were refused in cases involving 14 defendants. In the
cases reaching trial stage, 1,291 defendants were convicted or
entered pleas of guilty or nolo contendere. The following table
presents the record of convictions, including pleas of guilty or nolo
contendere, for the years 1946 through 1954, in cases involving
all classes ofinternal revenue taxes except alcohol or tobacco taxes.

Number of : Number of
Fiscal year individueals Fiscal year L individuaels
convicted : convicted
149 1951.., cennes ceeee 324
182 1952... . 563
315( | 1953... T 929
346 |. 1954 1,291
T 458

T Revised.

During 1954, the enforcement of internal revenue liquor laws re-
sulted in the seizure of 11,266 illicit stills, together with 6,722,900
gallons of mash, 186,447 gallons of illicit liquors, and 2,409 auto-
mobiles and trucks. There were 9,058 persons arrested for viola-
tions of the internal revenue liquor laws; indictments were obtained
against 6,144 persons; and 5,005 were convicted. The following table
compares 1954 results withthose for 1953 and certain earlier years.

Number of Wine gallons Number of

Fiscal yeer stills seized | of mash seized arrests madel

10,663 6,480,200 25,638

8,344 2,945,000 11,104
10,030 4,892,600 10,236
10,177 5,545,400 10,384
10,269 5,700,600 9,851
10,699 6,151,100 9,370
11,266 6,722,900 9,344

1 Includes arrests for firearms violations and, beginning 1952, tobacco tax violations. Arrests during 1954
numbered 245 and 41, respectively.

Refunds.--Refunds of internal revenue taxes and the interest
thereon, as required by law, are paid out of an appropriation sep-
arate from that covering the Internal Revenue Service administra-
tive expenses. The total amount of these payments for the fiscal
year 1954 was $3,468,624,682 as compared with $3,204,663,235
in the preceding year, with practically all types of taxes showin
increases. Interest payments on refunds (included in these totalj
increased from $74,363,186 in 1953 to $82,631,074 in1954.
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Settlement of disputes.--A taxpayer who does not agree with the
findings of a district director with regard to his tax liability may
file a formal protest requesting a conference to consider these
findings. Formal protests by taxpayers are considered by the Ap-
pellate Division of the Service in an attempt to reach agreement
with the taxpayers, thereby avoiding expensive and time consum-
ing litigation.

The total number of protested cases disposed of by the Appellate
Division during the year was 21,595, of which 14,737 cases were
settled and 6,858 cases were appealed tothe Tax Court. As a result
of further hearings conducted in. cases pending before the Tax
Court (including cases not previously considered by the Appellate
Division), settlement by stipulation was effected in 5,367 cases out
of 6,858 cases disposed of, and the balance consisted of 300 cases
closed by dismissal or default and 1,191 cases tried on their merits
before the Tax Court. The backlog of disputed cases requiring Ap-
pellate Division consideration was reduced 27 percent during the
year. )

Rulings and other technical functions.--The technical functions of
the Internal Revenue Service include the preparation and issuance
of rulings and advisory statements to the public and revenue of-
ficials, the preparation of regulations and other tax guide materials,
technical advice and assistance in the preparation and issuance of
tax forms, and the development of programs for clarification and
simplification of tax rules. Technical assistance alsois provided in
programs for legislative revision and in conducting the negotiation
of tax treaties.

During the year atotalof 51,060 requests for rulings and technical
advice were processed, including the issuance of 45,848 rulings to
taxpayers and 5,212 replies to requests of field offices for technical
advice.

Much time and effort in the tax legislative field was centered in
the development of two major tax bills, the Internal Revenue Code
of 1954 (Public Law 591, approved August 16, 1954) and the Excise
Tax Reduction Act of 1954 (Public Law 324, approved March 31,
1954). Assistance was also givenother Government agencies in con-
nection with the SocialSecurity Act Amendments of 1954 (Public Law
761, approved September 1, 1954) and the Federal Unemployment
Tax Act Amendments (Public Law 767, approved September 1, 1954).

Six tax treaties with foreign nations were ratified by the Senate
during fiscal 1954, and three others were referredto the Senate for
consideration.

Personnel.--The employees on Internal Revenue Service rolls at
the close of the year (July 3, 1954) numbered 51,411, consisting of
2,707 employees in the National Office and 48,704 in the regional
and district offices. Atthe close of the preceding year (July 4, 1953),
the number of persons employed totaled 53,463, comprising 3,834
national office employeés and 49,629 regional and district office
employees.

The number of employees in the various branches of the Internal
Revenue Service at the close of the fiscal years 1953 and 1954 is
shown in the following table.
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Number on payroll at
close of fiscal year
Branch of service
1953 1954
National office.eevecceecassscssesccncnns terssecesnecsees tiesersssasnaas res 3,834 2,707
Regional and district offices:

SUpErvisory persomnel..eeecsscessescrcns R 514 470

Enforcement personnel:

Collection officers.scssessesss Cesseane . . freraiacares 9,037 6,877
Office auditors.e.ce.o.. PP . canen 3,064 2,430
Returns examiners,.. . cerene . ver 1,002 1,141
Revenue agents......ccevecenncansnss cesesersiiitasaaciesenes cacereens 7,617 10,605
Special agents (tax fraud).......”............‘. . . 1,200 1,277
Alcohol tax inspectorS.ecesscescossess . 581 473
Alcohol tax investigators . 832 824
Storekeeper-gaugers...oee.. esaveenense . . 1,294 1,208

Total enforcement PersOMNEl....ccssessescosssrsorsescrescecsassscrnss 24,627 24,835

Other personnel:

Legaliereesaseonas 27 270
Other technical. 2,786 2,387
Clerical (excluding temporary), messengers 20,422 . 20,679
Temporary employees.. secesirrrersse 1,009 63

Total, other personnel,.....eeeveeecesenes 24,488 23,399
Totel regional and district officBS.ccecesessverrococrcrorrasaccnss . 49,629 48,704
Grand totalesesseesesneens eeraeeeeraseiieaiaens 53,463 51,411

Cost of administration.--The entire cost of Internal Revenue Serv-
ice operations during the year,including all items of expense except
the amounts refunded to taxpayers, was $268,969,107. The amount
available for administrative expenses was $269,637,435 million,
leaving an unobligated balance of $668,328.

Management improvements

During the fiscal year 1954 the Internal RevenueService continued
its realignment of functions and decentralization of operational
responsibility in furtherance of its efforts towards greater economy
and efficiency. The functional realignments visualized in the reor-
ganization plan were completed and operational responsibilities
were decentralized to the greatest extent compatible with good

.management at this time, making it possible for the national office
to concentrate more effectively on its primary responsibilities. of
policy planning and programming. Some of the specific measures
instituted in working.toward these goals are outlinedin the following
paragraphs.

Functional and personnel reahgnments.--One of the major ac-
complishments in this area was the separation of audit and collec-
tion functions and the transfer of delinquent accounts and returns
work to the collection area. All audit functions were consolidated
within the audit area under centralized authority, and qualified per-
sonnel were transferred from the collection area to the audit area
in a2 number commensurate with the work transferred. The detail
of a number of qualified personnel from the audit area to the appel-
late area enabled the Appellate Division to reduce its backlog of
cases requiring consideration to more manageable proportions. The
revenue accounting activity inthe national office was converted from
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one that had been largely operational in character to one concerned
principally with providing direction and control of revenue accounting
activities now performed in district offices.

The inspection program, which provides for the independent ap-
praisal of Service operations, was revised to conform to the new
organizational and management concepts andto provide topmanage-
ment with a more effective tool with whichit can achieve better su-
pervision and maintain the integrity of the Service’s operating sys-
tem as well as of its employees.

In the technical area national office responsibilities were reallo-
cated so as to concentrate in separate groups the issuance of
rulings, the study of technical tax problems, and the maintenance
of reference material.

In personnel administration the work pertaining to the national
office was established in a branch separate from that pertaining to
the field offices, and greater emphasis was placed on the basic
function of developing policies, programs, and procedures.

In the alcohol and tobacco tax area the retail liquor dealer pro-
gram was converted from an inspection function to a law enforce-
ment activity, with special emphasis on the perfection of cases for
criminal prosecution and the referral of willful violations to State
authorities. A committee was established to conduct basic studies
with a viewto the development of modernized and simplified systems
of collecting liquor taxes and controlling liquor production. As a
result of these studies a start was made in the direction of industry
control through audits of proprietors’ records rather than through
direct supervision.

In the latter part of the year, all of the field legal functions and
duties formerly performed by the Appellate, Enforcement, and
Civil Advisory Counsels, and the Attorney in Charge (Alcohol and
Tobacco Tax) were consolidated under the Regional Counsel with
power to redelegate. In the national office, the organizational struc-
ture of the Chief Counsel’s office was realigned to expedite the
handling of cases.

Decentralization of activities and delegation of authority.--During
the year all operational activities in the national office were, to the
extent practicable at this time, decentralized to field offices. Sub-
stantial reductions in the number of national office personnel were
made as a result of the shift in operating functions.

As part of the functional reorganization inthe national office, ad-
ditional authority was delegated to directors of internal revenue,
including approval of assessment lists, scheduling of those over-
assessments in excess of $10,000 which do not require review by
the Joint Committee -on Internal Revenue Taxation, control of
transferor-transferee cases, processing of receivership cases and
informants' claims for rewards, classification and selection of gift
tax returns for examination, and the housing of returns except those
in certain categories for earlier years.

Authority also was delegated to district directors' offices to
determine those cases requiring full scale fraud investigations. All
operational phases pertaining to the enrollment of tax practitioners
likewise were made a field responsibility. In the appellate area
wider delegations of settlement authority were made to the field
offices. Numerous alcohol and tobaccotaxoperating functions were
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decentralized from the national office to field offices in order to
achieve greater economy in the enforcement and administration of
liquor and tobacco tax laws. Most legal work not requiring direct
affirmative action by the Secretary of the Treasury, the Commis-
sioner of Internal Revenue, or national office officials was trans-
ferred to regional counsels’ offices.

Increased authority with regard to personnel matters was dele-
gated to regional offices, including the handling of most disciplinary
cases, the processing of longevity and step-increases for all posi-
tions, and the handling of compensation cases directly with the United
States Employees Compensation Commission. Other decentralized
functions relating to administrative matters included payment of
obligations for purchase of equipment, travel, claims, etc.; disposi-
tion of surplus property; and the administration of programs for the
microfilming and disposition of records.

Administration of payroll taxes.--Further progress was made
during the year on plans for improved administration of payroll
taxes. Essentially, these plans are based upon combined reporting
of wages and taxes for income tax withholding and old-age and sur-
vivors insurance purposes. The Departments of the Treasury and
of Health, Education, and Welfare have been working together in
developing these plans, with the expectation ofmakmg recommenda-
tions for legislation.

Revised accounting system.--A new revenue accounting system
was developed and a pilot installation made ina district office. The
new system (replacing one in effect since 1919) will provide more
complete, informative, and useful financial and management reports,
and its internal check and control features will facilitate both
internal and external audits. The system was scheduled for installa-
tion throughout the Service by the end of 1954.

Services to taxpayers .--The taxpayer assistance program has
been revised to provide better service tothe public with a minimum
of interference with the audit and collection work. Additional em-
phasis was placed on the policy of conducting during one examina-
tion, wherever possible, a one-package audit of the taxpayer’s
books and records to determine his income tax liability and his
liability for other Federal taxes rather thansubjectingthe taxpayer
to the inconvenience and annoyance of two or more separate
examinations at different times.

The publication in the ‘‘Internal Revenue Bulletin’ of rulings af-
fectmg taxpayers rights or duties was expanded. The first complete
revision of income tax regulations (Regulations 118) since 1943 was
published, as was a complete revision oftheincome tax mthholdlng
regulatxons (Regulations 120). A program was formulated for issu-
ing regulations under the Internal Revenue Code of 1954, providing
for: % The continuance in effect of regulations issued under the
1939 Code which are applicable to corresponding provisions of the
new code; (2) interim interpretation of new provisions for the infor-
mation of taxpayers; and (3) final regulations under the 1954 Code.

A system has been established to identify tax laws and regula-
tions which generate controversy, inequities, and adrnlmstratwe
difficulties, and which permit tax avoidance.

The review of more than 250 tax forms and instructions dunng
the year resulted in a number of improvements, among which were
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a new Form 1042, ‘*Annual Return of Incometo be Paid at Source’’

simplification of estate and gift tax forms; and replacement of
Form W-3, ‘‘Reconciliation of Quarterly Returns of Income Tax
Withheld on Wages®’, by the addition of a schedule to Form 941,
‘*Employer's Quarterly Tax Return’’. The procedures relating
to extensions of time for filing income tax returns of corporations
were simplified by combining in one form the application for ex-
tension of time and a statement whichis accepted in lieu of a tenta-
tive return, and by providing for the automatic granting of the ex-
tension where all requirements have been met.

A policy was instituted to effect final disposition of dlsputed is-
sues at the earliest possible stage through maximum use of the in-
formal conference procedure. Another policy adopted involves
partial allowances of refunds or credits in cases where complete
agreement has not been reached. Partial allowances are made in
such instances to provide the taxpayer with earlier use of the funds
and to reduce the Government's interest obligations.

Internal Revenue Service Advanced Training Center.--Plans were
developed for the establishment of an Advanced Training Center for
internal revenue agents to be conducted at the University of Michi-
gan. The purpose of the Center is to broaden the training of the
agents by instructing them in the knowledge and thinking of leaders
of the academic, professional, and business worlds. Tentative plans
call for instruction at the graduate level in advanced analytical
accounting, tax law, tax procedures, economics, and finance, plus a
limited number of other courses designed to meet their needs. Ap-
proximately 100 students were selected for the first semester of the
training center, in the fall of 1954, and a like number will attend the
second semester. Ultimate plans envision providing similar training
for other professional and semiprofessional employees of the Serv-
ice.

Posts-of-duty survey.--A survey was made of the Service's ap-
proximately 1,400 posts-of-duty for the purpose of appraising the
need for the present number and locations of these suboffices in
terms of the Service's program objectives and utilization of avail-
able manpower. As the fiscal year ended, the national office was
formulating a broad policy governing realignment of suboffices.

Other improvements.--A regional audit management program
was installed which provides for the use of uniform audit review
procedures and for regional control of audit activities in district
directors’ offices in order to assure maximum uniformity in the
application of the tax laws and in the attainment of audit goals. Ef-
forts were made to develop a more balanced fraud investigation
program by stressing the investigation of returns at all economic
levels and in all geographical areas for.all types of tax law viola-
tions. In keeping with this policy, the ‘‘racketeer’’ program was
redefined to focus attention on major violators.

There was also developed an internal management documents
system which provides for the designation and current maintenance
of a single authoritative reference source for Revenue policies and
procedures. A comprehensive program of review and revision of
management reports was undertaken during the year, in order to
provide the essential data needed in planning and organizing work,
identifying backlogs, evaluating progress, performing other related
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duties, and, at the same time, to reduce the reportmg burden to
the minimum consistent with this objective.

- The management improvement program was expanded tomeet the
needs arising from a greatly reorganized and extensively decen-
tralized Internal Revenue Service. A reporting system coveringthe
program was established, as were procedures for the evaluation
and dissemination of information and ideas resulting from the
program.

New instructions for the conduct of internal audlts eliminated
many detailed procedures. Unwarranted or unproductive investi-
gations have been eliminated by a thorough and careful screening
of complaints.

Significant accomplishments in the field of administration in-
cluded: Establishment of revised qualification standards for col-
lection officer positions; improvements in and extension oftraining
programs; establishment of a management development program to
identify and train employees with leadership potential; introduction
of new fiscal management methods; improvements in printing fa-
cilities, methods, and controls; development of a comprehensive
schedule for retention and disposal of records; and the expansion
of the public information program.

OFFICE OF INTERNATIONAL FINANCE

The Office of International Finance assists. the -officers of the
Department in the formulation and execution of policies and pro-
grams in international financial and monetary matters.

By direction of the Secretary, the responsibilities of the Office
of International Finance include the Treasury's activities in rela-
tion to international financial and monetary problems, including
such matters as the convertibility of currencies, exchange rates
and restrictions, and.the extension of stabilization credits; gold
and silver policy; the Bretton Woods Agreements Act and the
operations of the International Monetary Fund and the International
Bank for Reconstruction and Development; foreign lending and as-
sistance; the North Atlantic Treaty Organization; the activities of
the National Advisory Council on International Monetary and Fi-
nancial Problems; the Anglo-American Financial Agreement; the
United States Exchange Stabilization Fund; and the Foreign Assets g
Control. )

The Office acts for the Treasuryonthe financial aspects of inter-
national treaties, agreements, and organizations in which the United
States participates, and it takes part in negotiations with foreign
governments with regard to matters included within its responsi-
bilities. It assists the Secretary onthe international financial aspects
of problems arising in connection with his responsibilities under
the Tariff Act. The Office also represents the Treasury in the work
of the subordinate organs of the National Advisory Council on Inter-
national Monetary and Financial Problems, of whxch the Secretary
of the Treasury is chairman.
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The Office of International Finance advises Treasury officials
and other departments and agencies of the Government concerning
exchange rates and other financial problems encountered in opera-
tions involving foreign currencies. Inparticular, it advises the State
Department and the Department of Defense onfinancial matters re-
lated to their normal operations in foreign countries and on the
special financial problems arising from defense preparation and
military operations. In conjunction with its other activities, the
Office studies the financial policies of foreign countries, exchange
rates, balances of payments, the flow of capital, and other related
problems.

The Division of Foreign Assets Control administers certainregu-
lations and orders issued under Section 5(b) ofthe Trading with the
Enemny Act. The Foreign Assets Control Regulations block all prop-
erty in the United States in which any Communist Chinese or North
Korean interest exists and prohibit alltrade or other financial trans-
actions with those countries or their nationals. The Control carries
on licensing activities in connection with transactions otherwise
prohibited, takes action to enforce the regulations, and has taken a
census of Chinese and Korean assets located in the United States.

The Control also administers regulations which prohibit persons
in the United States from purchasing, selling, or arranging the
purchase or sale of strategic commodities outside the United States
for ultimate shipment to the Soviet bloc. These latter regulations
supplement the export control laws administered by the Department
of Commerce. In addition, the Control has responsibilities with re-
spect to blocked accounts of approximately $9,000,000 received from
the sale to Argentine interests of a Czechoslovak-owned steel mill
sold pursuant to an order issued by the Secretary on March 25,
1954. : P o

BUREAU OF THE MINT!

The Bureau of the Mint manufactures domestic coins and also
foreign coins for other governments when orders can-be met with-
out impeding the required coinage of the United States.

Other principal functions include physical custody of the Govern-
ment's holdings of gold and silver, and their purchase and sale.
Bullion is received in various forms, requiring assaying, melting,
refining, and other forms of processing, movement, and storage.
In addition, the Bureau administers in part Federal laws and regu-
lations pertaining to the monetary metals, and performs certain
services on a reimbursable basis for the public and for other
Government agencies.

. The number of employees ranged from 1,011 at the beginning
of the fiscal year 1954 to 883 at the close of the year in seven
field institutions and the Office of the Director in Washington. In-
stitutions' consist of three coinage mints located in Philadelphia,
Pa., San Francisco, Calif., and Denver, Colo.; two assay offices

1More detailed information concerning the Bureau of the Mint is contained in the separate Annual.
Report of the Director of the Mint,
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in New York, N. Y., and Seattle, Wash.; and two depositories for
the storage of bullion, one for gold in Fort Knox, Ky., and one for
silver in West Point, N, Y., which operates as an adjunct of the
New York Assay Office. The mints, as well as the assay offices,
receive, process, and store gold and silver. Electrolytic refineries
are located in the Denver and San Francisco mints and the New
York Assay Office.

Coinage :

The three mints manufactured a total of 1,452 million United
States coins with a face value of $100 million during the fiscal
year 1954, as follows:

Number of
Denomination pieces Face value |Gross weight®
produced
In millions Short tons

1-cent pieces | 835 $8 2,862
STcent pieces 162 8 894
Dimesscecenes 284 29 781
Quarter dollars. . 121 30 835
Half d0LlarS.ssscieccsosnsscesrcessscsssasaroosccscncronsossossss 50 25 690
TOUBLusaussssoessansesosssssssnsasnsvssnnssovornsassesssasns 1,452 100 6,062

R A
! Includes 2,076 tons silver; 3,620 tons copper; 223 tons nickel; and 143 tons zinc and tin.

In addition to domestic coinage, the Philadelphia Mint manufac-
tured 18 million foreign coins containing 78 tons of metals for the
Governments of Costa Rica, Cuba, and the DominicanRepublic. The
San Francisco Mint manufactured 20 million coins containing 76
tons of metals for the Government of El Salvador. . .

The Bureau of the Mint was assigned additional duties in connec-
tion with the distribution of United States coins during the year.
Treasury Department Order No. 179, effective December 1, 1953,
transferred from the Treasurer of the United States to the Bureau
of the Mint functions pertaining to distribution and transfer of cur-
rent and uncurrent coins among the mints, FederalReserve Banks,
Federal Reserve branches, the Treasurer of the United States, and
such other persons or institutions as necessary.

Requisition of coins for circulation totaled 1,213 million pieces
during the fiscal year. Details are as follows:

Number of
pieces Face value | Gross weight
Denomination shipped
In millions Short tons
1l-cent pieces.. 813 38 2,786
132 7 725
171 17 471
. 70 18 486
18 k] 251
9 2 273
1,213 68 4,992

1 Includes 180,322 sets of proof coins sold.
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The estimated stock of coins in the United States and its posses-
sions, including coins held in the Treasury, in banks, and in the
hands of the public, is compared at the beginning and close of the
fiscal year 1954 in the following statement.

Face value {(in millions)
Stock of coins

Increase, or

July 1, 1953 June 30, 1954| gocrease (-}

Silver dollars..seess F S T T T TR T TR T TR PPN $491.5 $491.0 -$0.5

Subsidiary silver coins... “ee 1,193.8 1,275.7 81.9
MINOX COINS:osessasescressesorncssasenssnnes teessteserteatcnsasaas 418.7 434,7 16.0
Tot@lesessososssssssronrssennons teeseereresrrrsasnascceisane 2,104.0 2,201.4 97.4

Gold

Gold holdings of the mint institutions ranged from 641.8 million
fine ounces valued at $22,462.7 million at the beginning of the fiscal
- year 1954 to 626.5 million fine ounces valued at $21,926.9 million
at the close of the year, a net decrease of 15.3 million ounces
valued at $535.8 million. Transactions, exluding intermint trans-
fers, are summarized for the fiscalyear 1954 in the following table.

Gold transactions, excluding intermint transfers

Ounces . Value
In millions
Gold received:
Newly mined domesStic OLA. .. .cveiverronnuenernceesannornnnnnnnnnnsoases 1.5 $51.0
Secondary gold from dOmeSTiC SOUICeS....eurvrrvrinrinrsnransnsenonnanns .2 7.7
U.S. coin, foreign deposits, operative recoveries, etc...oviviiiiiiaans 2 8.8
Total.viervrenres F 1.9 1e7.5
Gold withdrawn:
Sold for domestic industry, profession, or art..........ccovvvveunn..n. 1.0 33.8
Gold bar payment for gold deposSits...vvivseiiiuierserennerneneenessnsns W1 4.4
Withdrawn by the Treasury for monetary PUrpOSES........ceeveereneevenns 16.1 565.1
o 17.2 603.3

! Include $370.32 increment on gold coin and bullion received at %20.67/ per fine ounce.

Silver

Silver bullion holdings of the Bureau of the Mint ranged from
1,339.1 million fine ounces valued at $1,685.0 million at the begin-
ning of the fiscal year 1954 to 1,437.4 million fine ounces valued at
$1,850.9 million at the close of the year, a net increase of 98.3
million ounces valued at $165.9 million. Transactions, excluding
intermint transfers, are summarized for the fiscal year in the
following table.
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Silver transactions, excluding intermint transfers

Ounces Value
In millions
Silver received:
Newly mined domestic Silver.......cveeeeeeececannns 33.8 $30.5
Secondary silver from domestic sources... .5 4
Recoinage bullion from uncurrent United States coins
L3 6 T & T N 1.3 1.7
Leased Treasury silver returned by other agencies of the Federal
Government ne.4 154.4
Purchase from Reconstruction Finance Corporation. 4.2 3.0
Foreign deposits, operative recoveries, etc . .1 .1
Seigniorage on bullion revalued as security for silver certificates.....] ..e.vceevenns 9.4
Total........ e e eeret ettt e sttt ettt taesarenribans 159.3 199.5
Silver disposed of:

"Manufactured into U.S. subsidiary coins &0.5 . 33.2
Silver bar payment for silver deposits... . .5 A
S01d in Medals, SWEEPS, €1C..uesucerrorarreorensonnrincesonsasonsorsense (1) (1)

TOBAL e e vt vvenaareanesseassonossoensnssonsssesonsessentsnsenssnrnasenns 61.0 33.6

! Less than 50,000 ounces or dollars.

Revenues deposited by the Bureau of the Mint in the general
fund of the Treasury during the fiscal year 1954 totaled $73.8
million and were composed principally of seigniorage. Seigniorage
on silver subsidiary coinage amounted to $50.4 million, on minor
coinage $13.5 million and on silver bullion revalued from cost to
monetary value as security for silver certificates, $9.4 million.

Internal audit
The scope of the internal audit program was expanded during the
fiscal year and included the following:

(1) Appraisal and review in the Washington office of financial
statements and reports submitted periodically by the field institu-
tions; N o

(2) Audit surveys of the field institutions; and

(3) Annual settlements at the mints and assay offices and inspec-
tion of **joint seals'’ at the bullion depositories.

Typical auditing actions included:

(1§ Review of accounting procedures and practices at the field
plants;

(2) Review and examination of storekeeping and inventory
procedures;

(3) Spot check of stores inventories, by physical count, of a
representative number of selected items;

(4) Review of deposit procedures for compliance with mint
regulations;

(5) Audit of cash transactions and verification of cash balances
under the control of mint cashiers;
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(6) Review of imprest-fund transactions and verification of
cash balances under the control of imprest-fund cashiers;

(7) Audit of proof coin and medal sales at Philadelphia and
verification of medal inventory; .

(8) Review and appraisal of protection and security measures
in effect at the various field installations; and

(9) Physical verification by weight and/or count of all gold and
silver bullion, coin, cash and all other monetary assets not under-
‘‘joint seal."’

The results of the internal audit work performed indicate that:

(1) The accounting records are reliable and afford a full dis-
closure of the financial results of operations at the field plants;

(2) Reports submitted by the field establishments to the Wash-
ington office are in agreement with and supported by the accounting
records; '

(3) Prescribed accounting procedures are generally being ob-
served;

{4) Mint regulations with respect to the receipt, processing, and
payment of bullion deposits are being observed;

(5) Control over monetary assets, stores, equipment, and other
values are satisfactory and adequate; and

(6) Protective and security measures in force are effective and
provide adequate protection for the values in custody of the various
mint establishments.

Management improvement

The management improvement program of the Bureauof the Mint
continued actively during the fiscal year 1954. Management surveys
of the coinage mints and the New York Assay Office, with emphasis
on changes in organization and procedures for the purpose of re-
ducing costs, were completed. Estimated annual savings resulting
from the program are summarized in the following statement.
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Management improvement program, Bureau of the Mint, fiscal year 1954

Estimated

Descripli A
plion annual savings

1. Shipment of minor coins in truckload lots by molor carrier and silver coins by armored
truck where available, instead of Railway Expresc or parcel pPoSt...eeeviesecieveosssnn $250,000
2. Elimination of unnecessary guard POStl....eeesessessessornssnvancas evee 38,000
3. Elimination of repeated weighing of coinage metals between ProCeSEeS......ceecesissrsse 38,000
4. Elimination of transfer weighing of coinage metals between melting and reflnlng and
COINING iVASIONS.evuvuvuivusinstsseornosesusonccssoaassens . 36,000
5. Consolidation of cashier's and deposits divisions.....ieceas. eeerseesosennene 20,000
6. Installation of overhead cranss handling 500-pound containers to deliver blanks to
presses and remove finished coins from presses at Philadelphia. Eliminates manual
handling and NUMBer Of OPETALOTS. s eurteeecssrsrroororsorssrossnsssvonsonssoasesnssnas 15,000
7. Construction of underground bins for covper and improved coin storage and loading
facilities at Denver...ecevevieceeracrvoncrnnass
8. Design and construction of conveyor layout for handling silver bullion after casting
operation at New York Assay Office. Eliminates manual handling of 1,000 ounce bars

Ceetieterreesseciteetaarterterraoas 9,000

during stamping, cleaning, and inspection operations......ccieeescioceraiarcnensonacees 5,000
9. Installation of new annealing furnace and cleaning and drying equipment at San
Francisco. Reduces cost of cleaning agents and number of oOperators.......ceeeeeeeecess 5,000

10. Transfer to New York Assay Office of gold sales from Denver and mail deposit transac-
tions from Philadelphia, and elimination of excess work connected with gold deposits,
ANA S8LOS .4 vrsesaanostnvrsossnreosasacssnssssasarsosssasesssesstasssssssrreassossensss 4,300

Construction and use of grapple lifting 24 gold bars at one time by New York Assay
Office. Eliminates manual lifting of bars one at a time on and off truck or scale.
Also decreases possibility of injury 0 emPLOYEES...eiassataerertiscstsvsooarsosnenresnes 4,000

11

Total recurring annual savings to Mint operating appropriation and fundst............. 424,300

11In addition, a warehouse formerly used by the Philadelphia Mint was released with annval savings of
$5,700 to the General Services Administration, and a total of $32,898 was deposited as general fund receipts
from the sale of surplus and obsolete supplies and equipment.

The estimates of United States gold and silver production and
issue of gold and silver for domestic industrial, professional, and
artistic use, made annually by the Washington office, are on a
calendar year basis. Estimates for the calendar years 1952 and
1953 are summarized as follows:

Total fine ounces

1952 1953
Refinery production of newly mined domestic gold.......cceevvevesanean 1,927,000 1,970,000
Refinery production of newly mined domestic silver.......... . 39,840,300 37,735,500
Consumption of gold for nonmonetary use in the United States.. B 2,752,873 2,142,860
Consumption of cilver for nonmonetary use in the United States..... 96, 500,000 106,000,000

BUREAU OF NARCOTICS!

The Bureau of Narcotics was established by the act of June 14,
1930 (5 U.S.C. 282-282a) as the principal agency for the enforce-
ment of Federal laws pertaining to narcotics. Its functions, as
broadened by subsequent legislation, are concerned chiefly with:

1. Regulation of production and distribution of all narcotic drugs
and marihuana subject to the statutes, and synthetic drugs and sub-

1Further information concerning narcotic drugs is available in the separate Annual Report of the
Commissioner of Narcotics.
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stitutes determined by the Secretary of the Treasury to have prop-
erties comparable to those of morphine or cocaine;

2. Enforcement of the statutes and regulations prohibiting
illegal traffic in narcotic drugs; and, in cooperation with other
agencies, the prevention and curtailment of.the illicit drug trade
within the States- and local communities; and

3. Primary responsibility for carrying out the United States’
obligations under international agreements looking towards the
effective control of production, import, and export of narcotic drugs.

The work of the Bureau of Narcotics falls therefore into regula-
tory activities having to do with the legal though restricted trade in
and employment of narcotic drugs recognized as having beneficial
medicinal properties; and the curtailment of traffic carried on for
the illegal purpose of satisfying addiction, whether by the legitimate
drugs or others (notably heroir% without recognized pharmaceutical
efficacy. Increasing public awareness of the social as well as
individual harm which results from the abuse of the narcotic drugs
has brought State and local agencies into the field of energetic en-
forcement activities. As a result, the Bureau of Narcotics is more
frequently called upon for assistance andtechnical guidance to State
and municipal authorities. A similar broadening of the recogni-
tion of the problem of narcotics andinterestin regulatory measures,
have taken place at the international level. The Opium Conventions
of 1912, 1925, and 1931, and the International Protocol of November
19, 1948, have led to the adoption of measures similar in many
respects to those provided by United States legislation. More
recently, the International Opium Protocol signed at the United
Nations on June 23, 1953 {approved by the United States Senate in
August 1954) will move more directly to limit the production of the
basic material for a majority of narcotic drugs, within the pro-
ducing countries. Turkey, which has in the past been one of the
principal producers of opium, signed that agreement early in 1954.

With increased concern over the dangers inherent in abuse of the
narcotic drugs, throughout the world, the past year has seen the
adoption of more severe penalties for those engaged in the illicit
traffic, both in other countries andin several of the States. Through
cooperation with the French and Italian Governments, agents of the
Bureau of Narcotics have reduced the quantities of heroin and opium
available to the illicit traffic in the United States. This trend in
international cooperation has unfo