FED™ 23y, Devan - .

Annual Report

of the
Secretary of the Treasury

on the

State of the Finances

For the Fiscal Year Ended June 30, 1962




TREASURY DEPARTMENT
DOCUMENT NO. 3226

Secretary

UNITED STATES GOVERNMENT PRINTING OFFICE, WASHINGTON : 1963

For sale by the Superintendent of Documents, U.S. Government Printing Office’
Washington 25, D.C. - Price $2.75 (paper cover)

o g



CONTENTS

Page
Statement by the Secretary of the Treasury - ..o _____ 1
REVIEW OF FISCAL OPERATIONS
Summary of financial operatlons _____________________________ e 21
Administrative budget receipts and expendltures_____ I 22
Administrative budget receipts in 1962 ______________________.___ 22
Estimates of administrative budget receipts for 1963 and 1964_____. 24-
Administrative budget expenditures in 1962 and estimates for 1963
and 1964 _ o e emecmceeeciioalo .26
Trust receipts and expenditures_ - ___________.____._________________ 28
Trust receipts in 1962 and estimates for 1963 and 1964_____________ 28.
Trust expenditures in 1962 and estimates for 1963 and 1964_._______ 30
Receipts from and payments to the publie.__ .. ______.__________ 31
Investments of Government agencies in public debt securities (net)-_ ... 32
Sales and redemptions of Government agencies in the market (net)...__. 33
Corporations and certain other business-type activities of the Government. 33
Account of the Treasurer of the United States....______________._______ 37
Public debt operations and the ownership of Federal securities__.._______ 38
Public debt operations. _ - ___ . L ___ 45
Ownership of Federal securities__._.________________________._____ 55
Taxation developments_______ . .. 60
International finanecial affairs____ __________ . _____._. 78
ADMINISTRATIVE REPORTS
Management improvement program _ _ . - . eoeeooo_. 101
Comptroller of the Currency, Bureauw of the___________________________ 104
Customs, Bureau of . ... 108
Defense Lending, Office of . ____ . ____..____. e 123
Domestic Gold and Silver Operations, Office of ._______________________ 124
Engraving and Printing, Bureau of - - . _____ . ___ . ____________... 124
Fiscal Serviee - .- . 128
Internal Revenue Service. - . . oo 157
International Finance, Office of ____________________________.______. 171
Mint, Bureau of the_ _ . . e . 173 .
Narcotlcs, Bureauof ___ ... e 180
United States Coast Guard .- - - . _. 185
United States Savings Bonds Division___________ . ____________________ 195
United States Seeret Service_ _ - _ i ... 197
EXHIBITS

PUBLIC DEBT OPERATIONS, CALLS OF GUARANTEED OBLIGATIONS, REGULATIONS,
AND LEGISLATION

Treasury Certificates of Indebtedness, Treasury Notes, and Treasury Bonds
Offered and Allotted

1. Treasury certificates of indebtedness____.___ ... _____________ 205
2. Treasury notes . .o ... S 210
3. Treasury bonds___ ... ... ... .._ e 219

4. Treasury Billse o oo oo oo s 240



11.
12.

13.

14.
15,
16.

17.
18.
19.
20.
21.

22.
23.
24.

25.

26.

CONTENTS

Guaranteed Obligations Called.

. Calls for partial redemption, before maturity, of insurance fund

debentures. _ . e mmmmmmm————m

Regulations

. Second amendment, November 17, 1961, to Department Circular No.

- 418, Revised, regulations governing Treasury bills___.____________

. Third amendment, August 2, 1961, to Department Circular No. 530,

Eighth Revision, regulations governing United States savings
bonds. .o

. Fourth amendment, November 17, 1961, to Department Clrcular No.

530, Eighth Rev151on, regulatlons governing United States savings

. First amendment, August 2, 1961, to Department Circular No. 905,
10.

Second Revision, regulations governing Series H savings bonds_.._
Second amendment, November 17, 1961, to Department Circular No.
905, Second Revision, regulations governing Series H savings bonds_

Legislation R

Ap act to increase temporarily the public debt limit set forth in section
21 of the Second Liberty Bond Act (March 13, 1962) . ___._________
An act to increase for a one-year period the public debt set fnith in
section 21 of the Second Liberty Bond Act (July 1, 1962} - . ._____

'FINANCIAL POLICY P

Statement by Secretary of the Treasury Dillon, January ot 1962, be-
fore the Joint Economic Committee_ ... ________ .. _________.__

PUBLIC DEBT MANAGEMENT

Statement by Secretary of the Treasury Dillon, February 28, 1962,
before the Senate Finance Committee on the public debt limit.____
Statement by Secretary of the Treasury Dillon, March 14, 1962, before
the Senate Finance Committee on debt management policies. - - ...
Statement by Secretary of the Treasury Dillon, June 26, 1962, before
the Senate Finance Committee on the debt limit________..________

TAXATION DEVELOPMENTS

Statement by the President, October 16, 1962, on signing H.R. 10650,
the Revenue Act of 1962, . .. e
Statement by Secretary of the Treasury Dillon, January 18, 1962,
before the Joint Committee on Internal Revenue Taxation on
depreciation reform_ . _ . __ .o
Address by Secretary of the Treasury Dillon, March 19, 1962, before
the Tax Executives Institute, Washmgton, D.C,, on the role of tax
policy in economic growth. . . eeecacaea
Statement by Secretary of the Treasury Dillon, April 2, 1962, before
tlflelgsegate Committee on Finance on H.R. 10650 the Revenue Act
of 1062 e e ————
Statement by Secretary of the Treasury Dillon, May 10, 1962, before
t}flelggélate Committee on Finance on H.R. 10650, the Revenue Act
of 1962  _ e eem————— e
Statement by Secretary of the Treasury Dillon, July 11, 1962, on the
issuance of the new Depreciation Guidelines and Rules. - .e__.
Letter from Secretary of the Treasury Dillon, August 27, 1962 to the
Senate Majority Leader concerning the admlmstratlon s tax b111__--
Remarks by Secretary of the Treasury Dillon, November 15, 1962,
before the White House Labor-Management Conference on fiscal
and monetary Policy - . o oo o e
Remarks by Under Secretary of the Treasury Fowler, October 12, 1961,
before the American Retail Federation on tax policy for growth and
productivity . . .. o e
Remarks by Assistant Secretary of the Treasury Surrey, October 25,
1962, before the Tax Institute Symposium on the U.S. tax system
and international tax relationships_ . . ____._

Page

252

257
257

258
258
270

270
270

270

276
278

- 290

297
297
304
309

330
335
337

338

341



27.
28.

29.
30‘.
31.
32.
33.
34.

35.
36.

37.

38.

40.

41.

42.
43.

44.
45.
46.
47.
48,
49,
50.

CONTENTS

Individual income tax liabilities and effective rates under the revenue
acts of 1913-54_ e emmcmc————em

Federal taxes of the United States, 1950-62____.__________________

INTERNATIONAL FINANCIAL AND MONETARY DEVELOPMENTS -

Statement by Secretary of the Treasury Dillon, August 7, 1961, at the
Special Meeting of the Inter-American Economic and Social Council,
Punta del Este, Uruguay o e e e

Statement by Secretary of the Treasury Dillon, August 23, 1961, before
the Senate Appropriations Committee in support of the President’s
foreign aid program._ _ __ __ _ e

Remarks by Secretary of the Treasury Dillon, November 30, 1961, at
the Inter-American Economic and Social Council of the Orgamza‘olon
of American States. . . o ooiceo—-

Statement by Secretary of the Treasury Dillon, February 27, 1962,
before the House Banking and Currency Committee on specml
borrowing arrangements of the International Monetary Fund_.____

Statement by Secretary of the Treasury Dillon, March 15, 1962,
before the House Ways and Means Committee on the Trade
Expansion Act of 1962___ . __ e

Remarks by Secretary of the Treasury Dillon, March 21, 1962, before
the North Carolina Citizens Association on the President’s trade
Program _ - e e et cmcmmmemm————————

Report to the President by Secretary of the Treasury Dillon, March 26,
1962, on the balance of payments. . _ . oo

Statement by Secretary of the Treasury Dillon, April 24, 1962, before
the Economic Club of New York on responding to the challenge of
the Common Markeb_ __ .. .o o e

Statement by Secretary of the Treasury Dillon as Governor for the
United States, April 25, 1962, at the third annual meeting of the
Board of Governors of the Inter-American Development Bank.____

Remarks by Secretary of the Treasury Dillon, May 18, 1962, ‘at the
inoiletary conference of the American Bankers Association, Rome,

taly o e — e

. Statement by Secretary of the Treasury Dillon as Governor for the

United States, September 19, 1962, at the discussion of the Annual
Report of the International Monetary Fund. . _.._..
Remarks by Under Secretary of the Treasury Fowler, June 20, 1962,
at the Commerce Department Regional Conference on business and
the balance of payments._ . . . eo_
Remarks by Under Secretary of the Treasury for Monetary Affairs

Roosa, February 7, 1962, at the American Bankers Association -

Mid-Winter Trust Conference on the balance of payments and
international financial cooperation. . __ ...
Remarks by Under Secretary of the Treasury for Monetary Affairs
Roosa, May 17, 1962, at the monetary conference of the American
Bankers Association, Rome, Italy_ . .. __ ... ..
Statement by Assistant Secretary of the Treasury Leddy, July 31,

1961, before the Senate Foreign Relations Committee on amendment -

of the articles of agreement of the International Finance Corporation.
Treasury and Federal Reserve foreign exchange operations, March

1961-August 1962 ___ e )

Press release, July 14, 1961, announcing the signing of an exchange
agreement between the United States and El Salvador.._____.___.
Press release, September 7, 1961, announcing the signing of an exchange
agreement between the United States and Costa Rica________.__..
Joint announcement, April 3, 1962, by Secretary of the Treasury
Dillon and the Minister of Finance of Brazil_________________._.___
Press release, June 7, 1962, announcing the signing of an exchange
agreement between "the United States and Argentma _____________
Press release, June 19, 1962, announcing the signing of an exchange
agreement between the United States and the Philippines..._.._.._-.
Cuban import regulations and amendments. - . o ..o _____.____

Page

355 -

370

403

407

410

411

415

419

423

430
435
439
445

449

456

464



VI CONTENTS

ORGANIZATION AND PROCEDURE

Page
- 51. Treasury Department orders relating to organization and procedure._.. 485
ADVISORY COMMITTEES

52. Advisory committees utilized by the Treasury Department under

Executive Order 11007 _____ oo 493
TABLES

LT ) SO 11 |
Description of accounts relating to cash operations____.______________.._ 504

SUMMARY OF FISCAL OPERATIONS ‘
1. Summary of fiscal operations, fiscal years 1932-62 and monthly 1962_ 506
RECEIPTS AND EXPENDITURES

2. Receipts and expenditures, fiscal years 1789-1962. ____________.____ 508
3. Refunds of receipts and transfers to trust funds, fiscal years 1931-62.. 516
4.. Budget receipts and expenditures, monthly for fiscal year 1962 and -
totals for 1961 and 1962_ _ e 518
5. Interfund transactions excluded from both net budget receipts and
budget expenditures, fiscal years 1952-62_ . . . . _____ . ___.____ . 554
6. Public enterprise (revolving) funds, receipts and expenditures for fiscal
year 1962, and net 1961 and 1962________ _____________________. 556
7. Trust account and other receipts and expenditures, monthly for fiscal
year 1962 and totals for 1961 and 1962_ _ _______________________ 558
8. Investments of Government agencies in public debt securities (net),
monthly for fiscal year 1962 and totals for 1961 and 1962_ ___._____ 572
9. Sales and redemptions of obligations of Government agencies in market
(net), monthly for fiscal year 1962 and totals for 1961 and 1962______ 574
10. Intertrust fund transactions excluded from both net trust account
receipts and net trust account expenditures, fiscal years 1948-62___ 576
11. Trust enterprise (revolving) funds, receipts and expenditures for fiscal -
year 1962 and net for fiscal year 1961 . _ . __.__..__ 577
12. Budvet receipts by sources and expenditures by major functlons, fiscal
years 1954-62  _ L e © 578 .
13. Trust fund receipts by sources and expenditures by major functions,
fiscal years 1954-62 _ _ _ . o e cmmm— e mmm e 582
14. Trust account receipts and expenditures by major classifications, fiscal -
years 1938-51 . o e e e 584
15. Trust account and other transactions by major classifications, fiscal :
years 1952-62  _ e 586
16. Budget receipts and expenditures, based on existing and proposed
legislation, actual for the fiscal year 1962 and estimated for 1963
and 1964 oo 588
17. Trust account and other transactions, actual for the fiscal year 1962
and estimated for 1963 and 1964 __ _ __ _________ .. ___ 591
18. Effect of financial operations on the public debt, actual for the fiscal
year 1962 and estimated for 1963 and 1964___ __ . o _____.__ 593
19. Internal revenue collections by tax sources, fiscal years 1929-62___.__ 594
20. Internal revenue collections and refunds by States, fiscal year 1962___ 600
21. Customs collections and payments by districts, fiscal year 1962______ 602
22, Summary of customs collections and expenditures, fiscal years 1961 -
: and 1962 . e 604
23. Deposits by the Federal Reserve Banks representing interest charges
on Federal Reserve notes, fiscal years 1947-62__ . ______ . .._.__.__ 606
24, Postal receipts and expenditures, fiscal years 1916~-62____ . __________ 607
25. Cash income and outgo, fiscal years 1962-62_______ ... ____.___. 608

PUBLIC DEBT, GUARANTEED OBLIGATIONS, ETC.
I.—Outstanding

26. Principal of the public debt, 17901962 . 616
27. Public debt and guaranteed obligations outstanding June 30, 1934-62_ 618
28. Public debt outstanding by security classes, June 30, 1952-62_______ 619



29.
30.

31.
32.

33.
34.

35.
" 36.
37.

46.
47.
48.
49,

50.

51.

52.
53.

54,
55.

CONTENTS

Guaranteed obligations issued by Government borporatlons and other
business-type. activities and held outside the Treasury, June 30,
195262 e ——————

-Interest-bearing securities outstanding issued by Federal agencies but.

ng;ggggmnteed by the United States Government, fiscal years
1965362 o o e e
Maturity distribution of marketable interest-bearing public debt and
guaranteed obligations, June 30, 1946-62____________..__________
Summary of public debt and guaranteed obligations by security classes,
June 30, 1962 . L e ccmecceee
Description of public debt issues outstanding June 30, 1962 ________
D«sésgnptéozn of guaranteed obligations held outside the Treasury, June
1962 . e e cmmmm e —cemen
Postal savings systems deposits and Federal Reserve notes outstand-
ing, June 30, 1946-62______ _____ o iceo_--
Statutory limitation on’the public debt and guaranteed obligations,
June 30, 1962 . e
Debt 71iré12itation under the Second Liberty Bond Act, as amended,
191762 e em e mm— i ————————

II.—Operations -

. Public debt receipts and expenditures by security classes, monthly

for fiscal year 1962 and totals for 1961 and 1962 ________________

. Changes in public debt issues, fiscal year 1962_____________._..____
. Issues, maturities, and redemptions of interest-bearing public debt

securities, excluding special issues, July 1961-June 1962___________

. Allotments by investor classes on subscriptions for public marketable

securities other than regular weekly Treasury bills, fiscal year 1962_.

. Public debt increases and decreases, and balances in the account of

the Treasurer of the United States, fiscal years 1916-62___________

. Statutory debt retirements, fiscal years 1918-62.____ .. _.___..____..
. Cumulative sinking fund, fiscal years 1921-62__ _ . _____.____.__.__ .
. Transgctions on account of the cumulative sinking fund, fiscal year
1062 e

III.—United States savings bonds

Summary of sales and redemptions of savings bonds by series, fiscal
years 1935-62 and monthly 1962___ __ _______________ . __.____..
Sales and redemptions of Series E through K savings bonds by series,
fiscal years 1941-62 and monthly 1962__________________..._.__
Sales and redemptions of Series E and H savings bonds by denom-
inations, fiscal years 1941— 62 and monthly 1962________.________
Sales of Series E and H savings bonds by States, fiscal years 1961,
1962, and cumulative. . . . L.

IV.—Interest’

Amount of interest-bearing public debt outstanding, the. computed
annual interest-charge, and the computed rate of interest, June 30,
1916-62, and at the end of each month during 1962__ .. ___.__.._._

Computed annual interest rate and computed annual interest charge
on the public debt by security classes, June 30, 1939-62_________

Interest on the public debt by security classes, fiseal years 1958-62__ _

Interest on the public debt and guaranteed obligations by tax status,
fiscal years 1940-62 - _ oo

V.—Prices and yields of securities
Average yields of taxable long-term Treasury bonds by months,

October 1941-June 1962_ _ _________ . _.____i_
Prices and yields of marketable public debt issues, June 30, 1961 and

June 29, 1962, and price range since first traded .. . __________.__ :

VII

Page
622

623
624

625
627

- 649
651
622
6553

656
668

690
722
724

. 726

727

728
729

©730

734

735

737
739

740

741



VIl

56.
57.
58.

59,
60.

61.
62.
63.
65.
66.

67.

CONTENTS

VI.—Ownership of governmental securities

Estimated ownership of interest-bearing governmental securities
outstanding June 30, 1952-62, by type of issuer_________________
Estimated distribution of interest-bearing governmental securities
outstanding June 30, 1952-62, by tax status and type of issuer__..
Summary of Treasury survey of ownership of interest-bearing public
debt and guaranteed obligations, June 30, 1961 and 1962________

ACCOUNT OF THE TREASURER OF THE UNITED STATES

Assets and liabilities-in the account of the Treasurer of the United
States, June 30, 1961 and 1962. _ . . oo
Analysis of changes in tax and loan account balances, fiscal years
198262 . o o e e e

STOCK AND CIRCULATION OF MONEY IN THE UNITED STATES

Stock of money, money in the Treasury, in the Federal Reserve
Banks, and in circulation, by kinds, June 30, 1962_ _____________
Stock of money, money in the Treasury, in the Federal Reserve
Banks; and in circulation, selected years, June 30, 1925-62______
Stock of money by kinds, selected years, June 30, 1925-62________

. Money in circulation by kinds, selected years, June 30, 1925-62____

Location of gold, silver bullion at monetary value, and coin held by
the Treasury on June 30, 1962 .. __ . oo
Paper currency issued and redeemed during the fiscal year 1962 and
outstanding June 30, 1962, by classes and denominations.__.__

TRUST FUNDS AND CERTAIN OTHER ACCOUNTS OF . THE FEDERAL
GOVERNMENT

Holdings of Federal securities by Government agencies and accounts,
June 30, 1952-62_ . oo

I.—Trust funds

. Ainsworth Library fund, Walter Reed General Hospital, June 30,

1962 e

. Civil service retirement and disability fund, June 30, 1962____.___
. District of Columbia teachers’ retirement and annuity fund, June 30,

. Retired employees health benefits fund, Civil Service Commission,

June 80, 1962 e

. Employees’ life insurance fund, Civil Service Commission, June 30,
1962

. Federal disability insurance trust fund, June 30, 1962___.__..___._
. Federal old-age and survivors insurance trust fund June 30, 1962. .
. Foreign service retirement and disability fund, June 30, 1962 ____-
. Highway trust fund, June 30, 1962__________________________..
. Judicial survivors annulty fund June 30, 1962__ __________________
. Library of Congress trust funds, June 30 1962 oL
. Longshoremen’s and Harbor Workers’ Compensatlon Acgt, relief and

rehabilitation, June 30, 1962 _ _ .o emena

. National Archives gift fund, June 30, 1962_ .. ___ . _____.__.______
. National park trust fund, June 830, 1962__ _ . _____.____ .. ______.__
. National service life insurance fund, June 30, 1962_ _______________
. Pershing Hall Memorial fund, June 30, 1962_____ ... ___ ... _._.__...
. Philippine Government pre-1934 bond account, June 30, 1962__.___
. Public Health Service gift funds, June 30, 1962. oo
. Railroad retirement account, June 30, 1962 ___ T e
. Unemployment trust fund, June 30, 1962 L LTITTIITTITT
. U.8. Government life insurance fund June 30,1962  __.______._..__
. U.S. Naval Academy general gift fund June 30 1962 _____________
. Workmen’s Compensation Act within the Dlstnct of Columbia,

relief and rehablhtatlon, June 30, 1962 . o oo..

Page
745
'}46
748

750
751

752
754
755
757
758

759

760



93,
94,

-95.

© 96.
97.

98.
99.

100.
101.

102.
103.

104.

105.
106.

107.
108.
109.
110.
111.
112.

113.

114.

115.
116.
117.

118.

" CONTENTS
II.;Certain'other ac(‘:‘bunts_
Colorado River Dam fund, Boulder Canyon project, status by oper-
ating years ending, May 31, 1933-62_ _ . _ . e e_io-
Refugee Rehef Act of 1953 loan program through J une 30 1962_--_
‘ FEDERAL AID TO STATES

Expenditur res made by the Government as'dlrect.paymentvs to States

under cooperative arrangements and expenditures. within States .

- which prov1ded relief and other aid, fiscal year 1962 ...
’ cusToMS STAT]STICS o

Merchandise entries, fiscal years 1961 and 1962 ..
Principal commodities on which drawback was paid, fiscal years 1961
and 1962 _ i
Carriers and persons arriving in the United States, fiscal years 1961
and 1962 e e
Aircraft and.aircraft passengers entering the United States, fiscal
years 1961 and 1962 _ e
Seizures for violations of customs laws, fiscal years 1961 and 1962_-
Investigative actlvmes, fiscal years 1961 and 1962 ____.___._____.

ENGRAVING AND PRINTING PRODUCTION

New postage stamp issues dehvered ﬁscal year 1962 .
Deliveries of finished work by the Bureau of Engravmg and Printing,
fiscal years 1961 and 1962_______________________ P -

' INTERNATIONAL CLAIMS o

Awards of the Mixed Claims Commission, United States and Germany,
certified to the Secretary of the Treasury by the Secretary of State,
through June 30, 1962 _ e

Yugoslav claims fund as of June 30, 1962 _ .

Status of claims of American nationals against certain foreign govern-
ments as of June 30, 1962 _ . eeeaa-

INTERNATIONAL FINANCIAL TRANSACTIONS

United States net monetary gold transactions with foreign countries
and international institutions, fiscal years 1945-62____.____._.._.
Estimated gold reserves and dollar holdings of foreign countries as
of June 30, 1961 and June 30, 1962____ __ . __ . ___ .. __..__.
Umted States gold stock and holdmgs of convertible forelgn currencies
by U.S. monetary authorities, fiscal years 1952-62_______________
U.S. international investment and gold position, end-selected years__
U.S. balance of payments by major components, seasonally adjusted.-
Assets and liabilities of the Exchange Stabilization Fund as of June 30,
1961 and 1962 e
Summary of receipts, withdrawals, and balances of foreign currencies
acquired by the United States without purchase with dollars, fiscal
year 1962 . e mm—m——
Balances of foreign currencies acquired by the United States without
purchase with dollars, June 30, 1962___.___ . ___ ... _____.

INDEBTEDNESS OF FOREIGN GOVERNMENTS

Indebtedness of foreign governments to the United States arising from
World War I, and payments thereon as of June 30, 1962____.___..
World War I indebtedness, payments, and balances due under agree-
ments between the United States and Germany as of June 30, 1962.
Outstanding indebtedness of foreign countries on United States Gov-
ernment credits (exclusive of indebtedness arising from World War
I) as of June 30, 1962, by area, country, and major program.______
Status of accounts under lend-lease and surplus property agreements
(World War II) as of June 30, 1962. - oo

Page

" 799

800

801
819
820

- 891

- 822
823
824

' 824
825

- 826

828
829

830
831
833
834
835

836

838
840

842
843

844



WX - CONTENTS

CORPORATIONS AND CERTAIN OTHER BUSINESS-TYPE ACTIVITIES OF
THE UNITED STATES GOVERNMENT
: » . Page
119. Capltal stock, notes, and bonds of Government agencies held by the
Treasury or other Government agencies, June 30, 1961 and 1962,
-‘and changes during 1962 __ . _ .l ..o 850
120. Borrowing authority and outstanding issues of Government corpora-
" tions and certain other business-type activities whose obligations are
‘issued to the Secretary of the Treasury, June 30, 1962_ ... ._..__ 852
121. Comparative statement of obligations of Government corporations -
) . and certain other business-type activities held by the Treasury, June
30, 195262« . e e ——————— 853
122. Description of obligations of Government corporations and- certain
other business-type activities held by the Treasury, June 30, 1962__ 854
123. Comparative statement of the assets, liabilities, and net investment of
Government corporatlons and certain other busmess—type activities, -

June 30, 195362 ... i cm——————— 858
- 124, Statement of loans outstanding of Government corporations and cer-
tain other business-type activities, June 30, 1962_.______________ 860

125. Dividends, interest, and similar earnings received by the Treasury
from Government corporations and certain other business-type

activities, fiscal years 1961 and 1962_.______ . __.__._____ 864
. GOVERNMENT LOSSES IN SHIPMENT ’
126 Government losses in shipment revolving fund, June 30, 1962______. 866
- o PERSONNEL ‘

:127, Number of employees. in the departmental and field services of the '
’Ig‘ggsury Department, quarterly from June 30, 1961 to June 30,
1 : )

Note.—Details 6{ figures may not add to totals because of rounding.



SECRETARY, UNDER: SECRETARIES, GENERAL'-COU_NSEL, AND AS-

SISTANT SECRETARIES

OF THE TREASURY DEPARTMENT FROM

JANUARY 21, 1961, TO JANUARY 1, 19631

Term of service

From

Official

Jan. 21, 1961

Feb. 3,1961

Jan. 31, 1961

Apr. 5,1961
Nov. 16, 1962

Deec. 20, 1957
Apr. 5 1961
Apr. 24 1961
Dec. 20 1961
Dec. 18 1962

June 19, 1955

June 15, 1962

Sept. 14, 1959

-Secretary of the Treasury

e eeeeeaee Douglas Dillon, New Jersey:

Under Secrq{ary

______ e~e-----i Henry H. -Fowler, Virginia.

Under Secretary of the Treasury for
- Monetary Affairs

wewmeme-w-----| Robert V. Roosa, Néw York.

General Counsel

6, 1962 RobertH Knight, Virginia.

i mm————— G. d’Andelot Belin, Massachusetts

19, 1961
. 31,1962 | John M. Leddy, Virginia.

Assistant Secretaries -

.A. Gilmore Flues, Ohio.

______________ Stanley S. Surrey, Massachusetts
______________ James A, Reed, Massachusetts.

D ‘l John C. Bullitt, New Jersey.

Fiscal Assistant Secretary

ar. 31, 1962 | William T Heffelfinger, District of Columbla.

SR ema- John K. Carlock, Arlzona

Admmzstmtwe Asszstant Secretary :

_____--_-_»_._-- A-. E. Weatherbgg, Maine.

1 For oﬁicxals from September 11, 1789, through J: anua.ry 20, 1961, see the 1961 annuul report exhibit 32,

pp. 389-392

" XI



PRINCIPAL ADMINISTRATIVE AND STAFF OFFICERS OF THE
TREASURY DEPARTMENT AS OF JANUARY 1, 1963

SECRETARY
DOUGLAS DILLON

Henry H. Fowler.____ I Under Secretary of the Treasury.

Douglass Hunt. .. _________ Special Assistant to the Under Secretary.
Robert V.Roosa._ ... ___.. Under Secretary for Monetary Affairs.
-~ J.-Pewey Daane__..___.___ Deputy Under Secretary for Monetary Affairs.
Leland Howard. ... _____ Director, Office of Domestic Gold and Silver
S -Operations.
Paul A. Voleker..._____. Director, Office of Financial Analy51s
Frank E, Morris__.________: Assistant to the Secretary (Debt Management).
R. Duane Saunders__._. . Director, Office of Debt Analysrs .
G.d’Andelot Belin____._________ General Counsel.

Fred B. Smith__________ .- Deputy General Counsel.

Roy T. Englert_..._.._____. Assistant General Counsel.

Edwin F. Rains___________ Assistant General Counsel.

Hugo A. Ranta_____._____. Assistant General Counsel.

George F. Reeves__________ Assistant General Counsel. :

Harold R. Pollak__________ Chief Counsel, Forergn Assets Control

Stanley S. Surrey____-_________ Assistant Secretary. ’ '

Harvey E. Brazer_________ Deputy Assistant Secretary and Dlrector,

: T Office of Tax Analysis.

David R. Tillinghast.______. Spemal Assistant to Assistant Secretary

Donald C. Lubick. . ______"_ Tax Legislative Counsel.

Nathan N. Gordon.__..____. " Director, Office of International Tax Affalrs

James A. Reed. .. _____..______. Assistant Secretary.
James P. Hendrick. . ____ - Deputy Assistant Secretary.
Commander Robert D.
Johnson, US.C.G__..__. Aide to the- As51stant Secretary.
Arnold Sagalyn.___.______ ~ Director, Office of Law Enforcement Coordi-
i : nation. .
John C. Bullitt.____.__________ Assistant Secretary.

Vacancy .. .__ ... __.____ Deputy Assistant Secretary.

Ralph Hirschtritt___.______ Special Assistant to Assistant Secretary.

George H. Willis__ . _______ Director, Office of International Affairs.

Ph1hp P. Schaffner._..._. Aszlg‘tant D)rector, Office of International
airs
Charles R. Harley _______ ASZI%I}&D'G Director, Office of International
. airs
John K. Carlock________.: PR Fiscal Assistant Secretary.
’ George F. S’mckney_- ------ Deputy Fiscal Assistant Secretary.
Hampton A. Rabon, Jr_.. Assistant Fiscal Assistant Secretary.
Boyd A. Evans____..___. Assistant to Fiscal Assistant Secretary.
Frank F. Dietrich_ ______ Assistant to Fiscal Assistant Secretary.
Robert. M, Seabury._._.._____ Director, Office of Defense Lending.
A. E. Weatherbee_____________ Administrative Assistant Secretary.

Carl W, Clewlow_________._ Deputy Administrative Assistant Secretary and
Director, Office of Management and Organi-
zation.

Paul Mc¢Donald_ __________ Director, Office of Administrative Services.

Ernest C. Betts, Jr_______. Director, Office of Budget (Designate).

Amos N. Latham, Jr___.___ Director, Office of Personnel.

Thomas M. Hughes ________ Director, Office of Security.

Joseph W. Barr_ _____.____ ---- Assistant to the Secretary (Congressional
Relations).

XIr



' PRINCIPAL ADMINISTRATIVE AND STAFF OFFICERS X111

Dixon Donnelley_ _ ... .. ___.. Assistant to the Secretary (Public Affairs).-
Stephen C. Manmng, Jro___ Deggty )Ass1stant to the Secretary (Pubhc

airs

Robert A. Wallace_. .. ....___. Assistant to the Secrefary.

Thomas W. Wolfe.__._____ Deputy Assistant to the Secretary.

Charles A. Sullivan____________ Assistant to the Secretary. »
Bradley H. Patterson, Jr.._ National Security Affairs Adviser.’ . v
Margaret W. Schwarta.____ Director, Office of . Foreign Assets : Control

Seymour E. Harris. - .. .._._.__ Senior Consultant to the Secretary..

William N, Turpin_ _ ... ___.___ Special Assistant to the Secretary..

Edward L. Killham___.________ Director, Executive Secretariat.

BUREAU OF ACCOUNTS

Harold R. Gearhart._._._____._.__ Commissioner of Accounts.

Sidney S. Sokol. . _ . __ . __._. Assistant Commissioner,

John H. Henriksen____________ Assistant Commissioner for Admlmstratlon

George Friedman. ___.__.______ Staff Assistant to the Commissioner.

Julian F. Cannon__________.____ Chief Disbursing Officer.

Harold A. Ball . ___________._._ Chief Auditor.

Ray T.Bath_.________________ Deputy Commissioner—Accounting Systems.

Sidney CoX. - oo oo Deputy Commissioner—Deposits and. In-
vestments.

Howard A. Turner__._________. Deputy Commissioner—Central Accounts. _" ‘

Samuel J. Elson_._._.._.._.____ Deputy Commlssmner——Central Reports

BUREAU OF CUSTOMS

Philip Nichols, Jro__ ... .____._. Commissioner of Customs,
David B. Strubinger._______.___ Assistant Commissioner of Customs.

Alfred F. Beiter_ .. __._.__.____ Deputy Commissioner for Policy Planning.
N.G Strabe e . Deputy Commissioner of Management and
Controls.

C. A. Emenck ________________ Deputy Commissioner, Division of Investlga-

tions and Enforcement. .
Walter G. ROY.oce cemaame Deputy Commissioner, Division of Appraise-
ment Administration.
William E. Higman_____.______ Deputy Commissioner, Division of Clasmﬁca-
: fion and Drawbacks. .
Robert Chambers._______.______ Chief Counsel. s
R. V. McIntyre_ . __________ Deputy Commissioner; D1v1s1on of Marme,
. Administration.
Burke HoFlinn. .. ___________ Deputy Commissioner, Division - of Entry,
: Value, and Penalties. .
George Vlases, Jro____._.______ Deputy Commissioner, D1v1s10n of Techmcal
Services. L e

BUREAU OF ENGRAVING AND PRINTING ~

Henry J. Holtzclaw_ .. .________ Director, Bureau of Engravmg and Printing.
Frank G. Uhler...__ ..o ... Assistant Director. ] )

BUREAU OF THE MINT

Eva Adams----v _______________ Director of the Mint.
Frederick W. Tate__.__.__.______ Assistant Director.

BUREAU OF NARCOTICS

Henry L. Giordano. . .__._..... Commiissioner of Narcotics.

Charles Siragusa__________ - -~ Deputy Commissioner.
George H. Gaffney. _____..____ Assistant to the Commissioner.

BUREAU OF THE PUBLIC DEBT

Donald M. Merritt_ . .. _..._.. Commissioner of the Public Debt.
Ross A. Heffelfinger, Jr_____.__. Assistant Commissioner.



XI1v PRINCIPAL ADMINISTRATIVE AND STAFF OFFICERS

Michael E. McGeoghegan_ .. __. Deputy Commissioner.
Jack P. Thompson__________.__ Deggmty Commissioner in Charge, Chicago
} -Office.

INTERNAL REVENUE SERVICE

" Mortimer M. Caplin.._....._..__ Commissioner of Internal Revenue.
Bertrand M. Harding__________ Deputy Commissioner.
Edward F. Preston__________.. Assistant Commissioner (Administration).
Vernon D. Aeree. ..o Assistant Commissioner (Inspection).
Donald W. Bacon. . ..._.__._._. Assistant ‘Commissioner (Compliance).
Harold T, Swartz._.___________ Assistant Commissioner (Technical).
William H. Smith__________._. Assistant Commissioner (Planning and Re-
search).
Robert L, Jack. . __.________ Assistant Commissioner (Data Processing).
Crane C. Hauser_ . ____________ Chief Counsel.
“Thomas J. Reilly..___.________ Director of Practice.
OFFICE. OF THE COMPTROLLER OF THE CURRENCY
James J. Saxon._______________ Comptroller of the Currency.
A, J. Faulstich_ _______________ Administrative Assistant to the Comptroller.
Clarence B. Redman_____._____. First Deputy Comptroller.
Thomas G. DeShazo___..______ Deputy Comptroller.
William B. Camp________.____._ Deputy Comptroller.
Justin T. Watson__._.____..____. Deputy Comptroller.
Dean Miller___ __ .. ____.___ .- Deputy Comptroller (Trusts).
R. Coleman Egertson.________. Chief National Bank Examiner.
Robert Bloom. ... _._.___ Chief Counsel.
OFFICE OF THE TREASURER OF THE UNITED S’fATES
Kathryn O’Hay Granahan._____ Treasurer of the United States (Designate) .
William T. Howell.. . _.....___. Deputy Treasurer.
Willard E. Scottoco oo _. Assistant Deputy Treasurer.
UNITED STATES COAST GUARD
Admiral Edwin J. Roland.__.___ Comrﬁandant,, U.S. Coast Guard.
Vice Admiral Donald McG.
Morrison- _ oo _____________ Assistant Commandant,

" Rear Admiral Theodore J. Fabik. Chief, Office of Engineering.
Rear Admiral Oscar C. Rohnke_. Chief, Office of Merchant Marine Safety.

UNITED STATES SAVINGS BONDS DIVISION

William H, Neal. ... _.______ National Director.
Bill McDonald_ ... .. ___.__. Assistant National Director.

UNITED STATES SECRET SERVICE
James J. Rowley._ . .._.._. ————— Chief, U.S. Secret Service.
Paul J. Paterni_..._...._._____ Deputy Chief.
E. A Widy___ . _.____.. - Assistant Chief.

COMMITTEES AND BOARDS

A. E. Weatherbee_ . _______.__. Chairman, Treasury Management Committee.
Amos N. Latham, Jr_._____..___ Chairman, Treasury Awards Committee.
Amos N. Latham, Jr__.________ Chairman, Treasury Wage Board.
Robert A. Wallace..._._____.__ Employment Policy Officer.

Robert A. Wallace__...___.____ Principal Compliance Officer.



-ORGANIZATION OF THE DEPARTMENT OF THE TREASURY- November |,1962

SECRETARY
UNDER SECRETARY N
N SPECIAL ASST. TO THE SECRETARY
ASSISTANTS UNDER SECRETARY (Cangressional Relations)
FOR MONETARY AFFAIRS
DIRECTOR. ASST, 70 THE SECRETARY
Executive Secretarot (Public Atfairs)

By

ASSISTANT DEPUTY UNDER
ASSISTANT geneRaL asssant | O THE ASSISTANT SECRETARY FR ASSISTANT ASSISTANT FISCAL ASST. AR VE
SECRE TERY UNSEL SECRETARY aSEcReTaRY sechaTERy MORETAR SECRETARY SECRETARY SECRETARY asseTany

Legal Office of Office of
Owision internationc] Foreign Assets
Alloirs ‘Controt

Office of Tox Qlfice of

Oftice of § §
Dedl Anolpuis Findnciol Anolysis Legistation Defense Lending Oftice of Budget Oflice of Persoanel

Oftice of ice of
Management and Adminigteotive
Organiration i

Office of Tox

Otice of Oomastic Otfice of Otfice of
Gold ond Sitver
Analysis

tatemotional
Ton Aflairs

I
|
\ 1 1 1 '
erafing \ N |
weaus [ | Bureouof F'izt/ee’::; cgg‘:f' ﬁlfe,rh%f us. Burequ of Bureou of !
ey the Mint Service The Currency Coast Guord Customs Accounts :
1
|
i |
| -
1 ’ . Bureou of Office of the !
| | US Secret USS. Savings ; Bureau of Bureou of the t
: Service . Bonds Division E"‘i;%‘,’:ﬁg;"d Narcofics Public Debt :{f,?:‘ﬂg !
H - 1
| !
-

CaART 1

AX






ANNUAL REPORT ON THE FINANCES

TrEASURY DEPARTMENT,
Washington, March 29, 1963.

Sirs: I have the honor to report to you on the finances of the
Federal Government for the fiscal year 1962.

The economy continued to advance throughout 1962 from the
‘recession low of February 1961, and further economic gains extended
into 1963. The Revenue Act of 1962 and appropriate tax administra-
tive measures—including revision of the guidelines for depreciation—
are stimulating the growth of the economy. The President’s tax pro--
posals for 1963 are designed not only to add further impetus to that
trend but to stimulate long-term growth in the years ahead. Debt
management in 1962 substantially improved the maturity structure
of the debt and financed the deficit without producing inflationary
pressures. Confidence in the international payments system was
strengthened by the International Monetary Fund’s borrowing
arrangements, greater international cooperation among monetary
authorities, and Treasury and Federal Reserve operations in fore1gn
exchange markets

" Fiscal Policy
Federal Government fiscal policy is reflected in administration
recommendations and policies and congressional enactments affecting
expenditures and taxation. Together with monetary and debt
management policy, fiscal policy is a key means of fulfilling our
national economic objectives, including the attainment of high
employment and production, a rapid rate of economic growth, main-
tenance of price stability, and equilibrium in our international balance
of payments. :

Neither expenditure nor tax policy can be formulated solely on the
basis of its immediate contribution to one or another of these broad
objectives, for the level and distribution of expenditures must reflect
a national judgment concerning the activities that properly should be
undertaken by the Government, and the tax system must be geared
to the needs for equity, efficiency, and simplicity. Used flexibly,
however, in coordination with other Federal economic policies, fiscal
policies can contribute to establishing a financial environment that
will support and release forces for economic progress.

661406—63——2 '
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The overall fiscal plans of the Government must fulfill & number of
basic requirements.

National security and urgent nondefense needs must be provided.

The need of the economy for appropriate stimulation or restraint
must be considered, as well as the means of encouraging balanced
longer range growth. ,

International financial consequences of domestic economic develop-
ments and policy actions must be taken into account and the various
policy alternatives balanced to serve both domestic and international
goals. ' : .

Tax policy must be founded on an adequate revenue base, and the
laws designed to meet the tests of equity, neutrality, and simplicity,
while contributing to the encouragement of private initiative. )

Federal expenditures must be controlled to assure that outlays are
justified by current needs, and are held to levels permitting the
application of a substantial part of revenue. increases generated
by satisfactory growth to eliminating current deficits or, under boom
conditions, to producing surpluses.

The budgetary process requires the testing of all programs against
a scale of priorities. Every expenditure program, military or civilian,
must be subjected to a continuous, searching examination of needs,
costs, and alternatives. This process permits reduction of expendi-
tures for programs whose relative urgency has declined and makes
room for new and expanded activities urgent and essential to the
well-being and progress of the Nation. Intensive and continuous
efforts must be made to effect savings by substituting private for -
public credit; extending the principle of user charges where appro-
priate; and increasing efficiency and cost reductions throughout the
Government. An across-the-board, standstill order on expenditures
would be the negation of responsible budgetary policy and would
hinder the Nation in meeting the challenge of its unresolved domestic
and international problems.

Fiscal 1963 » .

The fiscal 1963 budget was in preparation during the final months
of the calendar year 1961, when it appeared that the economic re-
covery was well established and would continue at a satisfactory pace
without need for additional stimulus from Federal fiscal policies.
Although nearly every measure of economic activity had reached new
records by the end of calendar 1961 and prospects for further vigorous
expansion appeared favorable, unemployment and underutilization
of productive capacity were continuing problems. Moreover, balance-
of-payments problems were again causing concern.

For these reasons it appeared that new measures were required. to
deal with the more complex situation that was developing. While
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avoidance of the degree of restraint which would choke off expansion
short of full recovery continued to be important, it was desirable also
to guard against excesses which might impede an orderly expansion -
at stable prices. Moreover, it was desirable to stimulate a higher
level of private investment to increase the competitiveness of American
products at home, thus providing & sound basis for eventual solution
of the ba,lance—of—payments problems as well as helping to achieve
faster economic growth.

Under these conditions a balanced budget was presented for the
fiscal year 1963, with expenditures held slightly below estimated
receipts. It was believed that only a moderate surplus should be
provided in the administrative budget to avoid a repetition of the
pattern in the previous recovery.period when the Federal budget
moved from an administrative budget deficit of $12.4 billion in fiscal
1959 to a surplus of $1.2 billion in fiscal 1960. This shift of more
than $13% billion was generally considered one of the more important
factors in the premature termination of the expansionary phase of the
business cycle in the calendar year 1960. In contrast, it was expected
that the budgetary swing from the deficit in fiscal 1962 to a balance in
fiscal 1963 would have totaled only about $7 billion. At the same
time it was hoped that early enactment of the investment credit and
administrative depreciation reform, along with continued monetary
ease to the degree compatible with balance-of-payments requirements,
would contribute to a more rapid rate of private capital formation.
If private investment could be stimulated, this would provide added
support to the recovery, leading to a substantial reduction in the
uneraployment rate and to a more complete utilization of the Nation’s
productive potential.

By early June 1962, however, there were some indications that the
pace of the recovery movement had slowed and achievement of the
projected level of GNP in calendar 1962, on which a balanced budget
was predicated, seemed less probable.- The economic outlook,
however, was blurred by developments related to an antlclpated
steel strike, particularly by the rapid build-up in steel inventories in
the first two quarters of calendar 1962 followed by a rapid reduction in
these inventories beginning in the third quarter. This undoubtedly:
contributed to -the unsatisfactory behavior of some of the leading
economic indicators, which caused widespread concern in the sumumer
about the poss1b1hty of a recession.

Early in the fiscal year 1963, therefore, serious consideration was
given to an immediate tax cut. The final decision was delayed for

-several months, for a clearer indication of the immediate prospects;
and when signs of further moderate strengthening in the economy -
were observed, the decision was made to delay any tax recommenda-
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tion until a program for general tax reduction and reform could be
thoroughly reviewed by the next Congress.

This decision not to seek an anti-recessionary tax cut, but to rec-
ommend a major program of basic tax reduction and reform to the
new Congress early in calendar 1963, reflected confidence that an
early recession was unlikely. It reflected also belief that fundamental
changes in the tax system are required to increase incentives to
investment, risk taking, creative effort, and initiative, as well as to
release private purchasing power to overcome the drag on the economy
evidenced during five years of slow growth, high unemployment, and
lagging Federal revenues. At the same time, a vigorous program of
expenditure control was carried through to minimize the initial impact
of tax reduction on the budget, and to assure that a substantial part
of the revenue increases which would result from the economic ex-
pansion induced by tax reduction would go toward eliminating budget
deficits. This would help to establish a better financial environment
for private investment and allow full advantage to be taken of the
forces for economic progress at home and abroad. Fiscal policy,
therefore, was directed along lines that would resolve the interlocking
goals of domestic growth and external stability, reduce unemployment
and provide new opportunities for our expanding labor force and
eliminate the balance-of-payments deficit.

Administrative budget—Administrative budget receipts in fiscal
1963 are now estimated at $85.5 billion and expenditures at $94.3
billion, resulting in an estimated deficit of $8.8 billion.

Budget expenditures are estimated to rise $6.5 billion over expend-
itures in fiscal 1962 to $94.3 billion. Increased expenditures for
defense, space, and interest accounted for $3.7 billion of the total rise.
Expenditures for agricultural programs, mainly price support, are
estimated to rise $0.8 billion; for commerce and transportation,
$0.6 billion, of which one-half is for area redevelopment; and. for
health, labor and welfare, $0.4 billion, mainly for public assistance.

Accountlng for the $4.1 billion rise in budget receipts, individual
income taxes are estimated to rise $1.7 billion to $47.3 billion; corpo-
rate income taxes, $0.7 billion to $21.2 billivn; excise taxes, $0.3
‘billion to $9.9 billion; and other budget receipts, $1.4 billion to $7.1
billion. :

Cash budget—Payments to the public are estimated at $116.8
billion in fiscal 1963, receipts from the public at $108.4 billion, resulting
in an expected deficit in the cash budget of $8.3 billion, substantmlly
equal to the deficit in the administrative budget.

National income accounts.—Federal receipts on the national income

. accounts basis are estimated at $108.8 billion, expenditures at $113.2
billion, resulting in a deficit of $4.3 billion.
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,Debt Management

The debt management problem in calendar 1962 was to ﬁnance a
sizable budget deficit in a year of economic expansion, while sub-
stantially improving the maturity structure of the existing debt; and
to accomplish this in consistence with the Nation’s broad economic
goals and to contribute to their realization.

Fundamentally, the primary aim of debt management policy was
to assure that the 1962 deficit did not produce undesirable monetary
consequences; specifically, that it did not foster an excessive growth
in the money supply, the bank credit base, or the total volume of
liquid assets. As the economy grows, it is essential that the money .
supply and the volume of liquid assets should grow at a rate fast
enough to sustain a satisfactory rate of economic expansion; but it is
equally essential that the rate of growth in liquidity be held to levels
compatible with a stable price level.

A large deficit can be financed, even during a period of expanding
. economic activity, without producing monetary effects which sow the
seed for inflationary pressures in the future. If such consequences
are to be avoided, however, a major portion of the deficit must be
financed by tapping real savings rather than through the expansion
of bank credit. That requirement, in turn, necessitates -that a
substantial portion of the deficit be financed through the issuance
of longer term securities. The basic purpose of the debt managers
of the Treasury was so to finance the deficit in 1962.

This goal was realized in 1962, and the Treasury is attempting to
finance the even larger deficit of 1963 in the same manner. Our
national need for price stability is clear; and that need is now also a
key factor in the program to restore our balance-of-payments posmon
to equilibrium. Both debt management and monetary policy must
be directed toward assurmg that monetary forces do not threaten
price stability, now or in. the future.

The deficit of calendar 1962 was financed entlrely outside the
Nation’s commercial banks. The Federal Reserve, in pursuing 1ts
objective of supplying an adequate volume of reserves to the com-
mercial banking system and providing needed currency, added $1.9
billion to its holdings of Government securities, an increase that was
in line with customary growth patterns in reserves to be expected
year by year. These additional Federal Reserve holdings were par-
tially offset by a decline of $700 million in the Government security
holdings of commercial banks. The balance of the $6.3 billion
increase in the debt in the year ending December 31, 1962, was
financed out of savings and other sources. About $1.0 billion was
taken by (Government investment accounts. The remaining $5.3
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billion was divided among foreign and international accounts ($1.9
billion), corporate pension funds and individuals. ($0.9 billion), State
and local governments ($0.8 billion), business corporations ($0.7
“billion), and other investors ($0.9 billion). :

Estimated ownership of Federal securities

{In billions}
Dec. 31

Increase, or
decrease(—)
1961 1962 ’ :

Banking sector: ’ .
Federal Reserve Banks..._... $28.91  $30.8 $1.9
Commercial. .. : 67.2 66.5 -0.7
Subtotal . cccccaaceaman 96.1 97.3 L2

Nonbank sector:

Government investment accounts. . ... ..o oo 54.5 55.6 10
Foreign and international accounts. 13.4 15.3 19
Individuals and corporate pension funds 67.8 68.6 0.9
State and local governments..____.. 18.7 19.5 0.8
Nonfinancial corporations 19.4 20.1 0.7
InSUrance COMPANIES v mn o am e oo e ocmcmmcmcmmmmmeommean 11.4 11.5 0.1
Mutual savings banks. . Ceeenn - 6.1 6.1 -0.1
Savings and loan ‘associations.. - ... oo 5.2 5.5 0.3
AR other .. oo cccccmccccmeean 3.8 4.4 0.6
5151 e370) . H USRS 200. 4 206.7 6.3
X0 7 | I 296.5 304.0 7.5

In calendar 1961 the increase in the very liquid, under-one-year
debt substantially exceeded the increase in the total debt. The 1962
experience was radically different. The increase in the under-one-year
debt in 1962 amounted to only $1.4 billion, or 20 percent of the increase
in the total debt. In 1962, the debt maturing beyond five years
increased by about $9 billion, substantially more than the increase
in the total debt. The debt in the. critical one-to-five year maturity
sector was reduced by more than $3 billion. Thus, not only was the
deficit itself financed in a noninflationary manner, but a substantial
improvement was produced in the overall maturity structure of the
existing debt. This improvement is symbolized by the 7 percent
increase in the average length of the debt during the calendar year,
from four years and seven months at the end of 1961 to four years and
eleven months at the end of 1962. (By the end of March 1963, the
average length had increased still further to five years and one month,
the highest level since September 1958.)


http://TJ.fiSP.rvO

ANNUAL REPORT ON THE FINANCES - 7

Maturity distribution of the marketable debt

[Dollar amounts in billions}

Dec. 31
Maturity : Increase, or
. decrease(—)
1961 1962
Under-one-year :

. Weekly and one-year bills_ . oo enaeaaas $37.4 $45.2 . $7.8
Tax anticipation bills e m 6.0 3.0 —-3.0
(0313 PR - 42.5 39.0 —3.4
Total under one-year- - - .; ...................................... 85.9 | . 87.3 1.4

J=b JORBTS L e 64.9 61.6 -3.2

. 5 years and over- .

 5-10 years e e m e mmmemm——emmm—mmm—————- 19.8 34.0 14.2
10-20 years______________ - . 12.0 4.6 —7.4

20 yearsand over__ . ... _._... .- 13.4] . 15.5 2.1
Total 5 years AN OVer - ... ... oo e mmmmmmmeee . 45.2 54.1 8.9
Total marketable debt. oo« oL oo, 196.0 203.0 7.0

" Average length (years-months)..... - 4T 4-11 4 mos.

Although the monetary impact of debt management policy is the
most fundamental concern of the Federal debt managers, it is only
one of many factors which must be weighed in every debt manage-
‘ment decision. The Treasury must always be concerned with the
present and future interest costs of carrying the debt. To the extent
consistent with its other objectives, debt management policy must be
oriented toward minimizing interest costs on the debt.
~ The Treasury also has a responsibility to promote an active and
broadly based market in Government securities. Such a market is
not only in the interest of the Treasury as an issuer of securities, but
also is in the interests of investors in marketable Treasury securities
and in the interests of the Federal Reserve System. - Since the day-
to-day operations of monetary policy are conducted in Government
securities, a Government securities market with a tradeable volume of
issues outstanding across a broad maturity range contributes to an
effective Federal Reserve policy. The monetary authorities need an
ample range of alternatives for use in exerting those influences on the
credit and capital markets which will best meet their objectives.

Moreover, in placing new issues of longer term securities, the
Treasury must weigh carefully the impact of its operations on the
markets for other long-term securities: corporate bonds, municipal
bonds, and mortgages. It is particularly important in a period when
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the economy is expanding at a less than desired rate that the Treasury
give consideration to this impact, so that Treasury financing in the
longer term area does not disrupt or reduce the flow of funds into
these other markets. In making judgments, the Treasury must not
only decide upon the amounts of longer term funds that can appropri-
ately be placed in Government securities, but must also give con-
sideration to the timing of offerings and the techniques to he used.
In 1962, while the volume of other forms of long-term borrowing was
also increasing by a record amount, the Treasury increased the total
of outstanding Government securities maturing beyond five years by
almost $9 billion and the total maturing beyond twenty years by
more than $2 billion, as shown in the preceding table. Much of this
was accomplished through the March and September advance re-
fundings, a technique which minimizes the strain on other markets
(see the following table). That this very substantial volume of longer
term Government securities was placed in the hands of investors
without disrupting or slowing down the flow of funds into corporate
bonds, municipal bonds, and mortgages, is demonstrated also by the
downward movement of interest rates on these securities throughout
the year and which at the yearend were generally lower than the rates
prevailing at the bottom of the recession in February 1961.

Effect of calendar 1962 advance refundings on the maturity structure of the marketable

debt

[In billions]
’ Increase, or
Maturity Removed Added | decrese (—)
Under-1-year.__ - $7.9 (oo -$7.9
{ to 3 years. - [ R IO, —-3.4
B 405 FOArS e icecmcmecmmermccccmmemc e e |c e oo $5.3 5.3
5t0 20 years.___ oo ceice e ecmmemee 1.8 5.9 4.1
20 years and OVer. - .o oo ececaecaccce | emceae . 1.8 1.8
B 1) 7 — 13.1 fE: 20 N SN

If we are to have a cohesive national financial policy, Treasury
debt management operations must be closely coordinated with the
monetary policy and operations of the Federal Reserve. In 1962,
monetary policy actions, as independently determined by the Federal
Reserve, and the debt management decisions of the Treasury were
closely and significantly integrated toward the achievement of
common goals. This coordination of policies reached a highly devel-
oped state in the continuing effort to achieve the important policy
goal of maintaining short-term interest rates in the United States at
levels which would reduce incentives for short-term funds to flow
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abroad in response to interest rate differentials. Such flows, of course,
weaken our balance-of-payments position and tend to lead, ultlmately,
to drains on our gold stock.

The role of the Treasury in this common effort was so to plan its
debt operations that appropriate amounts of new short-term securities
were placed in the market at times when upward supply pressures
on Treasury bill yields were needed to keep our short-term rate
structure in appropriate relationship with rates abroad. Such
actions were undertaken on a substantial scale in the spring and in
the fall of 1962 through raising needed cash by adding to the weekly
bill auctions and by the issuance of a $1 billion strip of bills.

Partly because of these timely actions by the Treasury in adding to
the supply of Treasury bills, the Federal Reserve was able to continue
its policy of fostering bank credit expansion without producing undue
downward pressure on Treasury bill rates. Such large additions to
the supply of Treasury bills, however, if not offset in some manner,
could lead over time to an excessive growth in the volume of short-
term Treasury obligations and defeat a fundamental debt manage-
ment objective of helping to limit the rate of growth of liquid assets
to the real needs of the economy. The necessary offsetting factor
was provided by the introduction of the device of “prerefunding”, that
is, the application of the technique of advance refunding to securities
maturing within one year.

The prerefundmg device was first used in September 1962, when
almost $8 billion in securities maturing in eight months or less was
exchanged for securities maturing in approximately five years and ten
years. It was because of the substantial reduction in the under-one-
year debt produced by the September prerefunding that the Treasury
was able to add almost $8 billion to the supply of Tréasury bills during
the year and still end the year with a net increase in the total under-
one-year debt of only $1.4 billion. _

The prerefunding was one of two new debt management tools
introduced in 1962. The second newly developed technique was the
offering of long-term Treasury bonds at competitive bidding. The
decision to try out the competitive bidding technique for marketing
long-term bonds was announced in September 1962. The first
offering of bonds using this technique was made on January 8, 1963,
and was highly successful. The winning syndicate submitted its
bid based on a 4 percent coupon rate and acquired the $250 million
issue of 30-year bonds at 99.85111, resulting in an interest cost to the
~ Treasury of 4.008 percent. The bonds were reoffered at par to yield

4 percent.’ '

The experience of the postwar years had demonstrated a clear need
to develop new approaches for marketing long-term Treasury bonds if
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continued progress toward a more balanced maturity structure for the
Federal debt is to be made in 1963 and in the years beyond. As a
technique, competitive bidding offers the great advantage of employing
in a new way the energies-of the financial community in selling long-
term Treasury obligations. Only further experience can test, how-
ever, whether it will prove to be a way of selling long-term Treasury
bonds at lower interest costs and with less disturbance to other sectors
of the capital markets than the traditional procedures. Certainly
in the first offering, the Treasury succeeded in placing $250 million
in thirty-year bonds at a rate of interest lower than the traditional
marketing procedure would have required. ‘

It is only through a willingness to seek out and to experiment with
new methods and new procedures, such as these, that the problems
of managing a debt in excess of $300 billion can successfully be met
in a continuously changing economic environment.

Tax Policy

The first step toward a needed reform of our Federal tax system was
taken during 1962 with the enactment of the Revenue Act of 1962.
This act, which was based on the President’s recommendations to the
87th Congress, was designed to stimulate the growth of our economy
and to improve the U.S. balance-of-payments position. It also con-
tains many provisions to make our tax laws fairer and to eliminate
unwarranted special tax treatment.

The 1962 act encourages business expenditures on productive facili-
ties by granting a 7 percent tax credit—3 percent for public utilities—
for investment in depreciable machinery and equipment used in the
United States. Another major stimulus to our continued economic
growth was provided in 1962 by the announcement of new guidelines
and procedures for determining depreciation of equipment for tax
purposes.  The suggested new asset lives automatically permit a more
rapid writeoff for approximately 70 to 80 percent of the machinery and
equipment presently in use for manufacturing. They are 32 percent
shorter on the average than the old guidelines. TFor 1962 alone the
new liberalized depreciation allowances, combined with the tax re-
duction from the investment credit, provided over $2 billion of tax
benefits to industry. Together, these measures raise the rate of return
on investment, provide more incentives to cost-cutting and increases
in product1v1ty, and augment the flow of internal funds avallable
for modernization and expansion.

The investment credit and- the depreciation reform give U.S.
industry tax treatment on new investment in machinery and equip-
ment approximating that of its chief foreign compeutors in domestic
and foreign markets.
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The 1962 Revenue Act also stimulates domestic investment by
removing unwarranted tax inducements to investment in industrialized
countries abroad. U.S. shareholders are made taxable currently on
tax haven earnings of foreign corporations controlled by them. Divi-
dends distributed by foreign subsidiaries of U.S. corporations in in-
dustrialized countries are made taxable at the full domestic corporation
income tax rates less a credit for foreign taxes. Profits from sales of
U.S. patents to foreign subsidiaries are made taxable at ordinary rates’
rather than at capital gains rates. The tax advantages previously
granted to investment companies created abroad are removed. The
- exemption from U.S. tax of earned income of c1t1zens establishing

their residence abroad is restricted.

The 1962 act extends the reporting requirements on dividend and
interest payments to aid in disclosing income not reported for tax
purposes. ' S

It provides a basis for greatly curtailing abuses in the expense
account area. ‘ '

It prevents the conversion of ordinary income into capital gain.
through the sale of depreciable personal property.

The tax advantages previously possessed by mutual thrift associa-
tions over competing financial institutions are substantially reduced
with regard to the tax-free accumulation of earnings as bad debt
reserves.

Earnings of cooperatives are taxed currently elther at the coopera-
tive level or the patron level.

Disputes between taxpayers and tax admlnlstrators are reduced by
permitting salvage value up to 10 percent of the cost of the original

-asset to be disregarded in determining allowable deprecmtmn
deductions.

Mutual fire and casualty insurance companies are made taxable on
their underwriting income as well as on their investment income.

The substantial tax changes adopted in 1962 set the stage for the
major tax reduction and reform program proposed by the administra-
tion in 1963. The primary objectives of this program are to restore
the Nation’s economy to maximum use of its human and physical
resources and to achieve a more rapid rate of growth, These aims
would be attained by easing the unrealistically heavy burden now
imposed by war-born Federal income taxes. Proposed lower tax
rates for both individuals and corporations would enlarge the market
for consumer goods and services and substantially improve incentives
for risk-taking and investment. In addition, the program would
minimize the diversion of energy and resources from more productive
activities to tax avoidance, make the economy more responsive to
essential market forces, achieve greater equity and relieve the low-



12 1962 REPORT OF THE SECRETARY OF THE TREASURY

income and older taxpayers of hardships imposed by the present tax
system. ‘

Tax rates for individuals would be lowered by an across-the-board
average of more than 20 percent, from the present range of 20 to 91
percent to a new level of 14 to 65 percent. To lighten the tax burden
of the one-third of all taxpayers whose entire taxable income falls in
the lower half of the present first bracket, it is recommended that this

“bracket be split, with a 14 percent rate for the first half and a 16 percent

rate for the second half. When in effect for a full calendar year,
lowered tax rates would reduce individual income tax liabilities by
$11 billion (at 1963 levels of income).

Corporate tax rates would also be reduced. A reduction of 5 per-
centage points in the tax rate applying to large corporations would
supplement the investment tax credit and depreciation reform in
providing greater incentives to increased productivity, modernization,
and expansion. It is further recommended that the first $25,000 of
corporate taxable income be subject to a tax rate of 22 percent rather

- than the present 30 percent, a reduction of almost 27 percent. This
change would be particularly helpful to small corporations which
must depend on internally generated funds for their capital. These
reductions would reduce corporate tax liabilities by $2.6 billion per
year.

Reductions in tax. rates recommended for individuals and corpo-
rations, if unaccompanied by structural reforms, would reduce tax
liabilities by $13:6 billion. It is proposed that this substantial reduc-
tion be approached in three stages. For individuals, one-quarter of
the full reduction would become- effective in 1963, three-quarters in .
1964, and the full program in 1965. The withholding rate would be-
reduced twice. In 1963, following enactment of the proposals, the
rate would drop to 15.5 percent. The permanent withholding rate of
13.5 percent would become effective on July 1, 1964. There would be
a three-stage reduction in corporate income tax rates. For 1963 the
tax rate on the first $25,000 of corporate income would drop to 22
percent, while the rate applicable to income in excess of $25,000 would
remain at 52 percent. In 1964 the latter rate Would be reduced to 50
percent, and in 1965 to 47 percent.

A number of structural reforms are proposed for the relief of indi-
viduals and families at the lowest levels of income. These.reforms
include a minimum standard deduction of $300 for 'single persons,
$400 for a married couple, plus $100 for each dependent up to a maxi-
mum of $1,000. This provision affords relief exclusively to low-income
persons at a revenue cost far lower than that which would be entaxled
if the personal exemption were increased.
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It is also recommended that the deduction for the care of children
and disabled dependents be liberalized to give recognition to present
day income levels and costs.

The -$300 tax credit proposed for older persons would reduce the
tax burdens of low-income older persons, provide more equitable
taxation of income from different sources and particularly of wage
income, and simplify the preparation of tax returns.

The proposal which would permit averaging of income over a five-
year period in cases where a marked fluctuation in income occurred
would provide fairer tax treatment for authors, professional artists,
actors, athletes, and all others whose incomes may vary widely from
one yvear to another

The program would permit, a deduction for the moving expenses
of all employees and would thereby increase labor mobility and
achieve greater fairness to taxpayers.

Other proposals would simplify the upper limit of the deduction for
charitable contributions and the computation of the floor under
medical expenses.

The following base broadening proposals would recoup revenue,
making it possible to achieve the rate reductions recommended by
the President and still keep overall tax reduction within the limits of
prudent fiscal policy. The base broadening reforms would also
achieve important equity objectives. The most important of the re-
forms in this category is the proposed 5 percent floor under itemized
deductions. - A separate floor equal to 4 percent of adjusted gross
income is proposed for the casualty loss deduction to restrict its use to
cases that involve hardship. The unlimited deduction for charitable
contributions; which affects only a small handful of high-income tax-
payers, would be repealed.

Repeal of the exclusion applied to wage continuation payments
known as the “sick pay’’ exclusion, is recommended except in cases of
disability.

Repeal of the dividend credit and exclusion is proposed. They fail
either to encourage equity investment or to provide a satisfactory
partial offset to the so-called double taxation of dividend income, and
currently involve an annual loss of $485 million of tax revenue. Other
proposals would require taxation to the employee of the current
annual value of employer financed group term life insurance, with the
exception of the first $5,000 of coverage, and would correct deficien-
cies in the taxation of personal holding companies.

The reduction in corporate tax rates would be accompanied by
revisions to limit related corporations subject to 80 percent common
ownership and control to a single surtax exemption.
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Proposals relating to the taxation of income from natural resources
would limit serious defects which now arise in connection with the
50 percent net income limitation on percentage depletion, the grouping
of oil and gas properties for tax purposes, the deduction from ordinary
" income of amounts later recovered and taxed at capital gains rates,
and the use of tax concessions on foreign mineral production to reduce
the tax liability that would otherwise be due on income from domestic
- and nonmineral foreign sources.

Revenue recouped by these structural reforms would be offset in
part by repeal of the 2 percent tax on consolidated returns and a
current expense deduction for capital expenditures for machinery and
equipment used directly and specifically for research and development
activities. : : .

Another measure, which would affect neither the tax liabilities im-
posed upon corporations nor the method of computing those liabilities,
is the acceleration of corporate tax payments for large corporations
to a more current basis over a five-year transition period. This
measure would yield about $1.5 billion in revenue during each of the
years of transition. _ '

Proposed  changes in the taxation of capital gains and losses are
designed to release growth stimulating investment. The present
capital gains provisions, which have not undergone basic revision
since 1942, are both inequitable in essential respects and a deterrent
to the mobility of investment capital and liquidity in capital markets.
The President recommended that the 50 percent inclusion ratio for
capital gains be reduced to 30 percent and that unabsorbed capi-
tal losses be carried forward indefinitely until exhausted. These
changes will increase taxpayer willingness to realize capital gains and
stimulate a larger turnover of capital assets. The lower inclusion
ratio combined with reduced tax rates will establish capital gains tax
rates ranging from 4.2 percent to a maximum of 19.5 percent, compared
with an existing range of 10 percent to 25 percent. The holding period
which defines long-term capital gains would be lengthened from 6
months to one year to permit the more liberal treatment of bona fide
investment gains without applying unjustified reductions to specula-
tive profits. It is also proposed that net gains accrued on capital assets
at the time of their transfer by reason of death or gift be taxed at
capital gains rates. This would not apply to assets transferred as
charitable gifts or bequests. The proposal, which would be accom-
panied by several features that would effectively eliminate hardships
that might otherwise arise, would encourage investors to turn over
their assets during their lifetime rather than hold them for eventual
tax-free transfer at death. Proposed changes in the definition of
capital gains would restrict the use of stock options, sales of mineral
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interests, sales of timber, and lump-sum pension and profit-sharing
distributions, as means of converting ordinary income into capital
gains.

Structural reforms for the relief of hardship and the encouragement
of growth would reduce individual income tax liabilities by $740 million
and corporate tax liabilities by $50 million. Reforms to broaden the
tax base and improve equity, on the other hand, would recoup $3.1
billion from individuals and $250 million from corporations. The
capital gains provisions would increase revenues by an estimated $750
million, largely by inducing the more rapid turnover of capital assets.
Structural revisions combined with tax rate reductions would result
in net annual tax reductions aggregating $10.3 billion by 1965 when
the program would be fully effective. ‘

Under the three-stage approach to the implementation of the pro-
gram, structural revisions would not become effective until 1964,
The rate reductions effected in 1963 would result in a $3.1 billion
" decrease in tax. liabilities. In 1964, structural revisions would be
linked with three-quarters of the full tax rate reduction. The effect
would be a reduction in tax liabilities of $6.3 billion. In 1965 tax
reductions would total $10.3 billion.

International Finance
Steps taken during 1962 built upon the financial framework set up
during 1961 and buttressed still further the free world’s international
payments system. During 1961 the Treasury undertook a more
active role in the foreign exchange markets while the Federal Reserve
was deeply involved in establishing increasingly close relationships
among the various central banks. During 1962 the Treasury pushed
further its operations in the foreign exchange markets and expanded. .
its borrowings of foreign currencies, enlarging the total and extending
- the maturities. The Federal Reserve undertook in February 1962
to operate in the exchange market for its own account and established
a circle of currency swap arrangements with central banks abroad.
‘These various measures were instrumental in strengthening confidence
both in the payments system and in the system’s key currency, the
U.S. dollar, by providing a strong bulwark against speculative and -
other pressures that might otherwise prove highly disruptive. The
establishment of the Special Borrowing Arrangement added substan-
tially to the resources of the International Monetary Fund available
~ to deal with pressures threatening the international payments system.
At the same time, the U.S. balance of payments—the position of
which in a final sense shapes longer run market developments—
showed some further improvement over 1961. Reinforced U.S.
governmental effort was pointed toward trimming the balance-of-
payments deficit, both directly, in so far as the deficit reflected
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transactions on governmental account, and indirectly, in the sense of
encouraging the private sector to push imaginatively and aggressively
into foreign markets. Moreover, coordinated Treasury-Federal Reserve
policies were directed toward sustaining short-term interest rates in
the United States in order to alleviate pressures which might other-
wise be induced by flows of capital triggered by significant spreads
between short-term domestic and foreign interest rates. Early in
1963 the President sent to Congress a tax program designed to
improve fundamentally and significantly the investment climate at
home and thus to restrain outward flows of capital.

The combined impact of this tax program and the depreciation
reform and investment tax credit of 1962 should foster the greater
modernization and efficiency vital to meeting international competi-
tion. The overall program is designed to stimulate economic growth
in the United States in an atmosphere of continued price stability
and enhanced competitiveness in relation to foreign products, both

at home and abroad. In this way, the United States can reach and ' -

maintain its goal of reasonable equilibrium in its balance of payments
~and thus contribute to the enduring strength of the dollar.
Export expansion ’

In more specific terms, the goal of eliminating the remaining
deficit in U.S. international payments depends importantly on increas-
ing the U.S. commercial trade surplus. Central to this task is the
need for a continued and accelerated expansion of commercial exports.
Although export expansion depends primarily on the competitive
vigor of the private sector, the Government, in addition to its meas-
ures to improve the basic economic framework, gives impetus to the

_export drive through assistance in export financing and through
export promotion. .

In the field of export financing the United States has now devel-.
oped export credit facilities which are the equal of those anywhere
in the world. The Export-Import Bank has improved its existing
facilities and in cooperation with a large group of privaté insurance
companies has formed the Foreign Credit Insurance Association
(FCIA). The FCIA inaugurated in February 1962 a comprehensive
program of .short-term export credit insurance. In mid-July 1962
it also began to issue medium-term export credit insurance. The
Export-Import Bank offers direct exporter credits and provides me-
dium-term Bank guarantees for exports in addition to its other finan-
cial assistance to U.S. exports. In January 1963 further significant
improvements were made in the FCIA-Export-Import Bank program,
and work is going forward on continued improvement.

In addition, the general program of export promotion is being
intensified. To spearhead this campaign, a national export expan-



ANNUAL REPORT ON THE FINANCES 17

sion coordinator was appointed in July 1962 and a series of concrete

U.S. Government programs are under way here and abroad to pro-

mote increased U.S. business interest in exporting”and increased sales -
opportunities for U.S. products in potential markets abroad. More

intensified efforts are planned for 1963.

Governmental expendltures abroad

Tighter scrutiny and control of foreign expenditures under all
Government programs have been undertaken and will be continued.
During the past year we have had substantial further success in
reducing the net impact of the Government’s own transactions on .
the balance of payments. In particular, our net foreign expendi-
tures for defense have been reduced through savings which do not
impair our overseas military effectiveness and through the coopera-
tion of other countries in accelerating purchases of U.S. military equip-
ment which is most economically manufactured in the United States.

- We must continue to press ahead with these arrangements, and
also with our efforts to obtain a greater sharing of the responsibilities
of defense and of economic assistance to less-developed countries by
other industrial nations. We will continue, while our balance-of-
payments situation requires it, ‘to emphaswe pohcles designed to
assure that the bulk of our foreign aid is given in the form of U.S.
goods and services rather than dollars.

International movements of capital A

The substantial volume of private foreign investment in recent
years has enabled American business to take advantage of growing
opportunities in foreign countries. Although more vigorous growth
at home should reduce the movement of such funds abroad by increas-
ing the attractiveness of investment opportunities here to both
domestic and foreign investors, it remains in our own interest and in
that of the free world that the United States continue to function
as a major international source of capital.

But, we should not be alone in providing such capltal To correct
‘this situation we have called the attention of the European countries
to the lag in the development of their own capital markets and their
facilities for foreign investment behind the spectacular growth of their
economic output and their larger availabilities of savings. During
the past year several European countries have begun to devote increas-
ing. attention to their capital markets and their potentialities for
foreign investment.

Pending the more effective development of other forms of foreign
lending, several European countries utilized a part of their accruing
dollar holdings to make advance repayments of intergovernmental
debt due to the United States.

661496—63——3
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Short-term ¢apital movements and the international monetary system

During the past year, two broad types of additional steps to
" strengthen the international monetary system have been taken.
Arrangements were completed under which major financial countries
agree to make available to the International Monetary Fund up to
$6 billion, if needed, to avoid a threatened impairment of the inter-
national monetary system. The existence of these facilities acts as
a strong deterrent to speculation against the dollar and other
currencies. :
~ The United States has also undertaken, in close cooperation with
foreign financial officials, further significant improvements in meeting
potential strains on world currencies, whether directed against the
dollar or others, and in promoting the efficiency of the free world
payments system and thereby of world trade. In 1961, for the first
time since the thirties, the Treasury undertook operations in the
foreign exchange markets. These were reinforced by the Federal -
~ Reserve’s own operations, inaugurated in 1962, as well as its reciprocal
currency agreements with the monetary authorities of other industrial-
ized countries. _

The Treasury has also undertaken direct borrowing arrangements
at short- and medium-term from official entities in other countries
which are in a strong situation. All of these operations and arrange-
ments have been tested. Their effectiveness in meeting potential
strains on currencies was demonstrated at the time of the stock market
disturbances in the spring of 1962, during the Canadian exchange
crisis, and again during the Cuban showdown. The borrowing and
exchange operations have enabled the United States to provide a
further bulwark for the dollar and to reduce the outflow of gold,
while we progress in our program of reducing and eliminating the
deficit in the U.S. balance of payments. They are not intended as,
nor can they be, any substitute for the efforts we are making to get
our balance of payments in equilibrium, an objective which we continue
to pursue with vigor and determination.

Dovucras DiLLown o
Secretary of the Treasury.

To THE PRESIDENT OF THE SENATE. '
To THE SPEAKER OF THE HoOUSE OF REPRESENTATIVES.
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Summary of Financial Operations

The administrative budget deficit for fiscal 1962 was $6.4 billion
as compared with $3.9 billion in 1961. Net administrative budget
receipts increased to $81.4 billion, $3.7 billion greater than in 1961,
but less than estimated at the midyear point, because of a slower
rate of recovery from the 1960-61 recession than was anticipated.
Net administrative budget expenditures in 1962 totaled $87.8 billion
as compared with $81.5 billion in 1961. The major part of the rise
of $6.3 billion was the result of increased outlays for national defense.

CHaRT 2.
The Administrative Budget
$Bil.
' Deﬁcic\
80r— ’ - E,\r,oem?’/'/uns's\8 4

Surplus Deficit

Net trust receipts in fiscal 1962 totaled $24.3 billion and net
expenditures amounted to $24.1 billion, an excess of receipts of
$0.2 billion. '

During 1962, on the basis of receipts from and payments to the
public (cash income and outgo) net payments to the public exceeded
receipts from the public by $5.8 billion, exclusive of borrowing
transactions. ’

On June 30, 1962, the total public debt outstanding amounted to
$298.2 billion, an increase of $9.2 billion from the preceding fiscal
yearend. The Government’s fiscal operations in 1961-62 and their

effect on the public debt are summarized as follows:
21
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1961 1062

In billions of dollars

Administrative budget recelpts and expenditures: :
Net receipts (=) coomam oo caeccaccceccccmcaccamm—an =717 —81.4

Net expenditures............ . 8L.5 87.8
Budget Gefieit. o oe oo e e rccceccmccccccmecee e ‘ 3.9 6.4
Trust fund receipts and expenditures:
Net receipts (~)-----.- e ccececaccceiecsncnennnac—a~ —23.6 —24.3
Net expenditures_ .o ocoococcoecaa- - eee-| 230 2.1
Excess of receipts (—)- .- - . =0 —.2
Net investments of Government agencies in public debt securities.._________ .4 .4
Net sales (—), or redemptions of obligations of Government agencies in market. .7 -7
Increase (—) in checks outstanding, deposits in transit (net), ete............. ~.3 —-.6
Change in cash balances, increase, or decrease ( )
Treasurer’s account | —-1.3 3.7
Held outside Treasury -2 -15 .10 3.9
Increase in publie debt_ oo oo 2.6 9.2

Administrative Budget Receipts and Expenditures .
ADMINISTRATIVE BUDGET RECEIPTS IN 1962 .

Net administrative budget receipts in fiscal 1962 rose $3.7 billion
above receipts of the previous year to $81.4 billion, an alltime high.
- The economy moved ahead strongly in the first half of the fiscal year
1962 and although the rate of expansion slowed in the second half, the
levels of income and business activity were, for the year as a whole,
substantially above 1961. As a consequence, total tax revenues
increased $4.6 billion although collection lags for some taxes were
a limiting factor; a decline of $0.9 billion in miscellaneous receipts,
primarily a nontax source, reduced the overall rise to $3.7 billion.
A comparison of net administrative budget receipts after refunds
and transfers by major sources for the fiscal years 1961 and 1962 is
shown below. Additional data for 1962 on a gross basis are presented
in table 16.

"Increase, or de-
crease (—)
1961 1962
Source .
Amount
Percent
In millions of dollars
Intemal revenue: j
Individual income taxes ... oo 41,338 45,571 4,233 10.2
Corporation income taxes. 120,954 20, 523 —432 —2.1
Excise taXeS-- .. .ooooo.o. 9,063 9, 585 523 5.8
Estate and gift taxes. oo oo oo iiiccaanes 1,896 2,016 120 6.4
Total infernal revenue. ... oo oooeeaa- 73,251 77,696 4,445 6.1
Customs.._..._.._.__...______..__ . 982 1,142 16.2
Miscelianeous receipts. . 4,080 3,204 |+ —876 —21.5
" Subtotal receipts._.. - 78,313 82,042 3,728 4.8
Deduct: .
Tnterest and other i income received by the Treasury from
Government agencies included above and also included . .
in budget expenditures. ... . _.o.ooooi.o. 654 633 -21 -3.3
Budget receiptS. o oo e 77,659 81,409 | - 3,750 4.8
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Individual income taxes.—In the fiscal year 1962, receipts from in-
dividual income taxes amounted to $45.6 billion, 56 percent of budget
revenues. The gain over 1961 in receipts from this tax source was
$4.2 billion, $0.5 billion greater than the rise in total revenues from
all sources. Receipts from both taxes withheld and taxes not with-
held increased as incomes rose generally in fiscal 1962.

Corporation income taxes—Although receipts from corporation in-
come taxes are dependent primarily on the amount of corporate profits
for the calendar year which ends in the fiscal year, they are also
affected by profits of the preceding calendar year. Thus, tax receipts
in the fiscal year 1962 reflected, for the most part, calendar 1961
profits and to a lesser extent profits for 1960. (Similarly, fiscal year
1961 receipts were based mainly on 1960 profits and partly on 1959
profits.) v

Profits in the calendar years 1960 and 1961 were virtually equal,
but receipts in fiscal 1962 were affected adversely by the drop in
profits from 1959 to 1960. Primarily because of this, receipts in the
fiscal year 1962 were $0.4 billion less than in 1961.

Excise taxes.—Receipts from this source are shown in the following
table. ‘ :

Increase
1961 1962
Source :

Amount .

Percent
In millions of dollars

Alcobol taxes. o e ccicaccnceas 3,213 3,341 128 | 4.0
Tohaceo taXeS. - - e e caccacaaean 1,991 2,026 35 1.7
Taxes on documents, other instruments, and playing cards..... 149 |. 159 10 6.7
Manufacturers excise taxes 4,897 5,120 [ 224 4.6
Retailers excise taxes. - - - 416 18 4.6
Miscellaneous excise taxes. - ..o ... . _.____._ 1,498 1, 552 55 3.7

Undistributed depositary receipts and unapplied collections....| . —81 137 218 O]
Gross excise taxes. ..o ... PN 12,064 12,752 688 5.7

Deduct:

Refunds of receipts 204 - 218 14 6.9
Transfers to highway trust fand..._...._._____._._._._.___. 2,798 2,949 o151 5.4
Net excise (axes . .o a i 9,063 9,585 523 5.8

1 Percentage comparison inappropriate.

Net excise tax receipts, after deduction of refunds and transfers to
the highway trust fund, rose $523 million in 1962 to $9,585 million.
Increases were spread generally through all tax sources reflecting the
general rise in incomes in fiscal 1962. '

Estate and gift tazes.—Stock market values rose sharply during the
fiscal year 1962. The rise was not reflected, however, in fiscal 1962 col-
lections of estate taxes since these taxes are not payable until fifteen
months after death and the valuation of the estate is the lesser of
the value at time of death or one year later.
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The increase in calendar year 1961 security values was evidenced in
gift tax collections, which rose more than estate taxes although total
collections were much less. The two taxes combined to lift receipts
by $120 million. , )

Customs.—Customs duty collections increased $160 million, or
16.2 percent, in 1962 as the general advance in business activity
brought a substantial increase in taxable imports.

Miscellaneous receipts.—Miscellaneous receipts are a nontax revenue
source. Receipts in the fiscal year 1961 had been enlarged by sub-
stantial advance repayments of foreign loans, but there was a sub-
stantial decrease in such prepayments in fiscal 1962. Total miscel-
laneous receipts in 1962 declined $0. 9 billion.

ESTIMATES OF ADMINISTRATIVE BUDGET RECEIPTS IN FISCAL
1963 AND 1964

The Secretary of the Treasury is required each year to prepare and
submit in his annual report to Congress estimates of the public revenue
for the current fiscal year and for the fiscal year next ensuing (act of
February 26, 1907 (5 U.S.C. 265)).

The estimates of receipts from taxes and customs for the current
and ensuing fiscal years are prepared by the Treasury Department.
In general, the estimates of miscellaneous receipts are prepared by
the agencies depositing.these receipts in the Treasury.

The estimates for 1964 assume that the revision of income tax rates
and the structural changes recommended by the President in his tax
message of January 24, 1963, will be enacted. It is further assurned
that, as recommmended by the President, the present excise tax rates on
alcohol, tobacco, passenger automobiles and parts, and general tele-
phone service will be extended until June 30, 1964. Tt is also assumed
with respect to transportation taxes that the following proposals
will be enacted: Extend the present tax on transportation of persons
to December 31, 1963, to be substituted thereafter by a permanent
user charge of 5 percent on transportation of persons by air; tax
transportation of freight by air at 5 percent; tax jet fuel at two cents
per gallon for airlines and three cents for general aviation; raise the
present two cents per gallon tax on aviation gasoline to three cents for
general aviation and credit all receipts to the general fund instead of
transferring them to the highway trust fund; tax fuel used on inland
waterways at two cents per gallon; and credit the tax on gasoline
used in motorboats at the rate of four cents per gallon to the general
fund. All of the transportation proposals are assumed to be effective
as of January 1, 1964. »

The estimates of revenue are based on the expectation that economic
activity will continue to rise in 1963 but that the year-to-year gain
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will be less than that realized in 1962. - The gross national product
is expected to total $578 billion in the calendar year 1963, an increase
of $24 billion over 1962. The 1962 increase was $35 billion. Personal
income is estimated to total $459 billion in 1963, an increase of $19
billion as compared with the 1962 rise of $24 billion. The estimated
1963 increase in corporate profits of $2.1 billion to $53.0 billion falls
short of the 1962 rise of $5.3 billion.

Estimated revenues in the fiscal years 1963 and 1964 reflect the
expected increases in incomes and business activity. Receipts are
estimated to increase from $81.4 billion in fiscal 1962 to $85.5 billion
in 1963 and further to $86.9 billion in 1964. The smaller rise in 1964
1s due principally to the recommended reductions in income taxes.

Actual administrative budget receipts for fiscal 1962 and estimated
receipts for 1963 and 1964 are compared by major sources in the
accompanying table. The amount shown for each revenue source
is the net amount after deduction of refunds and transfers to trust
funds. : ‘ -

Increase,

1962 1963 . 1964 or de-

Source - actual |estimate | estimate | crease
- . (~), 1964
over 1963

In milIioﬁs of dollars

Individual income taxes e m e ccmmmm—aan 45, 571 47, 300 45,800 -1, 500
Corporation income taxes. . « oo veo oo ceom e e mmmm e 20, 523 21, 200 23,800 2,600
EXCISe D8X0S. o e e oo e e cmmmmmmmmmmmm—m——an 9, 585 9,900 10,430 530
Estate and gift taxes . oo oo maaeee - 2,016 2,060 2,125 65
Customs. . 1,142 1,278 1,390 112
Miscellaneous receipts. eeemmmmmaman—. - 3,204 4, 408 4,034 —374

Subtotal receipts o] 82,042 86, 146 87, 5719 1,433°
Deduet:

Interest and other income received by Treasury from Gov-
ernment agencies included above and also included in
budget expenditures. - 633 646 | 679 33

Budget receipts. . .. - \81, 409 85, 500 86, 900 1,400

Individual income taxes.—Receipts from the individual income tax
are estimated to increase from $45,571 million in 1962 to $47,300
million in 1963 as a result of the expected increase in personal incomes,
Because of the proposed tax reduction a decline to $45,800 million is
estimated for 1964. Receipts in 1964 nevertheless will remain higher
than in 1962. .

Corporation income tazes——Corporation income tax receipts are
estimated to amount to $21,200 million in fiscal 1963, & rise of $677
million over 1962. This is substantially less than the increase associ-
ated with the rise in corporate profits of $5.3 billion in the calendar
year 1962. The estimated profits level for 1962 is before adjustment
for the larger depreciation deductions allowed for the first time in
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1962 since the national income accounts have not yet been revised
for the added deduction. The effect on receipts of the greater
depreciation deduction and the investment credit under the Revenue
Act of 1962 is responsible for the small increase in receipts relative to
the substantial increase in profits.

For 1964 an increase of $2,600 million to $23,800 million is esti-
mated. Receipts in 1964 will reflect the increase in profits estimated
for the calendar year 1963 and the effect of the first step in placing
corporation payments on & more current basis, recommended as part
of the President’s tax program. As a partial offset, receipts will be
reduced by the inversion of the normal and surtax rates Whlch is
also part of the program.

Excise taxes.—Net excise tax revenues, excludmg transfers to the

highway trust fund, are estimated to increase from $9,585 million in
1962 to $9,900 million in 1963, and to $10,430 million in 1964. The
expected increases extend across the entire range of excises. Net
revenues are reduced in 1963 and 1964 by the allocation of 100 per-
cent of revenues from the tax on trucks to the highway trust fund,
as compared with the previous 50 percent so allocated. The repeal
of the tax on transportation of persons other than by air and the
reduction of the tax on air transportation of persons from. 10 percent
to 5 percent, effective November 15, 1962, will also reduce receipts in
1963 and 1964. The changes in transportation taxes proposed by
the President will increase receipts somewhat in 1964.
- Estate and gift taxes—Receipts from the estate and gift taxes are
estimated to rise moderately in 1963 and 1964. The optional valua-
tion of estates at time of death or one year later tends to dampen the
effect of variations in security prices.

Customs.—Customs revenues are estimated to increase from $1,142
* million in 1962 to $1,278 million in 1963 and to $1,390 million in 1964
as a result of the growth of economic activity.

Muscellaneous budget receipts.—Miscellaneous receipts are expected
to increase sharply in 1963 from $2,572 million to -$3,762 million,
because of substantial increases in rentals from Outer Continental
Shelf lands and in prepayment of foreign loans. The latter are non-
recurring and consequently a decline in miscellaneous receipts to
$3,355 million is estimated for 1964.

ADMINISTRATIVE BUDGET EXPENDITURES IN 1962 AND ESTIMATES
FOR 1963 AND 1964

The increase of $6.3 billion in administrative budget expenditures
for fiscal 1962 over 1961 brought total budget expenditures for the

year to $87.8 billion. Approximately 70 percent of this increase, or
$4.5 billion, is attributable to programs of national defense, inter-
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national affairs and finance, and space research and technology.
These three programs accounted for over three-fifths of the total
budget expenditures in 1962. KExpenditures by major functions for
the fiscal years 1954—62 are shown in table 12, and expenditures for
1962, with corresponding estimates for 1963 and 1964, detailed by
department or agency, are contained in table 16. A distribution by
- certain major functions, of actual budget expenditures for the five-
year period 1958-62, together with the estimated expenditures for
* the fiscal years 1963 and 1964, are summarized from The Budget of
the United States Government for the Fiscal Year Ending June 30, 1964,
as follows:

Actual Estimated
Program
1958 1959 1960. 1961 1962 1963 1964 ‘
In billions of dollars
National defense. ..o ceeemuncmocmoeacais 44.2 46.5 45.7 47.5 51.1 53.0 55.4
International affairs and finance....cc..-c.a. 2.2 3.8 1.8 2.5 2.8 2.9 2.7
Space research and technology...cocooc.oco-C .1 .1 .4 .7 1.3 2.4 4.2
Interest payment 7.7 7.7 9.3 9.0 9.2 9.8 10.1
Veterans’ benefits and Services. .....-...-... 5.2 5.3 5.3 5.4 5.4 5.5 5.5
Agriculture and agricultural resources 4.4 6.6 4.9 5.2 5.9 6.7 5.7
Health, labor, and welfare_______._____ 3.1 3.9 3.7 4.2 4.5 4.9 5.6
Commerce and transportation__....... 1.6 2.0 2.0 2.6 2.8 3.3 3.4
Other! 3.5 4.9 4.2 5.0 5.4 6.4 6.9
Deduct interfund transactions__......_._..... .6 -4 7 N .6 .6 N
B 17 71.4 80.3 76.5 815 87.8 94.3 98.8

1 Includes programs relating to natural resources; housing and commumty development; education and
general government,

Expenditures for national defense in 1962 exceeded those in 1961
by $3.6 billion. Further increases of $1.9 billion and $2.4 billion, re-
spectively, are estimated for the fiscal years 1963 and 1964. These
estimates include outlays for military assistance to other nations,
atomic energy, and other defense-related activities.

International affairs and finance expenditures, which include those
for economic and financial programs, foreign information and exchange
programs, and the conduct of foreign affairs, increased in 1962
by $0.3 billion, to a total of $2.8 billion. Estlmated expenditures in
fiscal 1963 and 1964 are expected to remain at approximately the
1962 amount, with the increase in expenditures for the economic as-
sistance programs of the Agency for International Development
(AID) béing more than offset by the decrease of net expenditures
by the Export-Import Bank and the Department of State. Expendi-
tures for foreign information and exchange programs and the conduct
of foreign affairs are estimated to be slightly higher in 1963 and 1964.

Expenditures for space programs totaled $1.3 billion in fiscal 1962.
Budget estimates for 1963 and 1964 call for respective outlays of
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$2.4 billion and $4.2 billion. They cover the costs of developing
manned space vehicles, space probes for the accumulation of scien-
tific data, developing meteorological and communication satellites,
and furthering advancement in basic research and technological
development. '

The increase of $0.2 billion in interest payments in 1962 over 1961,
predominantly interest on the public debt, resulted primarily from a
higher average level of outstanding interest-bearing debt.

Veterans’ benefits and services accounted for $5.4 billion of expend-
itures in 1962 and in 1961. Estimates for 1963 and 1964 include an
increase of approximately $100 million, or a total expenditure of
$5.5 billion for each of these years.

Programs relating to agriculture and agricultural resources in-
creased in fiscal 1962 over 1961 by $0.7 billion, to $5.9 billion. Budget
estimates for 1963 call for an additional increase to $6.7 billion, but
with a drop to $5.6 billion in 1964, based on anticipated substantial
sales by the Commodity Credit Corporation of cotton expected to be
placed under price support in fiscal 1963.

Health, labor, and welfare programs resulted in expenditures in
fiscal 1962 of $4.5 billion, an increase of $0.3 billion over those in
1961. Estimates for 1963 and 1964 include respective increases of
$0.4 billion and $0.7 billion, primarily attributable to the increases
in grants to States for public assistance in 1963 and the first-year
effect on fiscal 1964. budget expenditures of certain proposed legis-
lation.

The increase in expenditures for commerce and transportation pro-
grams during fiscal 1962 over 1961 amounted to $0.2 billion. The
estimated expenditures for 1963 and 1964 of $3.3 billion and $3.4
billion, constitute respective increases of $0.5 billion and $0.1 billion.
The 1962 increase over 1961 was primarily for programs relating to
the advancement of business. In 1963 and 1964 the increases are
principally due to programs in area redevelopment.

. Trust Receipts and Expenditures

TRUS’i‘ RECEIPTS IN 1962 AND ESTIMATES FOR 1963 AND 1964

During fiscal 1962, net trust receipts amounted to $24.3 billion, an
increase of $0.7 billion over 1961. Total trust receipts in fiscal 1963
are estimated at $26.9 billion and $29.5 billion in 1964. These
estimates give consideration to the effect on trust receipts of certain
legislative proposals.

Total trust receipts by certain of the major sources for the fiscal
years 1958-62, with estimates for 1963 and 1964, are summarized from
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The Budget of the United States Government for the Fiscal Year Ending
June 80, 1964, as follows:

Actual Estimated
Source
1958 1959 1960 1961 1962 1963 1964
In billions of dollars
Employment taxes.. 8.2 8.4 0.7 12.4 12.6 14.8 16.6
Deposits by States, u.nemployment insurance. 1.6 1.7 2.2 2.4 2.7 2.8 2.8
Excise taxes 2.0 211 2.5 2.8 2.9 3.2 3.3
Interest on trust investments.._. 1.4 1.3 1.3 1.4 1.4 1.5 1.6
Other trust receipts ! 3.1 3.4 4.5 5.0 5.2 5.1 5.7
Deduct interfund transactions. . ™ .1 .9 .5 .5 .5 .5
Total trust fund receipts..._.__._..___. 16.2 16.8 20.3 23.6 24.3 26.9 29.5

*Less than $50 million.
1 Includes Federal employee and agency payments to retirement funds, veterans’ life insurance premlums,
and other miscellaneous trust receipts.

Receipts from employment taxes increased during fiscal 1962 from
1961 by $155 million. Most of this was due to the rise in the effective
rate of tax under the Federal Unemployment Tax Act (26 USC 3301)
from 3.0 percent to 3.1 percent. Receipts from the major source of
employment tax revenue, the Federal Insurance Contributions Act,
gained only moderately during the year despite significantly larger
payments of salaries and wages. Net receipts from employment
taxes in any given fiscal year will not necessarily reflect changes in
the level of wages and salaries in that year, because of adjustments
representing corrections to prior year estimates of taxes. It is
estimated that employment tax receipts in the fiscal years 1963 and
1964 will increase from 1962, by $2.2 billion and $1.8 billion, respec-
tively. These rather substantial amounts are estimated primarily
on the basis of the rise in the combined social security tax rate, from
6% percent to 7% percent, effective January 1, 1963.

The deposits by States of unemployment insurance taxes were $331
million greater than in 1961. Receipts from this source in fiscal
"years 1963 and 1964 are expected to remain relatively unchanged.

Excise tax revenues transferred to trust funds-are represented by
the net transfers to the highway trust fund. In 1962, these receipts
increased $151 million over 1961, reflecting the combined effect of a
greater volume of purchases of taxed commodities and the rise in
certain excise taxes provided by the Federal-Aid Highway Act of
1961, which became effective July 1, 1961. The anticipated higher
level of personal disposable income in 1963 and 1964 is expected to
result in an increase in receipts from all tax sources. In addition, in .
1963 and 1964, excise tax receipts to be transferred to the highway
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trust fund will be augmented by the transfer of 100 percent of the
revenues from the 10 percent excise tax on trucks and buses, whereas
previously only 50 percent of these receipts were transferred.

TRUST EXPENDITURES IN 1962 AND ESTIMATES FOR 1963 AND 1964

Net trust fund expenditures during fiscal 1962 amounted to $24.1
billion, sn increase of $1.1 billion over 1961. Of the 1962 total,
85 percent were for health, labor, and welfare programs; more than
one-half of the total, or $13.3 billion, were from the Federal old-age
and survivors insurance trust fund, principally as benefit payments.

Net trust expenditures in the fiscal years 1963 and. 1964 are
estimated at $27.1 billion and $28.0 billion, respectively. A distribu-
tion of total trust expenditures by certain major functions:for the
five-year period, 1958-62, with estimates for fiscal years 1963 and
1964, are summarized from the 1964 Federal budget as follows:

Actual . Estimated
Program

1958 1959 1960 1961 1962 1963 1964

In billions of dollars

Health, labor, and welfare 12.8 14.3 16.4 19.2 20.4 21.8 22.8
Commerce and transportation_.._ 1.4 2.5 2.8 2.5 2.7 2.9 3.2
Veterans’ benefits and services.._ - .7 W7 N .8 N .9 .6
Agriculture and agricultural resources........ .4 .6 .5 .4 .4 .4 .4
National defense. .. .3 .2 .3 .2 .4 .4 .6
Other 1___ —.3 1.2 1.4 .2 1.1 1.4 1.3
Deduct interfuud transactions " .1 .9 .5 .5 .5 .5

51814371 7: DR 15.3 19.6 21.2 22.8 25.2 27.3 28.4
Adjustment to monthly Treasury statement 2_ 6| —13 -5 .2 -1.1 -2 -4

Total trust expenditures............_. 15.9 18.3 20.7 23.0 24.1 27.1 28.0

*Less than.$50 million,

1 Includes prograins relating to international affairs and finance, housing and commumty development,
education, natural resources, and general government; also net transactions in deposit fund accounts.

2 Represents net investments in U.8. securities and net sales and redemptions of obligations in the market
of Government-sponsored enterprises which have been included as expenditure transactions in the related
trust fund expenditure functions above.

It is estimated that trust expenditures in fiscal 1963 and 1964 for.
health, labor, and welfare programs will increase by $1.4 billion and
$1.0 billion, respectively, which are largely a reflection of built-in
growth within the trust funds established under the social security
system. .

Trust expenditures for commerce and transportation programs are
principally represented by those of the highway trust fund. The
estimated increases of trust expenditures in this category during fiscal
1963 and 1964 are $0.2 billion and $0.4 billion, respectively. .
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Expenditures from trust accounts in fiscal 1962 for veterans’ bene-
fits and services totaled $0.7 billion, mainly for death and disability
claims and insurance dividend payments. In fiscal 1963 expenditures
will rise because the regular dividend payment scheduled for fiscal
1964 has been accelerated info fiscal 1963.

Trust fund expenditures in 1962 for purposes of agriculture and
agricultural resources were chiefly confined to expenditures by Gov-
ernment-sponsored farm credit institutions. The level of trust
expenditures for these programs.is expected to be held at approxi-
mately $400 million through 1964.

Trust fund expenditures for national defense are principally for
foreign assistance advances. It is estimated that in the fiscal years
1963 and 1964 these advances will increase by approximately $100
million each year.

Table 13 shows.a distribution by major functlons of all trust fund
expenditures for the years 1954-62. Trust account and other trans-
actions by major classification for the period 1952-62 are shown in
table 15; similar information for the years 1938-51, at a different level
of detail, is contained in table 14.

Receipts from and Payments to the Public '

The Government’s financial transactions have been discussed in
this report principally in terms of administrative budget receipts
and expenditures and trust fund receipts and expenditures. To
study the impact on the private economy of Government financial
transactions, a useful measure which combines the effects of budget
and trust account transactions is known variously as “receipts from
and payments to the public’’ or “‘cash income and outgo.” Basically,
receipts from and payments to the public are derived by consolidating
administrative budget receipts and expenditures and trust fund
receipts and expenditures, excluding transactions involving no ex-
change of cash with the public. Excluded are payments between
budget and trust accounts, such as interest payments to trust funds
on their investments in U.S. securities, advances to the unemployment,
trust fund, and payments to Indian tribal funds. In each of these
instances the amounts involved are considered at once trust fund
receipts and administrative budget expenditures. Examples of ad-
_ ministrative budget receipts which are also trust fund expenditures
are franchise taxes from Government-sponsored enterprises, reim-
bursements for expenses and services, and repayments of advances.

Excluded also is the accrued interest on savings bonds which the
administrative budget includes. as an interest expenditure though no
transfer of cash occurs until the bond is redeemed In those cases
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where the Government has issued bonds or notes in lieu of checks,
the administrative budget includes these issuances as expenditures
rather than waiting until there is a cash outlay when the bonds or
notes are redeemed. An example of this is the special notes issued
by the Government to the International Monetary Fund as partial
payment of the U.S. subscription to the Fund.

In most cases, both' the administrative budget and trust fund ex-
penditures are recorded at the time checks are issued. In deriving
payments to the public, an adjustment is made to approximate a
checks—pald basis rather than a checks-issued basis.

In short, the Government’s receipts from and payments to the
public are obtamed by adding the administrative budget receipts and
expenditures to the trust fund receipts and expenditures with an
appropriate deduction for net intragovernmental transactions, and an
adjustment to expenditures for debt issuances in lieu of checks, the
change in checks outstanding, and certain other transactions involving
no exchange of cash with the public.

The following summary shows total receipts from and payments to
the public for the fiscal years 1958 through 1962, with estimates for
1963 and 1964. For more detailed information relating to the
Government’s total cash income and outgo, see table 25.

Actual Estimated
Receipts from and payments to the public :
1958 1959 1960 1961 1962 1963 1964
In billions of dollars
Receipts from the public: :
Administrative budget receipts......._.__. 68.6 67.9 7.7 7.7 81.4 85.5 86.9
Trust fund receipts........_.____.._____ 16.2 16.8 20.3 23.6 24.3 26.9 29.5
Deduct: Intragovernmental transactions. 3.0 3.2 3.2 4.0 3.8 3.9 4.2
Total receipts from public..‘ .......... 81.9 81.5 95,1 97.2 | 101L.9| 108.4 | 112.2
Payments to the publie: ..
Administrative budget expenditures..... 71.4 80.3 76.5 81.5 87.8 94,3 98.8
Trust fund expenditures_ ... _____.___ 16.1 18.5 20.9 23.0 24.1 27.1 28.0
Deduct: Intragovernmental transactions :
and other adjustments (met)......c..... 4.2 4.0 3.1 5.0 4.2 4.7 4.3
‘Total payments to the public....___. 83.4. 94.8 94.3 99.5 | 107.7 | 116.7 122.5
Excess of receipts, or payments (+<-)..| —1.5 | —13.1 8| —~23| —-58| —83 |-10.3

Investments of Government Agencies in Public Debt Securities (Net)

Purchases and sales of public debt securities, together with nominal
amounts of securities of Government agencies, are included in this
classification, primarily at par, on a net basis. These investments
usually are made pursuant to legislative requirements, and provide
interest income on funds not needed to meet current expenditures.
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Investment transactions are not reported in budget or trust account
operations of the agencies since they do not reflect program activi-
ties. In fiscal 1962, the purchases for public enterprise funds and
trust funds exceeded sales by $435 million, the equivalent of the
excess of such purchases over sales in 1961. Also in 1962, investment
‘transactions of certain deposit funds constituting Government-
~ sponsored enterprises resulted in an excess of purchases totaling $30
million, with $434 million as the total excess in fiscal 1961.

Sales and Redemﬁtions of Obligations of Government Agencies in
the Market (Net)

Certain Federal agencies have authority to issue their obligations
in the market as a means of financing their operations, as explained
below under Corporation and Certain other Business-Type Activities
of the Government. Reported at par value, transactions in the
securities of these Government agencies during fiscal 1962 resulted
in a net excess of sales, or issues, aggregating $658 million, as com-
pared with a net excess of redemptions of $733 million in 1961.
Transactions in obligations of Government-sponsored enterprises
during the year resulted in a net excess of sales totaling $1,122 million;
in fiscal 1961, the net excess of sales totaled $195 million.

Corporations and Certain Other Business-type Activities of the
Government

The various business-type programs administered by Government
_corporations and certain other agencies in accordance with statutory
authority are financed by appropriations, capital stock subscriptions,
borrowings from the public or the U.S. Treasury, or by utilizing
revenues derived from their own operations. In cases where authority
exists for agencies to borrow from the Treasury, the Secretary of the
Treasury is authorized to purchase the securities of these agencies,
and in certain cases to prescribe or approve the conditions and terms
of the securities. Some agencies having authority to borrow from the
public must have the terms of the securities to be offered approved by
the Secretary of the Treasury prior to issuance in accordance with the
provisions of the Government Corporation Control Act (31 U.S.C.
868). Agencies exempt from this requirement must consult with the
Secretary of the Treasury on proposed offerings. The checking ac-
counts of most Government corporations and all other business-type
activities are required to be maintained with the Treasurer of the
United States. With the approval of the Secretary of the Treasury,
some accounts may be kept with the Federal Reserve Banks, or pri-
vate banks designated as depositaries or fiscal agents of the United:
States.

661496—63—4
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Financial statements submitted to the Treasury

Department Circular No. 966, and Supplement No. 1 thereto, issued
under authority of the Budget and Accounting Procedures Act of
1950, require Government corporations and certain business-type
agencies to submit financial data periodically. These reports serve
as the bases for certain combined statements compiled by the Treasury
which are designed to provide a full disclosure of operations, financial
condition, and the Government’s investment in these enterprises.

The total combined assets of agencies reporting under this circular
amounted to $124.0 billion as of June 30, 1962, compared with $116.1
billion a year earlier. One of the principal assets is represented by
loans receivable, which as of June 30, 1962, totaled $27.9 billion,
represented by U.S. dollar loans in the amount of $24.9 billion, foreign
currency loans totaling $2.9 billion, and loans to Federal agencies
totaling $135 million. The combined liabilities on June 30, 1962,
consisting primarily of accounts payable and accrued liabilities,
amounted to $9.9 billion, compared with $7.9 billion on June 30, 1961.
The net investment of the Government amounted to $114.2 billion,
which includes borrowings from’ the Treasury in the amount of $8.6
billion. This investment excludes the Government’s interest in
mixed-ownership or Government-sponsored corporations and trust,
revolving funds which amounted to -$2.9 billion on June 30, 1962,
and $2.8 billion on June 30, 1961.

In fiscal 1962, the total combined income, expenses, and net income
or loss, for the agencies reporting as business-type activities was as

follows:
In millions

Operating ineome_ __ . . o oo eeee $13, 511

Other gains . - oo e eeeeaeaea 48
$13, 559

Operating expenses. - . o cweooccceeeocccacacaaaoa--2- 16,333

Less: Net decrease in allowances for losses. .o oo o_ 64
16, 269

Net loss for fiscal year 1062- - oo 2,710

The net loss by major categorles of the reporting agencies, consisted
of the following:

Net income,
or loss (=)

. In millions
Public enterprise revolving funds.. e o oo oo cocao . —83, 426
Intragovernmental revolving funds__ . .______ e —m——————————- . 22
Certain other business-type activities_ . o oo oo .. 694

Net 1088, 85 8DOVe _ - - oo e eeeee e —2,710
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The major part of the net loss of $3.4 billion shown above for public
enterprise revolving funds can be attributed to the operations of two
agencies; namely, the Post Office Department postal fund, with a
net loss of $749 million, and the Commodity Credit Corporation
with a net loss of $2.6 billion.

Individual and combined financial statements, including statements
of income and expense and source and application of funds, are
published periodically in the Treasury Bulletin. Comparative com-
bined balance sheet data as of June 30, 1952 through 1962 are shown
in table 123 of this report.

Borrowing authority and advances by the Treasury

New congressional authority to borrow from the Treasury granted
in fiscal 1962 to certain Government corporations and agencies,
amounted to $1.6 billion, and reductions of borrowing authority
totaled $244 million, resulting in a net increase during the year of
$1.3 billion. Unused authority as of June 30, 1962, amounted to
$21.2 billion; on-June 30, 1961, unused authority totaled $22.5 billion.
The status of the borrowing authority of these corporations and agen-
cies is shown in table 120.

Loans or advances of funds made by the Secretary of the Treasury
to certain Government corporations and agencies, pursuant to the
. terms of the borrowing authority, are secured by formal obligations
or agreements executed between the Secretary and the head of the
borrowing agency. These borrowings, or advances, are reported on
the agencies’ financial statements as part of the Government’s net
investment in these enterprises. Advances by the Treasury in fiscal
1962, exclusive of refinancing transactions, totaled $8.3 billion, com-
pared with $7.5 billion in fiscal 1961. Repayments during fiscal
1962 amounted to $5.7 billion, -compared with $7.2 billion in 1961.
The borrowings from the Treasury, outstanding as of June 30, 1962,
totaled $28.6 billion, compared with $26.0 billion a year earlier. A
description of the obligations of Government corporations and agen-
cies held by the Treasury on June 30, 1962, is shown in table 122.

Interest and other payments made to the Treasury

Interest rates applicable to borrowings from the Treasury, except
where fixed by law, are determined from month to month by the
Treasury, which takesinto consideration the cost to the Government in
effecting its borrowings in the current market as reflected by the pre-
vailing market yields on Government obligations having maturities
approximately equivalent to the advances or loans made to the
agencies. Table 122 gives a description of the securities held as of
June 30, 1962, together with the applicable interest rates.
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Payments in the form of interest, dividends, and distribution of
earnings are made either on the basis of the operating results of an
enterprise, or in compliance with legislative requirements. During
fiscal 1962, $685 million was received in the Treasury as interest pay-
ments on advances to agencies and $163 million as other payments,
compared with $706 million and $112 million, respectively, in 1961.
Details regarding these payments are contained in table 125.

Capital stock owned by the United States

During the fiscal year the Government’s investments in capital
stock increased by $3.9 million; repayments of Government-held
capital stock amounted to $14.5 million. Details concerning Treasury
holdings of capital stock are contained in table 119.

Guaranteed obligations of Government agencies

Certain Government corporations and agencies having authority to
borrow from the public may issue obligations guaranteed as to prin-
cipal and interest by the United States. The issuance of such obli-
gations during the fiscal year was limited to the Federal Housing Ad-
ministration debentures issued in exchange for foreclosed mortgages
on behalf of its various mortgage insurance funds. During fiscal
1962 guaranteed obligations were issued amounting to $348 million
and redemptions totaled $144 million, compared with $192 million
and $92 million, respectively, in 1961. As of June 30, 1962, the total
outstanding (held outside the Treasury) was $444 million, compared
with $240 million on June 30, 1961. Included in the amount out-
standing was $0.5 million of matured obligations of liquidated corpo-
rations for which funds are on deposit with the Treasury covering the
matured principal and interest. .A description of guaranteed obli-
gations outstanding is contained in table 34.

Nonguaranteed obligations of Government agencies

- Government-owned and -Government-sponsored corporations and
agencies issuing nonguaranteed obligations to the public under their
statutory authority include the Tennessée Valley Authority, Federal
National Mortgage Association, Federal home loan banks, Federal
land banks, Federal intermediate credit banks, and the banks for
cooperatives, Nonguaranteed obligations issued during fiscal 1962 .
totaled $8.1 billion, redemptions and other reductions amounted to
$6.6 billion, as compared with $6.6 billion and $7.3 billion, respec-
tively, in 1961. The total nonguaranteed obligations outstanding
totaled $9.3 billion on June 30, 1962, and $7.8 billion on June 30, 1961.
Agencies of the Farm Credit Administration also obtain funds for
short periods, usually between bond and debenture sales dates, by
“issuing notes to banks within the farm credit system or to commercial
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banks. As of June. 30, 1962, these outstanding notes amounted to
$135 million, as compared with $73 million on June 30, 1961. Certain
other agencies also issue notes at infrequent intervals t0 obtain funds.
Table 30 shows the nonguaranteed obligations outstanding for each
issuing agency as of June 30, 1953-62. -

Account of the Treasurer of the United States

Statements of the account of the Treasurer of the United States are
published in summary balance sheet form in the Daily Statement of the
United States Treasury, and in more detail in table 59. The account
of the Treasurer consists of three major categories: Gold, silver, and
the general account. As of June 30, 1962, the total value of gold on
hand was $16,435 million, prmclpally held in the Fort Knox
Depository with lesser amounts in mints and assay offices. Gold
Liabilities included $16,314 million of gold "certificates issued to
Federal Reserve Banks and held as reserve against Federal Reserve
notes and for the redemption of U.S. notes, etc., with the balance
of $121 million representing available gold. Silver bullion and silver
dollars included in the assets totaled $2,299 million, against which
liabilities of silver certificates (currency issued against free silver,
etc.) amounted to $2,277 million, leaving a balance of silver totaling
$22 million as of June 30, 1962. The assets of the general account,
$10,509 million on June 30, included :the balances of gold and silver
against which there were no specific legal liabilities or reserves, cash
in the form of coin and currency, unclassified collections, and Govern-
ment funds on deposit with the Federal Reserve Banks and other
depositaries. Liabilities of the general account, $79 million as of this
same date, included principally funds to the credit of the Board of
Trustees of the Postal Savings System, and uncollected 1tems,
exchanges, etc.

There was a balance of $10,430 million in the Treasurer’s account
as of June 30, 1962, representing the difference between the assets and
liabilities, which con31sted of the available operatlng funds on de-
posit in Federal Reserve Banks; the funds held in Treasury tax and
loan accounts established in qualified commercial banks; and funds
held in general and other depositaries not immediately available for
operating purposes.

During fiscal 1962 there was an increase of $3,736 million in the
balance of the Treasurer’s account. Daily balances ranged from a
Jow of $4,109 million on April 7, 1962, to a high of $10,430 million’ on
June 29, 1962.

-The net change in the balance during the year is accounted for as
follows: : )
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Transactions affecting the account of the Treasurer of the. United States, fiscal
year 1962

) [In millions of dollars)
Balance June 30, 1961 ____ ___ .. o= 6, 694
Excess of deposits, or withdrawals (—), budget trust, and other
accounts:
Deposits._ - oo o e 101, 608
Withdrawals. o _ . e 106, 626 —5,018

Excess of deposits, or withdrawals (—), public debt accounts:
Net increase in gross publicdebt_ . _____________.____ 9, 230
Deduct: -

Excess of Government agencies’ in-
vestments over redemptions in

public debt securities_ ... 503
Accrual of discount on savings bonds
and bills (included in net increase

in gross public debt above)_ . ___ 2, 571
Less certain public debt redemptions
. (included in cash withdrawals

abOVe) - oo e —1, 648
Total deduetions_ _ - _____________..____ . —1,426 7, 804
Exce.ss of sales of obligations of Government agencies in the market__. 950

Balance June 30, 1962_____ _______ e 10, 430 .

Public Debt Operations and the Ownership of Federal Securities

Public debt and guaranteed obligations on June 30, 1962, amounted
to $298.6 billion, a net increase of $9.4 billion from the $289.2 billion
outstandlng on June 30, 1961. About two-thirds, $196 billion, of the
debt was in markebable issues, representing an increase of $8.9 billion
during the year. The remamder of the debt, mostly in special issues
to Government investment accounts and in U.S. savings bonds held
by individuals and others, increased by $0.5 billion.

The two factors which to a large extent determine the amount by
which the public debt decreases or increases during the year are the
budget surplus or deficit and the change in the cash balance of the
Treasurer of the United States. The budget deficit of $6.4 billion
at the close of fiscal 1962, together with the increase of $3.7 billion in
the cash balance, amounted to more than $10 billion. Minor items-
diminished somewhat the total required for financing the deficit and
the cash balance increase, leaving a net of $9.4 billion to be financed
by additional public debt obligations during the fiscal year 1962.
(A summary of changes in the debt during the year is shown in the
accompanying table.)
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June 30, June 30, Increase, or
1961 1962 decrease (—)
Class of debt
In billions of dollars
Public debt:
Interest-bearing:
Public issues:
Marketable oL 187.1 196.1 8.9
Nonmarketable. .. __ .. ... 53.5 53.4 *) )
Total public issues. ... ..o oo 240.6 249.5 8.9
Special issues to Government investment accounts.._. 45.0 44.9 —.1
Total inter'est-bea'ring public debt. _ 285.7 204. 4 8.8
Matured debt on which interest has ceased .3 : .4 .1
) Debt bearing no interest. ... ... __ 2.9 3.3 .4
Total public debt-. .o 289.0 298.2 9.2
Guaranteed obligations not owned by the Treasury._______.._ .2 .4 .2
Total gross public debt and guaranteed obligations. .. 289.2 - 2086 9.4

*Less than $50 million,

The total Federal debt has been moving irregularly upward since 1946
and the debt increase in fiscal 1962 continued this trend (see chart 3).
There were a number of years in which budget surpluses of varying
amounts made it possible to reduce the debt, but those reductions
were outweighed by debt increases in other years. The increases
reflect in part the cost of economic recessions; in far greater measure,
however, they were brought about by the Korean War and by con-
tinuing heavy defense expenditures since that time. The $9.4 billion
increase in the debt during fiscal 1962 was largely related to additional
defense needs growing out of the intensification of the Berlin prob-
lem following the Vienna Conference in 1961.

CEART 3
The Federal Debt- Semiannually since 1946

1300~ 298.6

1 Including public debt and guaranteed obligations.
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The $39 billion growth of the Federal debt since December 1946
has been much less than increases in other forms of debt (see chart 4).
In consequence, the Federal portion of public and private debt
dropped from 58 percent of the total in 1946 to 28 percent in June
1961. Moreover, even with a $9% billion increase during fiscal 1962
the Federal debt declined further to 27 percent when measured
against the debt of all borrowers. It is clear, therefore, that as
private and State and local debt expanded with the growth of the
economy, the Federal debt proportionately diminished. -

CHART 4

Public and Private Debt
$6il.

1,019%

1,000 1008%
.-

750

500°- 446,

The Federal debt can also be expressed as a percentage of gross
national product, the value of all goods and services produced in &
given period (see chart 5). The changes in this relationship since
World War II provide another indication of the relative shrinkage of
the Federal debt as the economy has grown. The ratio of Federal
debt to gross national product declined from 116 percent in 1946 to the
56 percent in June 1961. And despite the $9% billion increase in the
debt during the fiscal year 1962, there was a further decline in the ratio
to 54 percent by the end of June 1962. In contrast, the growth of
total debt since World War II has generally kept pace with the
growth of the economy. Public and private debt together amounted
to 198 percent of the gross national product in June 1962, only about
two percentage points below December 1946.
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CHART 5

Public and Private Debt as % of Gross Nationa! Product
o/° ;

State and
= Local

= federal

The primary concern of debt management is the marketable debt.
This includes most of the Federal debt other than savings bonds and
special issues to Government investment accounts. In this category,
the Treasury marketed a total of $54) billion in certificates, notes,
and bonds during fiscal 1962. This included over $4% billion of new
cash borrowing; the refinancing of about $41 billion in maturing
issues; and the advance refunding of about $9 billion in existing debt.
In addition to the $54% billion in securities marketed, about $1
billion of 1% percent notes was issued in exchange for nonmarketable
Investment Series B bonds. Treasury bills issued for cash, other than
the rollover of maturing regular weekly and one-year bills, amounted
to almost $13 billion.

The new cash financings, largely in issues of Treasury bills and
short notes, were directed toward maintaining U.S. short-term rates
at levels reasonably competitive with short-term rates in the world
money markets in order to discourage outflows of short-term invest-
ment funds from augmenting the country’s balance-of-payments
_ problems. In consequence, the marketable debt maturing within
one year rose to $88.4 billion, an increase of $7.3 billion during fiscal
. 1962 (see chart 6). The $18 billion increase in short-term debt
since midcalendar year 1960 provided additional liquidity during
a period of recession and early recovery. Thus, while this action
was undertaken to maintain short-term rates for balance-of-payments
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reasons, it was entirely consistent with the needs of the economy at
the time. Such action would not have been appropriate in a full
expansion phase of the business cycle. In fact, a rapidly expanding
economic environment would undoubtedly have been accompanied,
as in the past, by a substantial rise in short-term rates. This would
have assisted in strengthening our balance-of-payments position
without the need for an increase in the supply of short-term debt.

CHART 6
Structure of the Under 1-Year Marketable Debt
$Bit. ' :
859 884 < Seasonal .
e I (Tox anticipation
80s— bills)
<« COUpON
60v— Issves
400 —
o o« Regular Weekly
. |20 A and I-Year Bills

Nore.—Coupon issues include all certificates, notes, and bonds maturing within one year.

A large volume of early maturing issues has important implications
in terms of its future impact on the market. The Treasury has been
able to mitigate these potential effects through additions to regular
weekly and one-year bills which are rolled over automatically at
maturity. The total amount of these bills has been maintained at a
fairly constant ratio (about 45 percent) of the outstanding debt
maturing within one year, exclusive of seasonal issues.

Although the major portion of new cash went into short-term issues, .
more than $2% billion was raised by means of longer issues, over
$1 billion through a 7%-year bond, and $1% billion through a 6}4-year
bond. More importantly, significant efforts to restructure the debt
were also made in the refunding of existing obligations at maturity.
Of the $41 billion in maturing issues refinanced during fiscal 1962
(other than Treasury bills), $23% billion was in one-year certificates
or short notes maturing within 16 months; $15 billion in issues be-
tween 3 and 5 years to maturity; $2% billion in 5-to-10 year bonds;
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and $% billion in bonds maturing beyond 10 years. However, the
major share of debt extension was attributable to the refunding of
obligations in advance of maturity.

The role of advance refunding since the inception of the techmque
in 1960 in restructuring the marketable debt maturing beyond one
year is illustrated by chart 7. The greatest impact has been in the
longer maturities. In the 20-year and over category, $7% billion, or
about half of the $15 billion outstanding, was originally issued in
advance refundings. In the 5- to 10-year and 10- to 20-year maturity
areas over one-fourth of outstanding issues resulted from advance
refundings.

CHART 7

Role of Advance Refunding in Restrucfunng the
Over |-Year Marketable Debt
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Through June 1962 there had been five advance refundings, of
two types. The first of these are senior refundings in which issues
generally falling into the 5- to 10-year maturity range are exchanged
into true long-term issues. The second type, called junior refundings,
- generally involves the exchange of shorter term issues into interme-
diate or longer securities.

Senior advance refundings meet a number of debt management ob-
jectives. Among these are: First, to maintain the ownership pattern
of the issues refunded (primarily in the hands of longer term holders);
second, to provide needed debt restructuring without absorbing long-
term funds otherwise available to the private sector of the economy;
third, to effect the required debt extension with a minimum of market
churning as well as & minimum impact on current long-term issue
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prices; and fourth, to make room for additional intermediate issues.

The major purposes of junior refundings are to reduce the concen-
tration of early maturities so that refinancing will result in less market
impact and to curtail the amount of highly liquid debt in the maturity
area immediately beyond one year, thereby reducing potential infla-
tionary pressures. The success of advance refunding in restructuring
the marketable debt is indicated by the fact that on June 30, 1962,
about one-quarter of the debt maturing after one year was originally
issued in advance refundings. Structural improvements in fiscal
1962 were due to a combination of advance refunding, the refinancing
of a significant amount of maturing issues into longer term securities,
and the placement of a part of new cash borrowing into intermediate
or-longer-term securities. The net result was a five-month extension
in the average length of the marketable debt—from 4 years 6 months
on June 30, 1961, to 4 years 11 months on June 30, 1962. This in-
crease took place despite the fact that new money borrowing was
largely in the short-term area and that the simple passage of time
shortens the existing over one-year debt by one full year each year.

The changes in the ownership of the debt during the fiscal year have
reflected the Treasury’s efforts to finance the budget deficit without
generating an inflationary potential. Although the total debt in-
creased by $9% billion and the marketable portion by approximately
$9 billion, commercial bank holdings increased by, only $2% billion.
The Federal Reserve Banks also increased their holdings by approxi-
mately $2% billion. Thus, $5 billion, or about one-half of the total
increase in the debt, was financed outside the banking system.

Savings bonds, which are nonmarketable, represent one- -sixth of the
entire outstandlng debt. The purchase of E and H savings bonds—
- on the average, held by their owners for 7}% years—diminishes the
Treasury’s problem of refinancing the debt and contributes to the
country’s financial stability by keeping a sizeable portion of the debt
in the hands of the average citizen. On June 30, 1962, Series E and
H bonds were outstanding in the amount of $45 billion (including
interest accruals), & net increase of more than $1 billion during the
year.

During the fiscal year 1962 the Treasury undertook borrowing from -
foreign official agencies for the purpose of improving the balance-of-
payments position of the United States and deterring foreign exchange
speculation. This was the first time since 1918 that the Treasury had
conducted foreign borrowing operations. The borrowing in fiscal
1962 was nonmarketable and was in the form of foreign certificates
of indebtedness. On June 30, 1962, there was close to $1 billion of
these foreign certificates outstanding in two types, approximately
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$0.9 billion in issues denominated in dollars and about $0.1 b11110n
in issues denominated in certain foreign currencies.

PUBLIC DEBT OPERATIONS

The refunding of the $1% billion one-year Treasury bills, maturmg‘
July 15, 1961, was the first financing of fiscal 1962. On July 5, the”
Treasury announced that $2 billion of new one-year bills (dated«-
July 15, 1961, to mature July 15, 1962) would be auctioned on July 11.
The new bllls would replace the $1% billion old bills maturing July 15
and provide $500 million required new cash.

On July 13, 1961, following the one-year bill auction, the Treasury
announced that it would refund in one operation four securities totaling.
$12% billion maturing August 1 through October 1, and that the
exchange offering would be followed immediately by a cash borrowing
of $3% billion through the issuance of tax anticipation bills.

‘The four maturing issues were:

$7.8 billion 3% percent certificates maturing August 1, 1961;
$2.1 billion 4 percent notes maturing August 1, 1961;
$2.2 billion 2% percent bonds maturing September 15, 1961 and -
. $332 million 1% percent notes maturing October 1, 1961,
Holders of these securities were given an exclusive right to exchange
them for any of the following securities:
3% percent 15%-month notes dated August 1, 1961, to mature
- November 15, 1962, at par; or
3% percent 3-year notes dated August 1, 1961, to mature
Avugust 15, 1964, at par; or additional amounts of
3% percent bonds originally issued on June 23, 1960, maturing
May 15, 1968, of which $1,390 million was outstanding, to be
issued at a price of 99.375, to yield approximately 3.98 per-
v cent to maturity.
Subscriptions for the three-way exchange option, which were received
July 17 through July 19, totaled $11.9 billion, or 94.5 percent, of the
August 1 through October 1 maturities. Subscriptions for the 15%-
month note totaled $6.1 billion, for the 3-year note, $5.0 billion, and
for the 63-year bond approxunately $750 million. The remaining
$686 million, or 5.5 percent, of the maturing securities was paid off in
cash.

The Treasury generally needs to raise new cash in the first half of
the fiscal year in order to cover its requirements during the period of
sedasonally low tax receipts. The first such seasonal borrowing took
place on July 20, 1961, when the Treasury auctioned $3 billion in tax
anticipation bills dated July 26, 1961, to mature March 23, 1962.

On September 7, a refunding of two World War II bond issues in .
advance of their maturities was announced, and at the same time plans
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were outlined to raise the estimated $5 billion cash needed over the
next two months.

The refunding offer, a senior advance refunding operation (wherein
. intermediate-term issues are exchangeable for new long-term issues)
was available to all holders of the 2} percent bonds issued during the
war-loans in 1944. The amounts of these bonds outstanding were
$4.7 billion of the March 1965-70s and $2.9 billion of the March
1966-71s. Their holders were offered in exchange additional amounts
of any of the 3% percent outstanding Treasury bonds maturing in
1980, 1990, and 1998. The bonds eligible for exchange were held
largely by insurance companies, savings banks, and private individuals
(many of them original subscribers).

‘To balance the relative attractiveness of the exchanges, the offerings
involved the following cash payments (per $100 of face value) other
than accrued interest: For the 3%s of 1980, $2.25 and $3.50 to be
paid by the holders of the 2%s of 1965-70 and 1966-71, respectively;
for the 3¥%s of 1990, $1.00 paid to the holders of the 1965-70s and $.25
paid by those exchanging the 1966-71s; and for the 3¥%s of 1998,
$2.00 and $1.00, respectively, paid to the holders of the 1965-70s and
1966-71s.

The advance refunding offer open to all SlleCI‘lbeI‘S from September
11 through September 15, and additionally for individuals through
September 20, was a success with $3.8 billion 2% percent bonds
exchanged for the outstanding 3% percent longer term bonds. - Of total
subscriptions, $1.3 billion was for the 1980 maturity, $1.3 billion for
the 1990 maturity, and $1.2 billion for the 1998 maturity. In all,
more than 51 percent of the eligible bonds of public holders (that is,
holders other than Federal Reserve Banks and Government invest-
ment accounts) was exchanged. The result represented a significant
amount of debt extension, with little or no disturbance in the market -
for outstanding issues, and achieved a definite 1mprovement in. the
maturity structure of the marketable debt.

Cash needs for the two months following the September 7 announce-
ment were met in three steps:

Approximately $2% billion of June 1962 tax anticipation bills
were auctioned on September 20, 1961, with payment on
September 27. .

An offering of $2 billion in additional amounts of 3% percent
‘Treasury notes to mature May 15, 1963 (originally issued in
May 1961), was announced September 28 and offered early in
October at a price of 99% to yield approximately 3.33 percent.
$2.3 billion of the total subscribed for was accepted.
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$2 billion in one-year Treasury bills auctioned on October 10,
to replace $1}% billion of outstanding one-year bills maturing
October 16, to provide another $500 million new money.

These new money offerings in the September-October financings
raised $5.3 billion for the Treasury. In addition, $0.2 billion was
obtained by adding to regular weekly bills on October 19 and October
26.

On November 2 the Treasury announced an exchange offer for
meeting the mid-November 2% percent bond maturity of $7.0 billion.
At the same time announcement was made that $800 million in new
funds would be obtained for current needs (largely the estimated
amount of maturing bonds that would be turned in for cash) by issuing
a strip of bills on November 15 to be sold on an auction basis.

The Treasury’s objective of extending the maturity of the debt
whenever feasible was reflected in the exchange offer to the holders
of the bonds due November 15. The offer provided three maturity
options which included two intermediate or longer issues, as follows:

A 15-month 3} percent note, dated November 15, 1961, due
February 15, 1963, at par; :

An addmonal amount of outstanding 3% percent bonds
originally issued November 15, 1960, maturing May 15, 1966,
to be issued at a price of 99.75, to yield about 3.81 percent;

An. additional amount of outstanding 3% percent bonds
originally issued on December 2, 1957, maturing November
15, 1974, to be issued at a price of 99.00, to yield about
3.97 percent. A

The subscription books closed on November 9, with more than
$6% billion, or 94 percent, of the maturing bond exchanged. Of the
issues taken, more than $3.6 billion was for the short-term note,
$2.4 billion for the 4%-year bond, and $517 million for the 13-year
bond. The remaining $419 million, or 6 percent, of the maturing
" bond was paid - off in cash.

The $800 million bill strip auctioned on November 9 increased each
of the eight bill issues maturing December 7, 1961, through January 25,
1962, by $100 million. ‘Subscriptions were required to be in units of
at least $8,000 or in multiples of that amount, with a single bid price
submitted for the entire strip ranging in maturity from 22 to 71 days.
Each of the eight bill maturities increased was currently outstanding
in an amount of $1.6 billion against $1.7 billion for all of the other
weekly bills maturing in the next three months.

Immediately after the issuance of the bills the Treasury, on Novem-
ber 17, announced an exchange offering to holders of approximately -
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$970 million Series F and G savings bonds issued in 1950 and maturing
in 1962. Holders of these obligations were offered an exchange into
additional amounts of 3% percent marketable bonds originally issued
June 23, 1960, maturing May 15, 1968, at a price .of 99.50 for an
effective yield of 3.96 percent. Exchange values of the F and G
bonds were fixed to provide one percent more than otherwise would
have accrued from December 15, 1961, to the maturity dates of the
F and G bonds and 3.96 percent from those dates to the maturity
of the 3% percent bond. The exchange offer was accepted by holders
of $320 million of the 1962 F and G maturities outstanding.

On January 3, 1962, the Treasury announced that it would borrow
$1% to $1% billion of new money in two financings to meet the Govern-
ment’s cash needs. .

The first financing announced at the time provided the Treasury
with $500 million new cash. One-year bills maturing January 15,
1962, in the amount of $1% billion were replaced with $2 billion of
new one-year bills maturing January 15, 1963. The second financing,
announced January 11, was the issuance of an additional $1.1 billion
- of outstanding 4 percert bonds maturing October 1, 1969, originally
issued in October 1957. The new issue was priced at 99.75 to yield.
about 4.04 percent.

On February 1, 1962, plans were announced for refunding four
issues of Treasury notes totaling $11.7 billion, three due February
15, and oneon April 1. The four maturing securities were: ‘

$9.1 billion 3)% percent notes maturing February 15, 1962;
$0.6 billion 3% percent notes maturing February 15, 1962;
$1.4 billion 4 percent notes maturing February 15, 1962; and
$0.6 billion 1% percent notes maturing April 1, 1962.
In exchange, holders of the maturing securities were offered two new
securities dated February 15, a 3% percent one-year certificate and a
4 percent 4%-year note. All but 3.5 percent ($416 million) of the
maturing issues was exchanged, $6.9 billion for the one-year certificate’
and $4.5 billion for the 4%-year note.

Following this regular refunding, the Treasury undertook an ad-
- vance refunding in mid-February, with the exchange effective on
March 1, 1962. For the first time, one operation combined a junior
advance refunding (in which holders of relatively short-term maturi-
ties are given an opportunity to move into longer issues) and a senior
advance refunding (in which holders of intermediate-term securities
are offered an exchange into long-term issues). The Treasury offered
to the holders of five issues of outstanding Treasury bonds maturing
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from February 15, 1964, through December 15, 1972, totaling $18.7
billion, the option of earning additional interest during the remaining
terms of these existing issues by extending. their maturities for addi-
tional periods ranging between 6% and 26% years.

The advance refunding operation combined the following specific
exchange offerings:

In the junior portion, holders of the $3.9 billion 3 percent bonds
due February 15, 1964, were eligible to exchange them on a par-
for-par basis for a new issue of 4 percent bonds due in August
1971. Holders of the $6.9 billion 2% percent bonds due February
1965 were offered an exchange into the new 4s of 1971 or into
additional amounts of thefoutstanding 4 percent bonds of Feb- -
ruary 15, 1980. However, to equalize the attractiveness. of the
exchange options, holders of the 2% percent bouds were required
to pay $2.00 .(per $100 of face value) on the new 4s of 1971 and
$.25 on the 4s of 1980.

In the senior portion of the advance refunding, holders of $8.0
billion 2)% percent bonds of June, September, and December
1967-72s were offered two outstanding 3% percent bonds due in
February 1990 and November 1998. All but one of these
exchanges involved .cash payments by -subscribers as follows:
On the 3%s of 1990, (per $100 of face value) $1.25, $1.50, and
$1.75, respectively, by the holders of the 2%s maturing in June,
September, and December of 1967-72; and on the 3%s of 1998,
par-for-par (no payment) by holders of the June 2%s and $.25
and $.50, respectlvely, by holders of the September and December
maturities.

No limit was placed on the amount of the four issues offered and
subscriptions in all totaled $5.2 billion and were allotted in full, $2.8
billion for the 1971 maturity, $0.6 billion for the 1980 maturity, and
$0.9 billion for each of the 1990 and 1998 maturities. Of the $5.2
billion total subscribed, $4.2 billion of public holdings of the eligible
issues, or 25 percent, was exchanged.

To oﬂ"set the expected drain due to the cash redemption of the tax
anticipation bills maturing on March 23, and to continue its efforts
to keep U.S. short-term rates competitive in the world money markets,
the Treasury, early in.March, announced an offering of $1.8 billion
in new 182-day tax anticipation bills to be auctioned on March 20
and to mature September 21, 1962. The new tax bills were dated
March 23, 1962, the date on which the old issue of tax bills matured..

In a strengthened bond market environment, the Treasury decided
in early April to raise $1% billion of needed new cash by offering an

661496—63——5
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intermediate-term issue—sa 6%-year 3% percent bond maturing
August 15, 1968. Immediately following the closing of the sub-
scription books for the bond, $2 billion of one-year bills were rolled
over at auction replacing a like amount.of bills maturing April 15.

The last financing of the fiscal year, exclusive of regular weekly
bills, was announced in the latter part of April. The Treasury com-
bined in one operation the refunding of two securities maturing in
mid-May with the bond maturing on June 15. The three maturmg
issues, which totaled $11% billion, were:

$5.5 billion 3 percent certificates maturing May 15, 1962;

$2.2 billion 4 percent notés maturing May 15, 1962; and

$4.0 billion 2} percent bonds maturing June 15, 1962.
To continue the structural improvement of the debt whenever practi-
cable, the Treasury offered holders of the maturing securities a choice
of the following three new issues, two having maturities beyond one
year. The three options all dated May 15, 1962, were:

3% percent one-year certificate to mature May 15, 1963, at par;
‘ 3% percent 3¥%-year note to mature February 15, 1966, at
- 99.80 to yield approximately 3.68 percent to maturity; or

3% percent 9%-year bond to mature November 15, 1971, at

99.50 to yield approximately 3.94 percent to maturity.

Exchanges totaled $11 billion, $6.7 billion into the one-year certifi-
cate, $3.1 billion into the 3%-year note, and $1.2 billion into the 9%-
year bond. The remaining $679 million, 5.8 percent of the maturing
securities, was turned in for cash.

Durmg the course of the fiscal year, $2.7 b11110n of new cash was
raised through periodic increases in the regular Weekly bill offerings
in order to maintain upward pressure on U.S. short-term rates.
(See text table on offerings of marketable Treasury securities.)
The major part of the weekly bill increase was raised in the second
half of the fiscal year with $1.5 billion or more than one-half of the
total issued in the 91-day bills durmg the period of February through
May.

The following tables summarize the financing operations during the
fiscal year and show the results of the public offerings of marketable
Treasury securities, excluding the refinancing of regular weekly bills.
For additional information see table 41 for allotments by investor
classes and the exhibits on public debt operauons beginning with
exhlblt 1. .
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Public offerings of marketable Treasury securities excluding refinancing of regular
weekly bills, fiscal year 1962

‘{In millions of dollars]
Issued for Issued in
cash exchange
Date of
issue Deseription of security For In | Total
For For |matur-{ ad-
‘new re- ing vance
money |funding| issue re-
funding
1961 BoONDS, NOTES, AND CERTIFICATES OF INDEBTEDNESS
Apr. 1| 1149, exchange note—Apr. 1,19661 __.____ 2 606 606
Aug. 1} 3%4% note—Nov. 15, 1962 6,082 |_._..... 6,082
Aug. 11 3%% note—Aug. 15, 1964 N ] 5,019 5,019
Aug. 1| 3%% bond—May 15, 1968 additional at 99.375._._..__ 749 {_...___ 749
Sept. 15 | 316% bond—Nov. 15, 1980 additional. [P R, 1,273 1,273
Sept. 15 | 3149, bond—Feb. 15, 1990 additional ..o ooooofemaac|ao et 1,298 1,208
Sept. 15 | 3%5% bond—Nov. 15 1998 additional. 1,187 1,187
Oct. 1| 1149, exchange note—Oct. 1, 1966 1 - © 357
Oct. 11 | 3149 note—May 15, 1963 addmonal at 99.875_ __.____ 2,295
Nov. 15 | 3%49% note—Feb. 15, 1863 __ ______ . oo Jeeamcc]emeceaa| 3,642 |- 3,642
Nov. 15 | 33{% bond—May 15 1966 additional at 99.75. . mmemeefomemem e 2,384 | , 384
Nov. 15 3/3% bond—Nov. 15 1974 additional at 99.00. . __|ececcofecaaaao| 517 |oaeaiac 517
Dec. 15 | 3%% bond—May 15, 1968 additional at 99.50________ 320
1962
Jan. 24 | 4% bond—Oct. 1, 1969 additional at 99.75. . ._....._. 1,114 | s 1,114
Feb. 15 | 3149, certificate—Febh. 15, 1963 - 6, 862 6, 862
Feb. 15 | 4% note—Aug. 15, 1966 .- 4, 454 4,454
Mar. 1 | 49 bond—Aug. 15 197) e - 2, 806 2, 806
Mar. 1| 49 bond—Feb 15, 1980 additional . e SN (R SR, 563 563
-Mar. 314%, bond—Feb. 15 1990 additional .. ioeiol|ecmemen)oes 900 900
Mar., 1 | 314% bond—Nov. 15 1998 additional_____. - 933 933
Apr. 1| 149 exchange note—Apr 1, 1967t e merecame | eeaaae 48 |oocseen 48
Apr. 18 | 33/% bond—Aug. 15, 1968. _ 1,258 1,258
May 15 | 314% certiﬁcate—May 15,1963_ .. ... e .| 6,685 j.o._.__. 6, 685
May 15 | 3%4% note—Feb. 15, 1966 issued at 99.80_ . 3,113 3,113
May 15 | 3%% bond—Nov. 15 1971 issued at 99.50. .. 1,204 1,204
Total bonds, notes, and certificates...._...... 4,667 |aonooe. 42,044 | 8,959 | 55,670
1961 - BrLrs ¢ (M ATURITY VALUE) )
July 15 |.2.908% 1-yr.—July 15, 1962 2,004
July 26 | 2.4849, 240-day (tax anticlpation) Mar. 23, 1062 .. 3, 503
Sept. 27 | 2.705%, 268-day (tax anticipation) June 22, 1962._ 2, 511
Oct, 16 | 2.975% 1-yr.—Oct. 15,1962 ... cae.iun 2,003
Nov. 15 | 2.277%, 46.5-day average for strip ¢ 800
1962
Jan. 15 | 3.366% 1-yr.—Jan. 15, 1963 500 | 1,363 i N R—— 2,001
Mar., 23 | 2.896%, 182-day (tax anticmatlon) Sept. 21, 1962__.__ 81,802 1,802
Apr. 15 | 2.943% 1-yr.—Apr. 15, 1963. . . . | 1,921 80 ool 2,001
Increases in regular weekly bill offerings )
1961: July through September___.____.__ 199
October through December. 201
1962 January through March.. .. 801
April through June....____..______. 1,502 | 2,703 [-ccceaoo|oommce]maaeaan 2,703
Total bills_ 12,823 | 6,266 240 |oeaeot 19, 329
Total public offerings_ .- .o _cao_ 17,490 | 6,266 | 42,284 | 8,959 | 74,999

1 Issued only on demand in exchange for 23{% Treasury Bonds, Investment Series B-1975-80.

2 Issued subsequent to June 30, 1961.

3 Includes about $306,000 cash payment on exchange of Series F and G savings honds,

¢ Treasury bills are s0ld on & discount basis with competitive bids for each issue. The average price for
auctioned issues gives an approximate yleld on a bank discount basis as indicated for each series.
s Conslsts of additional amounts of eight series of outstanding regular weekly Treasury bills, $100 million
maturing each week from Dec, 7, 1961, through Jan, 25, 1962.
inohlnclufdes $168 million tax antlclpation bills matunng Mar, 23, 1962, which were presented for payment
en of cash.
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Dzsposmon of marketable Treasury securities excludmg regular weekly bills, fiscal

year 1962
{In millions of dollars}
: Security Exchanged for
Date of . Redeemed | new secunty
refund- for cash
ing or or Total
retire- X carried to In ad- .
ment Description and maturity date Issue date matured | At ma-| vance
' debt turity [refund-
' ing
BonNDs, NOTES, AND CERTIFICATES OF
INDEBTEDNESS
.1961
Aug. 1| 3¥8% certificate—Aug. 1, 1961 Aug. 15,1960. 88 { 7,741 7,829
Auvg. 1| 4% note—Aug. 1, 1961___ Aug. 1,1957 198 | 1,938 2,136
Auvg. 1| 234% bond—Sept. 15, 196 Nov. 9,1953 348 | 1,891 2,239
Aug. 1| 136% note—Oct. 1, 1961_ Oct. 11,1956 28 332
Sept. 15 | 214% bond—Mar. 15, 196. Feb., 1,1944 2,251
Sept. 15 | 2169, bond—Mar, 15, 1966-71 Dec. 1,1944 1, 506
Nov. 15 | 236% bond—Nov. 15, 1961. Feb, 15,1954 6,963
1962 .
Feb. 15 | 3%4% note—Feb, 165, 1962
Feb. 15 | 4% note—Feb. 15, 1962,
Feb. 15 | 3%4% note—Feb. 15, 19
Feb. 15 | 1149 note—Apr. 1, 196
Mar. 1 | 3% bond—Feb. 15, 1964.
Mar. 1 | 2%% bond—Feb. 15, 1965
Mar, 1| 21%% bond—June 15, 1967-
Mar, 1 | 234% bond—Sept. 15, 1967-72
Mar. 1 | 2169 bond—Dec, 15, 1967-72.
May 15 | 3%, certificate—May 15, 1962 99
May 15 | 4% note—May 15, 1962.._ Apr, 14,1960 ‘187
May 15 | 214% bond—June 15, 1962__ June 1,1945 423
Total bonds, notes, and certificates_|-cceacoaaaaaa. 2,200
BiLLs
1961
July 15 3 265%—July 15, 1961__ July 15,1960 1,491 - 110 [ocmeeeen 1,501
Sept. 22 | 2.473%—(tax anticipati Apr. 3,1961 21,503 1,503
Oct. 16 { 3.131%—O0ct. 16, 1961 ___ooooeoo. Oct. 17,1960 1,491 L0 § B O, 1, 502
1962
Jan, 15 | 2.679%—7Jan. 15, 1962 15,1961 1,363 1,502
Mar. 23 | 2.484%—(tax anticipa 26,1961 33,508 3,508
Apr. 15 | 2.827%—Apr.15,1962_______.._ . 15,1961 1,920 2,000
June 22-| 2.705%—(tax anticipation) June . 27,1961 22,511 2,511
Total bills_ 13,782 240 | _____. 14,021
Total securities. c oococeoococecaaas]aauns 15,982 | 40,953 | 8,959 | . 65,894

1 Accepted in payment in lieu of cash.
2 Including tax anticipation issues redeemed for taxes.
3 Includes amount redeemed for taxes and amount accepted m payment in lieu of cash for the new tax
anticipation bill maturing Sept. 21, 1962.



REVIEW OF FISCAL OPERATIONS : 53

Allotments of marketable Treasury securities other than regular weekly bzlls, ﬁscal

year 19621
[In millions of dollars]
Allptments by investor classes
' U.S. Gov-
Date of Issue—descrlptlon of securlty and Amount ernment
financ- maturity date issued investment
ing accounts | Commer- | All others
and cial banks ?
Federal
Reserve
Banks
BONDS, NOTES, AND CERTIFICATES OF
INDEBTEDNESS
196‘1 .
Aug. 3149, note—Nov. 15, 1962-H . _ ... oo ... 6,082 3,38 | * 1,241 1,455
Aug. 1 3%4% note—Aug. 15, 1964-E._ . 5,019 1,600 2,203 1,216
Aug. 1| 3%9%, bond—May 15 1968 addltloual - 749 58 309
Sept. 15 | 3149, bond—Nov. 15 1980 additional._ . 1,273 480 61 732
Sept. 15 | 3149, bond—Feb. 15, 1990 additional __ - 1,298 161 . 81 1,056
Sept. 15 | 314% bond—Nov. 15, 1998 additional.. - 1,187 290 50
Oct. 11 | 314% note—May 15, 1963-D additional.. - 2,295 100 2,056 139
Nov. 15 | 344% note—Feb. 15, 1963-E_.____.._._ - 3,642 68 2,158 1,416
Nov. 15 | 3349, bond—May 15, 1966 additional - 2,384 4 1,514
Nov. 15 | 3%4% bond—Nov. 15, 1974 additional._ - 517 136 105 276
Dec, 15 | 374% bond—May 15, 1968 additional __.____._ 320 * 136 184
1962
Jan., 24 | 4% bond—Oect. 1, 1969 additional ..._____..._ 1,114 100 780 234
Feb. 15 | 3149, certificate—Feb. 15, 1963-A _ ., - 6, 862 3,411 1,618 1,833
Feb. 15 4% note—Aug. 15, 1966-A._ - 4,454 1,518 2,043 893
Mar, 49%, bond—Aug. 15 1971, - 2, 806 408 1, 591 807
Mar. 1 4%, bond—Feb. 15, 1980 additional - 563 177 116 270
Mar. 1 | 31%5% bond—Feb. 15, 1990 additional, - 900 218 94 588
Mar. 1 | 314% bond—Nov. 15, 1998 additional.. - 933 221 77 6356
Apr. 18 3?/«7‘7 bond—Aug. 15, 1968_ ... . 1,258 100 753 405
May 15 | 3449, certlﬁcate—May 15, 1963 - 6, 686 2,330 2,287 2,069
May 15 | 3349, note—Feb. 15, 1 966.__ - 3,114 17 2,261
May 15 | 3%% bond—Nov. 15, R 75 F R, 1,204 64 653 487
BiLLs
1961
July 15 | 2.908%—July 15, 1962 _ - oo omneeee X 2,004 75 917 1,012
July 26 | 2.4849%, (tax anticipation)—Mar. 23, 1962. 3,503 |oceeemoo 3,473 30
Sept. 27 | 2.705%, (tax anticipation)—June 22, 1962. 2,511 | . 2,493 18
Oct. 16 | 2.975%—O0c¢t. 15,1862 . .o oocooooilo.. 2,003 111 939 953
Nov. 15 | 2.277%—strip 3. 800 |ococccmeao- 361 . 439
1962
Jan, 15| 3.366%—Jan. 15, 1963 - oo ceeean 2,001 217 1,078 706
Mar. 23 | 2.806%, (tax a.ntlclpatlon)—Sept 21,1962 .. __ 1,802 153 689 960
Apr. 15 | 2.943%—Apr. 15, 1963 B 2,001 163 925 913 .
*Less than $500,000.

1 Excludes 14% Treasury EA and EO notes issued in exchange for nonmarketable 23{%, Treasury Bonds,
Investment Series B~1975-80.

2 Includes trust companies and stock savings banks.

3 Consists of an additional $100 million each of eight series of outstanding weekly bills issued in a strip on
Nov. 15, 1961, maturing Dec. 7, 1961 to Jan, 25, 1962, inclusive.
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The public debt subject to limitation rose to levels not far from the-
‘temporary ceiling of $298 billion during the first half of the fiscal year
because of seasonal and other cash borrowing.. The peak of $297.3
billion was reached on November 24, 1961.

The temporary limit which had been authorized on June 30, 1961,
before the Berlin crisis made additional defense expenditures neces-
sary, provided the Treasury with little margin to meet its seasonal
borrowing needs or to meet any unforeseen requirements. On March
13, 1962, an additional temporary increase of $2 billion was author-
ized by the Congress for the balance of the fiscal year, bringing the
temporary ceiling to $300 billion for the period from March 13, 1962,
through June 30, 1962. The debt subject to limitation during the
second half of the fiscal year rose to a new peak of $299.5 billion on
June 14, 1962.

Since the outstanding debt would exceed the temporary: limit of
$300 billion at the end of the fiscal year 1962 and regular seasonal
borrowing would be required during the ensuing fiscal year, an act
approved July 1, 1962, authorized increased ceilings in the temporary
debt limit as follows: $308 billion from July 1, 1962, through March
31, 1963, $305 billion from April 1 through June 24, 1963, returning
to $300 billion from June 25 through June 30, 1963. For further
detail on the statutory limit on the public debt and guaranteed
obligations as of June 30, 1962, see table 36 and for a summary of
amendments to the law limiting the debt, see table 37.

Public nonmarketable debt decreased by less than $0.1 billion during
fiscal 1962 to $53.4.billion. The relatively small net change reflected
more substantial increases and decreases in the various types of public
nonmarketable debt outstanding, including large changes within
the savings bonds category.

As previously mentioned, dlrect, borrowmg from foreign oﬁicm,l
agencies amounted to $1.0 billion at the close of the fiscal year. This
amount of nonmarketable borrowing was offset by a decline of $1.1
billion in the investment series bonds. The steady decline in invest-
ment series bonds continued in fiscal 1962, and, as in the past, was
due principally to the exchange of nonmarketable Series B investment
bonds for marketable 5-year 1} percent exchange notes.

The largest portion of the public nonmarketable debt is in U.S. sav-
ings bonds, which are demand securities payable at guaranteed re-
demption values. Although savings bonds of various series have
been continuously on sale since March 1935, Series E and Series H
are the only savings bonds currently being sold. There were $45.0
billion of these series outstanding on June 30, 1962, amounting to 15 -
percent of the total interest-bearing debt. The growth in E and H
bonds outstanding was $1.1 billion for the year, which was slightly
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larger than their increase in fiscal 1961. Series F, G, J, and K bonds,
no longer on sale, decreased by $1.0 billion. This decline included
the $320 million Series F and G bonds that would have matured
during the calendar year 1962, but which were exchanged on December
15, 1961, in accordance with the Treasury’s offer, for the 3% percent
marketable bond of 1968. Total 1nterest-bear1ng savings bonds out-
standing of all series at the close of fiscal 1962 was $47.6 billion, an
increase of $0.1 billion during the year. ’

Class of security June 30, 1961 | June 30, 1962 { Increase, or
. decrease (—)

In billions of dollars

U.8. savings bonds: B
Series E...... 37,
Series H. 6.

Subtotal E and H. .. ' 43.
Series F and G . 1
Series J and K. 1.

7.

Subtotal savings bonds. . 47,
Certificates of indebtedness:
Foreign series_______
Foreign currency series...
Treasury bonds:
REA series. *) ™
Investment series. 5.8 -
Depositary bonds. . .1 .1 *)

)
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. e
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Total interest-bearing public nonmarketable issues._..__ : 53.5

e
I
'S

*Less than $50 million,

‘During fiscal 1962, the Treasury encouraged new and continued
investment in Series H bonds in two ways. In August 1961, H bonds
with issue dates of June 1952 through January 1957 were granted a
10-year extension. Beginning February 1, 1962, the first of these
bonds in their extended maturity period will earn interest at a straight
3% percent rate per annum, payable semiannually by Treasury
check. This is the first time that the Treasury has given .the exten-
sion privilege to any savings bonds other than Series E. In addition,
the Treasury annouriced in November 1961 that the annual purchase
limit of H bonds would be increased to $20,000 after January 1, 1962.
The limit of $10,000 (maturity value) on E bonds was continued.
Details of these new regulations may.be found in exhibits 7-10.

OWNERSHIP OF FEDERAL SECURITIES

Of the $9.4 billion total increase in the Federal debt during ﬁscal
1962, the banking system (commercial and Federal Reserve Banks)
absorbed $4.8 billion. Private nonbank investors acquired $4.2
billion and Government investment accounts absorbed the remaining
$0.4 billion. Ownership of Federal securities by investor classes on
selected dates is presented in the following table.
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Ownership of Federal securities ! by investor classes on selected dates, 1941-62

[Dollar amounts in billions] ,

Change
June 30, | Feb, 28, [ June 30, | June 30, | during
1941 1946 2 1961 1962  (fiscal year
1962
. Estimated ownership by:
Private nonbank investors:
Individuals 3..._.. $11.2 $64.1 r $63. 4 $65.2 $1.8
Insurance companis 7.1 . 244 11. 4 11.3 -1
Mutual savings bank 3.4 11.1 6.3 6.3 *)
Corporations 4 2.0 19.9 v19.7 19.3 —.4
State and local governments. .. - .6 6.7 r19.3 19.7 .4
Foreign and international 8...... ... .. __ .2 2.4 12.8 14.1 1.5
Miscellaneous investors 8. _..__._______...._. .5 6.6 10.5 11.6 11
Total private nonbank investors_.._.._..__ 25.0 135.1 143.3 147.6 4.2
Federal Government mvestment accounts._..... 8.5 28.0 56.1 56. 5 .4
Commercial banks. ..o ..o 19.7 93.8 62.5 65.0 2.4
Federal Reserve Banks.. g 2.2 22.9 27.3 29.7 2.4
Total gross debt outstanding .................. 55.3 279.8 289.2 298.6 9.4
Percent of total
Percent owned by:
Private nonbank investors:
Individuals.. .. el 20 23 22 22 e
Other- ... 25 25 28 28 |accmcaeas
Total. eeee .. - 45 48 50
Federal Government investment aceounts.. 15 10 19
Commercial banks.._ ... oceeooo 36 34 22
Federal Reserve Banks._.__. 4 8- 9
Total gross debt outstanding. 100 100 100
*Less than $50 million.
r Revised.

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

2 Immediate postwar peak of debt.

3 Includes partnerships and personal trust accounts. Nonprofit institutions and corporate pension frust
funds are included under ‘“Miscellaneous investors.”

4 Exclusive of bauks and insurance companies.

8 Includes the investments of foreign balances and international accounts in the United States.
b;nll.(ncczllu({es savings and loan associations, nonprofit institutions, corporate pension trust funds, and non-

ealers.

Private nonbank investors held an estimated $147.6 billion of
Federal securities at the end of fiscal 1962, almost one-half of the
$298.6 billion total Federal debt outstanding.. This group of investors
comprises individuals (including partnershlps and personal trust
accounts), insurance companies,¥mutual “savings banks, savings and
loan associations, nonfinancial corporations, pension funds, foreign
and international accounts, State and local governments, nonbank
~dealers, and nonprofit associations. Commercial banks and Federal
Reserve Banks together held $94.6 billion, representing nearly one-
third of the debt. The remaining $56.5 billion was held in Govern-
ment investment accounts (primarily social security and unemployment
trust funds, veterans’ insurance funds, and Government employees’
retirement funds). These figures are graphically presented in chart 8.
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CHaART 8
Ownership of the Federal Debt, June 30,1962
$8il.
Total
300--
‘ Nonbank Investors
" N 7
Gov't Invest. /
Accounts 65/% == Individuals
200> // Savings
/A - s /ns//ful/oﬂs
23
19Y
Corps. w2
8 7 baks
e /40
100> anomer™ WA ———.
Federal ‘““4
0 /?eserye -

Within the private nonbank sector, individuals increased - their-
holdings of Federal securities by $1.8 billion, from $63.4" billion in
June 1961 to $65.2 billion in June 1962, and remained the largest
single investor group in the Federal debt ownership structure. They
increased their holdings of Series E and H savings bonds by $1.1
billion during the fiscal year, bringing their investment in -these
bonds to an alltime high of $44.6 billion which represented two-thirds
of all Federal securities owned by this group. Individuals’ holdings
of the discontinued Series F, G, J, and K savings bonds declined by
$0.5 billion during fiscal 1962, while holdings of other Federal
securities, mainly marketable issues, Were increased by about $1.2
billion.

Federal securities held by insurance comparies on June 30, 1962,
totaled $11.3 billion, a decrease of $0.1 billion during the year. Life
insurance firms owned $6.2 billion, or 54 percent of the total, $0.2
billion less than their holdings of a year earlier. Life insurance
companies continued to reduce their investment in nonmarketable
obligations through the exchange of $0.4 billion Investment B bonds
for marketable 1% percent notes during the year. Through their
participation in the senior advance refunding of September 1961, life
insurance companies acquired an additional $1.0 billion of securities
maturing in 20 years or more. This refunding of almost one-sixth
of their total Federal securities had the effect of sharply increasing

r Revised.
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the average length?! of life insurance marketable holdings to 20 years
8 months, from the 1961 fiscal yearend figure of 16 years 7 months.

_ Fire, “casualty, and marine insurance,companies increased their
holdings of Federal securities by $0.1 billion during the year, reaching
a yearend level of $5.2 billion. They continued to hold about
two-thirds of their marketable portfolio in securities maturing within
1 to 10 years and another 20 percent in under-one-year maturities.
The average length of the marketable holdings of these companies
was reduced by 2 months during the fiscal year to 5 years 7 months on

. June 30, 1962.

Atithe end of fiscal 1962 mutual savings banks held $6.3 billion of
Federal securities, slightly less than on June 30, 1961. Savings banks
increased their holdmgs of securities in the 20-year and over category
by $0.3 billion durmg the year, primarily by subscribing to long-term
issues offered in the senior advance refunding of September 1961.
Mainly as a result of this exchange, the average maturity of the
mutual savings banks .portfolio rose from 10 years 6 months on
June 30, 1961, to 11 years 3 months at the end of fiscal 1962.

Federal securities held by nonfinancial corporations totaled $19.3
billion at the end of fiscal 1962, $0.4 billion lower than the amount
held on June 30, 1961.

Holdings of Federal securities by State and local governments
were estimated to be $19.7 billion at the close of fiscal 1962, an increase
of $0.4 billion from that of June 1961. About $6 billion of the Federal
security holdings of these State and local governmental units was in
employee retirement funds. The retirement funds participated ac-
tively in the senior advance refundings during the fiscal year and
acquired $0.5.billion of securities maturing in 1980, 1990, and 1998.
The maturity structure of their portfolio closely paralleled that of
life insurance companies and the average length of the marketable
holdings of 186 surveyed funds on June 30, 1962, was slightly over
21 years.

The general purpose funds of State and local governments continued
to increase during the year as the investment of temporarily idle
balances resulting from capital market borrowing and other sources
grew at a faster pace than the liquidation for current cash needs.
Although well over one-half of the holdings of these funds mature in
the 12 months of fiscal year 1963, there is a sizeable investment in
securities maturing in the over 20-year maturity range. These
general funds added $0.4 billion of 1980, 1990, and 1998 maturities
during the advance refundi_ngs of fiscal 1962, and at the end of the

1In derlving average length figures, all marketable securities ere classified to final matu.nty except
partially tax-exempt bonds which are classified to earliest call date.
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_year, the average length of the marketable holdings of 298 surveyed
funds reached 5 years 8 months.

The holdings of all other private nonbank investors amounted to
$25.7 billion on June 30, 1962, an increase of $2.5 billion for the year.
Foreign balances invested in Federal securities increased by $0.9
billion to $9.0 billion at the close of the fiscal year. The larger
Western European countries accounted for the bulk.of the 12-month
increase which was largely represented by special, nonmarketable cer-
tificates of indebtedness issued directly to foreign monetary authori-
ties. International institutions increased their holdings by $0.6
billion ss the International Bank for Reconstructlon and Develop-
ment acquired $0.3 billion of marketable securities, and the Inter-
national Monetary Fund an additional $0.2 billion of special
noninterest-bearing notes.

Savings and loan associations increased their holdmgs by $0.4
billion during the fiscal year to $5.4 billion. The marketable securi-
ties of the 488 large savings and loan associations included in the
Treasury survey of ownership had an average length to maturity of
9 years 3 months on June 30, 1962, 4 months longer than that of the
previous fiscal yearend.

The remalmng investors (nonprofit associations, nonbank dealers,
corporate pension funds, and certain smaller institutional groups) in
the private nonbank investor group are estimated to have increased
" their holdings of Federal securities by $0.7 billion during the fiscal
year and to have held about $6.2 billion on June 30, 1962.

Government investment accounts added to their holdlngs of Fed-
‘eral securities during the year by $0.4 billion. The largest increases
were registered by the Government employee retirement funds ($1.0
billion), the highway trust fund ($0.2 billion), and the Federal De-
posit Insurance Corporation ($0.2 billion). The major offset to these
increases was a $1.1 billion reduction in the Federal old-age and sur-
vivors insurance trust fund. Of the $56.5 billion Federal securities
held by Government investment accounts on June 30, 1962, $44.9
billion, or almost 80 percent, was in the form of special issues held
only by these accounts. Details on the ownership by Government
investment accounts are shown in tables 67-92.

The $4.8 billion increase in Federal securities held by the bankmg
system during the year was evenly divided between commercial and
Federal Reserve Banks. The $2.4 billion increase in the Federal Re-
serve System account brought the total to $29.7 billion at the yearend.
‘The $2.4 billion increase in the holdings of commercial banks was con-
centrated in the smaller country member and nonmember bank groups
which acquired $2.0 billion of the total. New York and Chicago
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banks reduced their holdings of Federal securities by $0.2 billion,
while reserve city banks added $0.6 billion.

A breakdown of the estimated changes durmg fiscal 1962 in bank
versus nonbank ownership is given by type of issue in the following
table. A summary of the Treasury survey of ownership of the
mterest—beanng public debt and guaranteed obligations for ﬁscal 1962
is shown in table 58.

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

ol ooom | e

[In billions o(’\do Uars]
Change accounted for by—
Total . .

changes | Private | Govern- (Commer-| Federal
. .|nonbank | ment in- cial Reserve

investors jvestment| banks Banks

i .accounts
Marketable securities:

Treasury bills: o -
Weekly—maturing within 3 months.__._____ 2.5 1.1 .1 1.3 *)
‘Weekly—maturing in 3-6 months..._ . 1.0 1.1 —.1 -3
One-year ... iicmacann. . 15 16 s 1 .1 -
Tax antxcxpatxon _____________________________ .3 .4 *) -2

-Total bills L 5.3 4.2 ™ - 1.0 .

Treasury certificates of indebtedne: .2 .8 *) .3 -

. Treasury notes : 9.2 .9 *) 5.7 2.
Treasury bonds, ste.. . -5.6 -2.3 - .b —4.4 |
Total marketable........__....__......._...... 9.1 3.6 .6 2.5 2.
Nonmarketable seeurities ete.:
S.savingsbonds. ... ... ... .1
Special issues to Government mvestment
accounts....:. -.1
* Treasury bonds, -1.1
Oth 1.4
.3
9.4

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

Taxation Developments

Taxatlon developments during 1962 were highlighted by the com-
pletion of congressional action on recommendations contained in the
President’s tax message of April 1961 (see the 1961 annual report
exhibit 12, pp. 303-313).. The Revenue Act of 1962, enacted.in Octo-
ber, provides an investment credit to stimulate modernization of
American productive capacity, removes unwarranted tax induce-
ments to investment abroad, and contains many provisions to make
‘the tax law more equitable. As a further encouragement to invest-
ment, in July 1962 the Treasury Department issued a revision of
.deprecmtmn scheédules and procedures to permit more rap1d and
realistic depreciation of machinery and equlpment Legislation was
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also enacted granting self-employed individuals the right to take an
income tax deduction for contributions to qualified pension and profit-
sharing plans. ‘The rates of the corporate income tax and certain
excise taxes were extended for another year beyond their scheduled
expiration date of June 30, 1962,

Presidential tax recommendations

- The January 1962 budget message of the President for the fiscal
year 1963 repeated his request of April 20, 1961, for a tax credit for
investment in depreciable property, with offsetting revenues to be
derived from tax reforms. (For further details, see the 1961 annual
report, pp. 102-103.) '

As part of his general recommendations to utilize Federal budget.
policy for economic growth and stability, the President included in
the budget message a request for standby discretionary authority,
subject to congressional veto, to reduce personal income tax rates
when there is clear evidence of economic need. It was suggested that -
permissible periods and percentages for such reductions be included
in the legislation. - In addition, the President urged the enactment of
legislation to strengthen the Federal-State unemployment system by
including & permanent system of extended benefits under certain
circumstances for workers whose regular benefits have expired.

The President’s budget message recommended extension for an-
other year of tax rates which were scheduled to be reduced or repealed
on July 1, 1962. These included the corporation income tax and the
excises on alcoholic beverages, cigarettes, passenger automobiles,
automobile parts and accessories, and general telephone service. At
the same time, the President recommended revision of the 10 percent
excise tax on transportation of persons as part of his proposals
for a system of user charges for the airways and waterways. Under
these proposals, the 10 percent tax on transportation of persons,
other than by air, would have been repealed effective after June 30,
1962, and the tax on transportation of persons by air extended at the
10 percent rate through December 31, 1962. As of January 1, 1963,
the tax on air transportation would have been replaced by a 5 percent
user charge on transportation of persons and freight by air; the existing
net tax of 2 cents per gallon on aviation gasoline would have been
extended to jet fuel, with the rate increased to 3 cents a gallon on
fuel used in general (private plane) aviation; and a tax of 2 cents per
gallon imposed on fuel used in boats on the inland waterways.

These user charge recommendations also were included in the
President’s message on transportation of April 5, 1962. That message
additionally recommended an increase from 5 years to 7 years in the
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»perlod during which regulated public utilities, including those engaged
in transportation, can carry over operating losses

The President’s message on conservation, transmitted to the Con-
gress on March 1, 1962, recommended the creation of a land con-
servation fund to be used to purchase additional recreational lands.
The fund would have been financed by fees from users of Federal
parks and recreational areas, receipts from the sale of surplus Fed-
eral lands (other than military lands), the 2 cents per gallon of the
4 cents per gallon tax on gasoline which purchasers of gasoline may
now have refunded if the gasoline is used in boats, and an annual
graduated user charge on pleasure craft.

Revenue Act of 1962

The Revenue Act of 1962, Public Law 87-834, approved October
16, 1962, improves existing law in virtually every area covered by
the President’s 1961 tax proposals (see 1961 annual report, pp.
23-26). Considerable preliminary work on the bill had been done
by the Committee on Ways and Means of the House of Representa-
tives in 1961 (see 1961 annual report, pp. 104-105).

Investment credit.—The President originally proposed a credit
against income tax liability measured primarily by investment ex-
penditures in new equipment in excess of current depreciation allow-
ances. In the law as enacted, the credit is not dependent upon
depreciation allowances. The tax credit is 7 percent (3 percent in
the case of certain public utilities) of investment made after Decem-
ber 31, 1961, in depreciable machinery and equipment used in the
United States. The amount of the credit may be offset in full
against tax liability not in excess of $25,000, and against one-fourth
of the tax liability above this level. A three-year carryback and a
five-year carryforward are provided for unused credits. In comput-
ing the credit there is taken into account the full cost of property
(except that the cost of used property must be reduced by the adjusted
basis of similar property disposed of) with an estimated useful life
of eight years or more, two-thirds of the cost of property with an
estimated life of six to eight years, and one-third of the cost of prop-
erty with an estimated life of four to six years. All investment in
eligible new property and up to $50,000 per year of investment in
used property may qualify for the credit. Contrary to the Presi-
dent’s recommendation, the law requires a reduction of the depreciable
basis of assets by the amount of the investment credit.

Gain from disposition of certain depreciable property.—Gain from the
dlsposmon of depreciable property generally has been taxed at capital
gains rates, even though such gain may represent, in whole or in part,
a recovery of depreciation previously charged against ordinary income.
Under the Revenue Act of 1962, the gain on the disposition of de-
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preciable personal property will be taxed as ordinary income to the
extent of gain representing depreciation taken after December 31,
1961. In view of the recapture provided for gains reflecting “exces-
sive’’ depreciation, the law contains a liberalizing change which permits
taxpayers to reduce the amount taken into account as salvage value
of depreciable personal property with a useful life of three years or
more by 10 percent of the cost of the asset. The deduction for
charitable contributions of depreciable personal property also is
revised to reflect the new treatment of gains from dispositions of
- depreciable personal property. The deduction is reduced by the
amount of any depreciation taken after December 31, 1961, which
‘would have been taxed as ordinary income if the property had been
sold at its fair market value at the time of such contribution.  This
provision prevents a second deduction of an amount already deducted
as depreciation.

The President’s original recommendation that ordinary income tax
treatment be applied to gains on the disposition of real property in
the same manner as personal property was not included in the law.

Interest and dividends.—In lieu of the President’s recommendation .
for withholding of tax at source on interest, dividends, and coopera-
tives’ patronage dividends, the new law provides that information
returns be filed with the Internal Revenue Service on payments
made on or after January 1, 1963, of dividends, interest, or patronage
dividends of $10 or more per annum to any person. Similar informa-
tion statements must be furnished to the recipients of such payments.
Under prior law and regulations, dividend payments of $10 or more,
interest payments of $600 or more, and patronage dividend payments
of $100 or more had to be reported to the Service, and there was no
reporting to the recipient.

The President’s recommendation for repeal of the dividend credit
and exclusion was not included in the law. -

Travel, entertainment, and gifts.—The President orlglnally recom-
mended that the cost of certain business entertainment and the
maintenance of entertainment facilities, such as yachts and hunting
lodges, be disallowed in full as a tax deduction. In addition, he
requested that restrictions be imposed on the deductibility of business
gifts, business trips combined with vacations, and excessive personal
living expenses incurred on business travel away from home.

The Revenue Act of 1962 imposes substantial limitations on deduc-
tions for entertainment expenses. The so-called Cohan rule (Cokan v.
Commissioner, 39 F. 2d 540), under which taxpayers could estimate .
the amount of these expenses for tax deduction purposes, is eliminated.
Strict substantiation is now required, not only of the amount of such
expenses but of their business nature. No deduction is to be per-
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mitted for the cost of most business gifts in excess of $25 to any one
individual per year. In the case of combined business and vacation
travel, if the total time away from home exceeds one week and if the
pleasure portion of the trip constitutes 25 percent or more of the time
away from home, no deduction is allowed for the portion of the expense
which is not allocable to the business dctivity. Entertainment ex-
penses are disallowed unless they are directly related to—or, in the
case of entertainment immediately preceding or following a sub-
stantial and bona fide business discussion, associated with—the active
conduct of the taxpayer’s business. Costs of maintaining enter-
tainment facilities, such as yachts, hunting lodges, and country club
dues, are to be allowed as a deduction only if the particular facility .
is used more than 50 percent in furtherance of the taxpayer’s trade
or business; and then only with respect to the portion of the cost of
such use which is directly related to the active conduct of the tax-
payer’s trade or business. Exceptions to the new limitations are
made for such items as business meals and recreational expenses for
employees. ,

Mutual savings banks and savings and loan associations.—Mutual
savings banks and savings and loan associations were virtually free
of income tax under prior law because deductions could be taken for
additions to bad debt reserves as long as total reserves, surplus, and
undivided profits did not exceed 12 percent-of deposits. The Treasury
Department recommended that these institutions be taxed in a man-
ner more closely comparable to commercial banks. Under the
Revenue Act of 1962, the savings institutions may take deductions
for additions to reserves for losses on nonqualifying loans (generally
loans on other than real property) only to the extent that the deduc-
tions are based on loss experience. A special deduction is provided
for the reserve for losses on qualifying loans on real property This
deduction is the larger of: (1) 60 percent of retained income (before
deductions for bad debt reserves) less the amount of additions to the
reserve for nonqualifying loans, but not in excess of the amount nec-
essary to bring the reserve up to 6 percent of real estate loans; (2) the
amount necessary to bring the reserve up to 3 percent of real estate
loans; or (3) the reserve addition which would be permitted under the
loss experience method. More generous 'provision is made for new
companies. It is also provided that the deduction for additions to
the loss reserve on real estate loans (unless determined under the
experience method) may not exceed an amount which brings the total

- of reserves, surplus, and undivided profits to 12 percent of deposits
or withdrawable accounts. Certain excise tax exemptions previously
available to savings and loan associations also were repealed by the
new law. .
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Cooperatives.—Under prior law a cooperative could exclude from
its taxable income patronage dividends allocated to patrons in
noncash form, even though the patrons had to pay no current tax on
such-allocations because they had no market value. The act, following
the President’s recommendation, provides for current taxation of
cooperative income, either at the cooperative level or the patron
level. In order for patronage dividends to be deductible by a coopera-
tive, at least 20 percent of the face value must be paid in cash. Fur-
thermore, where the patronage dividend is not all paid in cash, the
patron is subject to current taxation on the face value of the noncash
portion of the dividend (and this portion is deductible by the coopera-
tive) only if it is redeemable in cash within 90 days at the option of the
patron or the patron has consented by specified means to be currently
taxable thereon. ,

Mutual fire and casualty insurance companies—Stock fire and
casualty companies are taxed on their total income, that is, income
derived from investments and income from underwriting. Mutual
fire and casualty insurance companies, on the other hand, have been
taxed at corporate rates only upon their investment income, or one
percent of their gross receipts, whichever is greater. Underwriting
income and losses have not been recognized as part of taxable income.
The President recommended the taxation of mutual fire and .casualty
companies on the same basis as their stock counterparts.

The new law taxes mutual fire and casualty companies on their
underwriting income as well as their investment income, except that it
defers tax upon a portion of each year’s underwriting income, repre-
senting a reserve against underwriting losses, for a period of five years
and for an indefinite period in the case of one-eighth of each year’s
underwriting income. Special provisions apply to small companies,

companies with- concentrated risks, reciprocals or -interinsurers,
- and factory mutuals. S '

Foreign income.—The Revenue Act of 1962 contains a number of
provisions revising the tax treatment of foreign income. As a general
rule, the foreign income of foreign corporations owned by Americans
is not subject to U.S. tax until such income is distributed to the U.S.
owners. The Revenue Act-of 1962 eliminates this deferral of U.S.
tax for profits of those foreign corporations which have “tax haven”
income in excess of 30 percent of total income. The U.S. shareholders
of these “tax haven” corporations are subject to current tax in the
United States. Tax haven corporations are, in general, those incor-
porated in countries which impose little or no income tax on opera-
tions outside such countries. Tax haven income includes such items
as certain types of interest, dividends, royalties, and profits from
some sales and service activities. Dividend and interest income to

661496—63——6 ‘
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the foreign corporation from less-developed countries which would
otherwise be tax haven income will not be taxed if reinvested in less-
developed countries. Existing law with respect to the operation of
nontax haven foreign corporations, such as manufacturing companies,
is not affected by the act. Furthermore, there are two important
overall exceptions to the application of current taxation. If U.S.
shareholders of a foreign corporation (or a group of foreign corpora-
tions) receive -a certain ‘“minimum distribution” of aftertax foreign
earnings of the corporation, or group of corporations, they will be
exempt from the current tax on the tax haven income of such cor-
poration or corporations. Secondly, if, among other things, 75 per-
cent of the foreign company’s income came from U.S. exports and
sufficient export promotion expenses overseas, its U.S. shareholders
will not be taxed on the profits from such export trade income which
might otherwise be tax haven income to the extent that such profits
are reinvested in assets used in its export trade business.

Another amendment revises the method of computing the U.S,
tax on dividends received by U.S. corporations from foreign subsid-
iaries operating in developed countries, but not as to those operating
in less-developed countries. Under prior law, the foreign income tax
paid by the foreign subsidiary was deducted from the earnings and
proﬁts subject to U.S. tax as a dividend. In addition, the U.S.
company was allowed a tax credit (a deduction from its tax liability)
for a proportionate part of the foreign income tax paid by the sub-
sidiary. Thus, both a deduction and a credit were allowed for the
foreign income tax, so that “double counting” existed. Under the
act, the parent corporation receiving dividends from developed area
subsidiaries is required, as a condition for obtaining the tax credit, to
include in taxable income the amount of the foreign tax, which ensures
that the earnings represented by the dividend will bear a tax equal
to the present U.S. corporate tax rate of 52 percent.

Earnings of foreign subsidiaries which are realized through a
liquidation or sale of the foreign corporation have been taxed as
capital gains in the past. Under the act, gains received by certain
U.S. shareholders on the liquidation or sale of a controlled foreign
corporation will be subject to U.S. tax at ordinary rates (less a credit
for foreign taxes), rather than at capital gain rates, to the extent of
the undistributed profits of the foreign corporation accumulated after
December 31; 1962. Earnings received from less-developed country
corporations held for 10 years or more are excluded from the new
rule for such years as the subsidiary qualified as a less-developed
country corporation and will continue to be taxed as capital gains.’

Under prior law, U.S. citizens who were “bona fide residents”
of a foreign country were exempt from U.S. tax on their earned income.
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~ The 1962 act limits the amount that can be so excluded to $20,000
per year for the first three years of such residence and $35,000 per
year thereafter. The act does not change the provision of existing
law that U.S. citizens physically present in a foreign country for 17.
out of 18 consecutive months, but not establishing residence abroad,
may exclude $20,000 of earned income per year during the perlod of
such presence abroad.

The act corrects the tax advantage to U.S. taxpayers arising from
ownership of stock of foreign investment companies which accumu-
lated their .income so that these shareholders could, in effect, turn
investment income into capital gains when their stock was redeemed
or sold. Gain on the sale of stock of foreign investment companies
now will be taxed as ordinary income to the extent of the undistributed
earnings and profits of the company for taxable years beginning after
December 31, 1962. An exception is made if the company elects,
beginning in 1963, to distribute 90 percent of its ordinary income and
the U.S. shareholders, in addition, report their share of the undistrib-
uted capital gains of the company. Stock ownership in foreign
investment companies will, thus, have substantially the same tax
position as that in domestic investment companies.

Other provisions of the Revenue Act of 1962 relating to foreign
income include: The elimination of the exemption of foreign real.
estate from the Federal estate tax as of July 1964; the taxation at
ordinary income rates of sales after calendar 1962 of U.S. patents and
like property by U.S. parent corporations to their foreign subsidiaries;
the correction of an aspect of the foreign tax credit mechanism relating -
to interest income which provided an incentive to the transfer of U.S,
funds for deposit abroad on a short-term basis; the substantial
expansion of the information required to be furnished to the Internal
Revenue Service regarding foreign subsidiaries; the full U.S. taxation
of U.S. beneficiaries receiving distributions from foreign trusts created
by U.S. grantors; and taxation at fair market value rather than, as
previously, at cost of distributions of property from foreign. corpora-
tions, ,

The act prov1des that its provisions will control in the event of
conflicts with any existing tax treaties. The Treasury Department
does not believe that there are any conflicts with such treaties (with
one minor exception in the Greek Estate Tax Treaty). Therefore,
the provision merely forestalls needless litigation without violating
our treaty obligations.

Miscellaneous items—The act contains a number of amendments
not related to the President’s tax recommendations.

The legislation permits a deduction as an ordinary and necessary
business expense of expenses of appearing before or submitting state-
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ments to individual legislators, committees, or legislative bodies in’
connection with legislative matters. It also permits the deductibility
under similar circumstances of dues paid to an organization allocable
to such activities by the organization and to the communication of
information between the organization and its members with respect
to legislation of direct interest to the members and the organization.
The legislation does not permit the deductibility of the most significant
portion of lobbying expenses, that is, expenses incurred in connection
with appeals to the public or segments thereof to support or defeat
legislation, commonly referred to as ‘“‘grassroots’” lobbying. '

Other amendments of moré than limited interest provide that:
Expenditures incurred by farmers in the clearing of land may be
deducted to the extent of $5,000 or 25 percent of the taxable income
from farming for the year, whichever is the lesser; when an individual
is entitled in effect to spread his income for tax purposes back over
the years to which it is attributable, he may elect to apply the 20- or
30-percent limitation on charitable contributions before the income
is spread; there shall be excluded from gross income, for taxable
years ending after July 2, 1948, certain awards made pursuant to.
evacuation claims of Japanese-Americans; and a tenant-stockholder
of a cooperative housing corporation may take a deduction for depre-
ciation of his stock if he uses his share of the building for business or
the production of income.

Revenue effect.—The following table indicates the revenue effect of
the Revenue Act of 1962.

Estimated revenue effect of the Revenue Act of 1962

{In millions of dollars]

Full year Fiscal year 1963
/
Gro/sé 1 Net 2 Gross 1 Net 2
Investment tax credit ... ... -1 =1,020 —580 —985 —530
Capital gains on depreciable property. -+100 - -
Reporting on dividends and interest_ ... __ . .oooooeooooo__. 44240
Expense accounts. . © <4100
.Mutual savings banks and savings and loan associations...._.. ~+200
Mutual fire and casualty companies. ..o ..o ocooooomooooaooo. +40
Cooperatives. . ——— +35
Foreign items:
Controlled foreign corpornfmnq +85
Gross-up of Aividends. . cee e ceccmeaa—- 425
All other foreign items..._ ceelaan -4-30
Miscellaneous provisions, . -5
Total._... : —170

1 Without taking into account the effect of the provisions on the economy.

¢ After taking into account the estimated effect of the provisions on the economy.

3 At levels of income and investment estimated for 1962, In estimating the net revenue cost of the invest-
ment credit, its favorable effects on the level of investment were computed from statistical relationships in
the past years between investment and gradual changes in the cost of capital goods (profitability) and cash
flow, This procedure thus does not take into account the especially favorable impact on businessmen’s
decisions to invest of the sudden major improvements in these factors resulting from the enactment of the
credit. Taking this into account should produce more favorable effects than those shown in the table,

4 Estimated gain from increased compliance because of reporting requirements.
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Depreciation developments

On July 11, 1962, the Treasury Department issued its revised
Depreciation Guidelines and Rules as Revenue Procedure 62-21 (for
background see 1961 annual report, pp. 109-111). The new guide-
lines apply to about 75 broad classes of assets and thus depart from
the item by item approach of Bulletin F issued in 1942. New guide-
line lives, on the average, are 30 to 40 percent shorter than those
previously suggested, and will permit more rapid depreciation than
presently taken on 70 to 80 percent of machinery and equipment.
They will not disturb the depreciation on the remaining business assets
on which depreciation is now as fast as, or faster than, that provided
in the new guidelines. Any taxpayer may use the new guideline
lives, or a life longer than the guidelines, as a matter of right for a .
period of 3 years. In addition, any taxpayer may continue to use
even shorter lives if he has already done so in prior years or
may adopt shorter lives if supported by-the facts and circumstances.
Use of the guidelines (or shorter lives) will continue to be accepted
thereafter unless there are clear indications that the taxpayer’s
replacement practices do not conform with the depreciation claimed
or are not even showing a trend in that direction. Tax reductions |
possible from the new depreciation guidelines Were estunated to be
$1.5.billion.in the first year of operation. _ :

A central aim of the new procedure is to provide an’ objective test,
‘although not an exclusive one, of the appropriateness of the deprecia-
tion taken, whether faster, longer, or the same as in the guidelines.
This test is provided by the reserve ratio table contained in Revenue
Procedure 62-21 which illustrates for various depreciable lives classi-
fied by depreciation methods whether retirement and replacement
practices are consistent with the class life being used.. Class lives may
be lengthened or shortened if the actual reserve ratio falls beyond the
standards set forth in the reserve ratio table. The reserve ratio test
is not exclusive, and, where not met, the taxpayer always will
be allowed, as previously, to demonstrate the reasonableness of
his depreciation derived on the basis of all pertment facts and
circumstances.

Pensions, social security, and unemployment compensation o

The Self-Employed Individuals Tax Retirement Act of 1962 (Public
Law 87-792, approved October 10, 1962) permits self-employed
individuals to participate in qualified pension and profit-sharing plans.
Previously, only employees were permitted to be covered by such
plans. Under the legislation, a self-employed person can contribute
annually to a pension or profit-sharing plan on his own behalf 10 per-
cent of his personal service income or $2,500, whichever is less. In
determining his income tax liability he can deduct one-half of these
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contributions, so that his maximum annual deduction is $1,250.
Under certain conditions, he can contribute (but not deduct) addi-
tional amounts within limits. The funds set aside in the plans as
well as the earnings accumulated on such funds remain free of tax
until withdrawn.

Contributions to the plans can be invested in a wide range of assets
held in a trust or a custodial account or invested directly in annuity
contracts or a special issue of Government bonds. A plan must pro-
vide that self-employed individuals shall not receive benefits before
the age of 59% unless they are disabled before that age. Benefits for
the self-employed also must begin before the age of 70%. The retire-
ment. benefits received from the plans by self-employed individuals
will be taxable as ordinary income. Averaging treatment will be
accorded lump-sum distributions.

A self-employed person establishing a plan for himself under the
legislation is required to provide comparable coverage in the plan for
all his full-time employees with more than three years of service and
give them vested rights. A plan is not permitted to discriminate in
favor of the self-employed person, highly paid employees, officers,
Or SUpPervisors.

The legislation is effective for taxable years beginning after Decem-
ber 31, 1962. The revenue loss is estimated at $115 rmlhon for a full
year of operation.

No changes were made in 1962 in the law governing social security
taxes. But substantial amendments were made to .the public assist-
ance and child welfare programs under the Social Security Act by the
Public Welfare Amendments of 1962, Public Law 87-543, approved
July 25, 1962. The new law incorporates recommendations the
Pre51dent made to the Congress in his message of February 1, 1962,
on this subject.

In a message to Congress on February 9, 1961, President Kennedy
recommended extension of the social security system to include a
health insurance program for all persons aged 65 or over who are
eligible for social security or railroad retirement benefits (see 1961
annual report, p. 107). This recommendation was repeated in the
President’s budget message of January 1962.  The President’s rec-
ommendation was incorporated in H.R. 4222, but the bill was not
reported out of the committee. A bill similar to H.R. 4222, but
extended to provide benefits for those not eligible for social security,
was introduced in the Senate as an amendment to H.R. 10606 which
became Public Law 87-543. The Senate tabled the amendment.
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Tax rate extension and user charges

The President’s request for extension of certain tax rates was incor-
porated in Public Law 87-508, approved June 28,71962. In-addition
to a one-year extension of the corporate income tax and the excise
taxes on alcoholic beverages, cigarettes, passenger .automobiles and
parts and general telephone service, the act repealed the 10 percent,
excise tax on transportation of persons, except by air, as of Novem-
ber 16, 1962. The tax on transportation by air was reduced to 5 per-
cent as of the same date with provision made for repeal of the tax as of
July 1, 1963. The domestic portion of international air trips was
exempted from tax at the time of the tax reduction. The 10 percent
tax on private line communication services was repealed as of January
1, 1963, for services used in a trade or business. Therevenue effect of
this law is shown in detail in the following table. ‘

Estimated revenue effect of the Tax Rale Extension Act of 1962

[In millions of dollars]

Effect on net budget receipts,
fiscal year 1963 Increase,
or
decrease
Source Increase, - :
or Decrease revenue,
d(ecr)egse inrefunds| Total | full year
—)in
receipts
Corporation iNCOMe taX. . «—-——eeomoeeemeeeeneeeneeo S 1,300 |oeeoooo. 1,300 2,800 |
Excise taxes:

Alcohol: - i
Distilled spirits. .o oo e 177 138 315 180
Beer. oo 77 9 86 . 78
‘Wines 9 5 14 9

Total alcohol taxes 263 152 415 267

Tobacco: ’
Cigarettes. (STAI) oo o oo e cecaccceeaan . 235 24 259 240

-Manufacturers excise taxes:

Passenger automobiles. .o oo caeoiaoccccnicneea 360 50 410 430
Parts and accessories for automobiles. ..o c.oococonanaa 60 60 73
Total manufacturers excise tAXeS_ . .- ..ooonooooeens 420 50 470 - 503

Miscellaneous excise taxes:

Communijcations: .
Genersal telephone service 395 395 525
Repeal tax on private or leased wires._. . [ 1 (R, -6 - ~18
Total COMMUNICALIONS EAXES oo cmomeemoomeomes Er ) 389 507
Transportation of persons:
Air: . ’
Rate change._ LV . 40 lecccmaonan
Repeal tax on domestic portion of international
travel e =2 e -2 —4
Other. e aee- =3 [eccmaeee ~3 —46
Total transportation of PErsons. .. -.aeseuivmameeze 35 |ecennmnnnn 35 ~50
Total miscellaneous excise taxes. .. - 424 424 457
Total excise taxes. ... oo 1,342 226 1, 568 1,467
Grand total. : e 2,642 226 2,868 4,267
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Consideration of the President’s airways and waterways user charge
proposals was deferred. The Congress also did not act on the land
conservation fund recommendation.

Miscellaneous legislation

Income tazes.—Public Law 87-403, approved February 2, 1962,
revised the tax treatment of General Motors stock received by
individuals as a result of the court order in the du Pont antitrust case
(United States v. E. I. du Pont de Nemours and Co., et al, 365 U.S. 806
(1961)). The receipt of stock by individual shareholders (or any
shareholder not entitled to the corporate dividend received deduction)
is treated as a return of capital, with capital gains tax to be paid on
any excess of the value of the distribution over the stockholders’
basis for their du Pont stock. If the bill had not been enacted, indi-
vidual shareholders would have been required to pay ordinary income
tax on the full fair market value of the General Motors stock received.

Public Law 87-426, approved March 31, 1962, permits taxpayers
to deduct casualty losses on returns filed for the taxable year immedi-
ately preceding the taxable year in which the disaster occurred if the
disaster occurred before the time prescribed for the filing of the
income tax return for the prior year. To qualify for this treatment,
the casualty loss must be attributable to a disaster in an area desig-
nated by the President as a disaster area under section 1855 of Title
42 of the United States Code. Since the law is effective for any
disaster occurring after December 31, 1961, it was available to
taxpayers suffering storm losses in the Atlantic Coast storm of March
1962. ‘

For. purposes of the estimated income tax, fishermen are to be
accorded the same treatment as farmers, according to the provisions
of Public Law 87-682, approved September 25, 1962. The principal
advantage provided is the privilege of filing the declaration of es-
timated tax and paying the estimated tax by January 15 after the
end of the year in question (i the case of calendar-year taxpayers).
. The President’s recommendation in his transportation message
to Congress for a 7-year net. operating loss carryover for public
utilities was adopted in large part in Public Law 87-710, approved
September 28, 1962. While corporations generally may carry net
operating losses back three years and any remaining unused loss
- forward five years, this legislation permits regulated transportation
corporations (other than pipelines) to carry forward 4 net operating
loss for 7 years if the loss occurs in a taxable year ending after De-
cember 31, 1955. - ,

Public Law 87-768, approved October 9, 1962, liberalized the
requirements . that consumer finance companies must meet to be
exempt from personal holding company tax. Previously, the In-
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ternal Revenue Code specified that the exempt consumer finance:
companies must derive 80 percent of their gross income from loans
made under limits specified in the Code. Under the new law, con-
sumer finance companies need only meet State restrictions on the
amount of interest charged, or the period of loans granted. Income
from subsidiaries exempt from personal holding company tax may
be included in the 80 percent of gross income which qualifies the
finance company for exemption from personal holding company tax.

An amendment to a tariff law, Public Law 87-790, approved
October 10, 1962, extended the existing deduction permitted life
insurance companies of 2 percent of their premiums from group
accident and health insurance contracts to premiums from individual
accident and health contracts: Congress has requested the Treasury
Department to conduct a study of problems raised by this amend-
ment, including the appropriateness of such a deduction, its de-
sirability as between group and individual contracts, and the de-
sirability of giving a similar allowance to casualty insurance companies.

The Trade Expansion Act of 1962, Public Law 87-794, approved
.October 11, 1962, includes several forms of adjustment assistance
for firms certified as being eligible because of serious injury by in-
créased imports resulting from trade agreement concessions. One
relief provision extends the net operating loss carryback from three
to five years for any firm certified for tax assistance by the Secretary
of Commerce. The 5-year carryback applies only to losses incurred
in taxable years ending on or after December 31, 1962.

Public Law 87-858, approved October 23, 1962, adds to the list
of organizations for which the additional 10 percent charitable de-
duction may be taken those organized and operated exclusively
to receive, invest, and disburse funds for the benefit of a college
which is an instrumentality of a State or a political subdivision thereof.

The law also contains six amendments to Part I of Subchapter L of
the Internal Revenue Code, relating to income taxation of life in-
surance companies. The amendments are concerned with: Taxation
of variable annuities for years beginning after December 31, 1962;
exemption from tax for capital gains realized under segregated asset
accounts for qualified pension contracts; computation of tax where net
long-term gain exceeds net short-term capital loss; the order of priority
to be used in determining the limit applicable to certain deductions
(e:g., policyholder dividends); the definition of a new corporation for
purposes of the 8-year loss carryover; and the reduction of tax ac-
counts in the case of certain distributions between January 1, 1962,
and December 31, 1963, of stock of given types of controlled insurance
corporations.
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Public Law 87-863, approved October 23, 1962, increases the
general limit on the personal income tax deduction for medical ex- .
penses from $2,500 to $5,000 multiplied by the number of exemptions,
other than those for age and blindness. The overall maximum deduc-
tion for an individual filing a separate return is raised from $5,000 to
$10,000; for a joint, head of household, or surviving spouse return,
the increase is from $10,000 to $20,000. The allowable medical de-
duction by an individual or his spouse, one of whom is 65 years of age
or older and disabled and not filing separate returns, is increased from
$15,000 to $20,000; for a joint return when both are over 65 and dis-
abled, the maximum is increased from $30,000 to $40,000.

Public Law 87-863 also amends prior law to permit exemption from

income tax of pension plans which provide medical benefits to retired
employees. However, a plan will qualify for exemption only if the
medical benefits are subordinate to the retirement benefits. '
- This act further grants taxpayers a new option to expense intangible
drilling and development costs if they previously had exercised an
option to capitalize these costs under the Internal Revenue Code of
1939. The new option applies to taxable years beginning after
October 22, 1962. A revision also was made in the method of com-
puting the reduction of tax where a taxpayer restores a substantial
amount (over $3,000) included in his income in a prior year because it,
was incorrectly believed to be held by him under a claim of right.

Public Law 87-870, approved October 23, 1962, provides that a
terminal railroad corporation is not required to take into ‘income
amounts charged for terminal services performed for any railroad
corporation which are offset by credits for related charges by the rail-
road corporation. Similarly, a railroad shareholder of the terminal
railroad corporation is not to be considered as having received a
dividend or incurred expenses with respect to these amounts so offset.
For taxable years ending after its enactment, Public Law 87-870 is not
to apply to the extent that it would create (or increase) a net operating
loss of the terminal railroad corporation. Special rules are provided
for application to closed years and years prior to enactment of the law.

The credit against tax permitted individuals for retirement income,
other than social security or similar payments excluded from income,
was increased by Public Law 87-876, approved October 24, 1962, in
order to relate the value of the credit more closely to recent increases

_in social security benefits and the outside earnings permitted social
security beneficiaries, The maximum amount of retirement income
which may be taken into account in computing the credit is raised
from $1,200 to $1,524. In addition, instead of earned income in
excess of $1,200 reducing the retirement income eligible for the credit
on a dollar-for-dollar basis, the dollar-for-dollar reduction will occur
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only for earnings above $1,700; for earnings between $1,200 and
$1,700, the retirement income will be reduced by 50 cents for every
dollar of earnings. Moreover, for those retiring under public retire-
ment programs, this new reduction for earned income will apply to
those age 62 or over, rather than 65 or over, as under prior law;
for those under 62 years of age who are under a public retirement
program, the deduction from retirement income of earned income in
excess of $900 continues to apply, the same as under prior law.

This act also includes a . provision denying mutual savings banks
and savings and loan associations, unless otherwise permitted by
regulations, the right to deduct in any one year amounts paid or
credited to depositors or account holders if such amounts are paid
or credited for periods representing more than 12 months,

Excise taxes.—The Tariff Classification Act of 1962, Public Law
87-456, approved May 24, 1962, includes a provision for the transfer
of the taxes on imported sugar, petroleum products, coal, copper,
lumber, certain animal and vegetable oils and oil-bearing seeds from
the Internal Revenue Code to the new tariff schedules. Although
these taxes had been incorporated in the Internal Revenue Code,
provision always had been made for their assessment and collection
as a duty under the Tariff Act. The act also provides for transfer
. of the taxes on the first domestic processing of coconut and palm
oil to the tariff schedules and changes the method of computing the
tax on sugar manufactured in the United States. The changes will
be effective the tenth day following a proclamation of the President
relating to the new tariff schedules. At the end of calendar 1962
such a proclamation had not been issued.

Public Law 87-535, the Sugar Act Amendments of 1962, approved
July 13, 1962, extended the excise taxes on domestically manufactured
or imported sugar from December 31, 1962, through June 30, 1967.

Expenditures by manufacturers for “local advertising’” in coopera--
tion with their distributors, which may be excluded from the selling
price on which the manufacturers excise tax is based, were expanded
by a section of Public Law 87-770, approved October 9, 1962, to
include advertising in magazines or outdoor advertising signs or post-
ers. Previously, the deduction was limited to newspaper, radio, and
television advertising.

Public Law 87-858, approved October 23, 1962, includes a section
amending the special rule for determining the constructive (taxable)
price for manufacturers’ sales at retail, or to retailers. The new law
permits individual manufacturers, except those producing automobiles,
trucks and buses, business machines, and matches, to use the highest
price at which they sell to wholesale distributors as a constructive
sales price. In the case of the named products, manufacturers may



76 1962 REPORT OF THE SECRETARY OF THE TREASURY

use the constructive price mentioned only if they show that the nor-
mal method of sale by marnufacturers of the specific type of item is
not at retail, or to retailers, or a combination thereof. If such proof
is not given, the taxable price for sales to retailers is the actual selling
price, and for sales at retail, the lower of the actual price or the high-
est price for which such articles are sold to wholesalers by manufac-
turers. Prior to Public Law 87-858, the requirement with respect to
automobiles, trucks and buses, business machines, and matches was
the rule for all manufacturers excise taxes.

Public Law 87-859, approved October 23, 1962, includes a .section
which extends from June 30, 1963, to June 30, 1966, the present, sus-
pension of the 3 cents per pound tax on the first domestic processing
of coconut oil, palm oil, and palm kernel oil. The suspension does not
go to the additional tax of 2 cents a pound on coconut oil which is
not derived from materials from the Philippine Islands or the Trust
Territory of the Pacific (see also Public Law 87-456, above).

Administration, interpretation, and clarification of tax laws’

During the fiscal year, the Treasury Department published 39
Treasury decisions, 3 complete regulations (not issued as Treasury
decisions), 5 executive orders, and 24 notices of proposed rulemaking
relating to tax matters.

The addition of section 456 to the Internal Revenue Code by Public -
Law 87-109, required the issuance of temporary regulations (T.D.
6596) to inform taxpayers how to make the election permitted by
the section, the scope of the election, and how the special transi-
tional rule contained in the section will operate. Section 456 permiits
certain membership organizations to elect to defer the reporting of
prepaid dues income which relates to a liability to render services or -
make available membership privileges over a period beyond the close
of the taxable year of receipt and not exceeding 36 months.

Other Treasury decisions published concerned the election for deter-
mining, for years prior to 1961, gross income from the mining of certain
clays and shale used in the manufacture of certain products; the
election to treat as allowable mining processes the crushing, grinding,
and separation of clay or quartzite from waste for certain prior tax-
able years when used in the manufacture of refractory products; the
election to include prepaid subscription income in gross income for
the taxable years during which a liability exists to furnish or deliver
a newspaper, magazine, or other periodical; the deduction of Mary-
land ground rent paid on or after January 1, 1962; acquisitions made
to evade or avoid income tax and allocation of income and deductions
among taxpayers; and real estate investment trusts.
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Notices of proposed rulemaking published during the year con-
cerned the use of taxpayer account numbers; excise tax on motor
vehicles; copyright royalties for purposes of personal holding company
tax and small business investment companles, credits and refunds
for certain excise taxes on sales and services; excise tax on toilet
preparations; and valuation of shares of open-end investment com-
panies.

Federal-State tax relations

Significant developments occurred in the area of Federal-State
administrative cooperation. In February 1962, the Secretary of the
Treasury submitted to the Congress draft legislation which would
permit the Internal Revenue Service (1) to make special statistical
studies from tax data upon written request from States (and other
-governmental and private organizations) on a reimbursable basis,
and (2) to provide training facilities for representatives of State,
local, and foreign governments at a reasonable fee. Money received
in payment for work or other services would be retained in a special
account and used to reimburse the appropriation for these activities.
Public Law 87870, approved October 23, 1962, gave effect to the
Secretary’s recommendation.

Exchange of tax information between the Internal Revenue Service
and the States was increased by the negotiation of cooperative agree-
ments with additional States. This program was initiated in 1950
as an income tax audit exchange and revised in 1957 to cover all
types of tax information. Prior to 1961 cooperative agreements were
in effect with seven States. As of July 1, 1962, agreements had been -
negotiated with 13 States, and three addlmonal States came into
the program before the end of 1962.!

During the year, agreements between the Treasury and the States
for withholding of State income taxes on salaries of Federal employees
by Federal departments and agencies were entered into with four
additional States (Wisconsin, Minnesota, New Mexico, and Virginia).
With the exception of six States, all States imposing income taxes
now provide for withholding of tax on wages and salaries, and the
Treasury has agreements with all these.

International tax matters

The major legislative developments during the year in interna-
tional taxation were included in the Revenue Act of 1962 and have
been discussed in earlier paragraphs with the domestic aspects of
that act. . -

V' Cooperative agresments are in effect with: California, Colorado, .Indiana, Iowa, Kansas, Kentucky,

Maryland, Minnesota, Missouri, Montana, North Carolina, Ohio, Oregon, Utah, West Virginia, and
Wisconsin .
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During 1962, Treasury discussions were conducted with several
countries for the purpose of negotiating new tax treaties or amending
existing treaties. Talks with Japan were concluded and a protocol
was signed on August 14, 1962, which modifies and supplements the
existing income tax convention. The protocol is designed to bring
the Japanese convention into closer conformity with other income
tax conventions to which the United States is a party. The changes
relate particularly to the treatment of income from interest, divi-
dends, and royalties.

As a result of discussions concerning the application to the Nether-
lands Antillesof the U.S. tax treaty with the Netherlands, it was agreed
that for this purpose there should be modifications of three articles
relating to the tax treatment of interest, dividends, and royalties.
These modifications would eliminate the abuse of the convention by
persons residing outside the Antilles who create companies incorpo-
rated in the Netherlands Antilles for the purpose of investing in the
United States and deriving income subject to the reduced W1’ohhold1ng
taxes or to tax exemption under the treaty.

Discussions as to modification of the income tax treaty with Sweden,
which began before fiscal 1962, were continued. Iurther negotiations
took place with Germany and the Netherlands with a view to modi-
fying existing treaties, but were not concluded by the close of the
fiscal year. Exploratory talks were held with Portugal for the purpose
of considering an income tax convention to eliminate double taxation.

Treasury representatives comprised the U.S. delegation to the
Fiscal Committee of the Organization for Economic Cooperation and
* Development (OECD) which has been engaged in developing a model
income tax convention to serve as a basis for treaties between the
member countries and ultimately, perhaps, as a basis for a multilateral
accord. The Fiscal Committee established two new working groups
during the year, each headed by the U.S. delegation. One is charged
with the development of a treaty provision to cope with the abuse of
income tax conventions by persons who are nonresidents of a given
country but establish legal entities there to receive income generated
elsewhere to get the benefit of that country’s tax treaties: The other
working group is preparing recommendations on tax measures that
might be taken by [industrialized countries to promote private in-
vestment in developing countries.

For additional materials on taxation see exhibits 17-28.

International Financial Affairs

The U.S. balance of payments and gold and dollar movements’

- The U.S. balance of payments.—The U.S. overall balance-of-
payments position continued to improve in the first half of the calendar
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year 1962, but much remains to be done before equilibrium is reached
in our international accounts. (The overall balance is the sum of
changes in gold and convertible currency holdings of U.S. monetary
authorities plus changes in gross liquid liabilities to foreigners.) After
overall deficits averaging $3.7 billion per year in the calendar years
1958-1960, the deficit was cut to $2.5 billion in 1961 and in the first
half of 1962 was running at an annual rate of $1.4 billion.

Our “basic balance” (the balance on goods and services, Government
assistance, and long-term capital account, which represents all of our
recorded international transactions exclusive of U.S. private short-
term capital outflow and foreign commercial credits to the United
States) averaged $3.3 billion per year in the calendar years 1958-1960,
then was sharply reduced to a little over $400 million in 1961. In the
first half of 1962 it was running at an annual rate of $568 million.

Part of the improvement in our balance-of-payments position has
been due to debt prepayments by foreign countries to the U.S. Govern-
ment. In the first half of 1962, much of the reduction in our overall
deficit was apparently due to the payments difficulties experienced by
Canada in that period. (Preliminary figures indicate that, as our net
receipts from Canada were to a large extent reversed following the
improvement of the Canadian international position, our overall deficit
with all areas rose somewhat to an annual rate for the first nine months
of 1962 of about $1.8 billion.)

Analyzing the recent situation in the broadest of terms, a funda-

mental indication of the strengthening of our international payments
position has been the reduction of our deficits, as variously measured,
in spite of a rise in nonmilitary merchandise imports. In the first
half of 1962, our merchandise imports rose to $15.9 billion at an
annual rate, an increase of $1.4 billion over our imports for the full
year 1961. In spite of this, our basic balance in the first half of 1962
worsened by only $170 million at an annual rate while the overall
deficit was lower by $1 billion on an annual rate basis.
. For a detailed statistical analysis of the balance-of-payments data
for 1960, 1961, and the first half of 1962, see table 111. Data on the
U.S. international investment and gold position, which reflect changes
in our international assets and liabilities resulting from our balance of
payments and investments abroad, are presented in table 110.

In March 1962 the Secretary of the Treasury submitted a public
report to the President reviewing the various measures which had been
taken by the administration, and the tasks which remained to be ac-
complished, in order to cope with the urgent balance-of-payments
problem faced by the United States. (The report is reproduced ‘as
exhibit 35. Other statements on the balance-of-payments situation
by the Secretary, Under Secretary Fowler, and the Under Secretary of
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the Treasury for Monetary Affairs are presented in exhibits 38, 40,
and 41.)

Gold and dollar movements.—The gold and liquid dollar holdings of
foreign countries (excluding gold holdings of the USSR and other
Eastern European countries and China Mainland) amounted to an
estimated $43.6 billion on June 30, 1962. Of this amount, official
gold reserves were $22.6 billion, official and private short-term dollar
assets held with banks in the United States were $19.6 billion, and
estimated official and private holdings of U.S. Government bonds and
notes were $1.3 billion. The total represented an increase of $3.6
billion over the amount held as of June 30, 1961 (see table 108).

Western European countries increased their gold and liquid dollar
assets during fiscal 1962 by $3.2 billion, accounting for most of the
foreign gains. Most European countries shared in the gains, with
France registering the largest increase (over $800 million); but Ger-
many, which had the largest gain in fiscal 1961 in spite of large debt
prepayments, sustained a reduction of almost $300 million in fiscal
1962. Latin American holdings rose by $222 million, reversing a loss
of approximately the same amount in fiscal 1961. Asiatic holdings
rose by only $109 million, substantially below the fiscal 1961 gain, as
Japanese holdings declined by $157 million. Canadian boldings were
reduced by $235 million. The holdings of the rest of the world rose
by $349 million, including a-$279 mﬂhon gain by the Union of South
Africa.

The gold and liquid dollar assets held by mternatlonal institutions
rose by $168 million, amounting to $7.6 billion at the end of fiscal 1962.

The estimated oﬁicial gold holdings of the world (excluding the
USSR, other Eastern European countries, and China Mainland) were
$41.3 billion as of June 30, 1962. Of this amount the United States
held $16.5 billion and international institutions $2.1 billion.

Treasury foreign exchange reporting system.—Data relating to capi-
tal movements between the United States and foreign countries have
been collected by the Treasury Department since 1935. The data are
obtained from monthly reports by banks and brokers and quarterly
reports by nonfinancial concerns to the Treasury Department through
the Federal Reserve Banks. The reports provide information on
liabilities to foreigners, claims on foreigners, and securities transac-
tions with foreigners, and constitute the basis for statistics on the
dollar holdings of foreign countries and international institutions and
other statistics on capital movements which enter into the U.S. bal-
ance of payments.

The program begun during fiscal 1961 to enlarge the coverage and
to improve the reliability of the reports was continued during fiscal
1962. Substantial improvements were made in the coverage of report-
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ing by nonbanking firms. In consultation with other interested Gov-
ernment agencies and with the Federal Reserve System, a broad review
of the foreign exchange reporting system was begun with a view to
appraising the need for developing additional types of data and
the feasibility of obtaining them. Some of these proposals were dis-
cussed with a number of banks and nonbanking concerns. By the end
of the fiscal year preparations were in an advanced stage for the intro-
duction of a new report from nonbanking concerns on their liquid
assets abroad. (This report was put into effect in August 1962.)
These steps were part of the continuing program to ensure the re-
liability of the capital movements statistics.

Foreign exchange stabilization operations ]

The operations which were begun in the fiscal year 1961 were con-
tinued and expanded during fiscal 1962. After many years of controls
exercised by most foreign countries over their international payments,
the major world currencies became- convertible for nonresidents in
1959 and funds were permitted to flow much more freely in inter-
national money markets. Movements of short—term funds in search
of favorable interest rates or in response to doubts about currency
stability made it highly desirable for the United States to protect the
dollar against temporary and disorderly exchange rate movements by
means of official operations in the exchange markets. These opera-
tions are of particular importance at a time when the U.S. balance of
payments is in deficit. Transactions of this nature have, of course,
been conducted for years by many other countries and were -also
carried on by the United States before World War II.

The first of these operations was reported in 1961. It consisted of
intervention in the forward exchange market for Deutschemarks fol-
lowing the revaluation of the mark in March 1961, and was success-
fully completed in the latter half of the calendar year. All forward
- commitments. were liquidated, and with the strengthening of the
dollar it proved advantageous to purchase moderate amounts of
Deutschemarks on a spot basis for use in future operations. A portion
of the marks so acquired was employed during the latter part of the
fiscal year 1962 at times of temporary pressure on the dollar. With
the usefulness of such operations firmly established, the Treasury
broadened its activities during the fiscal year by diversifying into
other major currencies and by testing and activating new techmques
of intervention in the exchange markets.

One major operation undertaken by the Treasury involved the
sale of forward Swiss francs to offset “hot money’” inflows into Switzer-
land, which had temporarily swelled Swiss dollar reserves in the wake
of the Berlin crisis in the fall of 1961, In order to provide cover for

661496—63——7 '
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these forward transactions, a line of credit was arranged with the
Swiss National Bank, and a portion ($46 million) of this line.was
utilized by the issuance of three-month certificates of indebtedness
denominated in Swiss francs to supply the Treasury with additional
Swiss franc balances. In the second half of the fiscal year the flow of
dollars into Switzerland was reversed. Consequently, the borrowings
were repaid, the forward obligations substantially reduced, and some
gold was purchased from Switzerland by the United States. These
operations of the Treasury to even out the flow of U.S. dollars to and
from Switzerland were also of assistance to the Swiss authorities by
introducing new methods to help offset the excessive liquidity in the
.Swiss market that tends to be created by the occasional inflows of
short-term funds into a traditional “safe haven.”

Early in the fiscal year a balance of Netherlands guilders was ac-
quired, for such use as might later prove desirable. In January,
when a substantial premium on the forward guilder encouraged dollar
inflows into the Netherlands and deterred outflows for short-term
investment purposes, it was decided to test operations in the forward
guilder market. The subsequent decline in the premium on the for-
ward guilder and also a weakening in the spot guilder rate allowed
additional purchases of spot guilders to cover the Treasury’s forward
commitments and also left a balance to permit further occasional
intervention in the market. '

Owing to a continuing balance-of-payments surplus in Italy, that
countrys dollar reserves increased substantially during the period
and created a potential gold demand on the United States. To lessen
the accumulation of dollars by Italy, the Treasury took over a sub-
stantial bloc of forward contracts from the Italian exchange authorities
and also began to operate in the spot market in lire, using for this pur-
pose lire borrowed against the issuance of certificates of indebtedness
denominated in lire. These operations have been continued and .
expanded up to the present time.

The foreign currency borrowing operations in Swiss franes and
Italian lire were the first such borrowings undertaken since 1918.
They proved a particularly useful tool, giving the United States
foreign currency balances for operational needs in a manner mutually
advantageous to the United States and the forelgn monetary author-
ities concerned.

Early in 1962 the Federal Reserve b_egan foreign exchange opera-
tions with policy objectives identical to those of the Treasury, and
coordinated through the Federal Reserve Bank of New York which
acts as agent for both. - Federal Reserve operations during the period
took the form of a series of swap arrangements with seven countries
totaling $700 million, which added greatly to the U.S. resources avail-
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able for exchange operations. The usefulness of such swap arrange-
ments to foreign countries as well as to the United States was shown
in the case of Canada where a Federal Reserve swap played an impor-
tant role in the Canadian Government’s stabilization program of June
1962, designed to reinforce Canada’s efforts to defend the Canadian
dollar.

" The usefulness of these operations is not limited to the immediate
effects of the tramsactions themselves. The fact that the United
States, in cooperation with the monetary authorities of other leading
countries, has brought into being facilities to protect the dollar in
international exchange markets against temporary pressures in itself
provides reassurance and deters speculative movements. Thus, the
exchange markets remained relatively calm at the time of the world-
wide stock market declines of May and June 1962, a gratifying devel-
opment that may be explained, at least in part, by the existence of
cooperative facilities to protect currency values. -(See exhibit 44.)
Treasury exchange and stabilization agreements :

During the fiscal year Treasury exchange agreements were signed
with Costa Rica, El Salvador, and the Philippines, and the agreements
with Mexico and Argentina were renewed or replaced. As of June
30, 1962, agreements were in force with five countries, Argentina,
Brazil, Costa Rica, Mexico, and the Philippine Republic, in the total
amount of $226 m11110n A one-year exchange agreement with Chile,
in the amount of $15 million, ended on February 9, 1962. The one-
year exchange agreement With El Salvador, in the amount of $6
million, which would have expired on July 14, 1962, was terminated
at the request of El Salvador on May 4, 1962.

The Treasury Department on September 7, 1961, concluded a
one-year $6 million exchange agreement with Costa Rlca to assist that
country in simplifying its forelgn exchange rate structure and in
achieving an exchange system free of restrictions. This exchange
agreement supplemented a $15 million standby arrangement with the
International Monetary Fund, which was announced on September 6,
1961. (See exhibit 46.)

The existing Treasury exchange agreement with Mexico for $75
million was renewed for two years on December 22, 1961. The agree-
‘ment was extended to support Mexico’s exchange rate, in conjunction
‘with an International Monetary Fund standby arrangement for $90
million and also an Export-Import Bank credit of $90 million which
had been announced on August 2, 1961.

The $50 million exchange agreement between the U.S. Treasury
Department and Argentina signed on June 7, 1962, replaced one for
a similar amount signed on December 28, 1961. This agreement was
supplementary to an International Monetary Fund standby arrange-
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ment of June 6, 1962, in the amount of $100 million, for the purpose
of assisting the Argentine Government in continuing its stabilization
efforts. During the fiscal year Argentina repaid $12 million against
advances totaling $25 million made under an exchange agreement in
- forcein 1959. No drawings were made by Argentina in the fiscal year
1962.. (See exhibit 48.) . ‘

On June 19, 1962, a $25 million Treasury exchange agreement with
the Phlhppme Republic was signed. The Treasury agreement added
to the financial support provided by the $40,400,000 standby arrange-
ment between the International Monetary Fund and the Philippines,
which went into effect on April 11, 1962. (See exhibit 49.)

During the fiscal year the Government of Brazil made several
drawings under the $70 million exchange agreement concluded in
May 1961 between the Brazilian Government and the Treasury
Exchange Stabilization Fund. (See annual report for 1961, p. 122,
exhibit 23 and this report exhibit 47.) A drawing of $35 million was
made on September 26. A special 45-day drawing of $30 million
made on October 31 was repaid on December 14, 1961. Another
$9.5 million was drawn on April 27, 1962.

The International Monetary Fund

Drawings from the Fund were made by 21 countries during fiscal
1962 in various currencies equivalent to over $2.5 billion. The
United Kingdom and Canada, respectively, drew $1.5 billion and
$300 million. The remaining $700 million was acquired by less-
developed countries.

The drawing by the United Kingdom, in August 1961, was accom-
panied by a standby arrangement with the Fund under which the
United Kingdom could draw an additional $500 million during the
following twelve months. These facilities, consmtutmg the largest
ever provided by the Fund, were in support of a series of fiscal and
monetary measures and certain other policies designed to restore a
strong United Kingdom balance-of-payments position at the existing
rate of exchange and without the imposition of restrictions on trade
and current payments. During the following months; the United
Kingdom position improved markedly, and through repurchases by
the United Xingdom and drawings of sterling by other members, over
$900 million of past United Kingdom Fund drawings were repaid by
June 30, 1962.1

The drawing by Canada, its ﬁrst represented part of a total of
$1,050 million in the form of short-term financial assistance extended
in June 1962 to defend the stability and converlnbﬂlty of the Canadlan

1 Subsequently. the entire drawing was repaid, but the staudby contmued in effect.



REVIEW OF FISCAL OPERATIONS 85

dollar at the recently established par value." Additional assistance
was provided by the Export-Import Bank ($400 million), the Federal
Reserve System ($250 million), and the Bank of England ($100
million). Another industrialized country, Japan, also received Fund
assistance in the form of a $305 million standby arrangement for one
year beginning January 1962; as of June 30, 1962, no currency draw—
ing had been made under this arrangement.

Among the less-developed countries which made drawings on the
Fund during the fiscal year, the largest use of Fund resources was by
India ($250 million), followed by Argentina ($110 million), Indonesia
($82 million), the United Arab Republic ($60 million), and Mexico
(845 million). " Ten additional Latin American countmes and four in
other areas also made drawings. ’

In all, ten currencies were drawn from the Fund during the fiscal
year: Continental European currencies (German marks; French
francs, Netherlands guilders, Italian lire, Belgian francs, and Swedish
kronor) totaling $1.4 billion, U.S. dollars totaling $760 million, sterling
totaling $215 million, $75 million in Canadian dollars, and $80 million
in Japanese yen. At the time of the United Kingdom drawing, the
Fund replenished its holdings of dollars and other currencies needed
by the sale of $500 million of its gold, of which $150 million was sold
to the United States. Repayments to the Fund totaled $1.4 billion,
including $1.2 billion of currencies repurchased by countries against
earlier drawings, $38 million of repayments in gold, and $155 million
through drawings of currencies by other members.

Standby arrangements were in effect as of June 30, 1962, with 21
countries against which about $1.9 billion of currencies could be
drawn. Nearly $1.3 billion of this amount was available to the
United Kingdom. Upon expiry of the existing United Kingdom
arrangement in August 1962, a new one-year standby arrangement of
$1.0 billion was concluded.

During the fiscal year steps were taken toward strengthening the
" international monetary system by a special borrowing arrangement
between the Fund and the ten leading industrial countries or their
central banks (the United States, the United Kingdom, France, Italy,
Japan, Canada; the Netherlands, and Belgium, and the central banks
of Germany and Sweden.) This followed intensive discussions of the
requirements of the international monetary system and of the ability
of the Fund to meet exceptional demands for its resources arising
chiefly as the result of more widespread currency convertibility and
temporary major disturbances due to short-term international capital
movements. The arrangement was embodied in 4 decision of January
8, 1962, and an exchange of letters among the countries concerned in
December 1961. The Fund decision set forth the terms and conditions
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on which the Fund would borrow supplemental resources and make
such resources available to a potential drawing country. Proposals
for the borrowing by the Fund of the currencies of the principal
industrial countries had been previously discussed at the. Annual
Meeting of the Fund Board of Governors in Vienna in September
1961. In December representatives of the United States and the
nine other interested governments, meeting in Paris, reached agree-
ment on the terms and conditions under which they would be prepared
to lend their currencies to the Fund. These terms and conditions
were set forth in an exchange of letters between Secretary Dillon and
the French Minister of Finance, dated December 15, 1961, and by
similar letters exchanged between the French Minister and the other
governments.

Under these arrangements, the participants would be prepared to
lend their currencies to the Fund up to specified amounts whenever
the Fund, together with these countries, considered that additional
resources were needed to forestall or cope with an impairment of the
international monetary system. The total amount of such resources
would be the equivalent of $6 billion, including a U.S. credit arrange-
ment of $2 billion.

On February 2, 1962, the President requested legislation. to au-
thorize U.S. participation in the Special Borrowing Arrangements.?
In support of the legislation Secretary Dillon testified before the
House Committee on Banking and Currency in February (see ex-
hibit 32) and before the Senate Foreign Relations Committee in
March. The authorizing legislation was enacted on June 19, 1962
(Public Law 87-490). The borrowing arrangements became effective
on October 24, 1962, when the United States formally adhered to the
Fund decision.

In accordance with arrangements under which members of the
Fund which have accepted the convertibility obligations of Article
VIII of the Agreement consult with the Fund on a voluntary basis, the
first annual consultation between the Fund and the United States was
held in March 1962.

Programs for financing economic development

The International Bank.—New loans authorized by the Interna-
tional Bank (IBRD) during fiscal 1962 totaled over $880 million, and
were extended for development projects in nineteen countries. Loans
for electric power accounted for over one-half the total, followed by
transportation projects ($241 million), and industrial and other
purposes ($148 million). :

1 The President’s message and the relevant documents are contained in the Natlon,al Advisory Councx]

on International Monetary and Financial Problems, Special Report, On Special Borrowmg Arrangements
of the International Monetary Fund, January 1962. R
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Disbursements of loan funds during the period totaled $485 million.
Continuing its recent practices, the IBRD sold, without its guarantee,
$319 million of portions of its loan portfolio. The Bank’s outstanding
funded debt increased by $292 million, as new borrowings and receipts
from transactions arranged earlier, mostly outside the United States,
amounted to $463 million, and repayments and refundings totaled
$171 million.

During the entire period of its operations the IBRD has extended
loans totaling over $6.5 billion, excluding-cancellations, terminations,
and refundings. Principal repayments to the Bank totaled $542
million and portions of loans sold or agreed to be sold amounted to
$1.3 billion. Disbursements totaled $4.8 billion. Excluding the early
postwar reconstruction loans to European members totaling about
$500 million, IBRD development loans amounting to $2.2 billion have
been made in Asia and the Middle East, $1.6 billion in the Western
Hemisphere, $947 million in Europe, $885 million in Africa, and $418
million in Australia.

The IBRD continued during fiscal 1962 to provide various advisory
services and technical assistance to its members. In the furtherance
of the mobilization of capital from the industrialized countries for in-
vestment in countries formulating comprehensive development plans,
the IBRD has taken an active role in the formation and coordination
of consultative groups. During the year groups for Nigeria and
Tunisia met under the chairmanship of the IBRD. Requests by other
countries for the formation of such groups are being considered. The
financial consortia of countries interested in providing major assistance
to India and Pakistan held a number of meetings during the year,
and additional financing commitments were made in support of the
development plans of these nations,

The International Development Association.—The International De-
velopment Association (IDA), an affiliate of the International Bank
providing development financing on lenient terms, had by June 30,
1962, extended $235 million in credits since the commencement of its
operations in November 1960. Eighteen credits totaling $134
million were extended during the fiscal year.

The initial resources of the IDA are contributed by the member
governments according to a schedule of installments over a five-year
period ending in 1964. Of the total initial subscriptions, amounting
to about $917 million on the basis of the membership as of June 30,
1962, the U.S. share is $320,290,000. The three remaining U.S.
installments of $61.7 million each are payable in November 1962,
1963, and 1964. ‘ ‘ '

As of June 30, 1962, IDA’s freely convertible resources, including
subscription installments to be received, available for additional credits
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amounted to about $520 million.. This figure doés not include the 90
percent portion of the subscriptions of the Part II members which is
payable in their own currencies. Discussions of the question of the
replenishment of IDA resources commenced during the year, and at the
Annual Meeting of the Board of Governors held in Washington in
‘September 1962, it was agreed that the Executive Directors would
study this question and make specific recommendations,

The International Finance Corporation.—The International Finance
Corporation (IFC), an affiliate of the International Bank which in-
vests in productive private enterprises, made nine investment com-
mitments during the year totaling $18.4 million. An underwriting
commitment of $2.9 million also was made. - The cumulative total of
investment commitments, net of cancellations, reached $62.5 million
as of June 30, 1962, in addition to the underwriting commitment,
comprising investments in 20 countries. IFC investments sold or
agreed to be sold to private investors totaled $10.1 million. Cumu-
lative disbursements amounted to about $45 million and uncommitted
funds available for operational activities totaled $55.3 million.

The IFC Articles of Agreement were amended during fiscal 1962 to
remove the restriction on equity investment. Most new commit-
ments undertaken since the amendment became effective in September
1961 included the acquisition by the IFC of some common stock,
along with fixed-interest obligations. _

Inter-American Development Bank.—On June 30, 1962, the Inter-
American Development Bank (IDB) completed its first full year of
operations. Since its first loan in February 1961, it had approved 69
loans totaling $224 million in almost every Latin American country.
Forty-eight loans totaling $156 million were made from ordinary
capital and twenty-one loans totaling $68 million were made from
the Fund for Special Operations. Loans have been made in the fields
" of both industry and agriculture and most have financed private
enterprise projects.

The IDB’s authorized resources total $1 billion, but because Cuba
did not become a member, actual resources are about $959 million;
composed of about $813 million in ordinary capital and $146 million
in the Fund for Special Operations. The ordinary capital consists
of about $382 million in paid-in capital with the remainder in callable
capital. - The paid-in portion is made up of 50 percent gold or U.S.
dollars and 50 percent in the currency of the member country; it is
paid in three installments, the last of which is due by October 31,
1962. The aggregate U.S. participation in the IDB amounts to
$450 million, comprising a subscription of $150 million for paid-in
shares of capital stock, a subscription of $200 million to the callable
capital stock, and a quota of $100 million in the resources of the Fund
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for Special Operations. Also included in the Bank’s ordinary re-
sources is about $24 million in Italian lire, raised by a bond issue in
Italy in April 1962 in the Bank’s first borrowing operation.

The payment of about $146 million in contributions to the Fund
for Special Operations was completed in October 1961. These are
calculated on the basis of quotas separate from the capital subserip-
tions but are also paid 50 percent in gold or U.S. currency and 50
percent in member’s currency. Loans from the Fund for Special
Operations are made on terms appropriate for dealing with special
circumstances and, unlike those from ordinary capital, are usually
repayable in the currency of the borrower.

On June 19, 1961, the IDB entered into an agreement with the
United States which entrusted to the Bank the administration of
the Social Progress Trust Fund, comprising $394 million of the funds
appropriated by the Congress on May 27, 1961, for the Inter-
American Social and Economic Cooperation Program (Public Law
87-41). Under the Trust Fund Agreement, the IDB is empowered
to use the resources to extend loans and provide technical assistance
to Latin American countries on flexible terms and conditions to

. support their own efforts in specified fields of social development
As of June 30, 1962, thirty-six Social Progress Trust Fund loans had
been extended for a total amount of $224 million to 14 Latin American
countries, and $1.1 million had been extended in the form of non-
reimbursable technical assistance.

The Third Annual Meeting of the Board of Governors of the IDB
was held in Buenos Aires, Argentina, in April 1962. The U.S. dele-
gation was headed by Secretary of the Treasury Dillon, as U.S.
Governor. During the meeting the Governors approved resolutions
directing the Executive Directors to study the question of enlarging
the resources of the Bank and the question of export financing in
Latin America. ) B

The Alliance for Progress.—President Kennedy, on March 13, 1961,
called upon the peoples of Latin ‘America to join in an “Alliance for
Progress” to work cooperatively in a concerted effort to satisfy basic
needs for homes, work, land, health, and schools. He requested the
convocation of a special meeting of the .Inter-American Economic
and Social Council at the ministerial level to discuss this program.
The meeting was held at Punta del Este, Uruguay, in August 1961.
As leader of the U.S. delegation, Secretary of the Treasury Dillon
outlined the objectives of the Alliance and suggested specific pro-
posals for the pursuit of these objectives during the decade of the
sixties. He indicated that the United States would be prepared to
provide over a billion dollars of assistance for the first year of the
Alliance. He said that if Latin America took the necessary internal
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measures it might reasonably expect its own efforts to be matched
by an inflow of capital during the next decade amounting to at least
$20 billion from all sources of external financing, public and private.

The Charter of Punta del Este, adopted at the meeting, established
the framework of the Alliance for Progress, which places emphasis on
the responsibilities of the Latin American countries to undertake ad-
ministrative reforms, including both land and tax reforms, and to
prepare plans and implementing measures to promote balanced eco-
nomic and social growth. It was agreed that the development plans
and programs of individual countries would be reviewed by a panel
of experts selected by the Inter-American Economic and Social
Council of the Organization of American States. A

During the fiscal year 1962, the U.S. Government authorized
assistance in the form of loans and grants in excess of $1.1 billion
to Latin America in pursuance of the Alliance for Progress. The
sources of this assistance included the Agency for International
Development ($475 million), loans by the Export-Import Bank hav-
ing a maturity of more than five years ($263 million), the Social
Progress Trust Fund administered by the Inter-American Develop-
ment Bank ($224 million), Food for Peace ($147 million), and the
Peace Corps ($7 million). '

The Agency for International Development.—Pursuant to the Foreign
Assistance Act of 1961 (Public Law 87-195) the International Coopera-
tion Administration and the Development Loan Fund were abolished,
and the foreign economic assistance program established by the
legislation was assigned to the new Agency for International Develop-
ment (AID) in the Department of State, which was created on Novem-
ber 4, 1961. Among the authorities entrusted to AID were development
lending, development grants and technical cooperation, invest-
ment guarantees, supporting assistance, surveys of investment
opportunities, and development research. In addition, AID was
made responsible for administering part of the funds provided under
the Inter-American Program for Social Progress (Public Law 86-735)
and for negotiating loans involving U.S.-owned local currencies,
including those acquired under sections 104(e) and 104(g) of the
Agricultural Trade Development and Assistance Act of 1954 (Public
Law 480), as amended.

During fiscal 1962, AID dollar commitments amounted to $2.5
billion. Of the total, dollar repayable loans authorized accounted
for $1.6 billion. About $920 million was authorized for loans to
countries in the Near East and South Asia, more than one-half this
amount to India. Loan authorizations to Latin America totaled
about $455 million, loans to Africa about $165 mﬂhon and loans
to Far Eastern countries about $62 million.
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Under the provisions of the Foreign Assistance Act, the AID
continued the recent policy of maximizing expenditures within' the
United States of foreign assistance funds. Commodity procurement
was prohibited from specified countries other than less-developed
countries, and the portion of assistance transferred to foreign countries
in the form of dollars rather than U.S. goods and services was being
reduced.

The Export-Import Bank.—The total of the loans, guarantees,
and export credit insurance authorized by the Export-Import Bank
during the fiscal year amounted to over $1.8 billion, representing. the
largest volume of business done by the Bank in any year since the
large postwar reconstruction loans were extended to KEuropean
countries. Development project credits totaled $555 million, and
emergency foreign trade loans $500 million. Included within the
latter were $400 million in short-term standby credits for Canada
extended in June 1962 to be used, if needed, to maintain Canada’s
trade with the United States. This amount was additional to credits
made available by the International Monetary Fund, the Federal
Reserve System, and the Bank of England to assist in the maintenance
of the par value of the Canadian dollar. The Export-Import Bank
also extended exporter credits and guarantees amounting to $462
million, and committed $345 million for export credit insurance
through the Foreign Credit Insurance Association (FCIA).
~ The FCIA, an unincorporated group of ‘over 70 major American
marine, casualty, and property insurance companies, which began
operations in February 1962, was formed in response to a request by
the Export-Import Bank for participation by the insurance companies
with the Bank in providing export credit insurance for U.S. exporters.
This was one of the activities started during the year to implement
the President’s directive to prepare a new program to place U.S.
exporters on a basis of full equality with their competitors in other
countries. Comprehensive policies issued by the FCIA cover both
political and credit risks and are available for short-term (usually
up to 180.days) and, beginning July 16, 1962, for medium-term (six
months to five years) credit transactions. The Export-Import Bank
underwrites all of the political risks and half of the credit risk on poli-
cies issued by FCIA. »

Another new program instituted by the Export-Import Bank
during the year was a system of guarantees for commercial banks
and other financial institutions providing medium-term export
financing without recourse on the U.S. exporter. Under this program
the commercial banks assume the credit risks on the early maturities
‘of the foreign buyer’s obligations, and the Export-Import Bank
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guarantee covers political risks on all maturities and credit risks on the
later maturities. ,

The Export-Import Bank disbursed $943 million during the fiscal
year, and export guarantees and insurance amounting to $807 million
were financed privately. In addition, the Bank sold $300 million
of its portfolio paper to private U.S. banks. Its earnings from interest
and fees were $165 million. Interest paid to the U.S. Treasury on
borrowed money was $57 million, and a $35 million dividend was
declared on the stock of the Bank held by the Secretary of the Treas-
ury. The Bank’s uncommitted lending authority on June 30, 1962,
was $846 million.

Other international organizations and conferences

The Organization for Economic Cooperation and Development.—The
Organization for Economic Cooperation and Development (OECD) *
is the successor of the Organization for European Economic Coopera-
tion (OEEC). The OECD took the place of the OEEC in September
1961. 'The United States and Canada joined the new organization
although they had not been members of the old one.

Under Secretary of the Treasury Fowler attended the first Minis-
terial Council meeting of the OECD in Paris on November 16-17,
1961. At this meeting the Council of Ministers determined .that
OECD member countries as a group should try to increase real
output by 50 percent in the decade of the sixties.

The Economic Policy Committee of the OECD held regular meet-
ings throughout the year in order to discuss the overall economic
situation in the member countries. Under Secretary Roosa was
a regular U.S. delegation member to these meetings.

The Treasury has participated in the activities of two Working
Parties of the Economic Policy Committee. The Working.Party on
Policies for the Promotion of Better Payments Equilibrium (Working
Party 3) meets regularly at intervals of approximately six weeks;
Under Secretary Roosa is the Chairman of the U.S. delegation to this
Working Party. These meetings review the situations of both surplus
and deficit countries, and aim at achieving joint cooperation toward
the goal of international monetary stability.

A second study group of the Economic Policy Committee, the
Working Party on Policies for the Promotion of Economic Growth ,
(Working Party 2), since its inception has been concerned with
implementing the 50 percent collective growth target adopted by the
OECD Ministerial Council in' November 1961.

1 Members of the OECD include the United States, Canada, Austria, Belgium, Denmark, France,

Germany, Greece, Iceland, Ireland, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spaln,
Sweden, Switzerland, Turkey, and the United Kingdom.
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The Development Assistance Committee (DAC) of the OECD has
investigated and considered means whereby development aid could
be made available on a more effective basis and with a greater degree
of harmonization. DAC membership includes Belgium, Canada,
France, Germany, Italy, Japan,' the Netherlands, Portugal, the
United Kingdom, the United States, and the Comm1ss1on of the
European Economic Community. :

“The total flow of long-term official and private financial resources
from DAC members to the developing countries increased from $7.4
billion in the calendar year 1960 to $8.7 billion in 1961. The Annual
Aid Review of the DAC provides for careful study and examination
of each member’s program and enables a comparison of relative aid
burdens and general aid policies. The Treasury Deépartment
participated in the U.S. review which was held in June.

The Economic Development and Review Committee of the OECD
annually reviews the economies of the member countries and issues
a public report; the Treasury participates in the Committee’s formal
examination of the U.S. economy and in the drafting of the public
report that follows. The Treasury also participates in the work of
the Fiscal Committee of the OECD and supplies the U.S. delegate
to the meetings. Other OECD Committees in which the Treasury
has an interest include the Trade Committee and the Committee for
‘Invisible Transactions,

The European Economic Community.—The movement toward
European economic integration intensified during the fiseal year 1962.
The members of the European Economic Community (EEC) (France,
Italy, Germany, Belgium, the Netherlands, and Luxembourg) cut
their internal tariffs by ten percent on December 31 1961; at the same
time they abolished intra-EEC quota restrictions on mdustrlal goods.
In addition, the member nations moved, on December 31, 1961, from
-Stage I to Stage II of the timetable which was established for the
EEC. Entry into the second stage entailed arriving at agreement on
a common agricultural policy for the Six.

In May 1962, it was announced that & “speed-up’ decision had
been made to cut tariffs by an additional ten percent on July 1, 1962.
As a result, on July 1, 1962, tariffs within the Common Market were
50 percent below what they were in 1957 on industrial products.
The reduction of basic- duties on a large number of agricultural
products reached 35 percent. The rate at which customs duties
have been cut has placed the EEC two years ahead of the timetable
laid down in the original Treaty.

Great Britain applied in August 1961 for full membership in the
European Economic Community; Ireland, Denmark, and Norway

1Japan is not an OECD member but participates in the DAC.
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have also applied for full admission. A number of other European
countries have applied for associate membership.

The General Agreement on Tariffs and Trade—The mneteenth
session of the Contracting Parties to the General Agreement on
Tariffs and Trade (GATT) was held during the fiscal year. This
session and the work of various committees of the GATT were con=
cerned as usual with a very broad range of problems affecting world
trade. There was evident, however, a new stress on the need for
adaptation of the GATT program to deal more effectively with certain
special problems, notably those of agricultural trade and the need of
the less-developed countries for expanded export markets. An im-
petus was given to more vigorous attention to the latter problem by
2 Ministerial Meeting under GATT in November 1961, at which 44
countries were represented. A Declaration on the Promotion of the
Trade of Less-Developed Countries was adopted by the Contracting
Parties as a basis for future work in this field.

With the continued strengthening of the currencies of the major
trading countries, representatives of the United States pressed, both
in GATT meetings and on other occasions, for further progress
toward eliminating nontariff restrictions by the major developed
countries.  The quantitative restrictions by the economically-strong
countries in Western Europe against nonagricultural products have
been relaxed to a point where they have only minor significance.
Other nontariff restrictions, however, contmue to present obstacles to
U.S. exports.

The United States has contlnued to direct major effort toward
relaxing agricultural restrictions. One forum for this effort has been
in GATT Committee IT, which is now seeking ‘“‘practical measures
for the creation of acceptable conditions of access to world markets
for agricultural commodities.” There have also been direct high-level
U.S. negotiations with officials of EEC and its member governments,
designed to protect the trading rights and opportunities of the United
States in the Common Market. Intensive study is now being given by
the interested departments, including the Treasury, of the indirect
barriers to U.S. exports. A program of action is to be undertaken
when the nature and significance of these barriers is more completely
understood.’

Negotiations with the. EEC countries were of central 1mportance
in the GATT Tariff Negotiations Conference which convened in
Geneva in September 1960. These complex negotiations involved
two phases. The first phase was concerned mainly with questions
of compensation where rates of duty previously bound in GATT
were to be increased through the establishment by the EEC. of a
single common external tariff to replace the various tariffs of the
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member countries. These ‘“‘compensation’” negotiations were sub-
_stantially completed by May 1961. Then began a general round of
negotiations for reciprocal reductions of tariff levels, involving
negotiations by many countries, not only with the EEC, but also
among themselves.

In this phase,; the United States negotlated agreements for reciprocal
tariff reductions with the EEC and 14 other countries. By far the
most important of these agreements, measured by the amount of.
trade affected, was the one with the EEC. Next in importance was
the agreement with the United Klngdom -Both phases of the
negotiations were formally concluded in July 1962, when the final
act authenticating the results of the Tariff Conference was opened
for signature.

International conferences.—The Annual Meeting of the -Boards of
of Governors of -the International Monetary Fund and the Inter-
national Bank and its affiliates was held in Washington in September
1962. The U.S. delegation was headed by Secretary Dillon as U.S.
Governor and Under Secretary of State Ball as Alternate Governor.
Under Secretary Fowler, Under Secretary of the Treasury for Mone-
tary Affairs Roosa, Assistant Secretary Leddy, and Mr. Frank A.
Southard, Jr. (U.S. Executive Director of the Fund) acted as tem-
porary Alternate Governors. The delegation included members of
the agencies constituting the National Advisory Council on Inter-
national Monetary and Financial Problems, members of congres-
sional committees, and other officials of the Government concerned
with the affairs of the international financial organizations.

President Kennedy addressed the Governors on September 20 and
emphasized the necessity for the other developed countries to assume’
a greater share of the free world’s financial burdens. The President
also announced the interest of the United States in an expansion of
resources of the International Development Association. At the
meeting of the Fund Governors, Secretary Dillon (see exhibit 39) re-
viewed domestic developments in the United States and noted the
improvement in the international position of the dollar and of the-
international payments system generally. In the meeting of Gover-
nors of the Bank and its affiliated institutions, the Executive Direc-
tors of the International Development Association were requested to
prepare a report on the need for increasing its resources.

Secretary of the Treasury Dillon headed the U.S. delegation to
the Special Meeting of the Inter-American Economic and Social
Council at the Ministerial level held at Punta del Este, Uruguay,
August 5-17, 1961 (see exhibit 29). The Charter of Punta del
Este and the Declaration to the peoples of America were signed
at this Conference. In December, Secretary Dillion attended the
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North Atlantic Treaty Organization Ministerial meeting in Paris.
Under Secretary Fowler represented the Treasury Department at the
First Meeting of the Joint United States-Japan Committee on Trade
and Economic Affairs, held at Hakone, Japan, November 2—4, 1961.

Secretary Dillon led the U.S. delegation at the seventh meeting of
the Joint Canadian-United States Committee on Trade and Economic
Affairs held in Ottawa, January 12-13, 1962. He also. headed the
U.S. delegation to the Third Annual Meeting of the Board of Gover-
nors of the Inter-American Development Bank held in Buenos Alres,
Argentina, April 23-26, 1962 (see exhibit 37).

Secretary Dillon and Under Secretary Roosa addressed the American
Bankers Association meeting held in Rome, May 15-18. Secretary
Dillon reviewed the U.S. balance-of-payments problem and stressed
the importance of the development of European capital markets (see
exhibit 38). Under Secretary Roosa outlined U.S. actlwtles in
foreign exchange markets (see exhibit 42).

Lend-lease silver

During World War II the United States transferred a total of 410.8
million ounces of Treasury silver to certain foreign countries under
authority of the Lend-Lease Act of March 11, 1941. Although the
agreements differed somewhat in detail, they provided that the debtor
countries were to return a like kind and quantity of silver within five
years after termination of the national emergency as determined by
the President. Accordingly, the lend-lease silver was due to be re-
turned by April 27, 1957, although the agreements with several of the
countries permitted a postponement of part of the repayment for
two additional years. Prior to June 30, 1960, the entire amount of
silver due from the Governments of Australia, Belgium, Ethiopia, the
Netherlands, and the United Kingdom (also acting for the Govern-
ment of the Fiji Islands) had been returned and taken into the account
of the Treasurer of the United States. In addition, a large portion of
the silver furnished during the war under lend-lease for use in undi-
vided India had been returned and taken into the Treasurer’s account
pursuant to arrangements concluded in 1957, whereby the U.S. Gov-
ernment agreed to a division of liability for this silver between India
and Pakistan. (See annual reports for 1957, pages 49 and 50; 1958,
pages 56 and 57; and 1959, page 65.) Saudi JArabia [commenced re-
payments durlntr fiscal 1961.

In the course of fiscal 1962, a total of 15. 6 million fine troy ounces
of silver, consisting of 3.6 mllhon ounces from India, and 12.0 million
ounces from Pakistan was returned and taken into the account of
the Treasurer of the United States. Cash repayments of $13.7 million
made by Saudi Arabia were received and taken into the Treasurer’s
account. Converted on the basis of the market price for silver on
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the dates of receipt of such repayments, this is equivalent to 14.4
million fine troy ounces of silver. On June 15, 1962, the United States
and Pakistan concluded an agreement providing for an extension in
connection with the balance remaining outstanding on account of
Pakistan’s obligation. Pursuant to this agreement, the outstanding
balance, which amounts to approximately 4.6 million ounces, is to be
returned in three annual installments commencing in 1962. Re-
payment ay be made either in silver or in dollars on the basis of the
market price of silver on the date the payment is made.

Lend-lease silver transactions as of June 30, 1962

[In millions of fine ounces except where otherwise specifically indicated]
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1 Includes 1,031,250 ounces lost at sea while in transit.
f2 Eqpigalent to 14.4 million fine troy ounces of silver converted on basis of the market price on the date
of receipt.
3 Under an agreement originally concluded with Pakistan in 1957 and modified in 1962, the balance is
being returned in annual installments.

Foreign Assets Control

For the purpose of preventmg Communist China from obtaining
foreign exchange through the exportation of merchandise to the United
States, the Foreign Assets Control Regulations prohibit the unlicensed
purchase and importation into the United States of Communist China
or North Korean merchandise, as well as numerous other commodities
therein specified which are of types that have historically come from
China. The Control does not issue licenses authorizing importation
of Chinese-type merchandise unless satisfactory evidence of lits non-
Communist Chinese origin is presented.

Importation under general licenses is authorized with respect to
specific shipments of Chinese-type merchandise certified to be of non-
Communist Chinese origin by the Government of a foreign country
from which they were directly exported, provided that the country in
question has set up procedures for certification pursuant to standards
agreed to by the Treasury Department. The following Governments
now have such certification procedures: Australia, Belgium, Canada,

661496—63——8
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Formosa, France, the Federal Republic of Germany, Hong Kong
TIndia, Italy, Japan, the Netherlands, the Republic of Korea, Spain,
Switzerland, the United Kingdom, and Vietnam. Notices of the
availability of certificates of origin for particular commodities and of
the governments prepared to issue them are published from time to
time in the Federal Register. During the year a number of additional
items became available for certification. -

The enforcement measures of the Control resulted in a number of
successful criminal prosecutions. A total of $64,894 was collected by
the Government in forfeitures, fines, and other penalties as a result of
proceedings under the Foreign Assets Control Regulations.

The Cuban Import Regulations were issued on February 6, 1962,
under Proclamation 3447 and section 620(a) of the Foreign Assistance
Act of 1961 to implement the embargo proclaimed by the President on
trade with Cuba (see exhibit 50). As initially issued they prohibited
the importation of all goods of Cuban origin and all goods imported
from or through Cuba, except pursuant to license. On March 23,
1962, the Regulations were extended to include imports of goods
manufactured in third countries containing Cuban components. As
amended, they were issued under the additional authority of section
5(b) of the Trading with the Enemy Act.



ADMINISTRATIVE REPORTS







Management Improvement Program ! o

Continued emphasis in the Treasury Department on the potentiali-
ties of management and their realization was reflected during the
fiscal year 1962 in a wide variety of actions taken to improve adminis-
trative operations. o - , ' ' '

Identifiable annual savings from management improvements during
the year amounted to $12.7 million, the second highest reported during
the past sixteen years. .Of this total, $1.9 million resulted from the
incentive awards program. In addition, there were numerous accom-
plishments which contributed to the efficiency of administration but
which cannot be measured in terms of savings in money or manpower.

The more significant management improvements of Treasury bu-
reaus are covered in the administrative reports of the specific opera~
tional bureaus in this report. Selected activities of a more general
nature are discussed below. A detailed account is presented in the
annual report Progress in Management Improvement obtainable from
the Office of the Secretary. '

Special studies and projects

Several revisions were made in the internal organizational structure
of the Office of the Secretary to improve and strengthen the alignment
and coordination of Treasury functions. Co _

A special appraisal of the long-range planning of all Treasury- bu-
reaus and offices was completed and appropriate implementation of
recommendations was under consideration at the end of fiscal 1962.

Staff of the Office of the Secretary visited 81 Treasury offices.in 8
metropolitan areas-in connection with the field appraisal project
directed toward greater-emphasis on the Treasury’s management im-
provement program and increased field participation.
~ A study was completed of the administrative and training aspects of

the Treasury Law Enforcement Officer Training School, and steps
were being taken at the close of fiscal 1962 to effect improvements in it.

The Treasury Department Plan for Appraisal of Field Organization
and Management, designed for the individual needs of the bureaus,
was completed and submitted to the Bureau of the Budget. The
special reviews called for in the plan.have been conductéd or will be
completed in the near future. ' o S
~ In 10 metropolitan areas where the Civil Service Commission estab-
lished Federal executive boards during the year, 79 Treasury. field
officials were designated to participate as members. .

A comprehensive study of the roles and missions of the U.S. Coast
Guard was completed and 80 recommendations were submitted for
approval and implementation. The study group, which participated
actively during a nine-month period, included staff members from

1 See burean réports for significant bureau accomplishments,
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the Treasury Department, the Bureau of the Budget, and the De-
partment of Defense.

Financial management !

In connection with the Government-wide responsibility of the De-
partment for central accounting and financial reporting, that portion
of the Treasury’s system of central accounts which relates to account-
ing in the regional accounting offices of the Bureau of Accounts was
streamlined effective July 1, 1961. Improvement of the new proce-
dures continued throughout fiscal 1962. It is expected that these im-
provements and others planned will result in an increase in annual
recurring savings from the $94,686 reported for fiscal 1962 to $150,000
thereafter. : A o ' :
" Responsibility for fiscal internal auditing and administrative ac-
counting for appropriations and funds was transferred from the Fiscal
Assistant Secretary and the Commissioner of Accounts to the Ad-
ministrative Assistant Secretary by Treasury Order No. 170-9 dated
July 28, 1961 (see exhibit 51). This, together with his responsibilities
in the areas of budgeting, personnel, and management and organiza-
tion, represents a significant step toward a ‘‘controller type’’ of organi-
zation. Internal issuances relating to accounting were reviewed and
a new series of accounting policy statements were prepared and issued,
with the old series rescinded as obsolete: T :

The Department conducted a general overall preliminary evaluation
of the internal audit programs of .all Treasury bureaus. Also, full
-appraisals were made of the fiscal internal audit systems in actual
operation in two bureaus. In addition substantial departmental as-
sistance was provided in the revision of the internal audit system and
programs of one bureau, and similar assistance was being extended to
two other bureaus. : :

Personnel management

Significant advances were made toward achieving the following
‘Office of Personnel objectives: Improved service to management at all
levels in the Department; effective leadership in personnel administra-
tion; and improved cooperation and better utilization of available
resources within and outside the Department. S

President Kennedy’s Executive Orders 10987 and 10988 on agency
appeals systems and employee-management cooperation in the Federal
Service constituted two of the year’s most significant personnel de-
‘velopments. Regulations implementing these orders and revised
‘standards of conduct were prepared cooperatively by representatives
of the bureaus and the Office of Personnel. - :

The fifth Treasury Department orientation program was held for
middle and upper management personnel from the bureaus and the
Office of the Secretary.. The Secretary of the Treasury and his key
assistants briefed 110 employees at the training sessions on Treasury
organization and functions.

A comprehensive study of qualifications and classification standards
of Treasury enforcement agents was initiated and virtually completed
during the year. : o

1 Seo detalled statement in the Annual Report to the Secretary of the Treasury on)Impr ts in Fi
Management.
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Delegations of personnel authority were rewritten and approved by
the Secretary. Bureaus were aided in developing classification and
qualification standards. Guides on manpower utilization were issued.
A new system for reporting training was devised, and analyses of
training programs were made and supplied to bureau heads and top
departmental staff. A new system was devised for reporting activities
in the equal employment opportunities areas. '

In keeping with management’s emphasis on measures to increase

productivity, there was a significant growth in employee-training
throughout the-Department. More than 95,000 courses were com-
pleted, representing some 3.5 million man-hours of training, an increase
over 1961 of 47 percent in courses completed, and 36 percent in
.man-hours of training. = The largest number was in the technical,
scientific, and professional area which accounted] for 54 percent
of the total courses completed and 87 percent of the jtotal man-hours
of training. o '

The Office of the Secretary stréssed the development of executive
skills, and emphasized the effective use of available training resources
within and outside the Federal service in meeting Treasury training
requirements. Among the external resources used by the Depart-
ment in the training of high level personnel were: the Industrial
College of the Armed Forces; the National War College; the Depart-
of State’s Foreign Service Institute; the Brookings Institution; the
‘Woodrow Wilson School of Public and International Affairs at
Princeton University; and the Civil Service Commission.

The first State-Treasury personnel exchange program was initiated
in consonance with a recommendation of the Subcommittee on
National Policy Machinery of the Senate Committee on Government
Operations. ' .

A plan was developed with the Civil Service Commission for
nationwide inspection of Treasury personnel management in fiscal
1963 which provided for Department participation in the Civil
.Service Commission inspection and utilization of Civil Service Com-
mission evaluations. :

Incentive awards program

The Department continued to stimulate interest in the incentive
awards program with particular emphasis on encouraging employees
to make worthwhile suggestions. This emphasis on useful suggestions
resulted in & slight drop in the number of suggestions received and
those adopted. There was an increase of 75 percent in the estimated
tangible savings over those in 1961. There was also a 20 percent
increase in the number of performance awards. The payment of
awards for superior work performance provided a valuable incentive
for increased production on routine jobs. :

Safety program -

For calendar 1961 the Treasury Department and the Department
" of the Army shared the President’s Safety Award for establishments
having more than 75,000 employees. The disabling injury frequency
rate (the number of lost time injuries per million man-hours) was
~reported as 3.5, the lowest ever recorded by the Treasury Depart-
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ment. The number of injuries dropped from 633 in calendar 1960
to 590 in calendar 1961 reflecting the success of accident prevention
efforts. : '

Property management

The Department continued its vigorous efforts to dispose of excess
real and personal property promptly and to take full advantage of
surplus property available from other agencies.

Eight properties, consisting of land and improvements with a total
acquisition cost of $85,000, were declared excess. Four other prop-
erties previously declared excess were sold for $28,000. Of real
property not involving acreage, 87 parcels, having a total acquisition
cost of $1,700,000, were disposed of, and 86_additional parcels, having
a total acquisition cost of $669,000, were approved for disposal.
In addition to financial receipts, the disposal of these properties will
reduce maintenance and protection costs. -

Treasury bureaus were moved into new buildings at 10 locations.
In several instances these moves permitted the housing under one
roof of offices formerly widely scattered. This resulted in: saving
time, salaries of employees, and transportation costs; bringing to-
gether various phases of related work; and, greater convenience to
the public. _

During fiscal 1962, the Treasury Department received from other
Federal agencies without reimbursement excess personal property
with an original acquisition cost of about $2 million, and declared
excess pérsonal property with an original acquisition cost of about
$14 million.

Bureau of the Comptroller of the Currency !

The Bureau of the Comptroller of the Currency is responsible for
the execution of laws relating to the supervision of national banking
associations. The duties of the office include those incident to the
formation and chartering of new national banking associations, the
examination of all national and District of Columbia banks, the
establishment of branch banks, the consolidation of banks, the con-
version of State banks into national banks, recapitalization programs,
and the issuance and redemption of Federal Reserve notes. -

There were numerous significant developrnents in the Bureau of the
Comptroller of the Currency during the fiscal year 1962. A policy
of full public disclosure has been established. Public hearings now
are held on all matters involving issues of national interest with respect
to mergers, consolidations, applications to organize new national
banks, branch applications, and other related matters. This approach
has exposed operations of the Comptroller’s office to full public view,
thus assuring timely and objective action compatible with the views,
grinciples, and laws involved. In addition to the policy of full public

isclosure, a program was established for distributing to all national
banks and other interested parties copies of communications relating
to policies and procedures of the Comptroller’s office. To accomplish
this, the publication of Tkhe Weekly Bulletin was instituted to announce
receipt of and action taken on applications for new charters, branches,

1 Additional information concerning the Burean of the Comptroller of the Currency is contained i the
separate Annual Report of the Comptroller of the Curréncy.
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mergers, consolidations, purchase of assets, assumption of liabilities,
name and location changes, conversions, and other information of
interest to national banks and the entire financial community. -

Effective August 1, 1962, the Comptroller’s office established 14
regional offices 1n lieu of the old system of 12 district offices. This
regionalism of the National Banking System eliminated split States,
resulted in a better distribution of examination work among field
offices, facilitated optimum utilization of bank examining manpower,
and gave long overdue recognition to the economic growth in the
é\Torthwestern States, the Rocky Mountain States, and the Southern

tates. ’ :

A broad and inténsive study was made of the practical problems
which confront the National Banking System in coping with the ever-
‘changing factors of our modern dynamic economy. The Comptroller
of the Currency sought and received the cooperation and assistance
of this country’s bankers who face the day-to-day practical problems
of modern banking. Twenty-four of the leading bankers served as
advisers to the Comptroller in order to prepare the study. "A complete
and thorough reexamination was made of [the entire structure of the
National Banking System, including laws, regulations, policies, pro-
cedures, forms, and examinations. The study which was submitted to
the Comptroller on September 11, 1962, has thrown light on those
factors which have impeded the proper functioning of the commercial
banks. Prompt action will be taken on all matters which can appro-
priately be the subject of new and revised regulations issued by the
Comptroller within the framework of present laws. Where needed,
additional legislation will be proposed to provide greater flexibility
and additional capacity to national banks, so that they may more
" effectively meet the needs of the public and business for credit and
‘other banking services.

Other major improvements resulting from changes within the
Bureau are speedier action on applications for charters, mergers, and
branches. All persons concerned with these functions were notified

. and a system of reporting was established to assure adherence to time
‘standards. This approach has greatly expedited business of the utmost
importance to the banking community. Under former procedure,
bank examination reports were sent to the Washington headquarters
of the Comptroller’s office where emplovees of the central office dealt
directly with national bank officials on all matters requiring attention.
It is now the policy of this Office to have regional chief national bank
examiners deal directly with national bank officials on these matters.

There have been many other accomplishments in the Bureau of
the Comptroller of the Currency during the past year. Though there
are many more to be made, the new program has given the banking
community a new spirit of progress and accomplishment. The vigor,
‘energy, enterprise, and initiative which banks throughout the country
are displaying are clearly evident in the constant flow of proposals
for new charters, new branches, additional capital flotations, as well as
in plans for mergers,! consolidations, and for the formation of bank
holding companies. Fresh capital is being committed in increasing
amounts to new banking ventures at home, and opportunities abroad
are being explored at an accelerating rate. Confidence in the national
banking community is at a high level. v :
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Abstract of reports of condition of actwe national banks on the date of each report
from June 30, 1961, to June 30, 1962

Changes in the condition of active national banks

[In thousands of dollars]
June 30, 1961 | Sept. 27, 1961 | Dec. 30, 1961 | Mar. 26, 1962 [June 30, 1062
(4,524 banks) | (4,523 banks) | (4,513 banks) | (4,498 banks) 4,500
banks)
ASSETS
Loans and discounts, including . )
0VOrdrafts. e ceocacccomcaa s 63, 439, 852 65, 126, 699 67,308, 734 67,464,993.| 69,770, 562
U.8. Government securities, direct
obligations. «ecoeoooocaoiio oo 33,397,413 35,613, 945 35,959, 763 34,928,617 | 34,382,833
Obligations guaranteed by U.S.
Government.___________________ 124, 680 124,167 127,915 126,471 125,219
Obligations of States and political
subdivisions. ... .. ... 10,123, 742 10, 630, 990 11,077, 350 11,898,873 | 12,808,791
Other bonds, notes, and deben-
tures..._ 1,419,736 1, 590, 467 1, 569, 230 1, 525,106 1,772,265
Corporate stocks, mcludmg stocks
of Federal Reserve Banks....._. 337, 241 340,572 359, 281 367,439 381,100 -
Total loans and securxtles__-_ 108,842, 664 | 113,426,840 | 116,402,273 | 116,311,499. | 119, 240, 770
Cash, balances with other banks,
and cash items in process of col- .
lection 25, 274, 240 24,489, 635 31,078, 445 25,161,121 | 26, 860, 010
Bank premises owned, furniture
and fixtures. .. ..o ... 1,774,055 1,807, 908 1,849,848 1, 884, 555 1,931,130
Real estate owned other than bank
premises 53,978 68,226 61, 365 66,398 65,176
Investments and other assets in- :
directly representing bank prem-
ises or other real estate...._...... 187,073 191, 515 191,196 195, 312 187, 280
Customers’ liability on accept-
ances 441, 638 459,093 479, 808 477,513 453,726
Other assets o coocmoccncmccmcaaan 725,347 750, 041 746,117 741,979 820,783
Total assetSaa oo ccoae oo 137,298,995 | 141,183,263 | 150,809,052 | 144,838,377 | 149, 558,884
LIABILITIES
Demand deposits of individuals,
partnerships, and corporations...| 59,212,875 60, 131, 865 67,138,117 60,143,776 | 60,704,744
Time and savings deposits of indi-
viduals, partnerships, and corpo-
rations. oo 40, 338, 073 41,379, 308 42,034, 484 44,710,715 | 46,974,830
Deposits of U.S. Government and
postal Savings. . -ceececcccacauaa 3,756,972 4,843,695 3.527,015 3,976,499 5,639, 542
Deposits of States and political
subdivisions 9, 762, 861 9,164,153 10, 270, 143 9,845,648 | 10,389,793
Deposits of banks. ... _______.____ 7,848,020 8,252,977 10, 463, 584 8,163,124 8,277,623
Certified and officers’ checks, etc. . 1, 566, 137 1, 399, 562 2,077,274 1,404, 524 1,741,128
Total deposits..oo__oceceo-. 122,484,938 | 125,171,560 | 135,510,617 | 128,244,286 | 133,727, 660
Demand deposits.. ... 78,891,899 80, 512,872 89, 965, 459 79,725,825 | 82,834,181
Time and savings deposits...| 43,593,039 44, 658, 688 45,545,158 48,518,461 | 50,893,479
Mortgages or other liens on bank -
premises and other real estate.... 3,338 3,447 3,773 3,552 3,574
Rediscounts and other liabilities
for borrowed money...._.__...... 355. 466 1, 085, 863 224, 615 1, 253, 307 379,445
Acceptances outstanding 448,976 7,225 489, 640 484,797 462, 658
QOther liahilities. - 2, 567, 224 2,776,551 2,705,101 2, 807, 585 2,742, 687
. Total liabilities . .oooceoeee-- 125,859,942 | 129,504,646 | 138,933,746 | 132,793,527 | 137,316, 024
CAPITAL ACCOUNTS
Caplital stock . 3,478,403 3, 510, 219 3,577,244 3,651,736 3,682,475
Surplus \ 5,620,169 5, 655, 738 5,935, 779 6,058, 057. 6,123,886
Undivided profits_.._.____________ 2,071,321 2,237,432 2,080,103 2,067,971 2,164, 235
Reserves and retirement account
for preferred stock. .ccoocmcnoeaes 269,160 275, 228 282,180 267,086 272, 264
Total capital accounts._...._ 11,439,053 11, 678, 617 11,875,306 12,044,850 | 12,242,860
Total liabilities and capital
accounts oo 137,298,995 | 141,183,263 | 150,809,052 | 144,838,377 | 149, 558, 884

The total assets of the 4,500 active national banks in the United
States and possessions on June 30, 1962, amounted to $149,559
million, as compared with the total assets of 4,524 banks amounting
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to $137,299 million on June 30, 1961, an increase of $12,260 million
during the year. The deposits of the banks in 1962 totaled $133,728
million, which was $11,243 million more than in 1961. The loans in
1962 were $69,771 million, exceeding the 1961 figure by $6,331 million.
Securities held totaled $49,470 million, an increase of $4,067 million
during the year. Capital accounts of $12,243 million were $804
million more than in the preceding year. :

Summary of changes in number and capital stock of national banks

The authorized capital stock of the 4,502 national banks in existence
on June 30, 1962, consisted of common stock aggregating $3,682
million, and preferred stock aggregating $3.2 million. The common
stock of the 4,525 national banks in existence a year earlier amounted
to $3,478 million, and preferred stock to $1.3 million. During the
year charters were issued to 47 national banks having an aggregate
of $17.1 million of common stock and $2 million of preferred stock.
There was a net decrease of 23 in the number of national banks in the
system by reason of voluntary liquidations, statutory consolidations
and mergers, conversions to and mergers or consolidations with State
banks under the provisions of the act of August 17, 1950 (12 U.S.C.
214), and one receivership.’

More detailed information regarding the changes in the number and
capital stock of national banks in 1962 is shown in the following table.

Organizations, capital stock changes, and liguidations of national banks, fiscal year
1962

Capital stock
Number
of banks
. Common Preferred
Charters in force June 30, 1961, and authorized capital stock 1. 4,525 | r$3,477,504,359 |- $1,323,300
Increases: ’
Charters issued 47 17, 106, 000 2, 000, 000
Capital stock:
232 cases by statutory sale...__ : R - 45, 753, 295
506 cases by statutory stock dividends. .. coeeeoacmailoooaaoaooo 122,443,591 |
1 case by stock dividend under articles of association__ , 000
31 cases by statutory consolidation 15,970, 540 |-
31 cases by statutory merger_ . - - 12, 033, 367
Total increase: 47 213,331,793
Decreases:
Voluntary liquidations_. ... . . ... 18 2,720,000 |...... e
Statutory consolidations. - 22
Statutory mergers .- oococ_... .. 13
Conversions into State banks.._.__.___.__ N 3 675,000 {_ oo
Merged or consolidated with State banks..___ - 13
DTV E0 &1 ) § o U 1
Capital stock: - . .
6 cases by statutory consolidation... ..l . |ioaacaiios 080,660 {....o.coeo-.
3 cases by statutory merger. 225,500 |oeoooooeoeo
4 cases by retirement.. ... . il |eciiaiiicaafiaccccec e 163, 660
Total decreases... 8,492, 350 163, 660
Net Change o oo icicccices 204, 839, 443 1, 836, 340

Charters in force June 30, 1962, and authorized capital stock 1. 4,502 | - 3,682,343, 802 3, 169, 640

r Revised.

t These figures differ from those in the preceding table. The figures as of June 30, 1961, include one new
bank not yet open for business, and one bank in the process of merging or consolidating with and into a
State bank under the provisions of the act of Aug. 17, 1950 (12 U.S.C. 214), and exclude one bank consoli-
dated with another national bank under the provisions of the act of Nov. 7, 1918, as amended (12 U,8.C.
215). The figures as of June 30, 1962, include two new banks not yet open for business, one bank in the
process of going into voluntary liquidation, one bank in the process of merging or consoildatmg with and
into a State bank, and exclude three banks consolidated with and one bank merged with other national
banks under the provisions of the act of Nov, 7, 1918, as amended (12 U.S.C. 215).
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_ Bureau of Customs

' The major responsibility of the Bureau of Customs is to administer
the Tariff Act of 1930, as amended. Primary duties include the
assessment and collection of all duties, taxes, and fees due on imported
merchandise, the enforcement of customs and related laws, and the
administration of certain navigation laws and treaties. As an
enforcement . organization,. the Bureau of Customs is concerned
primarily with combating smuggling and frauds on. the revenue.
It also enforces the regulations of numerous other Federal agencws

Collections

Revenue collected by the Customs Service during the fiscal year
1962 was an alltime record of approximately $1,624 million, or 14.1
percent, more than the $1,423 million collected in 1961. These figures
include customs duty collections, excise taxes on imported merchan-
dise collected for the Internal Revenue Service, and certain miscel-
laneous collections. Larger customs collections than in fiscal 1961 were
reported by 42 out of 45 customs districts. Collections by customs
districts are shown in table 21.

Customs duty . collections alone amounted to more than $1,171
million, 16.2 percent more than the $1,008 million collected in 1961
Collections by Customs of internal revenue taxes on imported liquors,
wines, perfumes, etc., amounted to almost $445 million, 9.5 percent
more than the $406 million collected in 1961. Miscellaneous collec-
tions amounted to almost $8 million, a decrease of 14.9 pércent from
those collected in 1961. The major classes of all collections by the
Customs Bureau are shown in table 22.

Of all imports into the United States during fiscal 1962, more than
38 percent were duty free. - Included were some commodities such
as copper and iron and steel scrap, 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 Internal Revenue Code. The 62 percent which was dutiable
constituted the basis of customs.duties on imports.

Customs operations in 1962

Vehicles and persons entering.—Nearly 158 million persons were
subject to customs inspection in fiscal 1962. More than 45.4 million
carriers entered U.S. harbors, international airports, or crossed U.S.
borders, bringing nearly 128 million passengers. In addition, approxi-
mately 30 million persons walked across the borders. There was an
0.4 percent increase in carriers and an 0.3 percent increase in persons
entering the United States as compared with fiscal 1961. Statistics
for the two years are contained in tables 98 and 99. A

Entries of merchandise.—The volume of imports into the United
States in fiscal 1962 resumed its long-term rise, breaking the record .
set in fiscal 1960. The value totaled $15.5 b11110n up $1.7 billion
from fiscal 1961. Formal entries of merchandise, comprising con-
sumption, warehouse, and rewarehouse, exceeded one million for the
seventh consecutive year, and 1.5 million for the first time in history.
There were 1,547,940 formal entries filed during fiscal 1962, a 10.7
percent increase over 1961. Baggage declarations and informal entries
covering mail importations and other shipments valued at less than
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$250 totaled 7,079,926, an increase of 29.1 percent. The volume of
entries handled by customs officers during the past two years is shown
in table 96. 1

Drawback transactions.—Drawback allowance on the importation
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. The total drawback
paid in fiscal 1962 was $14,756,430, an increase of 27.3 percent over
1961. The principal imported materials used in manufactured ex-
ports in 1962 were petroleum and its products; chemicals; citrus
fruit juices; tobacco, unmanufactured ; coal-tar products sugar watch
movements; copper and manufactures iron and steel _selmimanu-
factures; alumlnum and medicinal preparatlons Table 97 shows the
drawback transactions for 1961 and 1962,

Appraisement of merchandise (including Customs Informatwn Bx-
change).—The number of invoices filed during fiscal 1962 increased
8.5 percent; 2,366,771 compared with 2,181, 008 in 1961. The
number of pa.ckages examined by appraisers’ personnel totaled
1,504,689, an increase of 9.3 percent over the 1,377, 351 examined in
fiscal 1961,

The backlog of unappra,lsed invoices more than 30 days old rose to
307,000, reflecting an increase of 58.2 percent over the 194, 000 on hand
at the close of fiscal 1061. 'This sharp rise may be attnbuted to the
initiation in January 1962 of the U.S. import duties ,annotated veri-
fication program. (USIDA) which requires customs examiners to be
responsible for the verification of four statistical elements, i.e., country
of origin, commodity code number, unit of quantity, and value with
respect to each item on éach invoice of 1mported merchandise. During
the first 5 months of operation, 652,759 entries were verified. These
comprised 1,145,531 individual 1tems each requiring four verifications.
There were 289 '392 items (25.3 percent of the total) which required
correction of one or more of the verified elements.

Under the Antidumping Act of 1921, as amended (19 U.S. C. 160-
171), 16 complaints were received, compared with 32 in 1961. The
disposal of 33 cases left 12 under investigation at the end of fiscal
1962, compared with 29 the previous year. For a determination as
to. poss1b1e injury to American industry four cases were referred to
the U.S. Tariff Commission. One new case on countervailing duty
was received in addition to the three cases carried over from 1961.
Three cases were closed, leaving one outstanding.

Two new_cases 1nvolv1ng convict labor were received during the
year in addition to the one case carried over from 1961. One case
was closed, leaving a balance of two cases,

The activities of the Customs Information Exchange in New York,
N.Y,, continued at approximately the same high level as that of 1961.
Appmlsers reports of classification and value, covering a cross section
of imported merchandise received at each port, totaled 76,000
compared with 78,000 in 1961. These reports indicate the relative
number of commodrty items received at any given port for the first
time, as well as regularly recelved items at new prices or subject to
different terms of sale from previous shlpments
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Classification and value differences indicate the number of in-
stances where the value or classification of merchandise information
varied among ports or when the conclusions of appraising officers
differed. In the latter, additional study and analysis were required
before a uniform price or rate could be established. There were
6,775 reports of value differences during fiscal 1962, as compared with
7,243 in 1961, Differences in classification totaled 4,693 during 1962
compared with 4,803 in 1961, indicating a decrease in new commodities
received. E ' .

Detailed investigations abroad to obtain information for appraise-
ment decreased from 215 in fiscal 1961 to 212 in 1962. The low in-
cidence of inquiries was ascribed to the continuing effect of the elimina-
tion of foreign value as a basis of appraisement under the terms of the
Customs Simplification Act of 1956 (19 U.S.C. 1402) and to the current
regulation which permits a foreign inquiry only as a last resort in

securing value information. =~ ) . A :
© Technical services—The laboratories of the Technical Services
Division analyzed about 132 thousand samples in fiscal 1962, an in-
crease of 6.5 percent over those in 1961. The increase in the number
of samples was general with approximately two-thirds of the classes
reflecting an increase. Imported merchandise samples submitted
for appraisement and tariff classification information made up the
large majority of those analyzed. Other types analyzed were those
taken from seizures, mainly of narcotics and other prohibited mer-~
chandise; preshipment samples of merchandise intended for shipment
to the United States analyzed to assist in establishing proper classi-
fication; and samples tested for other Government agencies.

Chief chemists analyzed cargo sample weighing data to assure that
accuracy and precision were within: control hmits. Studies were
made of 20 cargoes of raw sugar, 47 cargoes of refined sugar, and 58
cargoes of tobacco. Statistical evaluation of the verification of liqui-
dations by comptrollers- (final determination of duty and taxes) and
the development and furnishing of investigative aids for enforcement
officers were continued. ‘ :

The division recommended tentative approval of bulk weighing
and sampling equipment at three locations. Installations at two other
locations were being considered at the close of the fiscal year.

A contract was awarded for the construction of a 75-ton capacity
truck scale in Brooklyn, N.Y. : .

In cooperation with the Immigration and Naturalization Service,
plans and specifications were prepared and contracts were awarded for
the construction of a border station and two residences at the following
locations: Lancaster, Minn.; Opheim, Mont.; Antler, Fortuna, Han-
nah, Sarles, and Walbhalla, N.D. Several of these construction proj-
ects have been completed. Construction plans of various projects
involving space for Customs prepared by the General Services Ad-
ministration or engineering firms were reviewed and appropriate
changes recommended. The General Services Administration has
awarded contracts for an inspection station at Massena, N:Y., and at
Sault Ste. Marie, Mich. Other major General Services Administra-
tion border projects now under way include Jackman, Lubec, Vance-
boro, and Van Buren, Me.; Derby Line and Highgate Springs, Vt.;
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Lewiston Bridge, N.Y.; Del Rio and El Paso (Cordova Island), Tex.;
ﬁ o]%ales, Ariz. ; Pigeon River, Minn. ; Sweetgrass, Mont. ; and Pembina,

Eaéport control.—The following table shows the volume of export
control activities:

. Percentage

Activity 1961 1962 increase, or

decrease (~)
Export declarations authenticated. ..o oo oo 4, 758, 249 4,721,709 -0.8
Shipments examined. ..o ao oo e ecocmeacccmnaaan 596, 457 641, 489 7.5
Number of seizures....__. - 222 196 -1L7
Value of Selzures. oo oo m i cccmceccccmamae $656, 903 $504, 707 —-23.2
Export control employees...—..__... . 173 201 16.2

Protests and appeals.—Protests filed by importers against the rate
and amount of duty assessed and other decisions made by collectors
of customs increased 4.6 percent. Appeals for reappraisement filed by
importers who did not agree with appraisers as to the value of mer-
chandise decreased 37.1 percent. The following table shows the
number of protests and appeals filed during fiscal 1961 and 1962.

Percentage

Protests and appeals 1961 1962 increase, or

decrease (—)

Protests:

Filed with collectors by importers (formal)_.__.____________ 35,627
Filed with collectors by importers (informal)....______.___._. n.a.
Allowed by collectors. - 3, 532
Denfed by collectors and forwarded to customs court........ 27,907
Appeals for reappraisement filed with collectors_............. 27 281

- n.a, Not available,

Marine activities.—Vessels in the American merchant marine con-
tinued to increase during fiscal 1962. At the end of the year the
documented fleet totaled 52,730, an increase of 3.2 percent. During
the year 1,476 vessels were removed from documentation so that
approxuna,tely 3,100 vessels (roughly the total number of all sizes
built) never before documented were added. Approximately 8,700
were documented as yachts and almost 44,000 were authorized
through documentation to be used in commercial activities in foreign,
_coasting, or fishing trades. There was an increase of 16 percent in
the number of vessels documented as yachts. The following table
compares the volume of marine documentation during fiscal years
1961 and 1962.

- . Percentage

Activity . 1961 1962 increase, or

decrease (—)
Total vessels documented at end of year. ... ___ . ... 51,115 52,730 3.2
Documents issued (registers, enrollments, and licenses) 17, 396 17,286 | - -6
Licenses renewed and changes of master endorsed.._.__.__.... 47,440 . 8

Mortgages, satisfactions, notices of lien, bills of sale, abstracts

of title, and other instruments of title recorded.............- 14, 954 .0
Abstracts of title and certificates of ownership 1ssued .......... 7,754 0
Navigation fines imposed.. 2,919 -
Tonnage tax payments 23,731 -
Certificates and permits... : 1,152 . 6
Name changes. cceceoeoeooo . ——— 929 N1

n.a, Not avgﬂable.
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Total gross tonnage of vessels documented at the end of fiscal 1962
was 25,489,871, The decrease in tonnage during the year was less
than in other recent years, because a number of large vessels pre-
viously under foreign flag were admitted to American registry.. Asin
1961 such transfers apparently were made to qualify for participa-
tion in the transportation of foreign-aid cargoes under the Cargo- -
Preference Act, as amended (46 U.S.C. 1241(b)). which requires that
at least 50 percent of such cargoes be shipped in American-flag vessels.

The Bureau redefined the rig classifications used in the documenta-
tion of vessels and added certain designations for new types of vessels,
such as hydrofoil and nuclear craft. The Bureau eliminated distinc-
tions between types of unrigged or nonself-propelled vessels, since
such distinctions were no longer useful, and designated all such’ vessels
as barges. Sail-propelled vessels were so designated, and distinc-
tive rig designations such as ‘“bark,” “sloop,” and ‘“ketch,” were
eliminated.

Development of a simplified system of ship registry was continued.
A packet of forms and an outline of procedures were being reviewed
at the end of the year preparatory to transmittal to other appropriate
Government agencies and to steamship companies and associations
for further review and comment. The proposed changes will require .
legislation, which is in preliminary draft.

The Bureau of Customs continued to represent the Treasury
Department on the Water Transportation Facilitation Committee,
chaired by the Department of Commerce, and composed of all Gov-
ernment agencies interested in shipping problems. The committee
continued work on developing an international program for simplify-
ing entry and clearance controls. Attention has been focused on the
Draft Convention for the Facilitation of International Waterborne
Transportation in the Western Hemisphere, proposed as a regional
agreement for adoption by the Organization of American States
(OAS) through the Inter-American Ports and Harbors Conference.
The convention, which is sponsored by the Permanent Technical
Committee on Ports of the Conference, 1s modeled along the lines of
the International Civil Aviation Organization’ (ICAQO) agreement
-covering aircraft procedures and has attached an annex of standards
and recommended practices. The committee was also active in
assisting in the formulation of U.S. policy for the approaching meetin%
of a committee on travel and transport of the Intergovernmental-
Maritime Consultative Organization (IMCO), which 1is considering
similar action on the broader international scope of the latter group.
The United States has suggested to IMCO that the OAS draft conven-
tion and anhex might serve as a basis for consideration in imple-
menting its own program. The Customs Bureau is vitally interested
in the work of the Water Transportation Facilitation Committee
because the first impetus of the work program in the facilitation field
1s expected to be in the area served by Custems. This agency has a
wide interest in the whole field of waterborne transportation proce-
"dures through its responsibilities for assisting other agencies with
enforcement of regulations. These include: Manning and inspection
requirements of the U.S. Coast Guard; quarantine requirements of
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the U.S. Public Health Service; and immigration requirements of the
U.S. Immigration and Naturalization Service. ‘

It is expeeted that the Bureau will be represented on the U.S.
delegations to the meeting of the IMCO group in London, England,
in November 1962 and in the OAS meeting which is scheduled to follow
the IMCO meeting. o o ~

The Subcommittee on Tonnage Measurement, Intergovernmental
‘Maritime . Consultative Organization, met in London, England,
from December 11 through 15, 1961. The U.S. delegation, headed by
Customs, presented for consideration a -simplified - formula for the
admeasurement of cargo and passenger vessels. The.subcommittee
set up a working group to. consider as a matter of urgency and recom-
mend to the subcommittee proposals for the treatment of shelter-deck
ships for tonnage-measurement purposes. The working group also is
to develop detailed proposals for a universal system of tonnage

- measurement based upon unification of existing systems or national
proposals for new systems, such as the U.S. simplified formula.

The U.S. delegation is participating in the program of the working
group and is studying and evaluating the foreign proposals. Work is
continuing within the United States to refine and extend the coverage
of the U.S. proposals in the light of foreign evaluations and our own
national requirements. At the end. of fiscal 1962, the Tonnage
Measurement Subcommittee of the U.S. Shipping - Coordinating
.Comimittee, also headed by Customs, was drafting a proposal dealing
with shelter-deck treatment for consideration of the working group
and recommendation to the IMCO subcommittee. -

The shelter-deck spaces are cargo spaces between decks and the

" superstructures of vessels. Itis desired to continue the present exemp-
tions of - shelter-deck spaces from inclusion in tonnage without
requiring the tonnage openings and other features now required.
]%?mest;ic legislation would be required to put the U.S. proposals into

-eftect. : : ‘ :

. Amending legislation enacted on August 17, 1961 (46 U.S.C. 35)
permits that U.S. vessels sold while abroad may be documented anew
as vessels of the United States in such manner and under such cir-

cumstances' as prescribed by the Secretary of the Treasury. Previ-
ously, the-vessels could not be redocumented until they returned to

* the United States. Legislation was enacted on August-. 30, 1961
(46 U.S.C. 404a) to permit a fishing vessel to transport without
monetary consideration the cateh of another U.S. fishing-vessel from

the high seas to a port in the United States without having to exchange
their fishing licenses for registers. By an-amendment to the Ship

Mortgage Act of 1920, dated September 26, 1961 (46 U.S.C. 922),
_preferred mortgages may be placed on towboats, barges, scows,

" lighters, car floats, canal boats, or tank vessels of not less than 25

gross tons. Previously, preferred mortgages could be placed on such
vessels only if they measured 200 gross tons or more. Yursuant to an
act of June 30, 1961 (46 U.S.C. 289b), passengers'may be transported

- on Canadian vessels in southeastern Alaska, and passengers -and

merchandise may be transported on Canadian vessels between Hyder,

)

-
%

661496—63——9
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Alaska, and other points in Alaska and other points in the United
States, until the Secretary of Commerce determines that U.S. flag
service is available to provide such transportation. Several legisla-
tive proposals were reviewed which would exempt foreign vessels in
certain circumstances from the prohibition against transporting
merchandise between points in the United States.

The exemption of water-ballast spaces from gross tonnage was
reviewed in the light of the adaptation and availability of such spaces.
As a result, new requirements connected with the granting of exemp-
tions from gross tonnage for water-ballast spaces were put into effect
and provisions made for a Bureau review of all cases where such
exemption exceeds 30 percent of the vessel’s gross tonnage, calculated
without any allowance for water ballast.

Instructions were issued. to clarify the treatment of water-ballast
spaces bounded by wood. This action was predicated upon Coast
Guard rulings that water-ballast spaces in hull compartments bounded
by wood could not be considered properly constructed and are not
useable for water ballast. It was determined that such spaces should
be included in gross tonnage.

The United States added Greece to the list of countries whose
admeasurement rules it recognizes. Consequently, Greek vessels,
the registers of which indicate gross and net tonnages determined under
its national rules, are taken in ports of the United States to be of the
tonnage so expressed.

Applications for admeasurement of yachts increased at some ports
during the spring and summer; however, the overall backlog of ap-
plications was reduced through the use of additional personnel.
The applications received at the end of fiscal 1962 were being processed
and the yachts scheduled for admeasurement within a reasonable
time. Two hydrofoil vessels were measured during the year, one of
which was built in the United States as an experimental vessel for
the U.S. Maritime Administration. New vessels built for ocean-
ographic research and existing vessels being converted to such service
were also measured.

A procedure to facilitate the frequent exchange of information
between the Panama Canal admeasurers and Customs has resulted
in a better understanding of Canal admeasurement practices and is -
expected to prove helpful in the Bureau’s issuance of Panama Canal
tonnage certificates. ,

At the request of the Military Sea Transportation Service, Depart-
ment of the Navy, waiver of the navigation laws of the United States
was granted pursuant to the authority contained in the act of Decem-
ber 27, 1950 (46 U.S.C. 1 note), to permit certain foreign-flag vessels
under time charter to Military Sea Transportation Service to transport
military cargo and passengers between Cape Canaveral, Fla., and
San Juan and Mayaguez, P.R., for a period of two years from De-
cember 9, 1961. :

At the request of the Acting Secretary of the Army, waiver of the
navigation laws was granted to the extent necessary to permit Cana-
dian vessels to be employed in dredging, towing, and transporting of
merchandise and passengers in connection with the dredging of
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Wolfe Island Cut on the Saint Lawrence.River. This operation is
related to the Saint Lawrence Seaway project.
" Instructions were issued requiring vessels leaving ports in Alaska
~ and Hawaii for noncontiguous territories of the United States to
clear and present export declarations in the same manner as vessels
departing  from any other State. - Instructions also were issued
requiring that portable deck tanks be listed. on a. vessel’s inward
manifest as cargo regardless of their customs status otherwise. Vessels
clearing for ports in the Sino-Soviet bloc, Hong Kong, Macao, or
Cuba, were held to be subject to the requlrement for filing, before
departlng, outward manifests and. export declarations for the cargo
- aboard destined only for such ports and not for cargo destined for
other ports on the same voyage. .
Australia was added to the list of countries whose yachts may ob-
- tain licenses to cruise in U.S. waters without entering-and clearing at
each domestic port of call and without paying tonnage taxes and other
entry fees. This was done in anticipation of the immineént arrival of -
, an Australian competitor in the American cup races and upon satis-
| faction that yachts of the United States -were granted reclprocal
| privileges by the Australian Government.
- ‘The following table compares entrances and clearances of vessels
" in fiscal 1961 and 1962.

Vessel movements - ‘ 1961 - 1962_ increase, or
' . . decrease (=)

Entrances: . . N g :
Direct from foreign portS.c..cco. oo e e aan 48, 364 47,463 —-1.9
Via other domestic ports..._..___ U 38,459 - 39, 631 3.0
_ Total g —— U 86, 823 87,004 | 3

Clearances: : ‘ / . .

Direct to foreign ports: .o oo el T 46,421 45,772 —1.4
_ Via other Aomestic POrfSa_c oo oo : 38,193 . 39,667 .39 }
Total._:_ : e I 84, 614 85,439 10

Law enforcement and investigative activities~—The Customs Agency
Service conducted 20,356 investigations during 1962, compared with
18,828 in 1961, an increase of 8.1 percent. These investigations

- were made under the customs, navigation, and related laws adminis-
tered by the Bureau of Customs and several laws administered by

- other Government agencies and enforced by Customs. Table 101
shows the number and types of cases 1nvest1gated during 1961 and
1962.

" Asin other recent years, the most active enforcement dlstrlcts were:
Laredo, Tex:, with 637 arrests and 245 convictions; Los Angeles,
Calif., with 499 arrests and 285 convictions; and New York NY,
with 99 arrests and 59 convictions.

Customs agents made 1,429 arrests and conv1cted 685 v1olators
compared with 1,483 arrests and 743 convictions in fiscal 1961.
The following table shows the number of arrests and d1spos1t10ns during
fiscal 1961 and 1962 ' :

" N\
7

| Percentage . -
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. Percentage
Activity 1961 1962 increase, or
decrease (—)
Arrests_ ... - 1,483 1,429 —-3.7
Convictions, - 743 685 —7.8
Acquittals. 34 33 -~3.0
Nolie prossed 101 67 —33.7
Dismissed. . 399 283 —29.1
Not indicted . 14 4 -71.4
Under, or awaiting indietment._.____ ... .. r 396 456 15.2
Turned over to State and other Federal authorities for prose-
cution... - 208 207 42.8
r Revised,

. Officers of the Customs Agency Service cooperated during fiscal
1962 with Federal, State, and local law enforcement agencies and with
officials of foreign governments in 6,127 cases, 937 more than in fiscal
1961. ‘

Customs agents and enforcement officers made 5,819 seizures
during fiscal 1962, as compared with 4,017 seizures in 1961. Fines
and penalties incurred in fiscal 1962 totaled $21,374,970 compared
with $28,469,300 in 1961. :

Although 1included in statistics for the Customs Agency Service
as a WhoTe, the customs port investigators made 344 arrests during
fiscal 1962, as compared with 265 the year before. They also made
3,753 seizures of merchandise in fiscal 1962, compared with 2579
in 1961, with a total appraised value of $8,728,834 and $8,409,141,
respectively.

Between September 1961 and April 1962, a task force was formed
of representatives of the Office of the Secretary of the Treasury, the
Bureau of the Budget, and the Bureau of Customs to survey and
determine the enforcement requirements of the Customs Agency
Service. The group visited more than a dozen ports including the
New York International Airport. The study included utilization of
personnel, management and supervision, equipment, duty assignments,
geographical areas requiring enforcement coverage, .efficiency of per-
sonnel, radio and automotive equipment, and electronic investigative
aids. The task force study concluded: That the concept of basic
customs enforcement is in harmony with present policy and will
remain so in the foreseeable future; that the present system of customs
enforcement is as efficient as current resources permit; and that the
request of the Bureau of Customs for an increase in personnel and
equipment to meet its enforcement responsibilities is justified. It
recommended that the Customs Agency Service force be increased to
1,200 customs port investigators, the build-up to be extended ovér a .
three-year period. The task force concluded that the Bureau’s en-
forcement efliciency has reached the highest level in its history limited
only by inadequate strength. The consolidation of the intelligence
gathering and investigative arm with the basic enforcement functions
has resulted in a balanced law enforcement organization with ade-
quate authority, and professional standards in the concept, training,
morale, and dedication to duty of national significance. :

Customs seizures of narcotic drugs during fiscal 1962 declined from
the unusually large amounts for 1961 as detailed in the following table.
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Seizures of narcotic drugs

S ) Fiscal years Percentage
Drug seizurés i increase, or
. C ’ decrease (—)
1961 1962
Narcotic drugs: (weight in grams) . . .
Heroin 11,177. 13 . 2,357.80 —78.9
Number of seizures. ... 147 111 —24.5
Raw opium : ; . 27,364, 23 7,553. 59 - —=72.4
Number of seizures. ... . 9 8 . -11.1
Smoking opium v 17,383.99 7,651.75 . —56.0
Number of seizures . 19 10 —47. 4.
Others . 8,790.64 9,347.15 146.6
Number of seizures_____ 153 283 85.0
Marihuana: (weight in kilograms) . - - . - R
Bulk 3,645,573 9,176,824 151.7
Number of seizures. . 4 . 429 8.1
Cigarettes—(Number) 3,255 - 1,766 —45.8
Number of seizures._ . 176 139 —21.0

Cocaine has declined in prominence with two. seizures of about four
pounds each. In both cases the indicated source was Bolivia.

Mexico continues to supply at least 95 percent of the marihuana
consumed in the United States. During fiscal 1962 several im-
portant gangs frafficking in this commodity were put out of busi-
ness. One of the most active operated from El Paso, Tex., to New.
York, N.Y. 1In a year-long investigation customs agents arrested 9
_-members of this gang, who were all sentenced to periods varying from
2'to 15 years. Another investigation brought into custody 13 mem-
bers and employées of a Chicago gang, several of whom received sen-
tences of 2 to 10 years, while others are fugitives, having forfeited
~ substantial bail. = Another investigation resulted in the apprehension
of 8 members of a gang in Junction, Tex., operating between Mexico
and Detroit, Mich. - The most recent conspiracy case, not concluded
“at the end of fiscal 1962, involved the arrest ‘of 14 defendarits who
were engaged in smuggling marihuana through El Paso, Tex., and

shipping it to Lios Angeles, Calif. © )

.+ Information developed by customs officers stationed abroad was
" responsible for the capture of several lots of narcotics destined for the
"United States. The largest involved 40 pounds of smoking opium and
13 pounds of heroin which Chinese crewmembers had smuggled aboard
a British naval vessel in Singapore, and which the captain located
between Honolulu and San Francisco, along with diamonds and jade
valued at $70,000. Customs officers at Honolulu also seized $5,000 -
worth of Chinese medicines which crewmembers had smuggled into

that port. ‘ ' o , '

Seizures of merchandise throughout the country by all types of
customs officers’ during fiscal 1962 for violation of laws enforced by
the Customs Service numbered 16,475 with an appraised value of
$26,853,303, compared with 14,658 seizures in 1961, appraised at
$15,850,918. This reflected an increase of 12.4 percent in the number
of seizures and 694 percent in the appraised value from the year
" before. Title to only a'fraction of the merchandise captured passed
to the Government, as most was destroyed or returned to the owners
upboln payment of fines or penalties. Details of seizures are shown in
table 100. . :

N
~
%
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Foreign trade zones.—During fiscal 1962 the value of merchandise
received in Foreign Trade Zone No. 1 at New York, N.Y., increased
by almost $5 million or 13 percent. Long tons delivered from the
zone increased 4.3 percent over last year, although the value of such
merchandise was 7.1 percent less. Three ships berthed to lade do-
mestic ship’s stores and 27 ships used the zone facilities for dis-
charging cargo from foreign countries. Large quantities of refined
sugar, radios, piece goods of wool and cotton, bulk and bottled liquor,
cameras, Brazil nuts, steel, chemicals, machmery, caviar, tale, cut-
lery, zinc and lead 1ngots and tungsten ore were s’oored and more
than 6,700 manipulations operations were performed in the zone.

The number o¥ entries received in Foreign Trade Zone No. 2 at
New Orleans, La., increased 10.9 percent over last year. Duties
and taxes collected 1ncre@sed 24.3 percent. Fishing lures were brought
into the zone, commingled with American made lures, and assembled
into kits. Other articles brought into this zone were Brazil nuts,
casein, burlap, chemical compounds, chicory, chinaware, cotton,
earthenware, fish meal, fish netting, lead and lead oxide, logs, lumber,
musical instruments, mustard seed, sugar, tile, sewing machine
heads, transistor radios, waste bagging, whiskey, wire rope, and
personal and household effects. A grant for the establishment of
Foreign Trade Subzone No. 2A, at New Orleans, was issued on
February 14, 1962, by the Foreign Trade Zones Board.

There were decreases in all activities at Foreign Trade Zone No.
3 at San Francisco. No vessels used the zone facilities for discharging
cargo, nor were any ships berthed to lade domestic ship’s stores.
There were 615 manipulations performed in the zone during the year.

The number of entries received at Seattle, Wash. (No. 5) increased
21.6 percent over fiscal 1961. Long tons Teceived in the zone in-
creased.40.7 percent and the value of goods received increased 27.2
percent. All activities at this zone increased with the exception of
long tons and value of goods delivered from the zone. A wide variety
of articles from many countries was received in the zone for the
Seattle World’s Fair. Largest tonnage commodities were ball and
roller bearings, camp lanterns and stoves from Japan; waterproof .
wearing apparel from Norway; mung beans from Thalland chemicals
and machinery from Canada; cotton waste from Memco and
exhibition material from France,

Foreign Trade Zone No. 7 began operations at Mayaguez, P.R.,
on August 21, 1961. Activities within this zone, which is 4} miles
inland from the piers, consisted of repacking and remarking of dental
instruments, the marking of books, pamphlets, and wool sweaters
with the country of origin, and the manufacture of raw cotton into
cotton card laps.

- Foreign Trade Subzone 7A opened at Penuelas, P.R., on May 1,
1962. Two vessels used the zone facilities for discharging cargo from
foreign countries and two ships berthed in the zone to lade domestic
ship’s stores. ,

Foreign Trade Zone No. 8 at Toledo, Ohio, began operations on
August 28, 1961. Goods entering this zone consisted of 14 different
commodities from 9 countries of origin. Construction began in
May 1962 to expand this zone’s facilities by an additional 35,000
square feet.
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The followmg table contains a brief summary of forelgn trade
zone operations dumng fiscal 1962.

. - Received in zone " Delivered from zone §Dutiesand
. Number . . o - internal -
Trade zone ’ of entries . revenue
- - : . taxes
-Long tons Value Long tons Value .| collected
New York_._ 5, 182 42,868 | $39,821,181 46,263 | $37,109,941 | $3,701,750
New Orleans. - 3,783 28,411 |. 13,029, 855 39, 969 19,207, 748 1,425,618
San Francisco - © 5,282 1,527 1, 855, 054 1,930 2,244, 635 241 654
Seattle 800 418 701, 388 : 337 |- 557, 841 110 247
Mayaguez..... mmm——————— 22 |- 246 246, 759 239 147,251
Penuela - 7 34, 667 665, 216 21,322 1, 085, 640 15, 337
Toledo. 291 12,146 7,088, 575 7,937 4,723,879 24,025

Customs ports of entry, stations, and airports.—The limits of the ports
of Atlanta, Ga., and Sitka, Alaska, were extended and redescribed to
include areas not theretofore covered. The ports of entry at Beaufort
and Morehead City, N.C., were consolidated as the port of Beaufort-
Morehead City, . A new customs station was established at Salisbury,
Md. . The des1gnat10ns of Hodgon and Littleton, Maine, as customs
stations were revoked. The International Seaplane Base at Ranier,
~Minn., was designated as an international airport (airport of entry)

The following offices of the Appraiser of Merchandise, were estab-
lished as principal customs field offices: District No. 47 Colorado;
District No. 34, Dakota; District No. 40, Indiana; District No. 42,
Kentucky; District No. 1 Maine and New Hampshlre District No.
19, Mobile; Distriect N 0. 15, North Carolina; Dlstrlct No. 16,
South Carolina and District No. 43, Tennessee.

" Cost of administration

Regular nonreimbursable customs employment increased 3.3 per-
cent in fiscal 1962. Total employment increased 3.9 percent. Export
control employment, financed by funds from the Department of Com- -
merce, increased 16.2 percent, and employment financed by funds
transfetred from the Department of Agriculture increased 13.3 percent.

Customs operating expenses totaled $65,917,528, including export
control expenses-and the cost of additional inspection reimbursed by
the Department of Agriculture.

The following table shows man-year employment data in fiscal 1961 :
and 1962.

Operation Man-years | Man-years | Percentage
: 1961 1962 - increase

Regular customs operations:

© W W

Nonreimbursable____ ' - N 7,381 7,673 3.
Reimbursable 1________ . ‘ 302 315 - 4.
Total regular customs employment_. : 7,630 7,888 : 3.
Export control . h 173 201 16.
Additional inspection for Department of Agnculture ................ 188 213 13.
Total employment ...... ) » 7,991 8,302 3.

"1 Salaries reimbursed to the Govemment by the pnvate ﬁrms who recelved the excluswe services of
these employees N

3
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Mandgement improvement program

Significant improvements were made in many areas of customs
activity with annual recurring savings of over $137,000. Of this,
approximately $42,500 was realized during the year and was used
to finance Customs’ half of the construction of one border station
and two residences at Walhalla, N.D., a joint Customs-Immigration
project. The full recurring amount will be applied to meet increased
costs of a steadily rising workload. It is estimated that these ex-
penses in fiscal 1963 will be at least 8 percent higher than those of
1962, the previous peak.

Travel and air commerce.—A new procedure was adopted to accel-
erate the clearance of in transit air passengers through the United
States. These passengers may now check their baggage through the
United States to the port of departure without examination by cus-
toms officers. Previously, unless the baggage was forwarded under
bond, baggage examination was required even though the passenger
was trans1t1ng the United States en route to another country.

A bilingual customs inspector participated in a European tour con-
ducted by U.S. firms engaged in international passenger transporta-
tion. The inspector explained customs procedures and provided
information to encourage foreigners to visit the United States.

Duty paid by returning U.S. residents on articles shipped to them
from overseas and later claimed to be free under their exemption is
now refunded before verification of the claim. Under previous pro-
cedures the claim had to be verified before the refund was made.

Entry of merchandise.—Entry offices were established at four addi-
tional airports during the year to facilitate the clearance of merchan-
dise. This service, now provided at our six largest airports, enables
importers of air cargo to complete all necessary customs requirements '
at the airport.

The procedures for forwardmg imported air cargo from the port of
first arrival to another port for entry were simplified by an optional
plan which eliminated the necessity for preparing additional in-bond
manifests.

Importers of alcoholic beverages were authorized to pay internal
revenue taxes on a semlmonthly basis. This deferred payment pro-
cedure extends to importers the same privileges previously granted to
firms withdrawing domestic liquor from internal revenue bonded
warehouses.

As another convenience to importers, Customs now collects both
duty and internal revenue tax due on imported tobacco products.
Before this change, importers were required to make payments to two
separate services.

A new procedure permits joint examination by the United’ States
and Canadian Customs of theatrical effects exported by rail from the
United States to Montreal, or Toronto, Canada, for temporary use.
The railroad cars are examined by Canadian Customs for import
purposes and by United States Customs for export purposes jointly at
the importers’ premises, thus eliminating one examination formerly
performed at the border and resulting in a saving of time to the
theatrical companies.

Government military agencies, the General Services Administration,
and the Atomic Energy Commission were authorized to obtain imme-
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diate delivery permlts for indefinite periods of time on importations
for their respective agencies. Before this, the permits had to be re-
‘newed yearly with resulting inconvenience and delay if not tenewed
on time.

The apphcatlon for special hcense to lade or unla,de and the request

for overtime services were combined into one form for airline companies,
with a provision for automatic yearly renewal.
- Procedures were revised to permit importers of carpet wool to retain
liability for use of the wool unless speclﬁc requests were made for
relief of such liability under ‘the importer’s bond. This procedure
also provides Customs with a better method of controlling the use of
imported carpet wool.

The release of merchandise entered under informal entries v was ex- -
pedited by permitting customs brokers to prepare serially numbered
informal entries under the control of customs officers.

* The customs form under which vessels are- permitted to proceed
from one domestic. port to another was revised to require a listing of
each foreign port. which the vessel touches while so proceeding.
This will provide more complete information for the collectors of
customs at succeeding ‘American ports in meetlng accountability re-
quirements for foreign cargo aboard. :

Other improvements made during the year were: Customs employees
were authorized to accept personal checks from individuals imperting
merchandise for their personal use, rather than requiring cash, when
banking facilities are not, avallable three forms were combined into
one for use in reporting dlscrepancws between manifested merchandise
and landed merchandise to provide for a simpler method of rectifying
any discrepancies; a packing list was required of imported merchan-
- dise to enable customs to make a representative examination while
selecting fewer packages; and four days were added to the two already .
allowed within which an entry must be filed under certain special im-
mediate delivery procedures.

Liquidation of entries—The backlog of .import entries awaltlng
tentative determination of duties and taxes due was reduced to 458,000
as of June 30,1962, almost 100,000 less than the number of such entries
on hand a year earlier. This reduction of more than 17 percent was
accomplished by a continued high rate of individual production, im-
proved procedures, and by the addition of some personnel. _

Enforcement activities.—A system of radio telephones was installed
1in customs patrol cars at four selected seaports. This new communi-
cation system has increased the effectiveness of enforcement operations
by permitting closer supervision of waterfront areas and by releasing
personnel prevmusly assigned to offices to outside activities. Both
incorming and outgoing calls are handled directly from patrol cars with
this equipment which supplements the two-way radlo system already
in use.

An electromc status_console was installed at the customs enforce-
ment headquarters in New York, N.Y. This console, which is pat-
terned after similar devices used by several major pohce departments,
consists of an illuminated map of the New York pier area showing the
lucation of all docked ships by lights and the location of customs patrols
by small magnetized cars. ~All calls, to and from the dispatcher, pre-
viously recorded by hand, are now automatlcally recorded on reuseable
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magnetic tape. The use of this console has increased the efficiency of
enforcement in the New York area and has released some office person-
nel for outside enforcement activities. '

Other management improvemenis.—The Canadian query program,
established several years ago to provide accurate information on U.S.
customs requirements to Canadian exporters was expanded by the
designation of four additional appraisers’ offices to provide this
service. This expansion has brought the source of the information
closer to the recipients and has resulted in better compliance with
customs requirements by Canadian businessmen.

The quality of import statistics furnished to the Bureau of the
Census was improved by a new plan, under which any changes in
quantity, value, classification, rate, or description of imported mer-
chandise are corrected before the statistical copies are transmitted to
Census. This change benefits both the Government and industry by
providing more accurate data on imported merchandise.
~ As a convenience to importers, brokers, and customs personnel, all
requirements for additional invoicing information were consolidated
into the custors regulations. ’

A forms management program, which provides for the continuous
review and control of all customs forms, was adopted with an officer
designated in the Washington headquarters and in each principal
customs field office to carry out the program. During the fiscal year,
25 customs forms were abolished, 61 were revised, 2 were consolidated,
and 2 new forms were created. The establishment of a uniform paper
stock for printing entry forms saved $4,000 in annual printing costs.

Management teams from the Washington headquarters inspected
46 collection, appraisement, agency, and laboratory districts during
the year. In the course of the inspections manpower requirements

~were reevaluated in terms of existing and anticipated workloads,
simplified procedures were installed, and other changes were made to
improve the efficiency of field operations. :

Under the incentive awards program, 780 suggestions were received
and 230 were adopted with awards of $5,300. The 230 suggestions
‘adopted represent a slight increase over those adopted in fiscal 1961.
‘Total identifiable savings resulting from the suggestions amounted to
$17,500.

Future plans and programs.—A task force of citizens, appointed in
fiscal 1961 to study ways of improving customs procedures and facil-
ities for foreign tourists and U.S. citizens returning from abroad,
completed its report. The report, made public on February 21, 1962,
contained 32 recommendations. On March 19, 1962, the Secretary
of the Treasury appointed a steering committee to study the recom-
mendations of the task force. Those found to be desirable will be
put into effect. v

Future plans for Customs include: The preparation of detailed plans
to improve internal accounting and fiscal procedures; the application
of electronic data processing to accounting operations at New York,
N.Y.; a continuation of -the study of mail parcels designated as gifts
to determine whether there is widespread abuse of the statutory
exemption for gift parcels which may require corrective action; and
‘completion of the project to establish improved procedures for the
designation of international airports according to ‘their capability to
process aircraft arriving from abroad.
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Office of Defense Lending

The Office of Defense Lending, established July 1, 1957, by Treasury
Department Order No. 185, is responsible for the following functions
which had been transferred to the Secretary of the Treasury.

Activities under the Defense Production Act

The making and administering of loans to private business enter-
prises under the authority of section 302 of the Defense Production
Act of 1950, as amended (50 App. U.S.C. 2153), were assigned to the
Secretary of the Treasury by Executive Order No. 10489, dated Sep-
tember 26, 1953. Under section 302, this Office can consider only
applications for loans which are certified as essential for national
defense purposes by the Office of Emergency Planning of the Executive
Office of the President. , :

No new loans were authorized during the fiscal year 1962, Loans
outstanding were reduced from $121.6 million to $121.3 million and
commitments from $13.6 million to $1.5 million during the year.
Gross reductions in borrowing during the fiscal year amounted to
$13.9 million, but borrowing of $11.9 million was necessary to purchase
an outstanding commitment, thus making a net reduction. of $2 million
in notes payable to the Treasury. Interest payments of $3.5 million
were made. o :

Activities under the Federal Civil Defense Act

The lending functions under section 409 of the Federal Civil Defense
Act were transferred to the Secretary of the Treasury on September
28, 1953, pursuant to section 104 of the Reconstruction Finance Corpo-
ration Liquidation Act (50 App. U.S.C. 2261). Since the close of fiscal
1955 no administrative expense allowance has been authorized for this
‘program, and no applications for new loans have been accepted. "As
of July 1, 1961, the loans outstanding amounted to $798,344 and de-
ferred participation commitments to $1,776,138. These loans had
been reduced to $691,687 and the commitments to $1,308,343 as of
June 30, 1962. Notes payable to the Treasury were reduced by
$140,000. Interest paid amounted to $19,295. :

Liquidation of Reconstruction Finance Corporation assets

The Reconstruction Finance Corporation was abolished effective at
‘the close of June 30, 1957, pursuant to the provisions of Reorganization
Plan No. 1 of 1957. Its remaining assets, liabilities, and obligations
were. transferred to the Secretary of the Treasury, the Administrator
of the Small Business Administration, the Housing and Home Finance
Administrator, and the Administrator of General Services. The
Secretary of the Treasury is responsible for completing the liquidation
of business loans and securities with individual balances as of June 30,
1957, of $250,000 or more, securities of and loans to railroads, securitie
of financial institutions, and the windup of corporate affairs. -

Net income and proceeds of liquidation amounting to $2.5 million
were paid into the Treasury as miscellaneous receipts in fiscal 1962,
thus making a total of $47 million paid since July 1, 1957.  The
portfolio of RFC loans, securities, and commitments amounted to
$8.3 million on June 30, 1962, a reduction of $7.8 million from the
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$16.1 million outstanding a year earlier. Total reductions effected
have amounted to $47.2 million, approximately 85 percent of the
portfolio of $55.5 million transferred to the Secretary of the Treasury
on July 1, 1957. '

The Office of Domestic Gold and Silver Operations

The Office of Domestic Gold and Silver Operations was established
in the Office of the Under Secretary for Monetary Affairs in accordance
with Treasury Department Order No. 193 dated October 9, 1961 (see
exhibit 51). The duties transferred to the Under Secretary by the
October 9, 1961, amendments to Parts 54 and 80 of Title 31 of the
Code of Federal Regulations were delegated to the Director, Office of
Domestic Gold and Silver Operations, by Treasury Department Order
No. 193-1 of October 20, 1961. : ‘

Assistance is given by this Office to the Under Secretary for Mone-
tary Affairs in the formulation, execution, and coordination of policies
and programs relating to gold and silver, in both their monetary and
their commercial aspects.

Information and statistics relating to the use of gold and silver are

prepared for his guidance in meeting these responsibilities.
- The Office administers the Treasury Department Gold Regulations
relating to the purchase, sale, and control of industrial -gold, issues
licenses and other authorizations for industrial, professional, and ar-
tistic use of gold, both in the United States and abroad, receives and
examines reports of operations, and investigates and supervises the
activities of users of gold. Investigations into possible violations of
the Gold Regulations are correlated with the U.S. Secret Service or
other enforcement agencies.

The Office develops, implements, administers, and executes regula-
tions and procedures pertaining to silver, particularly newly-mined
silver, including records, reports, and other related matters.

Bureau of Engraving and Printing

The Bureau of Engraving and Printing designs, engraves, and
prints U.S. currency, Federal Reserve notes, securities, postage and
revenue stamps, and various commissions, certificates, and other
forms of engraved work for Government agencies. The Bureau also
prints bonds and postage and revenue stamps for the governments of
msular possessions of the United States.

Deliveries of all classes of work to the customer agencies in the
fiscal year 1962 totaled 27,715,972,318 pieces, as compared with
26,746,227,150 pieces in 1961, an increase of 969,745,168, or
approximately 3.5 percent, in the deliveries of Bureau products.

Changes were made in the organizational structure during the year
in order to improve operating efficiency.

Management attainments

The Director of the Bureau held frequent conferences .and meetings
with supervisory personnel for the purpose of providing constant
stimulation and leadership.” An Emplioyment Policy Review Board
was established to receive, investigate, and evaluaté complaints of
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discrimination. The Bureau’s concern in promoting and maintaining
high morale among employees was reflected in the employee develop-
ment and training policy, and in the employee relations policy which
embraces fair employment practices, favorable working conditions, and
safety and health services.

Manpower requirements were reviewed throughout the year and
each vacancy was evaluated before a request was made for a replace-
ment. The reduction of personnel from 3,038 employees at the
beginning of the fiscal year to 2,943 at its close, a decrease of 95, was
largely the result of the application of management improvement
.techniques.

The Bureau conducted industrial engineering studies, analyses of
production processes, and quality control surveys to improve work
methods and operations, increase industrial efficiency, and insure
development and practice of sound quality control systems. Im-
provements in equipment as well as in the processes employed in the
manufacture of currency and postage stamps were made. To facili-
tate operations, further modifications were made on sheet-fed rotary
currency presses and web-fed rotary stamp presses. Other Bureau
research activities to improve the quality of its products related to
paper, tape, labels, film, adhesives, plate wear, presses, and equipment.

Close liaison was maintained with representatives of the Depart-
ment of Agriculture concerning the expanded food stamp program
and with the Post Office Department in planning future requirements
for regular and commemorative postage stamps.

Reviews and audits made by the Bureau’s Internal Audit Staff
indicate that Bureau policies have been carried out effectively. In
fiscal 1962, 74 financial and management type audits, containing 91
audit recommendations, were released. Ninety-six recommendations
were cleared and only 41 audit recommendations were still under
consideration at the close of the year. '

Through the excess property program the Bureau received $1,771

from the sale of obsolete equipment and material declared excess, and
obtained equipment valued at $187,120 at no charge through the
Federal utihzation program.
- It is estimated that annual recurring savings of $24,671 will accrue
from employee suggestions adopted during the fiscal year.” Through
the records management program 672 cubic feet of noncurrent records
were transferred from office space to the records storage area and 311
cubic feet of obsolete records were destroyed. In response to 1,126
requests, 75 new forms were prepared, 36 were eliminated, 35 consoli-
dated, and 347 were improved and revised in connection with the forms
management program. , :

The Bureau continued to emphasize the Treasury Department
safety program. April 1962 marked the second month in the history
of the Bureau safety program in which no disabling injuries oc-
curred. The injury frequency rate has been decreasing yearly.

“The second major application of machine accounting, payroll and
laber distribution, was developed during the year. This included the
installation of punch-card time.and attendance reporting, program-
ming and wiring of the control panels, and labor cost distribution.
Payroll operations were being reviewed at the end of fiscal 1962 for
further refinement and improvement,
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" The Bureau conducts continuing employee development programs
which encompass both outside and internal training and orientation.
The course of supervisory development conferences was completed
by 69 employees. The objectives were to increase skills in the human
relations aspects of the supervisors’ jobs and to increase their knowl-
edge. of the pertinent laws and regulations. A 35-mm color slide
presentation of the salary and wage program prepared by Bureau per-
sonnel was used for the first time. -

" Estimated savings resulting from management improvements
during fiscal 1962 totaled nine man-years and approximately $73,300
on a recurring annual basis. All realized savings were applied against -
the cost of products and have been reflected either in the Bureau’s
billing rates or in decreases in appropriation requests by the Office of the
Treasurer of the United States for funds for the purchase of currency.

New issues of postage stamps and deliveries of finished work

- New issues of postage stamps delivered by the Bureau in fiscal 1962
are shown in table 105. A comparative statement of deliveries of
finished work for fiscal 1961 and 1962 appears in table 103.
Finances

The Bureau operations are financed by reimbursements to a working
capital fund authorized by law. Balance sheets and a statement of
income and expense as of June 30, 1962 and 1961, follow.

Balance sheets as of June 30, 1962 and 1961

Assets June 30, 1962 | June 30, 1961
 Current assets: ’
Cash with Treasury.. $3, 314, 240 $3, 204, 070
Accounts receivable_. 2,081,938 1,274,673
Inventories: 1

Raw materials. ..o oo eoaoo : 800, 032 762, 520
WOrK in ProCeSS. - oo oo e e e e e m e m e 3,954, 540 3, 669, 498
Finished goods. - 3,138, 817 2,996, 548
Stores.. - 1,064,505 { - 1, 097, 054
< Prepaid 6XPeINSeS - oo e eeemc e mcm e mma————————— 56, 248 61, 396
Total current 8ssets . oo oo oo iiccamiooas aem 14, 410, 320 13,156,759

Pized assets: ? - '
Plant machinery and equipment. - — 19, 684, 923 19, 505, 859
Motor vehicles. . 94, 300 88, 317
T Office MACHINES oo ccccccmccmemcccceema e 193,714 193, 843
Furniture and fixtures-..... - 442,275 435,031
Dies, rolls, and plates. = 3,955, 961 3, 955, 961
Building appurtenances. ... ... 2,196, 607 2,138,720
Fixed assets under construction - 305, 030 36,789
. 26, 872, 810 26, 354, 520
Less portion charged off as depreciation e 12, 370, 307 11, 008, 940
' 14, 502, 503 15, 345, 580
 Excess fixed assets (estimated realizable value) . -._......- emmm——— 819 360
.. Total fixed assets 14, 503, 322 15, 345,940
Deferred charges. e . — 64, 632 104, 623
Total assets.... .. . 28,978,274 28, 606, 322

. Footnotes at end of table.
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Balance sheets as of June 30, 1962 and 1961—Continued

Liabilities and investment of the United States June 30, 1962 | June 30, 1061
Liabilities: 3 .
Accounts payable. - . oo m oo d e e e e eiaan $452, 127 $400, 910
Accrued liabilities:
PAYTONL. e oo 1,019, 655 883, 639
Accrued leave o ool R, 1,643,968 1,475, 161
(81137 O O I SO 97,776 . 115,196
Trust and deposit liabilities. . . . 576,717 564, 063
Other lIabiltieS amu e oo oo e e e e c e ————— 1,082 4,876
Total labilities_ . .oooaoeoooao oo ememeemmmeeieeoceciaoes 3,791,285 3,443,845
Investment of the U.S, Government: .
Principal of the fund: :
Appropriation from U.S. Treasury - oo oo oo o__ 3, 250, 000 3, 250, 000
Donated assets, net 22, 000, 930 22, 000, 930
Total Prineipal. oo oo e e cececec e iccccmcececa 25, 250,930 ) 25, 250, 930
Earned surplus, or defieit (—) e uo oo —63, 941 —88, 453
Total investment of the U.S. Government....c.eocooooo 25, 186, 989 25,162,477
Total liabilities and investment of the U.S. Government... ... 28,978,274 28, 606, 322

! Finished goods and work in process inventories are valued at cost. Except for the distinctive paper
which is valued at the acquisition cost, raw materials and stores inventories are valued at the average cost
of the materials and supplies on hand.

2 The act of August 4, 1950, establishing the Bureau of Engraving and Prmtmg fund speclﬁca,lly excluded
from the assets of the fund the land and buildings occupied by the Bureau (31 U.S 8.C.1 ). These assets
are valued at about $9,000,000. However, under the Supplemental Appropriation Act of 1961 (74 Stat, 514),
$1,250,000 was appropnated for emergency repairs to the Bureau of Engraving and Printing Annex Bulldmg.
Plant machmery and equipment, furniture and fixtures, office machines, and motor vehicles acquired on or
before June 30, 1950, are stated at appraised values. Additions since June 30, 1950, and all building appurte-
nances are valued at acquisition cost, Dies, rolls, and plates were capltahzed as of July 1, 1951, on the basis
of average unit costs developed for the fiscal year 1950 reduced to recognize their estimated usei'ul life. Since
July 1, 1951, all costs of dies, rolls, and plates have been charged to operations in the year acquired.

3 Outstandmg commltments cons1sting of undelivered purchase orders and unperformed contracts,
totaled $3,626,842 as of June 30, 1962 compared with $3,617,362 as of June 30, 1961; of these amounts, $2,296,113
as of June 30 1962 and $2,497, 766 as of June 30, 1961, related to contracts entered into prior to June 30 but ‘not
to be performed until the ensuing fiscal years.

4 The act of August 4, 1950, provided that any surplus accruing to the fund in any fiseal year be pald into
the general fund of the Trea.sury as miscellaneous receipts except that any surplus would be applied first to
iegst(;re any impairment of capital by reason of variations between prices charged and actual costs (31 U.8.C.

1a,

Statement of income and expense for the fiscal years 1962 and 1961

Income and expense . 1962 : 1961
Operating revenue: Sales of engraving and printing $24, 681, 845 $24, 235, 683
Operating costs:
Cost of sales:
Direct labor..____. 9, 366, 166 9,438,947

Direct materials us 3,946,379 4, 033, 564

13, 312, 535 13,472, 511

Prime cost.

Overhead costs:

Salaries and indirect 1abOT. o - - - oo oo oo 7,307, 064 7,184, 556
Factory supplies 1, 061, 617 1,110, 591
Repair parts and supplies._... : , 218 246 372
Employer’s share personnel benefit: 1,274, 941 1,204,445
Rents, communications, and utilities. 488, 086 457,983
Other services. 204, 843 93 681
Depreciation and amortization. ... 1, 578, 862 1,945, 966
Losses on disposal or retirement of fixed assets____.__.___ - . 56,539 236 ‘308
Sundry expense (net) 36, 694 9, 217

Total overhead - 12, 386, 864 12,779,118

Total costs ! .| 25,699,399 26, 251, 629

Footnotes at end of table,
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Statement of income and expense for the ﬁscal_ years 1962 and 1961—Continued

Income and expense : 1962 1961

Operating costs;—Continued
Cost of sales:—Continued

Nonproduction costs:

Shop costs capitalized. - .o icnecicccciececaann 164,125 | 115,275
- Cost of miscellaneous services rendered other agencies. ._._.._. 450, 630 431, 151
Net increase, or decrease (—) in finished goods and work in process
INventories. - ool 427,31 1,444,333
B 7 ) PPN 1, 042, 066 1,990,759
Cost of sales. 24, 657, 333 24, 260, 870
Operating profit, 0r 1088 (—) oo oo e e c e e e e 24,512 —25, 287
Nonoperating revenue: :
Sales of card checks o - 213,392
Operation and maintenance of incinerator and space utilized by othér
Treasury activities. .. - 385,779 379, 457
Other SerVICes oo oo oo icicccmcccccccenan 64, 851 49, 072
450, 630 641,921

Nonoperating costs:
Purchase of card cheeks_ - ... 173, 520
Freight out-card cheeks oo oo oo cemcmcaan 36, 167

Other costs of miscellaneous services rendered other agencies.... 450, 630 431,151

450, 630 640, 838

N onoperating profit..__ PRI R 1,083
Net profit, or loss (—) for the year 2. o iciemcacciccaecacann 24,512 -—24,204

1 No amounts are included in the accounts of the fund for (1) interest on the investment of the Government
in the Bureau of Engraving and Printing fund, (2) depreciation on the Bureau’s buildings excluded from
tlge lz]ass]egts of the fund by the act of August 4,1950, and (3) other costs incurred by other agencies on hehalf
of the Bureau.

2.The act of August 4, 1950, provided that any surplus accruing to the fund in any fiscal year be paid into
the general fund of the Treasury as miscellaneous receipts except that any surplus would be applied first to
ll'%sltc;re any impairment of capital by reason of variations between prices charged and actual cost (31 U.8.C.

a).

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. The Fiscal Assistant
Secretary, in addition to being responsible for the operations of these
offices, gives general supervision to the Office of Defense Lending.
He is responsible for administration of the cash position.of the Treas-
ury, which includes the distribution of funds between Federal Reserve
Banks and other Government depositaries, and participates in plan-
ning Treasury financing operations. He also is responsible for the
general direction of the fiscal agency operations of Federal Reserve
Banks and the Treasury’s central agency participation in the joint
financial management improvement program with the Bureau of the
Budget and the General Accounting Office.

The reports which follow detail the operations under the responsi-
bilities of the Fiscal Assistant Secretary as they relate to the three
components of the Fiscal Service.

BUREAU OF ACCOUNTS
The Bureau’s functions are mainly Government-wide in scope and

include the maintenance of the Government’s system of central
accounts; issuance of the Government’s central financial reports;
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accounting and reporting for foreign currencies acquired by the
Government without purchase with dollars; disbursing for virtually
all civilian agencies of the Government; general direction and designa-
tion of Government depositaries; determination of qualifications and
underwriting limitations of surety companies to write fidelity and
other surety bonds covering Government activities; investment of
social security and other trust funds; administration of loans and ad-
vances by the Treasury to Government corporations and other-
agencies; and participation with the Office of the Fiscal Assistant
Secretary in the joint financial management improvement program.

Technical guidance is furnished to Treasury bureaus and other
agencies on accounting systems and related matters affecting the
central accounting and reporting function. Periodic audits relating
. to funds administered in the Bureau are conducted and special audits
within the Department are supervised and coordinated. The col-
lection of amounts due and the payment of claims under certain
international agreements are administered. The Bureau performs
other fiscal work as may be required. -

Reorganization Plan IIT, dated April 2, 1940, established the Bureau
of Accounts, and on December 12, 1952, the Bureau was reorganized
pursuant to Treasury Department Order No. 164. On July 28, 1961,
Treasury Department Order No. 170-9 transferred from the Fiscal
Assistant Secretary and the Commissioner of Accounts, certain
responsibilities relating to the development of regulations and the
general administration of fiscal internal auditing and administrative
accounting for appropriations and funds as they affect the various
bureaus of the Department. (See exhibit 51.)

Accounting and Reporting

Systems improvement

Under the direction of the steering committee for the joint financial
management improvement program, Bureau staff continued to
participate with the General Accounting Office and the Bureau of
the Budget during the fiscal year 1962 in the following studies:
Current practices of the executive branch relating to programming,
budgeting, accounting, reporting, pricing, and billing for reimbursable
services and supplies furnished by the agencies (a preliminary report
was made in July 1961); identification and appraisal of the financial
reporting practices of the executive branch as a whole, to determine
possibilities for consolidation, coordination, simplification, etc., and
to develop appropriate recommendations (a preliminary report was
submitted in June 1961); and, a study to determine improved methods
of recording and reporting motor vehicle operations and related cost
data as a basis for managing Federal fleet operations.

Agreements with Minnesota and Wisconsin were completed by the
Bureau for the withholding of State income taxes from compensation
of Federal employees, pursuant to the act of July 17, 1952, as amended
(5 U.S.C. 84b, 84¢), and appropriate instructions were issued to Gov-
ernment agencies. The staff continued to advise and assist Federal
and State agencies in the solution of mutual problems on the with-
holding of State income taxes. '

661496—63——10
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Other systems work carried out during fiscal 1962 included the
following diverse matters: Cooperation was given Federal Reserve
Banks and the Internal Revenue Service in solving problems relating
to revenue accounting and depositary receipt operations, including
conversion to electronic data processing (EDP)., Staff continued
to serve on a board of Civil Service examiners for the purpose of
rating applicants for accounting positions in the Government.
Treasury and Fiscal Service regulations and instructions to Govern-
ment agencies were prepared on a wide range of fiscal and accounting
matters. The Office of the Treasurer was assisted in initiating
development of an accounting manual for fiscal operations, and in
simplifying certain daily reporting. A report was prepared on the
costs of mailing payroll checks direct to employees. Improvements
were made in the method of allocating withheld income and social
-security taxes. New procedures were developed for handling Federal
unemployment tax and railroad unemployment insurance contribu-
tions. The Bureau also participated in studies to determine the
feasibility of converting to computer systems the payroll operations
of the Fiscal Service and the central accounting and reporting
operations.

Centiral accounting

The central accounts for the receipts, expenditures, appropriations,
and related cash operations of the Government are maintained by the
Division of Central Accounts in accordance with section 114 of the
Budget and Accounting Procedures Act of 1950 (31 U.S.C. 66b), and
. Treasury Department Circular No. 945, as amended. The central
accounting system integrates the transactions of all collecting and
disbursing officers and the Treasurer of the United States, the appro-
priation, fund, and receipt accounts of the Government, and budget
results, with a disclosure of the related cash assets and labilities.
The data required for such central reports as the Monthly Statement
of Receipts and Expenditures of the United States Government and the
annual Combined Statement of Receipts, Expenditures and Balances of
the United States Government have as their source the central account-
ing system. o

By using deposit in transit accounts, the system of central accounts
provides a Government-wide control over deposits reported by
collecting and disbursing officers for credit to the account of the
Treasurer of the United States. The central accounting system also
provides the means by which the data on checks issued as reported
by disbursing officers are integrated with the detailed check recon-
ciliation of disbursing officers’ accounts by the Office of the Treasurer
of the United States and with the expenditure data affecting appro-
priations and. funds. - _

Under revised procedures placed in operation during fiscal 1962,
Treasury regional offices now keep control accounts for all transac-
tions at the level of each agency accounting station for which the
Treasury disburses. Agency accounting stations, on the basis of
their own records, furnish the Division of Central Accounts monthly
statements of transactions, classified by the individual appropria-
tion, fund, and receipt accounts involved. The classified transac-
tions reported are then reconciled to the control accounts maintained
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in the Treasury regional accounting offices. A significant stream-
lining of the system has resulted in an estimated first-year saving
of $94,686 and estimated annual recurring savings of $150,000.

Expenditure transfer and adjustment documents (previously re-
- corded in agency station control accounts by Treasury regional
offices) are now handled centrally in the Division of Central Accounts.
This procedure minimizes the number of points of contact for agency
stations with respect to reconciliations with Treasury control accounts.

A total of 3,881,951 accounting items was processed during fiscal
1962 by the central and regional accounting offices of the Division
of Central Accounts. The total for fiscal 1961 was 4,155,787.

Central reporting .

In the survey of Government-wide financial reporting in fiscal
1961 the representatives of the joint financial management improve-
ment program determined that the information published in the
major financial reports of the Government was being utilized but
would be of more value if updated and if certain additional data were
included. ) ) v

Accordingly, the Treasury in fiscal 1962 took steps to make the
data in certain of its reports more timely and somewhat wider in
scope. The principal reports compiled in the Division of Central
Reports include: The Monthly Statement of Receipts and Expenditures
of the United States Government, the monthly statement of Budgetary
Appropriations and Other Authorizations, Expenditures and Unexpended
Balances, the monthly Treasury Bulletin, the annual Combined State-
ment of Receipts, Expenditures and Balances of the Unifed States
Government, the Annual Report of the Secretary of the Treasury, the
" Semiannual Consolidated Report of Balances of Foreign Currencies
Acquired Without Payment of Dollars, the semiannual Report on
- Foreign Currencies in Custody of the United States, and the monthly
and quarterly reports on foreign currency transactions under Public
Law 480, as amended. In an effort to comply with the requests of
the users, the following improvements were made. :

Monthly Statement of Receipts and Expenditures of the United States
Government.—The format was revised to provide for the reporting of
refunds of receipts to identify their application to budget accounts
or trust accounts, with the refund of trust account receipts reported
in amounts reimbursed from trust funds as deductions from trust
receipts. : A '

Treasury Bulletin.—Most of the 18 statistical series appearing
monthly which were not already covering the month immediately
preceding the month of publication were updated. More than 45
tables for the issues of November and December 1961 and January
1962 gradually were rescheduled to accelerate their publication by at
least one month. Statements of financial condition for Government
corporations and certain other business-type activities beginning
with the February 1962 issue have been published a month sooner
than those for the year before.

Four new tables were added. Under the Exchange Stabilization
Fund, information on current stabilization agreements has appeared .
quarterly beginning with the November 1961 issue. U.S. gold stock,
and holdings of convertible foreign currencies by U.S. monetary
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authorities have been shown monthly beginning with July 1961 in a
table of international financial statistics. A new series, with explana-
tory headnote, on foreign currericies acquired by the United States
without purchase with dollars was begun in the issue for February
1962. Transactions and balances in Treasury accounts were shown
for fiscal years beginning with 1954, and for agency accounts beginning
with the fiscal year 1958.

Combined Statement of Receipts, Expenditures and Balances of the
United States Governmeni—New tables added showed: Clearing
accounts for taxes withheld from salaries of Government employees,
by organizational units; interfund transactions excluded from receipts
and expenditures of certain trust accounts; and legislative actions on
authorizations to expend from public debt receipts, with a brief
textual statement of an historical and explanatory nature.

Centrol of foreign currencies

The operations of the Division of Central Reports relating to the
accounting and reporting of foreign currencies continued to expand
during fiscal 1962. The Foreign Assistance Act of 1961, approved
September 4, 1961 (22 U.S.C. 2363(c)), requires each department and
agency to submit semiannually to the Secretary of the Treasury an
inventory report showing by country of origin all foreign currencies
on hand which have been acquired without payment of dollars, their
consolidation into a single report, and its transmittal to the Congress.
To implement this legislation, Department Circular No. 930 was
revised to provide for central accounting for foreign currencies and
uniform valuation and reporting by all executive agencies. The
consolidated report of the Treasury which is submitted to the Con-
gress semiannually shows the required information by agencies,
countries, units of currency, and U.S. dollar equivalent. During
fiscal 1962, the first two semiannual reports required were submitted
to the Congress as of June 30, 1961, and December 31, 1961.

Summary of holdings of foreign currencies acquired without payment of dollars,
June 30, 1962

U.S, dollar
Holder equivalent
(in thousands)

Agency for International De\;'elopment __________________ . $1,423,992
Department of Agriculture. e cmmcccmac eS| mccmccccmemaman
Department of Defense__... 17,999
Department of Justice... 467
Department of State____. N 709
Treasury Department. ... .. e e cmc e mmmecmmm—mien- 1,284,610
United States Information Agency. oo cmec e e cem e —— e 556
TObAL. o e e ot m e cm o e eme e e emmmmee—me e e mmammemme—m.eam— e 2,728,281
Country-owned counterpart funds held in foreign government accounts. .. .......—ca---. 267,518
1Y DRI 2,995,851

Approximately $2,142 -million of the total held by the United
States, as of June 30, 1962, was generated under Title I of the Agricul-
tural Trade Development and Assistance Act of 1954, as amended;
$286 million generated under the Mutual Security Act of 1954, as
amended, and the Foreign Assistance Act of 1961; and the balance of
$300 million generated under the lend-lease, surplus property, and
other legislation.
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The foreign currency transactions occurring during the year in
Treasury custody accounts are summarized as follows: Collections
generated under various Government programs amounted to the
equivalent of $1,318.2 million; transfers for authorized uses without
reimbursement amounted to the equivalent of $1,086.2 million; and
withdrawals for sales to Government agencies for dollars to the
equivalent of $242.1 million.

Internal auditing

Audits were made during the year under review of certain major
trust funds, including the unemployment trust fund, Federal old-age
and survivors insurance trust fund, and the hlghway trust fund. The
procedures relative to administrative accounting and the various .
cash funds of the Bureau also were audited, and comprehensive audits
were made of regional disbursing offices in Chicago, Denver, Dallas,
and Portland. Other work carried out during the year included an
audit of unissued stocks of Federal Reserve notes, an audit of adminis-
trative- accounts and records in the Office of the Comptroller of the
Currency, the annual confirmation of outstanding loans on the books
of the Office of Defense Lending, and the verification of discount rates
applicable to the weekly offering of U.S. - Treasury bills.

Disbursing Operations

During fiscal 1962 the Division of Disbursement, through ﬁfteen
regional disbursing offices, performed disbursing services for over 1,500
offices of agencies located throughout the United States, its possessions,
and the Philippines. - The Division services all executive agencies,
except the Department of Defense, the Post Office Department, and a
few relatively small agencies. Technical supervision also is exercised
over the disbursing operations delegated by the Chief Disbursing
Officer to U.S. disbursing officers located at embassies and consulates
in foreign countries, and to assistant disbursing officers and cashiers
attached to agencies located throughout the United States and foreign
countries. Under arrangements with the Department of State pay-
ments are made also in behalf of domestic civilian agencies requiring
disbursing services in foreign countries.

The computer system in the Chicago regional disbursing office,
which began operation in January 1961, “continued to operate through :
the fiscal year 1962 with a high degree of productivity and efficiency.
More than 80 million checks were produced by the Chicago computer
system during the year, comprising payments for veterans’ benefits,
social security benefits, income- tax refunds, national service life
insurance dividends, Federal employees’ salarles and public debt -
interest.

Two additional computer systems of more advanced design began
operation in January 1962 in the Philadelphia and Kansas City
regional disbursing offices. Through June 30, 1962, these two systems
had produceda total of more than 35,900, 000 checks. The demon-
strated capability and lower cost of the Phﬂadelphla and Kansas City
systems have resulted in a decision to replace the Chicago oomputer
system with s1mllar equipment next year.

After a review of the workload remaining in’ reglonal disbursing
offices affected by the conversion of a high velume of payments to
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electronic ‘data processing, the decision was made to close the Salt
Lake City regional disbursing office as of June 30, 1962.

Significant improvements were made in other areas also. Further
conversion of payment files was made from addressograph plates to
punched eards. Checks were prepared from punched cards furnished
by Social Security Administration ‘payment centers covering new,
adjusted, or reinstated cases. Machine utilization was improved.
Key punch machines were replaced by printing key punches, and the
use of key verifiers was substituted for manual verification of punched
cards. A new method was employed to ship Government checks to
regional disbursing offices. Work was realigned and work methods
revised following comprehensive surveys of regional disbursing office
operations. Recurring’ annual savings realized during the year
under the management improvement program amounted to $546,698.

The average unit cost of processing checks and bondsin fiscal 1962 was
3.73 cents compared with 4.13 cents in 1961, exclusive of nonrecur-
ring EDP site preparation costs. . )

The volume of work completed in fiscal 1962, as compared with that
of 1961, follows:

1961 1962
Classification
Number

Payments: '
Social security. ; - 146, 249, 107 163, 629, 154
Veterans’ benefits_ .. 62, 736, 556 63, 256, 915
Income tax refunds.. 40, 317,753 40, 470, 741
Veterans’ national service life insurance dividend program._._._....._ 7,096, 822 6,013, 284
Other 43, 386, 926 44, 113, 436
Adjustments and transfers : : 250, 683 178,784
Savings bonds issued..___ PR 3,739,793 3,909,111
Total . 308, 777, 640 321, 661, 425

Deposits, Investments, and Related Operations

Federal depositary system

The Federal Reserve Banks and commercial banking institutions in
the United States, insular possessions, and foreign countries are, by
designation of the Secretary of the Treasury, Government deposi-
taries authorized to furnish Government agencies with a variety of
banking and financial services. These depositaries, which include
" more than 11,500 commercial banking institutions (some of which
furnish more than one type of banking service) supplement the services
provided by the Treasurer of the United States. This established
depositary system provides for local deposit of Government collections
by various Government officers and the subsequent transmission of
collections to the Treasurer’s operating accounts maintained in Federal
Reserve Banks.

The various types of depositary services and the number of com-
mercial banking institutions which, as of June 30, 1962, were
authorized to provide these services, are shown in the following table.
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. Number of
Type of service provided by depositaries banking
institutions
Receive proceeds from deposits of taxpayers and sale of public debt.securities for credit in
Treasury tax and loan acecounts. . . oo ooooioaccooooo P 11,439
Receive deposits from directors of internal revenze, military finance officers, and other :
Government OfiCers oo . e o . 883
Maintain official checking accounts of postmasters, clerks of United States courts, and
other Government officers [ S eemmememm e ccamemccmacem—mwene 4,127
Furnish bank drafts to Government officers in exchange for collections 2,222
Service State unemployment compensation benefit payment and clearing accounts.___..__ 59
Operate limited banking facilities at military installations: :
In the United States and its outlying areas_ .o ococccccccaaans .- 284
OVeISeaS . e eccmecncccmvcmamc e aecacan e e mm e e e 173
Investments

The Secretary of the Treasury, under specific provisions of law,
is responsible for investing various Government trust funds. The
Department also furnishes investment services for other funds of
Government agencies (see table 67).

Trust funds are invested in marketable Government securities and,
where authorized by law, in special public debt obligations issued
specifically to the fund. The legislative authority to issue special

ublic debt obligations applies only to the major trust funds and the
aw usually specifies the interest rates; however, in some cases the
Secretary has discretionary authority to establish the rates. Where
specified by law, it is either a fixed rate or is based on a formula
using the average coupon rates on designated classes of outstanding
Government securities.

During fiscal 1962, further uniformity in interest rates was achieved
by relating the rates on special obligations to market yield rates.
The Civil Service Retirement Act, as amended by the act of October
4, 1961 (5 U.S.C. 2267(d)), provides: That interest rates on special
obligations issued to the civil service retirement and disability trust
fund shall equal the average market yield, computed as of the end of
the month immediately preceding the date of issue, on all marketable
interest-bearing public debt obligations not due or callable until 4
years from the end of such month; and that beginning with the
calendar year 1962 special issues held by the fund prior to enactment
of the amending act shall be redeemed and reinvested as nearly as
practicable in equal annual amounts over the period of 10 calendar -
years.

Loans and advances by the Treasury

Under provisions of law, various Government corporations and
agencies are authorized to. borrow from the Treasury to finance
certain programs. The Bureau of Accounts administers the loan
agreements and maintains accounts for the loans, advances, and
subscriptions to capital stock of U.S. Government and international
corporations. Tables 119 and 120 show the status of loans and ad-
vances as of June 30, 1962.
Panama Canal Company
. The Panama Canal Company Act, approved June 29, 1948 (62
Stat. 1076; 2 Canal Zone Code 245-258), created the Panama Canal
Company and, among its provisions, directed the Company to pay
interest to the Treasury on the net direct investment of the Govern-
ment in the Company. Pursuant to section 246(b) of the Code,
the direct investment of the Government in the Company, as of June
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29, 1948, was certified to the Treasury in the amount of $358,795,-
305.36 on which the interest is computed. This figure is subject to
change on the basis of subsequent certifications to the Treasury as to .
the value of increases or decreases in transfer of assets. Cumulative
net reductions in the Government’s direct investment had reduced
the amount thereof to $340,215,042 as of June 30, 1962, including a
net increase of $341,028 in the direct investment during the fiscal
year 1962. Section 246(c) of the Code provides certification by
the Secretary of the Treasury as to the annual rate of interest to be
paid by the Company. Interest payments received by the Treasury
in the fiscal year 1962 amounted to $9,364,406.

Surety bonds o

The Secretary of the Treasury, under the act of July 30, 1947 (6
U.S.C. 8), issues certificates of authority to qualified corporate sureties
for the execution of bonds in favor of the United States. These
certificates are renewable on May 1 each year, and a list of companies
holding such certificates is published annually in the Federal Register
(Department Circular No. 570, Revised). Applications of companies
requesting authority to write Federal bonds are examined by the
Bureau, and the qualifications of companies so authorized are re-
viewed on a current basis. As of June 30, 1962, a total of 236 com-
panies held certificates of authority. During the year a total of
36,836 bonds and consent agreements were approved as to corporate
surety. _ ' .

The head of each executive agency is required by the act of August
9, 1955 (6 U.S.C. 14) to obtain blanket, position schedule, or other
types of surety bonds covering employees required by law or ad-
ministrative ruling to be bonded. Premiums are paid by the Govern-
ment rather than by the employees. The law permits the legislative
and judicial branches to follow the same procedure.

A summary follows of the information reported by agencies for
transmittal to Congress by the Secretary of the Treasury, showing the-
number of officers and émployees covered, the aggregate penal sums of
the bonds procured, and the premiums paid by the Government as
of June 30, 1961 and 1962, .

June 30, 1961

June 30, 1962

Number of officers and employees covered:
Executive branch_....___.___.

Legislative and judicial branches.
Total )

Aggregate penal sums of bonds procured: -

Executive branch__....______.

Legislative and judicial branches. . .

Total

Annual premium paid by Government:
Executive branch

Legislative and judicial branches

Total

Administrative expenses:
Executive branch

Legislative and judicial branches.

Total

1,003, 613

1,006, 059
1,52

1,342 2

1,004, 955 1,007, 581

$3, 522,501,050 | $3, 538, 697, 750
10, 317, 000 11, 318, 500

3, 532, 818, 050

3, 550, 016, 250

285, 589 280,775
2, 268 2,001
287, 857 222, 866
38,515 45,205
595 582
39,110 . 46,877
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Foreign Indebtedness
World War I

A total of $396,049.36 in semiannual payments was received in
fiscal 1962 by the Treasury from the Government of Finland under
the funding and moratorium agreements covering World War I
indebtedness. In accordance with the act of August 24, 1949 (20
U.S.C. 222), these funds were used to finance certain educational
exchange programs with Finland. The status of World War I
indebtedness of foreign governments to the United States is shown in
tables 115 and 116.

World War 11

Under lend-lease and surplus property agreements, debtor govern-
ments made dollar payments during the year aggregating $119.7
million (including the dollar value of silver repayments). Payments
made in local currencies were equivalent to $26.2 million. Since
the inception of these programs, total payments and credits against
the original indebtedness have amounted to $3,552.2 million, as
indicated in table 118, which shows the status as of June 30, 1962.

The Government of France, under agreement of January 30, 1958,
was granted an option to defer certain annual installments under its
lend-lease and surplus property agreements. Accordingly, the 1958
and 1959 installments were postponed until 1981 and 1982. How-
ever, on April 19, 1962, the French Government made an accelerated
payment of $59,622,516.54, representing both of the postponed
wstallments. This payment was additional to the annual installment
of principal and interest due and paid on July 1, 1961.

Credit to the United Kingdom -

Under the terms of the financial aid agreement of December 6,
1945, the United Kingdom borrowed $3,750,000,000 from the United
States which was repayable in 50 annual installments, beginning
December 31, 1951, with interest at 2 percent per annum. The
agreement was amended March 6, 1957, to permit deferral of any
seven principal and interest installments due after 1956, with interest
charged at the same rate on any installments of principal or interest
deferred. The United Kingdom elected to defer payment of interest
installments due in 1956 and 1957, amounting to $70,385,447.48 and
$69,406,431.45, respectively. Also, payment of the principal install-
ment of $49,929,818.55, due in 1957, was deferred. Payment was
made of the amount due December 31, 1961, consisting of $54,045,-
641.36 as principal and $65,290,608.64 as interest. Through June 30,
1962, cumulative payments totaled $489,585,390.49 as principal,
leaving a principal balance of $3,260,414,609.51 plus deferred interest
installments of $139,791,878.93, or a total balance of $3,400,206,488.44.
Germany, postwar (World War II) economic assistance

Under the External Debt Settlement Agreement, as amended, the
Federal Republic of Germany agreed to repay to the United States
31 billion for postwar (World War II) economic assistance. The
Treasury received payment of interest during the fiscal year 1962
in the amount of $9,752,288.56. As of June 30, 1962, cumulative
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payments on principal amounted to $799,629,452.21, leaving a prin-
cipal balance of $200,370,547.79. The next principal installment is
not due until January 1, 1966, because of the advance payments
which have been made.

Claims Against Foreign Governments and Nationals

Foreign Claims Settlement Commission

Under the International Claims Settlement Act of 1949, as amended
(22 U.S.C. 1642-1642p), the Foreign Claims Settlement Commission
has docketed over 4,000 claims of American nationals for losses
resulting from confiscation of property by the Government of Czech-
oslovakia. The Commission began in March 1960 to certify awards
to the Secretary of the Treasury. Payments made on awards are
within the limits of amounts reahized from the sale of certain blocked
Czechoslovakian assets, following a prescribed order of priority as
set forth in the act. Initially, all awards of $1,000 or less are paid
in full, and awards in excess of $1,000 are paid to the extent of $1,000;
additional pro rata payments are made on the balance of awards
until the fund is exhausted or until all awards have been paid in
full. The Commission had until September 15, 1962, to complete
its affairs in connection with the settlement of these claims.

The Foreign Claims Settlement Commission has completed adju-
dication of the Bulgarian, Hungarian, Rumanian, Italian, and Soviet
claims programs, pursuant to the International Claims Settlement
Act of 1949, as amended (22 U.S.C. 1641-1641q). In addition to
the initial paymenb of a maximum of $1,000 on all awards under
these programs, pro rata payments have been authorized, consisting
of two from the Rumanian claims fund, four from the Bulgarian
claims fund, and one from the Soviet claims fund. The Italian
awards, mcludmg accrued interest, have been paid in full. Addi-
tional funds for further payments on the Soviet awards are not
expected.

The origin and history of the claims of American natlonals against
these five governments were summarized in the 1958 annual report,
page 112. For the status of the claims funds as of June 30, 1962,
see table 106.

The Governments of Poland and the Urited States signed an
agreement on July 16, 1960, for the settlement of claims of American
nationals. Under the agreement Poland will pay $40,000,000 to
the United States in twenty annual installments of $2, OOO 000 each.
On January 10, 1962, the second installment was received. The
time for filing claims with the Foreign Claims Settlement Commission
against the Government of Poland expired March 31, 1962
Mixed Claims Commission, United States and Germany

On April 2, 1962, the Treasury received the annual payment of
$3,700,000 from the Federal Republic of Germany (on World War
I debts) as provided for by the External Debt Settlement Agreement
signed with the Federal Republic on February 27, 1953. These
funds were used to make an additional distribution to award holders
amounting to 8.9 percent of the interest accrued on Class III awards
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(those over $100,000), which includes the award under Private Law
509, approved July 19, 1940. The status of the clalms fund as of
June 30, 1962, is shown in table 104.
Divested property of enemy nationals

As of June 30, 1962, the balance on deposit in the Treasury as
the net proceeds of property divested by the Attorney General of .
the United States, pursuant to the act of August 9, 1955 (22 U.S.C;
1631a(a)), totaled $694,625. The funds are being held in the names
of individuals who are nationals of Bulgaria ($94,144), Hungary
($408,907), and Rumania ($191,574). Through June 30, 1962, the
Department of Justice has authorized refunds to individuals ‘aggre-
gating $170,252.

Other Operatlons

Management improvement program

Under the Bureau’s continuing program to bring about operating
economies through management, improvements were adopted during
the year which created.annual recurring savings of $649,312. This
included the amount of $546,698 realized in disbursing operations
and $94,686, which was the first-year estimated savings realized in
’chel central accounting modification, both of which were referred to
earlier.

Incentwe awards program. —Eff01 ts were continued to promote
additional employee interest in the program, with employees en-
couraged to make worthwhile suggestions for the improvement of
operations and reduction of operating costs. Of the 160 suggestions
made during the year, 77 were adopted and accounted for a total annual -
recurring saving of $7,928.

Safety program. —Monthly inspection, by designated employees
on a rotational basis, of all space occupied by the Bureau continues
to eliminate safety hazards and create widespread awareness of the
importance of an effective accident prevention program. The
success of the monthly inspection program is evidenced by the fact
that the Bureau, while employing approximately 2,000 employees,
experienced only five lost-time accidents during calendar 1961.

Personnel administration.—Surveys were made during the year of
the personnel administration programs in the Birmingham, Chicago,
Dallas, Portland, and San Francisco regional offices. These surveys
were part of the biannual program initiated in fiscal 1961 in which
all major regional offices are being covered.

Increased emphasis was placed on recruiting qualified college grad-
uates for employment with the Bureau. Additional classification
alfﬂ;honby (to grade GS-7) was delegated to four additional regional
offices.

Training.—Training was completed of programmers to staff the
EDP computer installations in Philadelphia and Kansas City. Simi-
lar training was initiated for the computer installations in Birmingham
and San Francisco. In conjunction with this technical training the
EDP programmers were also given supervisory training.

The scope of management training was broadened during the year,
with new appointees in technical and professional positions afforded
an opportunity to develop through on the ]ob performance and through
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formal trammg in a variety of institutions. Bureau efforts are being
directed toward a further refinement of the established program.
Donations and -contributions

“Conscience fund” contributions received in the Bureau of Ac-
counts during the year and deposited into the Treasury amounted to
$29,125. Other unconditional donations totaled $102,027, including
$15,745 contributed by a single donor. Such recelpts by other
Government agencies amounted to $10,295 and $17,258, respectively.
Conditional gifts, amountmg to $5, 685 were received to further the
defense effort.

In accordance with the act of June 27 1961 (31 U.S.C. 901(a)),
authorizing the Secretary of the Tleasury, on behalf of the United
States, to accept gifts of money or property to reduce the public debt,
8 specml account was established on the books of the Treasury for
this purpose. Gifts of money and the proceeds of real or personal
property credited to this account in fiscal 1962 amounted to $8,962, of
which $8,000 was used to purchase and retire pubhc debt securities.
Government losses in shipment

A self-insurance plan, supplanting contracts with private insurance
companies, was established by the Government Losses in Shipment
Act, as amended (5 U.S.C. 134-134h; 31 U.S.C. 528, 738a, 757¢c(1)),
under which the Government assumes the risk of losses on its ship-
ments of money, bullion, securities, and other valuables. Payments
are made from a revolving fund for valuables lost, destroyed, or
damaged while in shipment, for losses incurred in the erroneous pay-
. ment of U.S. savings bonds by paying agents, and for certain losses
by the Postal Service. Claims totaling $67,271 were paid in the fiscal
year 1962. Table 126 shows the status of the fund and details of
operations under the act.

Deposits of interest charged on Federal Reserve notes

The Board of Governors of the Federal Reserve System is authorized
by section 16 of the Federal Reserve Act, as amended (12 U.S.C. 414),
to charge Federal Reserve Banks interest on the unredeemed Federal
Reserve notes issued to the Banks in excess of gold certificates held as
collateral against the notes. By exercising this authority annual
interest payments from 1947 through 1958, equal to approximately
90 percent of the net earnings of the Federal Reserve Banks, have been
received by the Treasury. Beginning with the calendar year 1959,

the amount paid has been equal to 100 percent of the net earnings,
after payment of statutory dividends to member banks.
In fiscal 1962 the deposit was $718,350,488.38; since 1947 total
deposits have aggregated $6,325,479, 299.15 (see table 23).
" Payment of pre-1934 Philippine bonds

In accordance with the act of August 7, 1939, as amended (22
U.S.C. 1393(g)(4)(5)), the Treasury maintains a trust account for
deposits by the Philippine Government, representing amounts payable
as principal and interest on pre-1934 bonds of the Philippines. For
the status of the account as of June 30, 1962, see table 86.

Withheld foreign checks

The delivery of U.S. Government checks to payees residing in certain
foreign areas continued to be prohibited during fiscal 1962 in accord-
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ance with Department Circular No. 655, dated March 19, 1941, as
amended. These foreign areas are listed in the 1960 annual report,
page 117. - ’ '
Depositary receipts . N

The Internal Revenue Code requires employers to withhold from
the salaries of employees amounts of Federal income and Federal
insurance contribution act (FICA) taxes. Regulations provide that
where the total taxes withheld, plus the FICA tax on the employer,
exceed $100 each month, the taxes must be paid monthly to the
Treasury by purchase of a depositary receipt through a local Govern-
ment depositary designated for that purpose, or directly to a Federal
Reserve Bank. Depositary receipts are validated by Federal Reserve
Banks at the time the taxes are paid and returned to the employers for
use as evidence of payment in filing their quarterly tax returns with
District Directors of Internal Revenue.

When the depositary receipt procedure was established in 1944, its
application was limited to the deposit of withheld individual income
taxes (26 U.S.C. 3402). Since then withholding requirements have -
been extended to cover FICA taxes, beginning in 1950 (26 U.S.C.
3101 and 3111); railroad retirement taxes, beginning in 1951 (26 U.S.C.
3201 and 3221); and certain excise taxes, beginning in 1953 (section
477.2(b) of Treasury Decision No. 6025, approved July 31, 1953).
The increases in the earlier years were attributable to the extension of
the system to additional tax classes, while in later years they have been
‘due to increased tax rates, a greater number of employers and employees,
and the enforcement activities of the Internal Revenue Service.
The following table shows the volume of depositary receipts since
inception of the accelerated collection system. '

. Income and Railroad Federal
Fiscal year social secu- |  retirement excise Total
rity taxes taxes taxes
1944, . 3,516,012 3, 516, 012
1945 .1 3,527,611 e 3,527,611
1946 e e e 3,699,158 | |cceieoos 3,699, 158
1947 3,887,630 |.coocuemnacan 3,887,630
1948 3,989,195 3,989,195
1949, 3,922, 399 3,922,399
1950 e e 4,481, 451 PR DN 4,481, 451
1951 . 4,604,374 |ooocoeoo__. 4,664,374
1952 4, 895, 784 10,802 | ooo.o 4, 906, 586
1953___... a—— 5,600, 904 11,395 | 5,612,299
1954 ¥ 5,425,723 11,025 701, 243 6,137, 991
1955, : - 6, 316, 929 11,128 652, 971 6,981, 028
1956 . e e e et cecacecman DRI 7,632, 789 11,707 694, 125 8,338, 621
1957 e ccaccacaana 8, 142, 296 12,776 682, 014 8,837,086
1958, 8, 481, 465 10, 947 681, 210 9,173,622
1959... —-- 8,961,762 10,751 604,933 9,577, 446
2960 e e e e e e 9, 469, 057 10, 625 598, 881 10, 078, 563
1961 9, 908, 068 10,724 618,971 10, 537,763
1862 . .- 10, 477,119 10,262 610, 026 11,097, 407

BUREAU OF THE PUBLIC DEBT

- The Bureau of the Public Debt, in support of the management of
the public debt, has responsibility for the.preparation of Treasury
Department circulars offering public debt securities, the direction of
the handling of subscriptions and making of allotments, the formula-
tion of instructions and regulations pertaining to each security issue,
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the issuance of the securities, and the conduct or direction of trans-
actions in those outstanding. The Bureau is responsible for the final
audit and custody of retired securities, the maintenance of the control
accounts covering all public debt issues, the keeping of individual
accounts with owners of registered securities and authorizing the
issue of checks in payment-of interest thereon, and the handling of
claims on account of lost, stolen, destroyed, or mutilated securities.

Of the four offices maintained, the principal one, which includes the
headquarters of the Bureau, is in Washington, D.C. This office is
charged with the receipt and custody of all new securities and their
issuance directly to owners or to the Federal Reserve Banks and
branches or other authorized issuing agents. KExcept for savings
bonds, the office conducts transactions in all outstanding securities
(including securities of the Government-owned corporations for which
the Treasury acts as agent), and audits and maintains custody of the
securities when retired and interest coupons when paid. An office in
Chicago, Ill., conducts transactions rélating to all savings bonds out-
standing and maintains the issue and retirement records of the paper
type savings bonds except the retirement records of Series E bonds
reissued since January 1, 1962. A field branch audit office in Cin-
cinnati, Ohio, audits retired paper type savings bonds except Series E
bonds retired on reissue since January 1, 1962, and transmits retire-
ment information to the Chicago office for recording. All issue and
retirement records of the punch-card type savings bonds and retire-
ment records of Series E paper type bonds reissued since January 1,
1962, are prepared and maintained in a field office in Parkersburg,
W. Va., where the major auditing, accounting, and record keeping
operations are performed by a large scale electronic data processing
(EDP) system. Decision has been made to close the Cincinnati office
during the early part of fiscal 1963 and to transfer its operations to the
Parkersburg and Chicago offices.

Under Bureau supervision many transactions in public debt
securities are conducted by the Federal Reserve Banks and their
branches as fiscal agents of the United States. Selected post offices,
private financial institutions, industrial organizations, and others
(approximately 19,100 in all) cooperate in the issuance of savings
gongs, About 15,600 private financial institutions redeem savings

onds

Management improvement

New transistor equipment was installed in_ the Parkersburg office of
‘the Bureau to update the system used to process and maintain alpha-
‘betical and numerical records of Series E savings bonds in punch-card
form. The new equipment was placed in operation on a rental basis
on February 1, 1962. All stubs and bonds shipped to the Parkersburg
office on and after January 2, 1962, have been processed under the
new system, and all alphabetical and numerical tape records relating
to transmittals before that date have been converted. The updating
of the system will result in annual savings of approximately $450,000,
mainly in reduced equipment rental fees and tape costs. The greater
speed, flexibility, and capacity of the new equipment also made it
possible to plan for expansion to include savings bond work previously
performed in other Bureau of.ﬁces
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Effective January 1, 1962, the use of a punch-card bond of single
form and design was initiated for Series E savings bond transactions
requiring the issue of a replacement bond after original issue. This
new type eliminates the cumbersome and costly procedures involved
in maintaining stocks of separate bond designs for each change in the
series or form of Series E bonds, and will result in continuing reduc-
tions in printing and storage costs and substantial savings in Federal
Reserve Bank reimbursable expenses. This will also free the elec-
tronic equipment in the Parkersburg office for greater use in processing
issue and retirement data, and enable the Bureau to replace with
automated procedures certain operations previously performed
manually or on conventional tabulating equipment.

The closing of the Cincinnati Savings Bond Audit Branch, which
has been auditing, processing, and classifying all retired paper savings
bonds, was approved by the Secretary of the Treasury. The final
closing of the office is scheduled for December 1962. Effective July 1,
1962, the audit and classification of all Series F, G, H, J, and K
savings bonds were transferred to the Chicago office, which performs
other related activities in connection with bonds of these series.
Effective August 1, 1962, the audit and classification of Series A, B,
C, D, and E bonds in paper form were transferred to the Parkersburg
office. These bonds constitute the bulk of the paper bond workload
and will be processed electronically in much the same manner as the
Series E card bonds. Programs are also being developed to establish
and maintain numerical records of Series E paper bonds on magnetic
tape as a byproduct of the audit of such bonds in the Parkersburg
office. The manually maintained numerical registers of the Chicago
office will be closed and filmed sometime during the fiscal year 1963.

Studies in the Chicago office resulted in a revision of certain mail
and file activities and the simplification of the system used to control
* securities on hand or in process in the Division of Loans and Currency
Branch. These changes and the discontinuance of the Series E
numerical register posting activity will result in substantial savings in
personnel and space requirements in the Chicago office.

The procedure for granting relief on claims arising from the loss,
theft, or destruction of an unmatured savings bond was modified to
permit the issuance of a check for the redemption value of the bond
when the owner requests immediate payment. Before this change it
was necessary to issue a new bond marked “duplicate’” and process
the bond itself for redemption. The new method facilitates the
processing of claims cases and improves service to the public.

Revised instructions were issued to the Federal Reserve Banks in
connection with the conduct of Treasury bill transactions and the
processing of redeemed interest coupons. The instructions dealing .
with bills provide information relating to strips of bills and a new
$50,000 denomination, which was placed in use during January 1962,
The instructions dealing with coupons simplify paper work and reduce
the number of shipping records that Federal Reserve Banks are
required to maintain. :

The Bureau has continued to stress its training program. Bureau
personnel participated in such outside training activities as a Budget
Bureau conference on the management of productivity, the annual
symposium of the Federal Government Accountants Association,
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a personnel management conference, and a management seminar.
Other personnel received technical trammg in the programming and
operation of the new electronic data processing system, in manage-
ment analysis, and in the application of audit technlques to data
processing operations.

Under the incentive awards program 103 suggestions were received
and 62 were adopted, with recurring savings estimated at $10,019.
Cash awards totaling $915 were made for the adopted suggestions.
Cash awards totaling $11,900 were given to 88 employees who received
outstanding performance ratings. An additional $16,200 was dis-
tributed to 533 employees for sustained superior work performance.

Bureau operations

One measure of the work of the Bureau is the change in the com-
position of the public debt. The debt falls into two broad categories:
public issues and special issues. The public issues consist of market-
able Treasury bills, certificates of indebtedness, notes, and bonds;
and nonmarketable obhgatlons chiefty U.S. savings bonds and Treas-
ury bonds of the investment series. Special issues of certificates,
notes, and bonds are made by the Treasury directly to various Govern.
ment trust and certain other accounts and are payable only for these
accounts. )

During fiscal 1962 the gross public debt increased by $9,230 million
and the guaranteed obligations not owned. by the Treasury increased

“by $204 million. The most significant change in the composition of

the outstanding debt during the year was the net increase of $8,924
million in interest-bearing “marketable public issues; Treasury bills
and notes increased a total of $14,519 million and Treasury bonds
decreased $5,804 million. Total pubhc debt issues, including issues
exchanged for other securities, amounted to $203,530 million during
1962, and retirements amounted to $194,301 million."

A summary of public debt operations handled by the Bureau appears -
on pages 38 t0 55 of this report, and a series of statistical tables dealing
with the public debt will be found in tables 26 to 58. The following
statement gives a comparison of the changes in the various classes of
public debt issues in the amounts outstanding at the close of the fiscal
years 1961 and 1962.

Increase, or decrease(—)

Classification 1961 1962

In millions of dollars

Interest-bearing debt:

Marketable obligations. .. .. .coco oo e mmcecmem——mmeee 3,303 8,924
Treasury bonds, investment series. .......-.... : —953 —1,103
U.8. savings bonds R - —30 92
Special issues e . R 144 —104
Other.... —34 961
Total interest-bearing debt__________________________ 2,430 8,770
Matured debt and debt bearing no interest 210 459

Total 2,640 9,230
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U.S. savings bonds.—The large volume of work involved in the
issuance and redemption of savings bonds creates the greatest number
of administrative problems for the Bureau of the Public Debt. These
bonds are issued in registered form and are owned by tens of millions
of persons. Both alphabetical and numerical ownership records have
been established and maintained for 2.4 billion bonds issued during
the past twenty-seven years. The adjudicating of claims and replac-
ing lost, 'stolen, and destroyed bonds (which now total 1.7 million
pieces) and the handhng and. recording of retired bonds also contribute
to the administrative burdens.

Receipts from . sales during the year were $4,411 million and
accrued discount charged to the interest account and credited to the
savings bonds principal account amounted to $1,358 million, a total
of $5,769 million. The sales include $10 million of Series H bonds
issued in exchange for Series F and J bonds, but exclude $219 million
of Series H bonds issued in exchange for Series E bonds: Savings
bond redemptions charged to the Treasurer’s account during the
-year, including about $2,585 million of matured bonds, amounted to
$5,716 million. The redemptlons include $320 million of Series F
and G bonds exchanged for marketable Treasury bonds and $10
million of Series F and J bonds exchanged for Series H. bonds, but
exclude $219 million of Series E bonds exchanged for Series H bonds.
The amount of unmatured and matured savings bonds of all series
outstanding on June 30, 1962, including accrued discount, was
$47,818 million, an increase of $64 million from the amount outstand-
ing on June 30, 1961. Detailed information regarding savings bonds
will be found in tables 46 to 49, inclusive, of this report. .

There were 92.7 million stubs representing issued bonds of Series E
received for registration making a grand total of 2,355.5 million,
including reissues, received through June 30, 1962. In recent years
original stubs of paper type bonds were arranged alphabetically
. in semiannual blocks, by name of owner, and microfilmed. The
stubs were then arranged in numerical sequence by bond serial numbers
for a full calendar year file and microfilmed, after which they were
destroyed. These microfilms are permanent; registration records.
The original issue of paper bonds was discontinued in fiscal 1958.

The issue stibs of the punch-card type bonds are microfilmed in
batches as they are received by the Bureau. Electronic data pro-
cessing equipment is used to audit the stubs and develop a numerical
and alphabetical register on magnetic tape showing ownership of
bonds In addition, the magnetic tape file of bonds issued serves as a
locater index to the bond stub i image on microfilm.

The following tables show the status of processing operatlons for
registration stubs of the paper type and card type Series E savings
bonds. The table on card type bonds also shows steps taken in
processing retired card type bonds and paper type bonds of Series E
retired on reissue transactions since January 1, 1962, -

661496—63——11 ' o '
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Stubs of issued paper type Series E savings bonds in Chicago office
: (In millions of pieces) -

Period ’ Alphabetically sorted

Alphabet- | Numeri- | Destroyed
Stubs ically cally after
received | Restricted | Fine sort filmed filmed filming

basis sort prior to
filming

1,896.9 1,825.0 1,804.1 1,655.9 1,649.1

37.1 85.7 89.9 178.3 184.1

2.1 24.4 41.1 100.9 1019

1.9 2.3 175 2 P P,

1.9 15 1.9 1.9 1.9

1.7 2.1 2.1 1.9 1.9

1,941.6 1,936.1 1,941.0 1,941.0 1,938.9 1,938.9

All retired bonds in card form, issued only in Series E, and all
Series E paper bonds retired on reissue transactions since January 1,
1962, are handled in the Parkersburg office. There, after microfilming,
the - bonds are audited and required permanent record data are
prepared by an electronic data processing system before being
-destroyed.. The following table shows the status of these operations.

Balance
Con- Au-

Re- | Micro- | Key- | verted | dited . Not

Fiscal year ceived | filmed |punched|tomag-| and De- con-
netic | classi- |stroyed| . Un- |Not key-| verted | Unau-
tape fied filmed |punched|tomag-| dited

netic

tape

Stubs of issued card type Series E savings bonds in Parkersburg office
(in millions of pieces)

57.8 41.4 57 1.7 18.1 53.8 24.8
88.2 103.4 | 119.0 1.0 2.2 22.3 5.4
84.7 82.6 | 102.5 3 .3 3.5 6.8 7.0 9.0
90.7 92.4 92.2 92.9 | 154.4 L5 3.1 3.5 o 4.8
90.2 88.7 89.1 88.9 1 154.1 2.3 5.4 5.4 6.9

CTotal. ... 413.9 | 411.6 408.5 | 408.5 | 407.0 | 366.8 [

Retired card type Series E savings bonds recorded in Parkersburg office
(in millions of pieces)

17.5 16.7 10.5 .1 (% 3 . .8 7.0 17.4 10.2
45.2 45.5 51.4 53.2 52.8 |ocooaaas .5 .8 9.4 2.6
55.2 54.3 | - 52.5 60.0 52.4 20. 6 1.4 3.5 4.6 5.4
59.7 60.6 61.5 62.4 62.8 93.0 .5 L7 19 2.3
62.4 61.3 61.1 61.1 60.3 95.0 16 3.0 3.2 4.4
Total ... 240.0 | 238.4 237.0 | 236.8 | 235.6 | 208.6 -
Retired paper type Series E savings bonds processed in Parkersburg office
(in thousands of pieces)
Jan. 1-June 30, '
[ S 817.1} 774.7 736.3 | 736.3 | 696.1 |__._... 42.4 80.8 80.8 121.0

Retired savings bonds of all series received during fiscal 1962
numbered 91.6 million. Retired paper bonds of all series, except
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Series E bonds retired on reissue transactions between January 1 and
June 30, 1962, were processed through the Cincinnati office where they -
‘were audlted ‘microfilmed, and destroyed. A list of the serial numbers
of retired paper bonds audited by the Cincinnati office was transmitted
to the Chicago office for posting of retirement reference data to nu-
merical ledgers for permanent record. The following tables show the
status of these operations for the Chicago and Cincinnati offices.

.| Retired paper type savings bonds of all series in the branch audit offices 1
Period (in millions of pieces)
Period

Bonds Micro- Balance
received Audited fllmed | Destroyed

Unaudited | Unfilmed 2

Cumulative through June 30,

1,063.2 1,060.2 1,045.4 3.0 6.7 . 997.5
81.8 81.2 82.6 3.6 59 79.3
48.7 49.1 47.7 3.2 6.9 72.4
43.2 4.4 46.2 2.0 3.9 47.5
32.6 32.9 34.0 1.7 2.5 32.2
28.4 28.4 28.2 1.7 2.7 28.3

1,207.9 1,29.2 | 1,284.1 |- oo 1,257.2

1 There-is only one audit office now in existence but prior to June 1958 there were five such offices and
this table includes data for all of them,

2 Excludes 9.4 million pieces of unfilmed spoiled stock transferred to permanent storage and 1.7 million
pieces of unissued stock to be destroyed without microfilming,

Retired paper type savings bonds of all series recorded in
hicago office
(in millions of pieces)
Period
. Status of posting
Number
of retired
bonds Balance
reported Posted Verified
Unposted 1 { Unverified 1
Cumulative through June 30, 1957_.__.._ 1,523.9 1,518.0 1,435.1 5.9 4.8
Fiscal year:
1958 . e ceeees 84.6 87.2 64.0 3.3 28.0
1959 o e 50.3 50.4 86.2 3.2 3.3
1960._.__ 45.3 45.7 55.5 2.8 4.9
1961 o ceeeee 37.1 37.2 39.3 2.7 2.8
1962 o e ceae 28.6 29.2 32.6 2.1 1.2
B 0) 72 U 1,769.8 1,767.7 L712.6 |oo ool

1 Excludes 53.9 million pieces received in 1954 and 1955 which were not verified.

Of the 84.7 million Series A-E savings bonds redeemed prior to
release of registration and received in the audit offices during the
year, 82.6 million, or 97.5 percent, were redeemed by approximately
15,600 paying agents These agents 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 all over the first 1,000. The total
amount paid to agents on this account during the year was $10,641,374,
which was at the average rate of 12.88 cents per bond.

- 'The following table shows the number of savings bonds outstandmg
as- of June 30, 1962, by series and denomination.
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) Denomination (in thousands of pieces)
Series 1 Total

$10 | $25 $50 | $100 | $200 | $500 | $1,000 | 5,000 |$10,000 |$100,000
Beeeeneen 441,864 | 884 | 236,691 | 96,270 | 76,120 | 7,157 | 11,854 | 12,848 |..._.... 38 1
5,963 . .| 2,257 | 3,344 285 L —

* ™ -

™) *)

4 F4 PO IR R
27 69 9 127|200
140 284 27 28 |l
N 45 124 19 29 1
148 | 308 47 48 2
Total.__| 449,923 | 884 | 236,881 | 96,286 | 76,629 | 7,157 | 14,476 | 16,985 387 232 4

*Less than 500 pieces,
1 Currently only bonds of Series E and H are on sale.

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

Building
and sav- Companies
June 30 Post Banks ings and Credit operating Al Total
offices ! loan asso- unions payroll others
: ciations plans
Issuing agents

24,038 15,232 3,477 2,081 29,605 ® 54,433

25,060 15, 255 1,557 522 3,052 550 45,966

2,476 15, 692 1, 555 428 2,942 588 |. 23,681

1,178 16, 047 1,702 357 2, 640 . 587 22,511

1,120 16,178 1,778 336 2,401 688 | 22,501

1,093 16, 436 1,851 320 2,352 643 22,695

1,061 13, 505 1,617 285 2,045 | - 590 319,103

1,046 13, 559 1,670 281 1,978 573 19,107

Paying agents

1945 13, 466 - 13,466
1950 : 15,623 874 57 16, 601
1955 16, 269 1,188 56 17, 652
1958, 16,744 1,580 59 18,554
1959 16, 860 1, 690 60 18,778
1960 17,127 1,797 60 19,153
1961 13,670 1,605 16 | © 315,449
1962 - -13,687 1,690 16 15,553

1 Estimated by the Post Office Department for 1955 and thereafter. Sale of Series E savings bonds was
discontinued at post offices at the close of business on December 31, 1953, except in those localities where no
other public facilities for their sale were available.

2 ¢All others” included with companies operating payroll plans.

3 Substantial reduction due to reclassification by Federal Reserve Banks effective Dec. 31, 1960, to include
- only the actual number of entities currently qualified.

Interest checks issued on current income type savings bonds (Series

G, H, and K) during the year totaled 5,094,481 with a value. of

$276,092,431, an increase of 59,498 checks from those issued during

1961, and an increase in value of $17,645,004. New accounts estab-

lished totaled 235,881, compared with 212,235 in 1961. As of June

. 30, 1962, there were 1,798,976 active accounts with owners of current
income savings bonds, a decrease of 45,052 accounts during the year.

There were reductions of 114,367 accounts of Series G bonds, which

have been maturing since May 1, 1953, and 31,584 aceounts of Series

K, which were first sold on May 1, 1952, and discontinued effective
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at the close of business April 30, 1957. An increase of 100,899 oc-
curred in accounts of Series H bonds, which were first sold on June
1, 1952.

Apphcatlons during the year for the issue of duplicates of lost, stolen,
or destroyed savings bonds amounted to 40,534. These, tovether with
1,191 cases on hand at the beginning of the year, totaled 41 725. In
24,805 cases the bonds were recovered, and in 15,922 cases the issuance
of duplicate securities was authorized. On June 30, 1962, there
remained 998 cases not settled.

Other U.S. securities—During the year, 31,828 individual accounts
covering publicly held registered securities were opened and 34,970
were closed. This reduced the total of open accounts on June 30, 1962,
to 245,536 covering registered securities in the principal amount of
$13,197 million. There were 471,021 interest checks with a value of
$426,209,097 issued to owners of record during the year, a decrease of
283 checks from the number issued in 1961, and a decrease in value
of $1,204,256.

Redeemed and canceled securities received for audit included
4,841,103 bearer securities and 350,466 registered securities, a total of
5,191,569 as compared with 4,324,984 in 1961 ; and 20,485,027 coupons
were received, which was 390,887 more than in 1961.

OFFICE OF THE TREASURER OF THE UNITED STATES

The Treasurer of the United States is responsible for the receipt,
custody, and disbursement, upon proper order, of the public moneys
and for maintaining records of the source, location, -and disposition
of these funds. The Office was created by an act of Congress approved
September 2, 1789, as amended (31 U.S.C. 141, 147).

The Office of the Treasurer uses the facilities of the Federal Reserve
Banks as fiscal agents of the United. States to perform many of its
functions throughout the country. These include the verification
and destruction of U.S. paper currency; the redemption of public
‘debt securities; the keeping of cash accounts in the name of the
Treasurer; the acceptance of deposits made by Government officers
for credit; and the custody of bonds held to secure public deposits in
commercial banks.

Commercial banks in the United States and in foreign countries
which qualify as depositaries provide banking facilities for activities
of the Government at places where they are located. Data on the
transactions handled for the Treasurer by the Federal Reserve Banks
and. commercial banks are reported daily to the Treasurer and are
entered in the Treasurer’s general accounts.

The Treasurer maintains current summary 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 and reconcﬂes the checking accounts of the dis-
bursing officers; procures, stores, issues, and redeems U.S. 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 -
U.S. Government and on certain obligations of Puerto Rico issued on
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or before January 1, 1940. The Treasurer also acts as special agent
for the payment of principal and interest on certain pre-1934 dollar
bonds of the Philippine Islands. By agreement with the Post Office
Department, the electronic installation of the Office of the Treasurer
is being expanded to include the processing of postal money orders.

The Office maintains facilities in the inain Treasury building to:
Accept deposits of public moneys by Government officers; cash U.S.
savings bonds and checks drawn on the Treasurer; receive excess and
unfit currency and coins; and to conduct transactions in both market-
able and nonmarketable public debt securities. The Office also
prepares the Daily Statement of the United ‘States Treasury and the
monthly Circulation Statement of United States Money. -

Acting under authority delegated by the Comptroller General of
the United States, the Treasurer processes claims arising from forgery
of endorsements and other irregularities involving checks paid by the
Treasurer and passes upon claims for substitute checks to replace
unpaid checks which have been lost or destroyed.

The Treasurer of the United States was designated Treasurer of
the Board of Trustees of the Postal Savings System in accordance
with Treasury Order No. 177-20, dated December 22, 1961 (see
exhibit 51). She is also custodian of bonds held to secure public
deposits in commercial banks, bonds held to secure postal savings
?n éieposit in such banks, and ‘miscellaneous securities and trust
unds. : : .

Management improvement. program :

Many changes made throughout the Treasurer’s Office during the
year increased efficiency and financial savings. Several of ' the
improvements were developed and effected in cooperation with other
bureaus of the Fiscal Service, other Government agencies, and
Federal Reserve Banks. The more significant are described in the
following paragraphs. . ‘

Improved programming and timely installation of computers of
advanced design and additional capabilities have enabled the
Treasurer’s Electronic Data Processing Division to meet the growing
demand for its services. The Division processed 449 million checks
in fiscal 1962 as compared with 430 million the previous year and
expects to pay and reconcile about 466 million checks in 1963. Also,
late in June 1962, the Division began to process postal money orders
and it expects to handle an estimated 133 million during fiscal 1963,
and 244 million annually thereafter. Although the large monetary
savings anticipated from the processing of money orders by electronic .
equipment will not be fully realized by the Government until late in
fiscal 1963, improvements in accounting control and service of issued
money orders will be immediate.. : : '

Those disbursing officers who use electronic equipment in issuing
checks send check issue information on magnetic tape to the Treasurer.
This tape is used in the electronic system to reconcile automatically
such check issues with payments, thereby speeding reconciliation and
reducing substantially the amount of manual reconciliation. It is
estimated that by the end of fiscal 1963, about 65 percent of all checks
will be so issued and reconciled. '
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The use of these check issue tapes in the electronic system also
results.in the earlier detection and reporting of differences between
the amounts for which checks are issued and the amounts for which
they are paid, -thereby making possible earlier notification to banks

- and the U.S. Secret Service of any checks found to be altered.

Improved procedures have reduced the time elapsing between the
receipt of mutilated checks from the Federal Reserve Banks and their
entry into the electronic system, have put the Treasurer’s records of
the checking accounts of disbursing officers on a more current basis,
and enabled the Office to advise the banks sooner when payment on-
a mutilated check is declined,

Revised instructions issued to disbursing officers on the remailing
to payees of recovered original checks and the batching of documents
relating to check claims have greatly reduced the number of duplicate
payments and expedited the handling of correspondence in the Check
Claims Division.

The bureau’s training program has been broadened and a long-
range plan is being expanded to give qualified employees an oppor-
tunity to achieve their highest potential. - Approved by the Civil
Service Commission and in effect are two continuing bureau pro-
grams: the check claims examiner training program and the digital
computer programming training program. Also, a regularly scheduled
supervisory training program is being planned.

Assets and liabilities in the Treasurer’s account

The assets of the Treasurer consist of gold and silver bullion, coin
and paper currency, deposits in Federal Reserve Banks, and deposits
in commercial banks designated as Government depos1tar1es o

A summary of the assets and liabilities in the Treasurer’s account
at the close of the fiscal years 1961 and 1962 is shown in table 59.

Gold.—The gold assets, which amounted to $17,550.1 million on
June 30, 1961, on the daily Treasury statement basis, continued to
decline throughout most of the year. Receipts were $408.3 million
and disbursements $1,523.3 million. The final balance of $16,435.0
million on June 30, 1962, included liabilities of $16,158.0 million in
gold certificates or credits payable in gold certificates and $156.0
million for the gold reserve aoamst currency, leaving a free gold
balance of $121.0 million.

Silver—Depletion of the Treasury s stocks of silver bullion avail-
able for coinage prompted the President, on November 28, 1961, to
direct that further sales of bullion, at the fixed price of 90.5 cents per
ounce, should be suspended, except to Government agencies. As
silver certificates become unfit for further circulation, they are being
replaced, in part, by Federal reserve notes. Silver bullion at the
monetary value of $1.294- per ounce, held to secure outstanding certifi-
cates, is thus made available and 1s released from time to time to
meet the Department’s increasingly heavy requirements for subsidiary
silver coinage.

Transactions in silver bullion during the year are summarized, in
millions of dollars in the follovvmg table.
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Silver bullion
| Held to Held for coinage, ete.
Fiscal year 1962 secure silver 4
certificates
Monetary Recoinage

Mc‘;g%eexry value Cost value value
On hand July 1, 1961 . .____.oooooo. e emememen $2,252.8 |oooiiieooe $57.1 |ocomoeies
Received (+) or disbursed (—), net_ . o |ecomaeoaooo —$2.0 —15.4 +3$2.0
Revalued. e oo +0.2 |l —0.1 foooes
Rel d for coinage - —69.4 469.4 o |emeiemeaoas
Used in coinage . .o oo oo cimecccmmcmce e mcmamaen —59.0 —20.0 -1.9
On hand June 30, 1962 .o iioio- 2,183.1 8.4 21.6 0.1

The closing balance of $2,183.1 million in silver bullion at the
monetary value, was held, together with $115.7 million in silver
dollars, to secure outstandmg silver certificates of $2,276.6 million on
June 30, 1962. A free balance of $22.2 million in monetized silver
remained.

-Balances with depositaries—The following table shows the number
of each class of depositaries and balances on June 30, 1962.

Deposits to the

. Number of credit of the
Class accounts with . [Treasurer of the

depositaries ! | United States

. June 30, 1962
Federal Reserve Banks and branches_______ . 36 2 $915, 195, 508
Other domestic depositaries reporting directly to the Treasurer.........- 44 39, 519, 920

Domestic depositaries reporting through Federal Reserve Banks:

General depositaries. . 1,757 265, 381, 804
Special depositaries, Treasury tax and loan accounts. 11, 439 8, 814, 673, 942
Foreign depositaries 2 78 135, 755, 629
B 11 7Y IR J. 13, 354 10, 170, 526, 802

1 Includes ouly depositaries having balances with the Treasurer of the United States on June 30, 1962,
Excludes depositaries duly designated for this purpose but having no balances on that date and those desig-
nated to furnish official checking account facilities or other services to Government officers but which are not
authorized to maintain accounts with the Treasurer. Banking institutions designated as general deposi-
taries are frequently also designated as special depositaries, hence the total number of accounts exceeds the
number of institutions involved.

3 Includes checks for $303,269,291 in process of collection.

3 Principally branches of 'U.S. banks and of the American Express Company, Inc.

Bureau operations

Receiving and  disbursing public moneys.—Moneys collected by
Government officers are deposited with the Treasurer at Washington,
in Federal Reserve Banks, and in designated Government depos1-
taries for credit to the account of the Treasurer of the United States.
All payments are withdrawn from this account. Moneys deposited
and withdrawn in the fiscal years 1961 and 1962, exclusive of certain
intragovernmental transactions, are shown in the following table on
the basis of the Daily Statement of the United States Treasury.



ADMINISTRATIVE REPORTS 153

Deposits, withdrawals, and balances in the Treasurer’s account 1961 1962

" Cash deposits (net) (including internal revenue, customs, trust

funds, ete.)ccoccccmaaan --| $96,807,026,794 | $101, 608, 057, 928
Public debt receipts 1. . ... eeemecceen 176,247,926, 563 | 203, 530, 446, 854
** Less accrued discount on U.S. savings bonds and Treasury bills...| —2, 309, 768, 703 -2, 571,113,247
Total net dePosits. - ccerecereceeceancnnn 270, 835, 184, 654 302, 567, 391, 535
Balance at beginning of Aiscal Year tuee e cee e eoiamecocaccacaaaann 8,004, 740, 998 6, 694, 119, 954

© Total eeeen - - ?78, 839,925,652 | 309,261, 511, 489
“Cash withdrawals (includes budget and trust accounts, etc.).._.._.__ 98,283,877,037 | 106, 626, 338, 957

--Net transactions in: . ) .
Investments of Government agencies in public debt securities,

excess of investments.....____ . 921, 036, 604 502, 677, 061

Sales and redemptions of obligations of Government agencies i
’ market, excess of redemptions, or 58168 (—)eceelicecranmaccnaca- 1, 107, 286, 500 —950, 771, 810
-Public debt redemptions ... ___...... 173, 607, 748, 801 194, 300, 562, 743
Less rédemptions included in cash withdrawals —1,774,143, 244 —1, 647,689, 011

Total net withdrawals.....

272, 145, 805, 698 298, 831, 117, 940
Balance at close of fiscal year. ..

6,694, 119, 954 10, 430, 393, 549

"1 For details for 1962 see table 38.

Old series. currency.—The Old Series Currency Adjustment Act,
“approved June 30, 1961 (31 U.S.C. 912-916) (see annual report for
1961, exhibit 10, p. 297), authorizes and directs the Secretary of the
"Treasury to make certain adjustments and to take certain other
action with respect to all large size currency outstanding which was
issued prior to July 1, 1929, and with respect to small size gold certifi-
cates - outstanding which were issued between July 1, 1929, and
“January 30, 1934, the date of enactment of the Gold Reserve Act of
1934 (31 U.S.C. 440-446). Any such old series currency presented to
the Treasury is now being redeemed from the general fund of the
Treasury and the amount of the public debt outstanding is corre-
spondingly reduced. . )

In accordance with the provisions of the act, gold and silver reserves
in the aggregate amount of $61,059,919 were released as of July 1,
1961. These reserves had been held as security for gold certificates
issued before January 30, 1934, and as security for or for the redemp-
tion of Treasury notes of 1890 and of silver certificates issued before
July 1, 1929, The freeing of these reserves resulted in an equivalent
“increase in the free gold balance and the free silver balance in the
general fund available for the issuance of gold certificates to Federal
Reserve Banks and for the issuance of additional amounts of silver
certificates. - .

The amount of each of these old series currency issues outstanding
on July 1, 1961, was credited as a public debt receipt and established
‘as a public debt lability bearing no interest as follows:

- Gold certificates_ ... .___._________ $29, 959, 809
Silver certificates___________ e 29, 958, 443
Treasury notes of 1890_______________________ 1,141, 667

: 'Al'sob, as provided by section 4 of the act, each Federal Reserve
Bank paid into the Treasury an amount equal to its Federal Reserve
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notes of any series prior to the Series of 1928 outstanding as of July 1,
1961. These payments were made on July 28, 1961, in the aggregate
amount of $36,419,050. This amount was credited to public”debt
receipts and established as a public debt liability bearing no interest
(section 6(b) of the act). The amount received from each Federal
Reserve Bank was as follows: ‘ :

Federal Reserve Bank Amount Federal Reserve Bank Amount
BOStODa e oo e $2,397,025 || St. LoWiS. oo oo cacieaan $1, 385, 645
New YOrKe e oo oo ceccece 9,259,995 || Minneapolis...__._... 1,307,395
Philadelphia_.. --| 2,704,685 || Kansas City. - 1, 561, 510
Cleveland... ... 3,756,435 || Dallas_ .. ... 972,515
Richmond. ... 1,547,845 || San Francisco 3,834, 400
Atlanta. . ______________________________ 2, 054, 150 e
Chicago.. 5,637,450 Total._. 36, 419, 050

In accordance with section 6(c) of the act, the Secretary of the
Treasury, from time to time, may determine the amount of each
denomination of each kind of old series currency outstanding which
in his judgment has been destroyed or irretrievably lost and so will
never be presented for redemption. The public debt liability for
these currencies is thereupon reduced by the amount of the determina-
tions with corresponding credit to miscellaneous receipts of the
Treasury. Under this provision, the Secretary on October 20, 1961,
determined that $1,000,000 of Treasury notes of 1890 would never be
presented and the public debt was reduced accordingly on October 27,
1961. . '

The act also authorizes the establishment of a historical collection
of the paper currency issues of the United States.

Issuing and redeeming paper currency.—By law the Treasurer is the
agent for the issue and redemption of U.S. paper currency. The
Treasurer’s Office procures all U.S. paper currency from the Bureau
of Engraving and Printing and places it in circulation as needed,
chiefly through the facilities of the Federal Reserve Banks and their
branches. )

The Federal Reserve Banks and branches, as agénts of the Treasury,
redeem and destroy the major portion of the U.S. currency as it
-becomes unfit for circulation. A small amount is handled directly by
the Treasurer’s Office. v , '

"Federal Reserve notes are issued by Federal Reserve Banks.
The Federal Reserve Banks also redeem these notes, cut them in
half, and forward the halves separately to Washington where the
Currency Redemption Division of the Treasurer’s Office verifies the
lower halves and the Office of the Comptroller of the Currency verifies
the upper halves. Both halves are then destroyed under the direction
of a special committee. . .

The Currency Redemption Division also redeems unfit paper
currency of all types received from local sources in Washington and
from Government officers abroad; and examines and identifies for .
lawful redemption all burned and mutilated currency received from
any source. The last operation requires special techniques and un-
limited patience on the part of skilled examiners as the currency re-
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ceived may be charred, discolored, moldy, in fragments, or in claylike
chunks. During fiscal 1962, such currency was examined for 43,595

claimants and payment made therefor to the extent of $6,918,664.
* A comparison of the amounts of paper currency of all classes,
including Federal Reserve notes, issued, redeemed, and outstanding
during the fiscal years 1961 and 1962 follows.

ADMINISTRATIVE REP_ORTS

1961 1962

Pieces Amount Pieces Amount

Qutstanding July 1_ . __________.__
Issues during year-....__. -
Redemptions during year
OQutstanding June 30

$34, 688, 829, 789
8, 834, 281, 203
7,674, 837,133

35, 848, 273, 859

3, 568, 125, 302
1, 687, 618, 740
1, 623, 060, 302
Z| 3632, 683, 740

$34, 162, 802, 793
8, 224, 217, 983
7, 698, 190, 987

34, 688, 829, 789

3,632, 683, 740
1,720, 343, 853
1,569, 251, 054
3,783, 776, 539

Table 66 shows by class and denomination the value of paper cur-
rency issued and redeemed during the fiscal year 1962, and the amounts
outstanding at the end of the year. Tables 61 through 65 give further

-details on the stock and circulation of money in the United States.

Checking accounts of disbursing officers and agencies.—As of June 30,
1962, the Treasurer maintained 2,393 checking accounts as compared
with 2,290 on June 30, 1961. The number of checks paid, by cate-
gories of disbursing officers, during fiscal 1961 and 1962 follows.

. Number of checks paid

Disbursing officers . ' : -

1961 1962
P T€ASUTY o o oo eememm e cimemmamcmmmmeemsemmemm—mmmm—memmeam—emmmmmmmmmmee 301,031, 795 319, 558,152
ATTNY o e vtc e ctememccevemmemmemsmmeae—mmaeeme———e———a——a 27, 943, 028 28, 670, 953
Navy._. 35,388,109 33, 834, 057
AQr POrCe. o e 32,163, 458 33,152, 049
Other o e aceen 33, 655, 044 33, 770, 098
L P .| 430,181,434 | 448 985,309

Settling check claims.—During the fiscal year the Treasurer acted
upon 374,000 requests to stop payment on Government checks, in-
cluding approximately 53,000 requests for information and for photo-
static copies of paid checks. In addition, 52,000 requests for removal
of stop payments were processed. ‘

The Treasurer acted upon 227,000 paid check claims during the year,
including those referred to the U.S. Secret Service for investigation
which involved the forgery, alteration, counterfeiting, or fraudulent
issuance and negotiation of Government checks. Reclamation was
requested from those having liability to the United States on 33,000
claims, and $3,312,000 was recovered. Settlements and adjustments
totaling $3,564,000 were made on 32,000 forgery cases. Disburse-
ments from the check forgery insurance fund, established to enable the
Treasurer to expedite settlement of check claims, totaled $263,000. .
Asrecoveries are made, these moneys are restored to the fund. Settle-
ments totaling $3,000,000 have been made from this $50,000 revolving
fund established by thé act of November 21, 1941 (31 U.S.C. 561-564).
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Claims involving 97,000 outstanding checks were acted upon. Of
this number, 77,000 were certified for issuance of substitute checks
valued at $26,304,000 to replace checks that were not received or
were lost, stolen, or destroyed. '

Collecting checks deposited —Qovernment officers during the year
deposited more than 6,700,000 commercial checks, drafts, money
orders, etc., with the Cash Division in Washington for collection.

Sale of uncirculated coin sets.—The Cash Division packaged and
sold to collectors 37,000 sets of uncirculated coins minted in 1960 and
192,000 sets minted in 1961. This service is rendered at no expense
to the Government as, in addition to the face value of the comns, a
fee of 58 cents a set is charged for the cost of assembling, handling,
and mailing the coins. Treasury Order No. 179-3, dated October 16,
1961 (see exhibit 51), transferred all functions and responsibilities for
the sale and distribution of uncirculated eoins other than over-the-
counter sales to the Bureau of the Mint effective with coins minted
in calendar 1962. The Cash Division will continue to sell such sets
over the counter.

Custody of securities.—The face value of securities held in the
custody of the Treasurer as of June 30, 1961, and June 30, 1962, is
shown in the following table:

June 30
Purpose for which held )
1961 1962
As collateral:
To secure deposits of public moneys in depositary banks. ...co...... $134, 161, 600 $133, 025, 100
To secure postal savings funds. .- 17, 848, 500 18,728, 500
In lieu of suretie: : 4,038, 900 4,832, 050
In custody: - .
For the Secretary of the Treasury .o oo ceccacccmcaean 31,260, 583,684 | 34, 888, 248, 969-
For Board of Trustees, Postal Savings System___ ... . ... 344,-137, 000 286, 637, 000"
For the Comptroller of the Currency 12, 157, 000 12, 341, 000
For the Federal Deposit Insurance Corporation 1, 385, 297, 830 1, 357,097, 830
For the Rural Electrification Administration._._. - 97, 084, 184 99, 576, 759
For the District of Columbia .- 51,501,866 | 93, 563, 935
For the Commissioner of Indian Affairs. .. 38, 358, 725 36, 549, 150
Foreign obligations 2 _______ ool 12,068, 244,132 { 12,064, 388,132
(017573 LI 67, 710, 576 65, 127, 646
For servicing outstanding government issues:
Unissued bearer securities. - - - —..-| 1,968,817,900 1,853, 438, 750
B 0 7. ) S U 47,450,841,806 | 50, 913, 554,820

1 Includes those securities listed in table 119 as in custody of the Treasury.
2 Issued by foreign governments to the United States for indebtedness arising from World War I.
3 Includes U.S. savings bonds in safekeeping for individuals.

Servicing securities for Federal agencies and for certain other govern-
ments.—In accordance with agreements between the Secretary of the
Treasury and various (overnment 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. The’
amounts of these payments during the fiscal year 1962, on the basis
-of the Daily Statement of the United States Treasury were as follows:
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Interest | Registered | Coupon

Payment made for Principal paid with interest ! interest
principal
Federal home loan banks_ ... ... ... .. .. -] $1,641,660,000 | $31,790,704 | ... ... $7,704, 099
Federal land banks___._.___... eecccmeemmmen 336, 247, 800 468,052 | $7,360,244 | 86,218,113
Federal Farm Mortgage Corporation. - . , 800 ) £ 3 PN 481
Federal Housing Administration.__........_...._ 144, 016, 100 1,482,452 | 13,439,377 | ....._
Federal National Mortgage Association. 3486, 546, 000 404

District of Columbia Armory Board
Home Owners’ Loan Corporation. 21,125
Philippine Islands. .o ccomeoocao . . 12,000
Puerto RicO..o oL - 412, 000

Total.... i 2,468, 918,825 33,746,877 | 20,814,496 | 176,415,725

© 10n the basis of checks issued.
Internal Revenue Service !

The Internal Revenue Service is responsible for collecting internal
revenue and for administering the internal revenue laws. One of the
primary objectives of the Service is to sustain public confidence in the
revenue system and to encourage voluntary compliance with the tax
laws. The Service is also responsible for administering certain other
statutes including the Federal Alcohol Administration Act (27 U.S.C.
201-212), the Liquor Enforcement Act of 1936 (18 U.S.C. 1261, 1262,
3615), and the Federal Firearms Act (15 U.S.C. 901-909).

Internal revenue collections and refunds

Collections—Internal revenue collections in the fiscal year 1962
totaled $99.4 billion, an increase of $5.0 billion over 1961. Individual
income taxes increased $4.4 billion, 89 percent of the increase in total
revenue collections, and reflected a continued rise in the national level
of personal income, particularly in wages and salaries. Corporation
income tax collections decreased 2 percent from last year. This
decline is attributed to significantly lower payments from corporations
whose tax liabilities were affected adversely by the lower profit levels
of 1960-1961.

Employment taxes increased slightly more than $0.2 billion, 2 per-
cent over 1961, (ains in these taxes reflected not only the higher level
of personal income, but also increases in tax rates. 'The old-age, dis-
ability, and survivors insurance tax rate, payable by both employers
and employees, increased from 3 to 3)% percent on the first $4,800 of
taxable wages, effective January 1, 1962. The Federal unemploy-
ment insurance tax rate on employers of 4 or more increased from 3
percent on the first $3,000 of wages paid during the calendar year
1960 to 3.1 percent on the first $3,000 of wages paid during calendar
1961.

~ Excise tax collections increased $0.7 billion, or 6 percent, in 1962.
Gains from this source reflect, for the most part, the general rise in
‘businéss activity. There was a sizable increase in collections of the
Federal use tax on highway motor vehicles, mainly due to the higher

Rl Additional information will be found in the separate Annual Report of the Commissioner of Internal
evenye. - .
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tax rate effective with the taxable year beginning July 1, 1961, pur-
suant to the Federal-Aid Highway Act of 1961 (26 U.S.C. 4481).

A comparison. of collections in the fiscal years 1961 and 1962 by
principal types of tax is shown below. - Collections from 1929 throug
1962 by detailed categories are given in table 19.

Refunds.—During fiscal 1962 refunds of internal revenue, comprising
both principal and interest, totaled $6.3 billion compared with $6.0
billion in 1961. Gross collections, less refunds, were $93.1 billion in
fiscal 1962 and $88.4 billion in 1961.  These amounts will differ from

‘net budget receipts which not only exclude refunds and amounts

transterred to trust funds, but also include collections from customs
and miscellaneous sources. ‘ -

1961 1962
Source
In thousands of dollars
Income taxes: .
Corporation......._..... e e e e m e ae e e 21, 764, 940 21,295, 711
Individual:
Withheld by empPloyers . - oo ccccaccmccamcmean 32,977,654 36, 246, 109
L0175 I 13,175, 346 14, 403, 485
Total individual inecome taxes_ .. . ___.__.. 46,153, 001 50, 649, 594
Total iNCome taXeS. - o oo oo oo e cemeccemee 67,917, 941 71, 945, 305
Employment taxes: : ’
0Old-age and disability insurance. ... ... 11, 586, 283 11, 686, 231
Unemployment inSUrance . - ..o oo o emmeeaan 345,366 457,629
‘Railroad retivement . - __ . 570, 812 564,311
Total employment taxes. . ... ..o o 12, 502, 451 12,708,171
Estate and gift taxes_.._.._________ e - 1,916, 392 2,035,187
Excise taxes:
Alcohol BaXeS. oo~ - 3,212, 801 3,341,282
T OBACCO BaXES - - o e eeieeeeae M 1,991,117 2, 025, 736
Other excise taxXeS. — . oo - 6, 860, 384 7,385,158
Total excise taxes. - - - 12, 064, 302 12, 752,176
Total collections _| 94,401, 086 99, 440, 839

Interpretation and communication of tax law to taxpayers

The Service prepares and distributes basic regulations, rulings, tax
forms, and instructions to assist taxpayers in understanding their
rights and responsibilities. It also publishes a series of tax guides
and disseminates information through the various news media.
Additional assistance needed by taxpayers to prepare their tax returns
correctly, comply with filing requirements, and to meet payment
deadlines, is provided at district and local offices. A

Tazpayer publications.—This is basically a self-help program for
taxpayers. The Service issues approximately 50 publications in-plain
everyday language for the guidance of taxpayers on practically all.
aspects of Federal taxation. Several of the most widely used taxpayer
publications are the detailed tax guides prepared for different classes
of taxpayers, such as individuals, small businesses, farmers, and aliens.
During 1962 the ‘“Mr. Businessman’s Kit,”” which contains all the tax
forms and related instructions needed by a businessman to comply
with the requirements of the Federal tax laws, was developed for
presentation to new business entities, This package is intended to
save the taxpayer the time and effort required to inquire about his



ADMINISTRATIVE REPORTS 159

various tax obligations, to encourage voluntary compliance, and to
help him avoid inadvertent noncompliance. Other publications cover
the tax effect of special problems common to broad segments of the
population. . ' '
Public information program.—Recognizing that tax information is
vital to maintaining and strengthening the self-assessment tax system,
the Service conducted a nationwide public information program
through the press, radio, and television, theater and group showings of
films, and speeches made by Internal Revenue officials. In addition
more than 185 technical and general news releases were issued in -
fiscal 1962 by the national office including reports on thé Service’s
nationwide gambling raids, developments in the conversion to auto-
matic data processing, and articles about the Service’s centennial,
Taxpayer assistance—The purpose of this program is to give
courteous and competent help to each taxpayer who seeks assistance
from the Service. It is of paramount importance that employees
assigned to the program create and maintain favorable relations with
the public, since personal contact is made with more taxpayers
through this program than through all other Service programs com-
bined. Thus, the 1962 taxpayer assistance program placed emphasis
on quality, as well as quantity, of assistance rendered. Over 11
million taxpayers visited or telephoned the field offices for assistance
during the 1962 filing period, an increase of 8 percent over 1961.
Internal revenue personnel gave assistance to 6.4 million taxpayers
by telephone and fully prepared the returns of 509,000 other taxpayers.
In general the assistance provided the public went beyond the point
of merely aiding the taxpayer in entering income and deduction 1tems
on the return. Sufficient time was taken by assistors to explain to
the taxpayer the status of items of income, deductions, and exemptions.
Tax return forms program.—The Service continued its efforts to
simplify and improve the tax return forms and instructions. Members
of the Tax Return Forms Committee visited certain service centers
and selected regional and district offices to observe firsthand the
problems encountered in the processing systems. . As the result of
the Service’s conversion to an automatic data processing system in
the Atlanta Region, several forms were recast and the method of
distribution changed. Numerous suggestions and recommendations
for revising the forms and instructions were received during the year
from taxpayers, practitioners, and Service employees. These were
studied and many valuable suggestions were adopted. More than 250
forms, instructions, and documents were revised or reviewed. In-
creased emphasis was placed on inventory valuations and methods,
and five questions relating to these items were added to all business
income tax return forms. -
Regulations program.—During the year, 32 Treasury decisions,
5 Executive orders, and 19 notices of proposed rulemaking, relating
to matters other than alcohol and tobacco taxes, were published in
the Federal Register. These regulations were issued under provisions
of the Internal Revenue Code of 1954 as originally enacted, subsequent
public laws, or on the basis of an administrative determination. -
Eight hearings on the provisions of the proposed regulations, which
were published in 1962, were held in accordance with the provisions.
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of the Administrative Procedure Act. Approximately 250. taxpayers
or their representatives participated. :

Depreciation reform  program.—The Service cooperated with
Treasury representatives in their studies on depreciation and in the
development of the Department’s depreciation reform program. .

On May 2, 1961, the President announced a program of assistance.
to the textile industry designed to meet a wide range of problems-
resulting from rapid technological changes, shifts in- consumer prefer-
ence, and increasing international competition. The Treasury De-
partment was directed as part of the overall program to expedite
review of existing depreciation allowances on textile machinery.

To carry out this directive, an intensive review was made by
Treasury officials of the schedule of average useful lives of machinery
and equipment used in the domestic textile industry. Included were -
studies by Service engineers, inspection trips to several textile mills
and textile machinery manufacturing plants, meetings with represent-
atives of the industry, and a careful evaluation of recent techno-
logical innovations. As a result of these studies, revised average
useful lives for machinery and equipment used in the textile industry
were announced by the President on October 11, 1961, and published
by the Internal Revenue Service in Bullétin F.

Service engineers made studies of seven additional industries at
the direction of the Secretary of the Treasury, to aid in the overall
consideration of depreciation reform: Aircraft, automobile, electrical
machinery and equipment, machine tool, railroad, steel, and mining
and beneficiation of low-grade iron ore. A three-man team was
assigned to conduct the study of each industry. Their reports and
recommendations were submitted to the Secretary early in calendar
1962.

In addition, the Service worked with Treasury representatives in
completing their studies on depreciation and in developing the revenue
procedure set forth in the new Depreciation Guidelines and Rules-
released on July 11, 1962. (See exhibit 22.) :
Receipt and processing of returns

Number of returns filed.—In the 1962 fiscal year, 96.4 million tax
returns of all classes were received. This was 0.6 million, or 0.6
percent, more than the number received in 1961. Individual income
tax returns increased 0.2 million; while declarations of estimated
individual income tax decreased almost 0.1 million. Employment
tax returns increased 0.3 million, with almost three-fourths of the
increase in employers’ returns for household employees. Information
returns received in 1962 totaled more than 340 million, compared with
330 million in 1961. ‘

Processing of returns—The three area service centers located at
Lawrence, Mass.; Kansas City, Mo.; and Ogden, Utah, processed
60.5 million individual income tax returns.  Of these, 49.5 million
were 1961 returns filed during the 1962 filing period and 11.0 million
were 1960 returns filed during the 1961 filing period but processed
after June 30, 1961. This was an increase of 0.5 million, or nearly
one percent above fiscal 1961. In addition, 4.8 million declarations of
estimated individual income tax were processed. Accounts receivable
were§established for appropriate individual income and estimated
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tax returns. Mailing and delinquency check operations were per-
formed on all employers’ returns, forms 940 and 941, except calendar
year 1961 forms 940, and forms 941 for the quarter ended March 31,
1962; -required of taxpayers located in the Atlanta region. The
initial transfer of work from the present area service centers to regional
service centers under the automatic data processing program occurred
during the year. Mailing and delinquency check operations on
forms- 940 and 941 filed in districts of the Atlanta region were
transferred from the Midwest Service Center to the new Atlanta
Regional Service Center. During the first half of the year new
high-speed magnetic -tape computers were installed in the midwest
and western service centers. Completion of this conversion program,
initiated in fiscal 1961 in the Northeast Service Center, made it
possible for all area service centers to process individual income tax
returns filed for the 1961 tax year on this advanced equipment during
the 1962 filing period. ,

In the 6-month period ended Jupne 30, 1962, nearly 36.8 million
refunds were scheduled on individual income tax returns filed for the
1961 tax year. This was an increase of over 0.8 million, or 2.4 percent,
above the same period in 1961.

Automatic date processing.—Automatic machine processing -of tax
returns is being installed by the Service in order to keep abreast of -
its ever-growing returns processing and revenue enforcement work-.
load. Installation of the system is proceeding on a carefully phased
basis, with major attention being given to avoiding adverse effects on
employees to be redeployed. Some of the significant highlights during
the year were: Establishment of the Office of Assistant Commissioner,
Data Processing; completion of systems design and programs for’
processing business returns; timely completion and dedication of the
National Computer Center at Martinsburg, W. Va., and. the new-
Atlanta Regional Service Center building ; activation of the Philadelphia -
Regional Service Center; processing of business returns in the Atlanta
Regional Service Center and the National Computer Center; initiation -
of systems design for processing individual returns; selection of sites
for the Dallas, Tex., Cincinnati, Ohio, and Omaha, Nebr., regional -
service centers, and continuation and improvement 