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ANNUAL REPORT ON THE FINANCES

TrEASURY DEPARTMENT,
Washington, May 15, 1968.

Strs: I have the honor to report to you on the finances of the Federal
Government for the fiscal year 1967. The main text of this report con-
sists of a detailed review of Treasury fiscal operations and admin-
istrative reports of the offices under my supervision during the fiscal
year 1967, along with supporting exhibits and statistical material.
This brief general introduction reviews the major fiscal and financial
developments that have taken place since the time of my last report
in early 1967.

Overall Review

During the calendar year 1967, the economy successfully weathered
a sizable inventory adjustment and resumed its rapid rate of advance.
By early 1968, the economy was entering its eighth successive year of
expansion—the longest in our history. There was every indication
that this unparalleled advance could be sustained. However, it was
increasingly clear that an additional degree of fiscal and financial
restraint would be required in order to insure the continued strength
of the dollar at home and abroad. A major objective of policy would
be to reverse decisively the trend toward larger deficits in our internal
budget and in our international balance of payments.

Delay in enacting the President’s tax program threatened to
swell the Federal budget deficit to inappropriately high levels. In
terms of the new unified budget concept, the fiscal 1968 deficit was
estimated in January 1968 at $22.8 billion in the absence of tax
action. It was further estimated that the fiscal 1969 deficit would
decline only slightly to $20.8 billion if no tax action were taken.
With the economy at a high level of employment and showing strong
inflationary tendencies, it was clear that back-to-back budget deficits
in excess of $20 billion could exert a seriously destabilizing influence.
Therefore, the January 1968 budget included legislative proposals
to raise an additional $16 billion in revenue during fiscal 1968 and
fiscal 1969. This would reduce the fiscal 1968 deficit to $19.8 billion
and the fiscal 1969 deficit to $8 billion.

The other deficit requiring corrective action is in our international
balance of payments. During 1965 and 1966 the payments deficit
was held below $1.5 billion despite the drains occasioned by our
expanded commitment to the defense of freedom in Southeast Asia.

Xvix
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In 1967, the deficit widened, particularly in the fourth quarter, and
reached $3.6 billion for the calendar year on the liquidity basis.
Prompt action was needed—and is being taken—to shrink the deficit.
The action program anhounced by President Johnson on January 1,
1968, was designed to achieve balance-of-payments savings of up
to $3 billion. :

. Domestically, there was a marked contrast in the pace of economic
advance between the first and second half of calendar year 1967.
In the first half of the year, inventory investment fell from an annual
rate of $1814 billion to nearly zero, but final sales rose strongly and
prevented - the inventory adjustment from causing a downturn. In
the second half of the year, with the inventory adjustment completed
and housing continuing its recovery, the economy moved ahead
briskly. Growth in production was interrupted only temporarily by
work stoppages.

- This pattern of a relatlvely slow first half year followed by a much
stronger second half had been anticipated and plans were made
accordingly. In the first half of calendar year 1967, a policy of mone-
tary ease, instituted late in 1966, was complemented by a degree
of fiscal support. The moderate tax increase proposed by the Presi-
dent in January 1967 was not to be effective at once but only after
the first half of 1967. As the pace of the economy slowed in the first
half of 1967, the Federal budget swung into a deeper deficit position.
This stimulative effect of a larger deficit was temporarily desirable
in view of the sharply declining pace of the economic advance. Rising
levels of Federal expenditure bolstered final sales while the steep
inventory adjustment downward was running its course.

Ideally, there would have been a sizable swing back toward fiscal
restraint in the second half of the calendar year as the economy began
to move ahead more rapidly. Tax action was recommended by the
President early in August 1967, with the increases to be effective from
midyear, but there was no congressional action on the President’s
proposals. Late in the year, expenditure cuts in specific programs
totaling $4.3 billion were achieved, as a result of joint congressional
and executive action. But, in the absence of congressional action to
raise taxes, the budget continued to run in heavy deficit in the second
half of 1967 and early 1968, at a time when the economy was not in
need of fiscal stlmulus but Would have beneﬁted greatly from a shift
toward restraint.

The resumptlon of strong growth in the second half of 1967 was
accompanied by a sharp advance in prices. For example, the compre-
bensive GNP price deflator rose at a 3.8 percent annual rate in the second
half of the calendar year, in contrast to about 2% percent in the first
- half. The rise in the consumer price index followed a similar pattern.
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On a year-to-year basis, the pr1ce record appeared more favorable,
with consumer prices actually rising slightly less in 1967 than in 1966.
" However, the faster rise in prices during the second half of 1967, which
continued in early 1968, was deﬁmtely cause for concern. It threatened
- to disrupt the domestic expansion. and to impair our international -
competitive position. In his February 1968 Economic Report, President
Johnson emphasized the need to make a decisive turn back toward '
price stability and stated:

“Therefore, in addition to urging prompt action by the Congress on
my tax proposals, I must again urge—in the strongest terms I know—
that unions and business firms exercise the most rigorous restraint in
their wage and price determinations in 1968.” v
~ Both cost and demand pressures were contributing to the faster

advance in prices in late 1967 and early 1968. The strengthening of
demand in the second half of 1967 was clearly mirrored in an upward
movement of prices. From the cost side, strong pressures were being
exerted by a faster pace of advance in hourly compensation than in
productivity. In turn, this reflected the earlier upsurge of demand
in late 1965 and 1966 which upset the balance of the expansion.

From 1961 to 1965 the rise in average hourly compensation in the
total private economy only slightly exceeded the gain in output per
manhour and unit labor costs were relatively stable. In manufac-
turing there was actually a downward drift in unit labor costs as
productivity gains exceeded the rise in employee compensation.
This pattern was broken after 1965. During 1966, when total demand
pressed heavily against the economy’s short-run productive capacity,
there was a sharp rise in ‘hourly compensation of nearly 7 percent.
In 1967, the average rise fell back slightly to about 6 percent but
productivity gains slowed abruptly to.around 1% percent. As a con-
sequence, between 1966 and 1967 there was a rise in unit labor costs
of roughly 4)5 percent for the total private economy and of about’ 5
percent for the manufacturing sector.

In the presence of these cost mcreases, it Would be particularly
important during 1968 and beyond to insure that the situation was
not further aggravated by an excessively strong rise in demand.
Another burst of demand could further prejudice the prospects for
an early return to relatively stable prices and seriously impede
progress toward balance-of-payments equilibrium. As it was, an
earlier pattern of cost-price stability had been temporarily disrupted
and the potential for further inflationary developments had been
increased.

The U.S. balance-of-payments position and the continued stability
of the international financial system were becoming increasingly
important factors in the determination of U.S. fiscal and financial
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policy. Both our international and domestic financial positions would
be strengthened through the application of an extra degree of fiscal
restraint. There was no conflict between the policy prescription for
the domestic economy and the balance of payments. In each case,
the situation called for higher taxes and further deferment and reduc-
tion of lower priority Federal expenditures. .

Tax Policy

The major tax developments since the tlme of my last report
have been the restoration of the investment tax credit and a continu-
ing effort to obtain legislative approval of 4 temporary increase in
income taxes. Fuller details on these and other developments in tax
policy durmg the fiscal year 1967 are prov1ded on pages 28-39 of the
accompanying report.

Temporary suspension of the investment’ tax credit was a key
element in the President’s anti-inflationary iprogram presented in a
special message to the Congress on September 8, 1966. Rapid ex-
pansion of plant and equipment programs had led to growing order
backlogs and heavy pressure on the financial markets. The September
8 program included the following steps: Reduction in lower priority
Federal expenditures; a proposed temporary suspension of the 7-
percent investment tax credit and accelerated depreciation; and
special efforts to lower interest rates and to ease the inequitable
burden of tight money. The announcement of this program and
prompt action by the Congress and the financial regulatory agencies
led to a much better financial environment. The special investment
incentives were temporarily suspended under the terms of Public
Law 89--800, effective as of October 10, 1966. :

While temporary suspension of these investment incentives was’
essential under the special circumstances of late 1966, it was made
clear at the time of their suspension that they continued to be re-
garded as a valuable permanent structural component of the tax
system and would be restored as soon as possible. On March 9, 1967,
President Johnson did request the restoration of the investment tax
credit and the use of accelerated depreciation for buildings, pointing
out that in the previous 6 months the temporary suspension had done
the job it was designed to do.

Legislation restoring the investment incentives was passed by the
House of Representatives on March 14. There was protracted debate
on the Senate floor, not on restoration of the investment incentives,
but on proposed amendments to the Presidential Election Campaign
Fund Act of 1966. The bill was finally passed by the Senate on May 9
and signed by the President on June 13, 1967, with restoration of the
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credit effective as of March 10, 1967. Details of the legislation are
discussed on pages 29-31 in the main text of this report.

The initial proposal for a general increase in income taxes was
made by President Johnson in his state of the Union message of
January 10, 1967. He called for a surcharge of 6 percent on both
individual and corporate income taxes to last for 2 years or so long
as the unusual expenditures associated with our efforts in Vietnam
continue. The temporary surcharge was to be effective from July 1,
1967.

As revised estimates of revenues and expenditures made it clear
that the budget deficit would be much larger than had been antici-
pated in early 1967, President Johnison requested on August 3, 1967,
that the surcharge be raised from 6 percent to 10 percent. Aside from
the recommendation for a 10 percent surcharge, the President repeated
his January 1967 recommendations for a further speedup of corporate
tax collections and a postponement of scheduled reductions in excise
taxes. In addition, the President urged the Congress to exercise the
utmost restraint and responsibility in the appropriations process
and to make every effort not to exceed the January budget estimates.
For its part, the executive branch promised to take every proper
action within its power to reduce expenditures in the January budget.

The House Ways and Means Committee held hearings on the tax
proposals in August and September but voted to table immediate
consideration. Difficulty in arriving at procedures to implement
expenditure reductions was apparently a major factor in the Ways
and Means decision to defer action. After the devaluation of sterling’
in November, the Ways and Means hearings were reopened. At that
time the administration presented a two-part plan: The tax pro-
posals and a specific statutory plan for expenditure reduction in
fiscal 1968 from the levels then in prospect. While the Ways and
Means Committee did not take favorable action on the proposals,
the expenditure reduction part of the plan was implemented by joint
congressional and executive action late in calendar 1967. On De-
cember 18, 1967, President Johnson signed Public Law 90-218,
which, together with previous congressional actions, provided that
“Federal obligations and expenditures in controllable programs for
the fiscal year 1968 should be reduced by no less than $9 billion and
$4 billion, respectively, below the President’s budget requests.”

On January 22, 1968, the House Ways and Means Committee
resumed its hearings on the President’s tax proposals. The committee
took favorable action on the corporate tax acceleration and excise
tax components of the tax package, but not on the proposed 10-
percent surcharge on individual and corporate income tax liabilities.
The corporate tax acceleration and the postponement of scheduled
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excise tax reductions were passed by the House of Representatives on
February 29, 1968.

The scene then shifted to the Senate. The Senate Finance Com-
mittee approved action on excise taxes and the corporate tax accelera-
tion but decided, by a 9-8 vote, against the proposed 10-percent sur-
charge. On the floor of the Senate, however, the 10-percent surcharge
and a ceiling on Federal expenditures, along; with a number of other
amendments, were added to the excise tax and corporate acceleration
legislation. The exact pattern that legislative developments might
follow from that point was uncertain, but the prospects for action on a
program of fiscal restraint appéared to have improved.

FinancialvPolicies and Debt Management

In the domestic financial area, the past year has been one of strong
- demand pressures in ‘our money and capital markets. Longer-term
interest rates dipped only temporarily in early 1967 when the pace of
economic expansion slowed and long-term rates then rose during the
balance of the year. In the first half of calendar year 1967, short-term
interest rates did decline from the peaks that had beenreached in the
late summer and early fall of 1966. After midyear, however, money
market rates moved up rather steadily. Monetary ease, which had
commenced in late 1966, continued through most of 1967 but interest
rates rose in response to heavy financial demands.

At the close of 1967, short-term rates remained below the peaks
of August-September 1966, but longer term rates had, in some cases,
pushed well beyond the earlier highs. Three-month Treasury bills
were yielding a shade more than 5 percent at the end of 1967, still
about one-half of one percent below the peak yields in 1966. Longer
bills and short- to intermediate-term coupon issues also remained
below their 1966 peaks. Longer-term governments and new issues
of corporate and municipal bonds had moved beyond the earlier highs
by the end of the calendar year 1967, while mortgage rates were
just about at the earlier levels. Between the end of 1966 and 1967,
rates on new Aa-rated corporate bonds rose by almost a full percentage
point and neared 7 percent while rates on new tax-exempt securities
rose by more than five-eights of one percent. These very sizable
increases in corporate and municipal rates reflected the particularly
heavy volume of financing in those areas.

Despite the slackening in the pace of economic activity in early
1967 private financial demands were heavy throughout the entire
- year. As an aftermath of the credit squeeze of 1966, efforts were
made throughout the private sector to rebuild liquidity and in some
cases to make advance provision for possible future credit needs.
Furthermore, there was general belief in' the business and financial
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community that the slowdown in the economy was likely to be
‘temporary in duration and would be followed by a period of more
rapid expansion. As the year progressed, an upturn in planned business
plant and equipment expenditures and a rise in inventory investment
were, indeed, adding to corporate financial requirements. In addition
to normal requirements, municipal financing was swollen by issues
postponed from 1966 and by an abnormally large volume of industrial
revenue bonds, since the future of the tax-exempt status for new
issues of industrial revenue bonds appeared increasingly uncertain.

For the year as a whole, corporate long-term security offerings and
placements (including refundings) totaled $24.6 billion, about 40
percent more than in 1966. State and local issues reached $14.5 billion,
up from $11.3 billion a year earlier. Net additions to mortgage debt
of $22 billion were only slightly above the 1966 total but were rising
. throughout the year as savings inflows to mortgage lenders continued
in large volume. With private credit demands strong throughout the
entire year, the major change occurred in the Federal sector where
there was a marked change between the first and second half of
- calendar 1967.

In the first half of 1967, the Federal sector exerted a relatively small
impact on the credit markets. Indeed, there was actually a larger net
repayment of debt than that which had taken place in the first halves
of 1965 and 1966. In the second half of 1967, however, the Federal
sector made a sizable net credit demand, sharply above the levels of
earlier years. This combination of heavy private and Government
demands- for credit exerted strong upward pressure on interest rates
-during the second half of 1967. Despite these upward rate pressures,
there was no serious disruption of the-flow of funds to various sectors
and credit was readily available, although expensive by historical
standards. '

The outlook for financial markets in 1968 and beyond depends
very much on the outcome of the President’s fiscal proposals. In the
absence of tax and expenditure action, the Federal sector would be
making a sizable contraseasonal credit demand in the first half of
calendar 1968, and the fiscal 1969 deficit on the new unified budget
basis would exceed $20 billion. This would require roughly that amount
of new borrowing. (There would be some additional requirements of
those agencies—chiefly the Federal home loan banks and the Federal
land banks—not included in the new budget’s concept of net borrowing
requirements.) Borrowing of this magnitude at a time when the
economy was advancing rapidly could seriously overstrain the capacity
of the financial markets, divert credit flows, and threaten to drive
interest rates still higher. Therefore, the prompt application of fiscal
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restraint, so necessary on other grounds as well is viewed as essential
from the standpoint of the domestic financial markets.

Debt management activities have been conducted successfully
during the past year despite the relatively difficult financial environ-
ment. An intensive savings bond campaign has played a major part
by encouraging additional savings and reducing the amount of market
financing otherwise required. (A detailed review. of public debt
management and ownership developments during fiscal 1967 is
provided on pages 12-28 of the accompanying report.)

In the first half of calendar 1967, after a refunding operation in
February that received a very favorable reception, the balance of
Treasury cash needs were met in March by an additional $2.7 billion
of June 1967 tax anticipation bills. In the second half of the year,
the Treasury did a bit more than $16 billion of new money borrowing
through the issuance of marketable securities. ;

The bulk of the financing in the second half of the year was done
in the bill area through additions to the regular auctions and through
the use of tax anticipation bills. OQutside of the bill area, there were
several major financings. Following a $9.9 billion refunding operation,
$2% billion in cash was raised in August through the issuance of a
3Y%-year Treasury note priced to yield 5.40 percent. In November,
a little over $2 billion in additional new cash was raised in conjunction
with the refunding of $10.2 billion of November maturities. In this
operation, the Treasury made initial use of .the authority granted
by Congress earlier in the year to issue Treasury notes of up to 7-year
maturity. Nonetheless, there was a substantial shortening of the
average maturity of the marketable interest-bearing public debt
during the course of calendar year 1967. By the end of the year, the
average maturity was 4 years and 1 month in contrast to 4 years
and 7 months at the end of calendar year 1966.

There were two sizable Treasury financing operations in early 1968,
both of which were well received. At the end of January, the Treasury
announced an exchange offering of 7-year, 5% percent notes for notes
maturing February 15, 1968, and for notes and bonds due August 15
and November 15, 1968. The successful completion of this operation
led to & modest degree of debt lengthening and a useful reduction in
the sizable financing task that would have. to be faced in the second
half of the year. In a separate operation during February, there was
"~ a $4 billion cash offering of 15-month, 5% percent Treasury notes.

International Financial Affairs

A summary of a wide range of developments in international
financial affairs through fiscal 1967 will be found in the text of this
report (pages 39-53). Attention will be confined here to major develop-




ANNUAL REPORT ON THE FINANCES XXV

ments during the year in the U.S. balance of payments and the progress
made toward improved international financial arrangements.

Balance of Payments

During calendar year 1967, and particularly in the fourth quarter,
the U.S. balance-of-payments deficit- widened appreciably, only
partly because of special factors. The widening of the deficit made it
necessary to take prompt corrective action. A new balance-of-pay-
ments action program was announced at the beginning of 1968
designed to shrink the deficit by as much as $3 billion. The worsening
of the payments position in 1967 had come after 2 years in which the
deficit had been held to relatively low levels, considering the direct
and indirect balance-of-payments drains associated with the Vietnam
effort.

In calendar year 1966, the U.S. balance—of—payments deficit on
the liquidity basis was $1.4 billion, about the same as in 1965, and
about one-half the size of the deficits in 1963 and 1964. On the official
reserve transactions basis, there was a 1966 surplus of $200 million,
compared to a deficit of $1.3 billion in 1965, and deficits of $1.5
billion and $2 billion in 1964 and 1963, respectively. (The liquidity
balance is measured by changes in U.S. reserve assets and in liquid
liabilities to all foreign residents and international organizations.
The official reserve transactions balance differs from the liquidity
balance by excluding changes in certain of our nonliquid liabilities to
foreign official institutions which are not part of the liquidity deficit.)

In 1967, the deficit on the liquidity basis reached $3.6 billion and
returned near the deficit levels of 1959 and 1960. On the official
reserve transactions basis, the deficit for calendar 1967 was $3.4 billion.
U.S. gold losses in 1967 rose to $1.170 billion, about double the $571
million loss in 1966. Much of the deterioration occurred in the final
quarter of the year when the liquidity deficit reached an estimated
$1.85 billion on a seasonally adjusted basis and gold losses exceeded
$1 billion. The heavy pressure in gold markets continued in early 1968
until it was checked by international agreement on new arrangements
with respect to private gold markets.

Some part of the large fourth-quarter balance-of-payments deficit
was due to temporary factors. The weakness of sterling, which finally
led to its devaluation in November, caused the United Kingdom to
liquidate its portfolio of U.S. corporate securities and U.S. Govern-
ment agency bonds, with adverse effect on the liquidity balance. On
trade account, U.S. imports were boosted by a copper strike and the
prospect of a steel strike in 1968. Even after allowance for these and
other special factors, however, it was clear that there had been a
significant worsening of the deficit during 1967 and that a tightening
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of the balance-of-payments program  was ; essential under the
circumstances.

President Johnson announced the detaﬂs of the new balance-of-
payments program in a special message on January 1, 1968. The
program was designed to bring the balance of payments to, or close to,
equilibrium. President Johnson emphasized ‘the close relationship
between the domestic economy and the balance of payments. In his
January 1, 1968, message he stated:

“The ﬁrst line of defense of the dollar is the strength of the American
economy.

“No business before the returning Congress will be more urgent than
this: To enact the anti-inflation tax which I have sought for almost a
year. Coupled with our expenditure controls and appropriate monetary
policy, this wil help to stem the inflationary pressures which now
threaten our economic prosperity and our trade surplus.”

The new balance-of-payments program embodied a comprehensive
approach to the problem with savings sought in all major areas of the
balance of payments. It was evolutionary in the sense of building
upon the experience gained from previous balance-of-payments
programs, but also included new techniques designed to achieve
effective control of direct investment and the expenditures of U.S.
tourists. The main elements of the new program were the following:

—a mandatory program, administered by the Department of
Commerce, to restrain direct investment abroad. By Executive
order and regulations issued under the Banking Law a limit would

"be placed upon direct investment by U.S.: companies in foreign
affiliates. Key features of the direct investment program are a tempo-
rary moratorium on any new capital outflow from the United States
to the highly developed countries, pr1nc1pally in continental Western
Europe, and special regulations governing the repatriation by U.S.
companies of foreign earnings and permissible levels of short-term
financial assets held abroad. (In March, Canada was exempted from
the balance-of-payments measures affecting icapital flows that are

administered by the Department of Commerce and the Federal
Reserve Board. An exchange of letters between the United States and

Canadian Governments described the steps that would be taken to
insure that the U.S. balance-of-payments position would not be
impaired as a consequence.)

—revised guidelines by the Board of Governors of the Federal
Reserve System to reduce foreign credits from U.S. banks and other
financial institutions. The new guidelines, which are substantially
more restrictive than those issued in November 1967, are designed to
achieve a net inflow of at least $500 million in 1968. The Board pointed
out that the guidelines have been designed to focus the major effect of
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the reduction on the developed countries of continental Western
Europe without adverse effects on credits necessary to finance U.S.
exports or on credits to developing countries.

—encouragement of foreign travel in the United States and tem-
porary measures to restrain the volume of U.S, travel expenditures
outside of the Western Hemisphere. In view of the increase in the U.S.
travel deficit to an estimated $2 billion in 1968, some action in this
area was obligatory. The permanent and long-run part of the program
is an effort to increase the number of foreign travelers in this country.
In addition, the administration proposed customs and temporary tax

- measures, including a graduated tax on expenditures incurred in con-
nection with trips outside the Western Hemisphere, to reduce U.S.
tourist expenditures with the least poss1ble reduction in the number of
U.S. travelers.

—further reductions in the balance-of—payments impact of Govern-
ment expenditures overseas.

‘—a long-term export expansion program, including intensified
promotional efforts and enlarged facilities for export insurance,
guarantees, and financing.

—consultation with foreign countries to minimize the disadvantages
to our trade which arise from differences among national tax systems.

- —further efforts to attract greater foreign investment in U.S.
corporate securities, carrying out the principles of the Foreign In-
vestors Tax Act of 1966. ‘

The full effect of the recommended measures would not be felt
immediately. Some elements of the program, e.g., the graduated tax
on U.S. tourist expenditures, required congressional approval which
might not be forthcoming. Short-run improvement of the trade
balance would depend upon a moderation of the very rapid pace of
the domestic economic advance as well as upon business conditions
abroad. There were some uncertainties as to the immediate impact of -
other features of the program. But, even so, there was every prospect
that the new balance-of-payments program would be promptly
successful in reversing the trend toward larger deficits that had
reappeared in 1967.

International Finance

There have been two major developments in the international
financial area since the time of my last report. The first was the de-
valuation of sterling in November 1967 and the heavy speculative
activity in private gold markets that followed. In March 1968, agree-
ment was reached among the central banks cooperating in the gold
pool on new arrangements. This restored a calmer atmosphere to gold
and exchange markets. The second major development was the further
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progress made toward implementation of the plan for creation of
special drawing rights in the International Monetary Fund.

During early 1967, there was an improving trend in international
financial markets. Sterling seemed to be making a successful recovery
and there was relatively little speculative activity in gold markets.
With the outbreak of the crisis in the Middle East in June, this better
atmosphere evaporated quickly. Gold and foreign exchange markets
were subjected to temporarily. heavy pressures. While these pressures
abated somewhat during the summer, the position of sterling remained
precarious. After a continuing defense of the: existing parity during
the early fall, the decision to devalue the pound by 14.3 percent to
$2.40 was announced on Saturday, November 18, 1967. International
cooperation confined the exchange rate adjustment to sterling and a
few closely related currencies.

In the aftermath of sterling devaluation, there was a heavy run on
gold in private markets abroad. A statement by the gold pool con-
tributors which was made in Frankfurt the weekend after devalua-
tion calmed the market for a time. Rumors again flooded the market,
but a further statement in December by me as Secretary of the
Treasury and by the Chairman of the Federal Reserve Board (made
with the support of the other gold pool members) again restored
comparative calm. The announcement on January 1, 1968, by President
Johnson of the new U.S. balance-of-payments program further im-
proved the situation. Although the speculative activity in private
gold markets more directly reflected uncertainty over the price of
gold in terms of all currencies, rather than the strength of the dolar
and the short-term U.S. balance-of-payments position, the announce-
ment of the new balance-of-payments measures was helpful. After a
period of relative quiet, there was a renewed;surge of speculation in
foreign gold markets beginning in late February and early March.

Effective action was taken to cope with the:threat to international
financial stability. The U.S. Congress completed action on legislation
removing the 25-percent gold backing requirement for Federal
Reserve note liabilities, thus showing renewed determination to defend
the value of the dollar. The representatives of the central banks
that were cooperating in the gold pool arrangements met in Washing-
ton over the weekend of March 16 and 17, 1968. The Governors of
the Central Banks of Belgium, Germany, Italy, the Netherlands,
Switzerland, the United Kingdom, and the United States announced
after their meeting that:

. henceforth officially-held gold should be used only to effect
transfers among monetary authorities and, therefore, they decided
no longer to supply gold to the London gold market or any other gold
market. Moreover, as the existing stock of monetary gold is sufficient
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in view of the prospective establishment of the facility for Special
Drawing Rights, they no longer feel it necessary to buy gold from
the market. Finally, they agreed that henceforth they will not sell
gold to monetary authorities to replace gold sold in private markets.”

The effect of these steps was a separation of the private and official
markets for gold. In official transactions among monetary authorities,
gold would continue to be bought and sold at the existing $35 an ounce
price. But, the abstention of the cooperating monetary authorities
from dealings in gold in private markets would mean that the price
of gold in private markets could diverge from the monetary valuation
of $35 an ounce. The drain from monetary gold stocks into private
holdings was halted by this action and the prospects for international
financial stability were greatly improved. With the removal of the
threat to international financial stability that had been posed by the
gold situation, the world’s monetary authorities could proceed with
their plans to provide for an assured and orderly growth in inter-
national reserves. .

A milestone in international monetary cooperation was passed in
September 1967 with the unanimous endorsement of the outline plan
for international monetary reform at the annual meeting of the IMF
in Rio de Janeiro. Under the plan, the problem of inadequate growth
of international monetary reserves would be met by creating Special
Drawing Rights (SDR’s) in the International Monetary Fund. At a
Ministerial Meeting of the Group of Ten, March 29-30, 1968, in
Stockholm, general agreement was reached—with the French delega-
tion abstaining on some points—on the Amendment to the Articles of
the International Monetary Fund necessary to carry the SDR plan
into operation. Subsequently the Executive Board of the International
Monetary Fund drafted the necessary technical language and sub-
mitted it to the Fund’s Board of Governors for their approval. The
next step would be actual ratification of the plan by the member
governments.

The agreements reached at Rio de Janeiro and Stockholm were the
culmination of years of intensive study and negotiation. Acting in
concert, the world’s leading nations had taken a long step toward the
provision of an international monetary system in which reserve needs
would be met through conscious and deliberate action. As President
Johnson indicated, the Rio agreement constituted the greatest forward
step in the improvement of the international monetary system
since the creation of the International Monetary Fund itself.

Hexry H. FoWLER,
Secretary of the Treasury.
To THE PRESIDENT OF THE SENATE.
To THE SPEAKER OF THE HOUSE OF REPRESENTATIVES.
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Financial Operations
Basis

Actual budget receipt and expenditure data in this section, applicable
to the fiscal years 1967 and 1966, are on the basis of the budget concepts
then prevailing. A summary table showing actual and estimated data on
the basis of the budget concepts adopted pursuant to the recommendations
of the President’s Commission on Budget Concepts appears on pages 7-8.

Summary

The administrative budget deficit for fiscal 1967 was $9.9 billion
(compared with $2.3 billion for 1966 and $3.4 billion for 1965). Net
administrative budget receipts for fiscal 1967 amounted to $115.8
billion ($11.1 billion over 1966). Net administrative budget expendi-
tures for the year totaled $125.7 billion ($18.7 billion over 1966).

Net trust receipts exceeded net trust expenditures by $10.1 billion
m fiscal 1967. Net trust receipts for the year amounted to $44.6
billion ($9.8 billion above 1966), while net trust expenditures amounted
to $34.5 billionr ($.4 billion less than 1966).

On a consolidated cash basis, total receipts from the public for 1967
were $153.6 billion, and total payments to the public were $155.1
billion—an excess of payments to the public of $1.5 billion.

Gross public debt outstanding was $326.2 billion at June 30, 1967,
an increase of $6.3 billion from June 30, 1966. The Government’s
fiscal operations in fiscal years 1966-67, and their effect on the public
debt are summarized as follows:

In billions of dollars
1966 1967

Administrative budget receipts and expenditures:
Net 1eiDtS (—) . oo oo —104.7 —115.8
Net expenditures. . o ... ..o 107.0 125.7

Administrative budget defieit. ... . ... 2.3 9.9
Trust receipts and expenditures:

B A TS T o o e T —-34.9 —44.6

Net expenditures. - o iieiieeceann 34.9 34.5

Excess of trust receipts (—), or expenditures. .. ... .. ... ... _. * —-10.1
Net investments in public debt and agency securities. ... ........... 3.6 10.9
Net sales (—) of Government agency securities in the market. __.__._._. .. —4.1 —-.4
Increase (—), or decrease in checks outstanding, deposits in transit (net), 0

[ USRS .
Increase (—), or decrease in public debt interest accrued. ... .. ......_ .1
Change in cash balances, increase, or decrease (—): N .
Treasurer’s 8CCOUNY. . o ieiiiemeaeaaos -2 —4.6
Held outside Treasury. ...l it citcaiaaaieaaaas .1 .1

.6
*)

Net decrease in cash balances. ... .o iiaaaiiia. ' -1 . —4.5

Increase in public debt oo ..o eeacceceaeanane 2.6, 6.3

*Less than $50 million.

277-468—68.

3
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Administrative Budget Receipts and Expenditures

‘ CHART 2
The Administrative Budget
$Bil. -
120
OO - Expeﬂw‘/wes\

Deficitw

80)- Surblus

Receipts 1

The increase of $11.1 billion in net administrative budget receipts
during fiscal 1967 brought the total to $115.8 billion, thus marking the
sixth successive year in which new peaks have been established. The -
overall rise occurred despite the delayed impact of reduced income
tax rates under the Revenue Act of 1964 and reduced excises under
the Excise Tax Reduction Act of 1965. The bulk of the income tax
reduction went into effect early in the calendar year 1964 and the
remainder on January 1, 1965. Excise tax repeals on a broad scale
went into effect on June 22, 1965, and January 1, 1966. On the other
hand, receipts were bolstered in both fiscal years 1966 and 1967 by
the revenue raising provisions of the Tax Adjustment Act of 1966.

Economic activity continued to expand throughout the fiscal year
1967 and tax receipts accompanied this general rise. '

A comparison of net administrative budget receipts by major
sources for the fiscal years 1966 and 1967 is shown below.

) 1966 1967. Increase, or
Source o C decrease (—)
In miliions of dollars

Internal revenue: X
Individual income taxes_ 55, 446 61, 526 6, 080
Corporation income taxes. 30,073 33,971 3, 898
Excise taXeS..oae. .. 9, 145 9,278 133
Estate and gift taxes 3,066 2,978 -88
Total internal revenue. .. ..o oo icicanaas 97, 730 107,753 . 10,023
Customs duties.. ........... - . L76e7 1,901 134
Miscellaneous receipts 5,231 6,195 964

Net administrative budget receipts. . ... ... . ... .. 104, 727 115, 849 11,122
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Individual income taxes.—Receipts from individual income taxes
amounted to $61.5 billion in fiscal 1967, accounting for 53 percent. of
total budget revenues and 55 percent of the year’s increase. The net
gain of $6.1 billion reflected generally rising incomes. Receipts were
bolstered in 1966 and 1967 by the graduated withholding system which
went into effect on May 1, 1966. A change in the method of depositing
withheld taxes beginning in June 1966 increased receipts for the
transition year 1966.

Corporation income tazes—Corporation income tax receipts rose to
$34.0 billion in fiscal 1967, $3.9 billion above the previous year.

- Collections from corporation income taxes depend primarily on the
amount of corporation profits earned during the calendar year which -
ends within the fiscal year. However, with the acceleration of corporate
payments required by the Revenue Act of 1964 and the further
acceleration imposed by the Tax Adjustment Act of 1966, profits in
the current year have become increasingly important. Corporation
profits rose $7.2 billion on a national account basis from calendar year
1965 to 1966. Tax receipts in fiscal 1967 were further bolstered by the
speedups in estimated payments required under the two acts. Ac-
celerated payments add to Government receipts in the fiscal years.
involved but do not affect the tax liabilities computed under the
present rates.

Excise tazes.—Receipts from excise taxes are shown in the following

table.

1966 1967 Increase, or
Source decrease (—)

In millions of dollars

AleoRol tAXOS . . i iacemeceecicaan 3,814 4,076 262
TODACCO TAXES - oo C2,01 2,080 6
Taxes on documents, other instruments, and playing cards_....._... 146 - 68 -78
Manufacturers exeise taXes. - .ol iicicaicaas 5,614 5,478 —136
Retailers excise taxes. ... ...l -- .~ 108 4 —104
Miscellaneous excise taxes. ... ..o ... s 1, 603 1,732 129
Undistributed depositary receipts and unapplied collections. .. ... 38 876 638
Gross eXCISE BAXES. L ot aeceeianeiaea e caaacam———an 13, 398 14,114 716
Less ’
Re[unds of receipls ... . eiiimnieaaaas 337 395 58
Transfers to highway trust fund ... ... ... ..ol 3,917 4,441 524
Net eXeise taXes - oo e iccm e teinecceaaas 9, 145 9,278 133

Excise tax receipts rose from $9,145 million in fiscal 1966 to $9,278
million in fiscal 1967. The full-year effect in 1967 of the Excise Tax
Reduction Act of 1965 as compared with the part-year effect in 1966
decreased receipts but a speedup in collections of most of the manu-
facturers and miscellaneous excise taxes augmented revenues.

Estate and gift taxes.—Estate tax collections advanced for the eighth

“consecutive year reaching $2.7 billion in fiscal 1967, $82 million larger
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than fiscal 1966. This was more than offset by a decline in gift tax
collections in fiscal 1967. Receipts from this source are very erratic.

Customs.—Customs duties increased $134 million during 1967 reach-
ing a. total of $1.9 billion. This rise reflected a substantial increase in
taxable imports accompanying the general rise in economic activity.

Muscellaneous receipts.—Miscellaneous receipts are the total of re-
ceipts by the Government of varied forms of income other than taxes.
The total of $6.2 billion received in the fiscal year 1967 was $1.0
billion or 18 percent larger than in 1966. The net overall rise is a
composite of divergent movements in the various forms of nontax
receipts.

Rent on Outer Continental Shelf lands, rea,luatlon upon loans and
investments, and seigniorage showed strong advances. Other increases
in interest receipts, dividends and other earnings, and recoveries and
refunds were offset by declines in receipts from royalties and sales
of Government property and products.

Expenditures

Net administrative budget expendltures for fiscal 1967, by major
functions, are compared to 1966 in the followmg table. For more
detailed information see table 16.

[Dollar amounts in millions}

1966 1967

Function . Tncrease, or
Amount Percent Amount Percent decrease (—)

of total of total
National defense .................................... $57,718 54,0 $70,783 56.3 $13, 065
Interest. .o oee oo Sl 12,132 11.3 13, 524 10.8 , 392
Health, labor, and welfare-..._.............. 7,574 7.1 10, 288 8.2 2,714
Space research and technology............. 5,933 55 5,426 4.3 —507
eterans’ benefits and services...._..._.._. 5,023 4.7 6,187 4.9 1,164
International affairs and finance_...... 4,191 3.9 3, 401 2.7 —1790
Agriculture and agricultural resources. 3,307 3.1 3,393 2.7 86
Natural resources.. 3,120 2.9 3,322 2.6 202
Education t._..___. 2,834 2.6 3,360 2.7 526
Commerce and transportation 2, 969 2.8 3,305 2.6 336
Other?______ ... .. ... r2,811 r2.6 3,411 2.7 600
Less interfund transactions.... ... ............ 635 .6 682 .5 47
B X017 ) SN 106, 978 100.0 125,718 100.0 18, 740

r Revised.
1 Previously included in “other ”
2 Includes housing and community development and general government.

Trust Receipts and Expenditures
Receipts
"~ Trust receipts rose $9.8 billion over 1966 to $44.6 billion in fiscal
1967, due primarily to increased employment tax receipts. Net trust

receipts for 1967, by certain major sources, are compared with 1966
in the following table. For more details see table 5.



REVIEW OF FISCAL OPERATIONS 7

1966 1967 Increase, or
Source . decrease (—)

In millions of dollars

Employment taxes. .. 20, 022 26, 670 6, 648
Unemployment tax deposits by States__ ... ... . ... ... 3, 067 2,917 —150
EXCiSe t8XeSumue e ceciacneaaan e 3,917 4,441 524
Interest on trust funds.. . 1,908 2, 287 379
(61717 G I 6, 707 9, 567 - 2,860

Less interfund transactions . ... ... ... ... 770 1,242 472

Net trust receipts. . oo oo icaaaaa ' 34,853 44,640 9, 787

1 Includes Federal employee and agéncy payments toretirement funds, veterans’ life insurance premiums,
and other miscellaneous trust receipts. ’

Expenditures

Net trust expenditures, including $0.9 billion net purchases of
participation certificates by trust accounts, were $34.5 billion in
fiscal 1967, $0.4 billion less than 1966. There follows a summary of
trust expenditures, by major functions, comparing 1967 and 1966.
For details see table 5.

[Dollar amounts in millions]

1966 1967 )
Function Increase, or
Amount Percent Amount Percent decrease (—)
of total of total

Health, labor, and welfare. . ... . c.o.o.... $26, 384 75,7 $31,078 90.1 $4, 694
Commerce and transportation...._._.__. 3,751 . 10.8 3,728 10.8 —23
Housing and community development... 3,202 9.2 —2,269 —6.6 ~5,471

Agriculture and agricultural resources.... 1,151 3.3 1,148 3.3 -
National defense.. ... ... _...._._.___... 760 2.2 1,001 3.2 331
Veterans’ benefits and services 565 16 8156 2.4 250
Other ' ___ .. —-177 -.5 161 .5 338
Less interfund transactions. ... .. ............. 770 2.2 1,242 3.6 472
Net trust expenditures.. ... oo 34,864 100.0 34,510 100.0 —354

1 Includes functions relating to natural resources, international affairs and finance, education, and general
gogemment; also includes net transactions in deposit funds; 1967 includes participation certificate trans-
actions.

Budget Estimates

There follows a summary of estimates for the fiscal years 1968 and
1969, as they appeared in the President’s budget for 1969, along with
actual amounts for 1967. These estimates are on the basis of the
budget concepts adopted pursuant to the recommendations of the
President’s Commission on Budget Concepts. They are not compara-
ble with actual data appearing throughout this report on the basis
of budget concepts prevailing during fiscal 1967. An explanation of
the new concepts as well as details of actual receipts and expenditures
on the new basis will appear in the annual report for the fiscal year
1968.
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Summary of receipts, expenditures, and lending

[In millions of dollars]

1067 1968 1969
actual  estimate estimate

Receipt-expenditure account: : ’
ReCeiPS - & o ooy eee 149,501 155, 830 178,108

Expenditures (excluding net lending). ... 153, 238 169, 856 182, 797
Expenditure account deficit (—) . .encomieinaiioniniaiaaaals 3,437 —14,026 —4, 689
Plus loan account: ' . .
Loan disbursements 17,787 20, 869 20,372
Loan repayments. .. 12, 611 15, 091 17, 106
Net lending. ... 5,176 6, 779 3, 265
Equals budget: .
32T o] U 149, 591 155, 830 178,108
Expenditures and net lending. .. .. 158,414 175, 635 186, 062
Budget deficit (=) oo oo iiiiieiieeea.sl 8,823 19,805 ~7, 954

SOURCE.—1969 budget document released Jan. 29, 1968.

Corporations and Other Business-Type Actmtles of the Federal
’ Government

The business-type programs which Government corporations and
-agencies administer are financed by various means: appropriations,
sales of capital stock, borrowings from either the U.S. Treasury or
the public, or by revenues derived from their own operations.

Corporations or agencies having legislative authority to borrow
from the Treasury issue their formal securities to the Secretary of
the Treasury. Amounts borrowed are reported in the periodic financial
statements of the Government corporations and agencies as part of
the Government’s net investment in the enterprise. In fiscal 1967,
borrowings from the Treasury, exclusive of refinancing transactions,
totaled $9,390 million, repayments were $11,743 million, and out-
standing loans on June 30, 1967, totaled $24,611 million. :

Those agencies having legislative authority to borrow from the
public must either consult with the Secretary of the Treasury regard-
ing the proposed offering, or have the terms of the securities to be
offered approved by the Secretary.

During fiscal 1967, Congress granted new authority to borrow
from the Treasury in the total amount of $1,094 million, and reduced
existing authority by $215 million, resulting'in a net increase of
$879 million. The status of borrowing authority and the amount of
corporation and agency securltles outstandlng as of June 30, 1967, are
'shown in table 110
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Unless otherwise specifically fixed by law, the Treasury each month
determines interest rates on its loans to agencies by considering the
Government’s cost for its borrowings in the current market, as .
-reflected by prevailing market yields on Government securities which
have maturities equal to the Treasury loans to the agencies. A de-
scription of the Federal agencies’ securities held by the Treasury on
June 30, 1967, is shown in table 111.

During fiscal 1967, the Treasury received from agencies a total of
$915 million in interest, dividends, and similar payments (See table
114.)

Quarterly statements of financial condition, income and expense,
and source and application of funds are submitted to the Treasury by
Government corporations and agencies. Annual statements of com-
mitments and contingencies are also submitted. These statements
serve as the basis for the combined financial statements compiled by
the Treasury which, together with the individual statements, are
published periodically in the “Treasury Bulletin.” Summary state-
ments of the financial condition of Government corporations and
other business-type activities, as of June 30, 1967, are shown in
table 112.

Accdunt of the Treasurer of the United States

The three major categories of the account of the Treasurer of the
‘United States are gold, silver, and the general account. On.June 30,
1967, gold held was valued at $13,110 million, held principally at the
Fort Knox Depository, with lesser amounts at mints and assay offices.
Gold liabilities totaled $12,998 million, covering gold certificates
issued (series 1934), the reservation for the gold certificate fund of the
Federal Reserve System, International Monetary Fund gold deposits,
and reserves against Federal Reserve notes and U.S. notes, leaving a
gold balance of $112 million.

Assets of the silver account, consisting of silver bullion and silver
dollars, had a value of $572 million as of June 30, 1967. Liabilities
against the silver account (currency issued -against silver assets)
amounted to $398 million, leaving a silver balance totaling $175 million.

The assets of the general account of the Treasurer at yearend
included the gold and silver balances, cash in the form of currency and
coin, unclassified collections, and funds on deposit with Federal
Reserve banks and other depositaries. During the year the balance in
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the general account decreased by $4, 648 million. The net change is
accounted for as follows:

Transactions affecting the account of the Treasurer of the United States, fiscal 1967

[In millions of dollars]

Balance June 30, 1966 __ . . _ e eeee—__ 12, 407
Excess of deposits, or withdrawals (—), budget, trust, and
other accounts:

Deposits. oo e 163, 036
Withdrawals (—) - _____. 164,591 —1, 555
Excess of deposits, or withdrawals (—), public debt accounts:
Increase in gross public debt_ . ___ . ______ . _______ 6, 314
Deduct:
Excess of Government agencies’ in- -
vestments in public debt issues. _ 8, 589

Accrual of discount on savings bonds
and bills (included in increase in
gross public debt above)__.______ © 4,706
Less certain public debt redemptions -
(included above in withdrawals,

budget, trust, and other accounts)_ ‘ 5,020
Net deductions.. ... ... ______ 8,275 —1,961
Excess of redemptions of Government agencies’ securities in the market. —1,787
Net transactions in clearing accounts (documents not recelved or classi-
fied by the Office of the Treasurer) . _ . __ . _______ . .. .___. 654
Balance June 30, 1967----_______-_______________i _______________ 7,759

Government-wide Financial Management

On March 23, 1967, the Under Secretary met with the Comptroller
General, the Director of the Bureau of the Budget, and the Chairman
of the Civil Service Commission to review progress under the Joint
Financial Management Improvement Program and to plan further
improvement efforts. Revised Terms of Reference for the Joint
Program were issued during the year outlining the responsibilities of
members, organization of the program, and methods of operation.
The revised Terms provide for: ,

—Participation by the Chairman of the Civil Serwce Commission
as a Joint Program Principal to assist in the personnel administration
aspects of financial management.

—Rotation of the Steering Committee chalrmanshlp on an annual
basis.

—Regular meetings of the Joint Program Pr1nc1pals with the Steer-
ing Committee and annual submission of long- and short-range plans
by the Committee. '

As part of the broad effort set in motion last year to accelerate the
pace of the Joint Financial Management Improvement Program, a
policy paper was approved by the heads of the Joint Program. It
contains seven recommendations designed to provide a policy frame-
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work for long-range development efforts in Government-wide financial
reporting, geared largely to concurrent developments in agency
accounting systems.

In addition to the Treasury Depar tment’s participation in-Govern-
ment-wide financial management matters through the Joint Program,
the Department made considerable progress in fiscal management
areas for which it has responsibility and which have an impact on the
total Federal Government fiscal operations. A revision of Department
Circular No. 1075 was issued on February 13, 1967. This circular
covers disbursement practices for all advances under Federal grant
and other programs whether by letter of credit or Treasury check.
Instructions implementing the revised circular have been published
in the Treasury Fiscal Requirements Manual for agency use. Under
revised regulations, the use of letters of credit is now limited to
advances aggregating $250,000 or more to-a single recipient in 1 year.
This policy has helped eliminate manual processing of letters of
credit and payment vouchers for relatively small amounts. Internal
agency regulations submitted to Treasury for approval are being
reviewed by the Bureau of Accounts on behalf of the Fiscal Assistant
Secretary. Procedural changes were also made strengthening fiscal
controls and improving the timeliness of expenditure reports submitted
to Treasury by program agencies. Disbursements are reported based
on payment vouchers received from grantees and such reports are
reconciled monthly with withdrawals from the account of the Treas-
urer of the United States.

During fiscal 1967 the Secretary of the Treasury approved a plan to
modify and extend the depositary receipt system used for collection of
withheld Federal income and FICA taxes, railroad retirement taxes,
and certain Federal excise taxes. The plan, a joint effort of the Fiscal
Service and the Internal Revenue Service, is aimed.at increasing the
availability of cash in the Treasury and further reducing the cost of
collecting such taxes. The modified system (now referred to as the
Federal Tax Deposit System) was used this year to collect 1967
corporate income taxes. When fully operative in 1968, employers’
withholding, railroad retirement, and certain excise taxes (presently
collected through use of depositary receipts) will also be collected
under the new procedures.

The new Federal Tax Deposit System will substantially reduce
present costs. Briefly, deposit forms will no longer be validated by
Federal Reserve banks and tax returns will no longer have validated
receipts attached. Credits for Federal tax deposits processed by the
Federal Reserve banks will be recorded in the taxpayer accounts of
the Internal Revenue Service and such accounts will be the basis for
audit of the tax returns claiming the credits. In addition, postage costs
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will be reduced substantially by a large reduction in mail workload
since quarterly supplies of Federal Tax Deposit forms will be mailed
instead of individual blank forms with each validated depositary .
- receipt formerly required. The new system involves an integrated
utilization of Treasury-wide computer resources, including (1) the
.Bureau of Accounts, in preparing and mailing the Federal Tax Deposit
forms; (2) the Federal Reserve banks, in processing the deposits made;

" (8) the Office of the Treasurer of the United States, in assembling the
systemwide deposits and developing magnetic tape input for the
Internal Revenue Service; and (4) the Internal Revenue Serv1ce,
maintaining the 1nd1v1dual taxpayer accounts.!

Instructions on other Government-wide matters were also released
during the year as part of the Treasury Fiscal Requirements Manual,
including (1) withholding of Federal income tax from allowances or
reimbursements to new and transferred employees; (2) allotments for
purchase of U.S. savings notes in combination with U.S. savings
bonds; and (3) increased withholding of State of Maryland income
tax in accordance with the 1967 amended Maryland income tax law.
The manual is intended ultimately to cover all Treasury regulations on
central accounting, reporting, disbursing, and other fiscal matters,
including certain procedures and forms to be eliminated from. the
“General Accounting Office Policy and Procedures Manual.”

Public Debt Management and Ownership

The primary function of public debt managerment is to raise the
funds needed to meet expenditures not covered by revenues and to
refund maturing debt obligations. This primary function needs to be
~ carried out in a manner contributing to noninflationary growth in the
domestic economy and achievement of balance in our international
accounts. Secondary objectives are establishing and maintaining a well-
balanced debt structure, providing debt instruments commensurate
with the needs and requirements of an orderly Government securities
market, coordinating the growing volume of Government agency debt
operations with Treasury debt policy, and minimizing the interest
cost of Treasury and Federal agency borrowing.

Early in fiscal 1967 the domestic economy was experiencing an
almost unparalleled tightness in money markets. Contributing factors
were excessive demands for credit from elements of the private sector,
increases in the demands for goods and services by the Federal Gov-
~ernment as a result of the expansion of the U.S. commitment in .
Vietnam, and growing State and local government capital needs.
Interest rates had again been rising in the fourth quarter of fiscal 1966
and there was a prospect for substantial Treasury financing in the .
first half of fiscal 1967. With market interest rates having remained
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above the 4% percent statutory interest rate ceiling for Government
“securities with maturities exceeding 5 years, Treasury financing in the
previous year had been confined entirely to short and intermediate
term issues. Consequently, while the marketable debt had increased
by only about a half a billion dollars in fiscal 1966, the under 5-year
debt had grown by $6% billion and the average maturity of the market-
able public debt had shortened from 5 years 4 months to 4 years 11
months. In fiscal 1967 the Treasury faced the same impediments to
maintaining a balanced debt structure. During the year, however,
the Treasury was able to offer securities of the maximum 5-year length
in three out of four of the major quarterly financings for a total »
issuance of $9 billion. In spite of these debt lengthening steps, however,
the passage of time and the need for new cash borrowing in the short-
term area resulted in a shortening of the average maturity of the
marketable Treasury debt by 4 months to 4 years 7 months on
June 30, 1967. ‘

CHART 3
Market Yields At Constant Maturities' 1961-67

%

20 )?a/s \

ar

t
June 1967

t Estimated yields of U.S. Government securities at 1, 5, and 20 years; bank discount rates on bills
monthly averages of end of week figures.

Near the end of the fiscal year, in conjunction with a request for
an increase in the debt limit, the Treasury asked for two modifications
in'the 4} percent statutory interest ceiling—first, that the maximum .
maturity on Treasury notes, to which the rate ceiling does not apply,
be extended from 5 years to 10 years and, second, that authority be
given to sell up to $2 billion of longer bonds without regard to the
4}, percent ceiling. In his statement before the House Ways and Means
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.Committee on May 15, 1967,' Secretary Fowler commented as follows:

““This shortening tendency is unwelcome. It presents a problem that

should be dealt with in an orderly and systematic way, so that we
do not face an excessive pileup of maturing debt. Such a pileup, if it
came at a time of tight money and high rates, would mean that the
Treasury had to compete for investment funds on most unfavorable
terms—bidding against itself and against other borrowers for the
favor of investors. It is this kind of frantic competition that could
send short-term rates up sharply and push long-term rates much
higher, too, with disruptive effects throughout the capital markets.”

The Congress granted an extension in the maturity of Treasury
notes from 5 years to 7 years which would make available moderate
means of debt extension beginning with the financings of fiscal 1968.

In another step to improve the debt structure the Treasury launched
the largest savings bond campaign since World War II. To encourage
additional savings and reduce the amount of marketable debt financing
required, a new U.S. Savings Note ? known as a “Freedom Share”’
was announced on February 21 and placed on sale on May 1, 1967.
The new savings note, which must be held for 1 year before it can be
cashed, earns approximately 4.74 percent when held to maturity of
4% years. Tt is available for purchase by individuals and only with the
simultaneous purchase of series E bonds under: the payroll savings or
bond-a-month plans.

In fiscal 1967, the Treasury relied mainly on additional sales of
Treasury bills to meet its new cash needs. About one-fourth of the
new cash was raised through sales of the new monthend 9-month bill
cycle which began in September 1966. Most of the remainder was
provided by the sale of $10.0 billion of tax anticipation bills.

Federal credit agency financing in fiscal 1967 was even more closely
coordinated with Treasury borrowing in order to minimize the impact
of Federal debt operations on financial markets. During the last half
of fiscal 1966 there had been a particularly heavy concentration of
agency debt and participation certificates issued and the outlook was
for continuation of this trend in fiscal 1967. On September 8, 1966,
the President announced a program designed to ease the developing
inflationary pressures and imbalances within  the economy and to
ease existing pressures in the financial markets. This was followed by
an announcement by the Secretary of the Treasury ® postponing the
sale of participation certificates for the remainder of the calendar year
or until market conditions improved and limiting Federal agency
security sales in the market to amounts required to replace maturing

1 See exhibit 26.
2 See exhibit 12, -
3 See exhibit 23.

fr
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issues. Any new money needed would be raised by sales of agency
securities to the Government investment accounts.

CHART 4
Public Holdings of Marketable Treasury and Federal
Agency Obligations -

$Bil. $Bil,
Treasury Securities Federal Agency Obligations

June 63

160%

Participations' ™,

LCCC, Export-Import and FNMA participotions.

~The result of these steps was to reduce Federal credit demands on
the private sector (net of purchases by the Government investment
accounts and the Federal Reserve System) by $5.8 billion. This
decline in public holdings of Treasury and Federal agency securities
consisted of & $2.7 billion increase in holdings of participation certifi-
cates which was more than offset by declines of $7.3 billion in direct
Treasury issues and $1.3 billion in Federal agency issues. By contrast
in fiscal 1966 Federal credit demands on the private sector had in-
creased $2.8 billion. .

The $7.3 billion decline in private holdings of direct Treasury
securities in fiscal 1967 was the largest such reduction since 1951 as
Federal Reserve banks and Government investment accounts acquired
$13.6 billion of governments. The total Treasury debt outstanding
increased by $6.4 billion.

As illustrated by chart 5, commercial bank holdings of Government
securities registered a net increase during the fiscal year. This was
the first increase since 1962 and represented a rebuilding of liquidity
after the particularly sharp drop in the previous year. Corporations,
on the other hand, stepped up their liquidation of governments in
fiscal 1967, with holdings reaching a postwar low of $11.1 billion on
June 30. Other private nonbank investors liquidated a net $4.8
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billion Government securities in fiscal 1967 contrasted with increases

* of $0.6 billion the previous year and $4.4 billion in fiscal 1965.

CHART 5

Changes in Public Debt Holdings by lnvéstor Cla’éses
$Bil.

Fiscal Year
1966
+50

Fiscal Year
1967

FINANCING OPERATIONS

The Treasury began fiscal 1967 with an operatmg cash balance of
$10.9 billion, an amount sufficient to meet seasonal budget deficits
until late in August when the first tax anticipation bills of the year
were issued for cash. However, estimates of total cash needs for the
July-December period were rapidly ad]ustedv upward as defense
expenditures increased and the Treasury absorbed a portion of agency
financing. The new cash needed during this pemod totaled about
$10% billion, and the raising of this amount brought the debt very
“near its statutory limit, even though operating cash balances were
reduced to extremely low levels in December. Maturing securities
totaling $34.2 billion were to be refunded during the fiscal year.
Although the amount held by private investofs——$16 8 billion—was

$2 billion to $6 billion larger than in the past 2 years, it was well - ‘

- within manageable proportions.

Two prerefundings were offered during the year—the first in
"August to lighten the concentration of privately held November
maturities and the second in May 1967, when' there was an oppor-
tunity to reach out for the August 1967 maturities.

The first major borrowing operation of the fiscal year was an-
nounced late in July: to refund $9.1 billion Treasury securities matur-
ing in mid-August and to prerefund $5.8 billion' of November maturi-
ties. Holders of the two maturing August issués were offered both a
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1 year 5% percent certificate and a 43 year 5% percent note. The
holders of the three November maturities were offered only the longer
5% percent note. Private investors held $3.1 billion of the maturing
August securities and exchanged nearly 80 percent of their holdings
into the two new issues. In the prerefunding, 34 percent of the $4.9
billion privately held November maturities were exchanged for the
5% percent notes. Although the attrition on the August maturities was
slightly higher than normal, the amount of the prerefunding exceeded
expectations and reduced the November maturities to a routine level.

During August yields on Treasury notes and bonds rose steadily
to their highest levels since the twenties. Yields on corporate and
tax-exempt bonds reached 30-year highs. Treasury bill market rates
continued to climb and reached their peaks in the third Week of
September.

On August 11 the Treasury announced an auction of $3 billion of tax
anticipation bills as its first cash borrowing of the fiscal year: $2 billion
to mature in March 1967 and $1 billion in April 1967. Although bidding
was effectively confined to commercial banks by permitting full
payment through credits to Treasury tax and loan accounts, the banks -
anticipated some difficulty in distributing the tax bills in the second-
ary market and were cautious in their bidding. The average issue rate
of 5.34 percent for the March bill and 5.43 percent for the April
maturity were historic highs for such securities.

The market atmosphere remained cautious into early September, but
improved following the announcement of the Administration’s pro-
gram to deal with the problems of inflation and credit stringency.

On September 21, 1966, the Treasury announced a program to
auction 9-month bills in conjunction with the regular 12-month bill
auction, to raise needed new cash and to enhance the marketablhty
of the 12-month bills. The 9-month bills were to be reopenings of the
outstanding 12-month bills and were to be issued in amounts of $500
million. At the same time newly issued 12-month bills were reduced
from $1 billion to $900 million, resulting in net new cash of $400
million in each of the coming months. In November a $1.2 billion
strip of Treasury bills consisting of an additional $400 million each
of the outstanding' 12-month bills maturing March 31, April 30, and
May 31, 1967, was auctioned to raise additional new cash. The sale
of these bills had the effect of integrating the March, April, and May
monthend bill issues more speedily into the new cycle of monthly
sales of 12-month and 9-month Treasury bills. The net effect of the
new 9-month cycle was to raise $2.8 billion of new cash in the July-
December half of the fiscal year and $0.8 billion in the January—June
half.
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The second offering of tax anticipation bills was made on October 5
when the Treasury announced a $1.5 billion addition to the April 21,
1967, tax bills (originally issued in the amount of $1.0 billion in
August 1966) and $2.0 billion of a new June 22, 1967, issue. The
announcement was favorably received in a market that had been
showing consistent improvement since the third week in September.
Commercial banks were allowed to make full payment for the new
bills by crediting their Treasury tax and loan accounts, consequently
the auction bidding was generally confined to the banks. Average
issue rates were 5.48 percent for the April maturity and 5.59 percent
for the June maturity.

In the November financing the total of the three maturing issues
outstanding was $4.1 billion, reduced from $5.8 billion at the beginning
of the fiscal year as a result of the August prerefunding. Four-fifths or
$3.2 billion was held by private investors with commercial banks
holding about 50 percent of the total. To provide for this financing
the Treasury announced on October 27 that it would issue for cash
$2.5 billion of 5% percent, 15-month Treasury notes to mature on
February 15, 1968, and $1.6 billion of 5% percent 5-year notes to
mature on November 15, 1971. The announcement provided for full
allotments to State, political subdivisions, public pension and retire-
ment and other public funds, international organizations in which the
United States holds membership, foreign central banks and foreign
states, Government investment accounts and the Federal Reserve
banks. All other investors were assured of full allotments on sub-
scriptions up to $100,000. The Treasury announcement was well
received in the market and prices on coupon issues, which had been
moving lower, quickly improved. Both issues were heavily oversub-

“scribed and the Treasury announced allotment rates of 30 percent on
the 5% percent 15-month note and 10 percent on the 5% percent 5-year
note. The cash offering not only avoided attrition on the November
maturities but enabled the Treasury to raise $298 million of new cash
through a moderate overallotment.

The final step in the July-December cash borrowmg program was
announced on November 30 with an offering of $0.8 billion additional
June 1967 tax anticipation bills. After declining sharply in the last
half of November, Treasury bill rates had leveled off in early December
but on balance market participants remained fairly optimistic and

1
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bidding for the new tax bills was quite aggressive. The average issue
rate established by the auction was 5.25 percent.

As the second half of the fiscal year began Treasury coupon issues
continued the rising price trend that had prevailed in December and
there was a feeling among market participants that with a relaxation
of monetary policy the outlook for lower rates would continue to
improve. Other influences on the Treasury financing outlook were a
relatively low operating cash balance of $4.6 billion on December 31, a
debt subject to limit of $329.5 billion (about one-half billion below the
statutory limit of $330 billion), and an estimated budget surplus in
the second half of the fiscal year of about $5.0 billion. The estimated
new cash need under these conditions, assuming normal attrition in
the February and May financings, was a little under $4 billion, a
portion of which would be provided by the already instituted 9-month
bill cycle.

. The two maturing issues in the February financing totaled $7.5
billion of which $3.9 billion was held by private investors. The owner-
ship of the privately held debt was about evenly divided between
comnmercial banks and nonbank investors and the bank holdings
‘were normally distributed between the large and small banks. Under
these circumstances, to avoid the attrition of a rights exchange, a
cash offering of $5.5 billion of 15-month notes and $2 billion 5-year
notes was announced on January 25, 1967. Both issues carried 4%
percent coupons with the 15-month issue priced to yield 4.85 percent
and the 5-year issue priced to yield 4.84 percent. The market responded
enthusiastically to the cash offering and was further buoyed by a cut
in the British central bank rate and the reduction in the prime lending
‘rate by most of the commercial banks in the United States. Total
public subscriptions totaled $20 billion for the 15-month note and
$22 billion for the 5-year note. Subscriptions up to $100,000 for the
shorter note were allotted in full with larger subscriptions allotted on
a 10-percent basis.

For the longer note subscriptions up to $50,000 were allotted in
full with larger subscriptions allotted on a 7-percent basis. Subscrip-
tions from official and other governmental accounts were allotted in
full. Debt limit restrictions prevented the raising of substantial
additional cash at this time, even though the heavy subscriptions
would indicate market willingness to accept a normal overallotment.
The amount allotted, therefore, was only sufficient to cover the matur-
ing issues and provide a little less than $100 million of new cash.

277-468—68—4
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On March 2 legislation was enacted * temporanly increasing the
debt limit to $336 billion through June 30, 1967. On March 1 the
Treasury had announced that it would auction an additional $2.7
billion of the June 1967 tax anticipation bills. This was to furnish the
balance of the new cash needs for the fiscal year. The auction was set
for March 7 and the commercial banks were allowed to pay up to
50 percent of the amount of their accepted tenders by credit to
Treasury tax and loan accounts. The bidding was aggressive and the
average auction rate was set at 4.30 percent.
~ In the May financing the Treasury again took an opportunity to

extend the debt and also lighten the heavy August 1967 maturities by
offering a prerefunding package containing a 5-year note. Holders of
the maturing $9.7 billion May note and the $1.4 billion June 15,
2% percent bond were offered a 15-month 4} percent note and a 5-
year 4% percent note at par. The holders of the three August maturi-
ties totaling $11.0 billion were offered only the 5-year note. Private
investors exchanged 82 percent of their $4.2 billion holdings of the
May and June maturities and in the prerefunding more than 26 per-
cent of their $4.8 billion holdings of August maturities. Includmg
exchanges by official accounts, total exchanges for the two new issues
came to $6.4 billion for the 4% percent note and $5.3 billion for the
5-year note.

The two accompanying tables summarize the Treasury s major
financing operations during the fiscal year and table 43 provides data
on allotments by investor classes. The exhibits on public debt opera-
tions provide further information on public offerings and allotments
by issues in tables and representative circulars. For details on partici-
pation certificate sales retirements, and those outstanding see
table 115.

1 See exhibit 14.
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Public offerings of marketable Treasury securities excluding refinancing of regular
bills, fiscal year 1967

[In millions of dollars]

Cash offerings  Exchange offerings

‘Date Description For Inad- Total
For new Forre- matur- vance
money funding  ing refund-

issues ing
CERTIFICATES AND NOTES
1966 )
Apr, 1 114% exchange note—Apr.1,19714 _______ ... 221 L. 21
Aug. 15 549 certificate—Aug, 15, 1967 ... .___ - 5,919 5,919
Auvg. 15 5149, note—May 15, 1971_____._____ . 2,578 4,265
Oct. 1 1159, exchange note—Oct. 1, 1971 1. 35 35
Nov. 15 584% note—Feb. 15,1968at99.883._______.___...\ o0 4 73 femonmoaen 2,635
Nov. 15 534% note—Nov. 15,1971 a6 99.623. . _..........f <% SV ... 1,734
1967
Feb. 156 434% note—May 15, 19683 _________...........l g mogag femememan 5, 587
Feb. 15 43% note—Feb. 15, 19723, _______ .. ..........f 0 HEO A _______. 2,006
May 15 414% note—Aug. 15 1968 at 99.95... 46,444 6,444
May 15 434% note—May 15, 1972 - oo accamcans 43,952 1,358 5,310
Total certificates and notes...oc..ooo...s , 18, 949 3,045 33,956
BiLLg 5 (MATURITY VALUE)
Increase in outstanding 1-year bill offerings: R
1966 July through September...__..._ - 400 i eeen emeen- 400
October through December . 2,400 ... ... ao.. 2,400
1967 January through March.... - 800 ol ooceil e 800
Aprilthrough June ... o _i.__liil  aiiiit ceieie cmmen cmemen ccecae
~ Total inCrease.—euecueoocceeeeecaaos 3, 600  eoen een eenen 3, 600
1966  Other bill offerings:
Aug. 26 5. 338% 208-day (tax anticipation) Mar. 22,
1967 et e ese e e 2,006 ... ceccae s " 2,006
Aug. 26 5. 433% 238-day (tax anticipation) Apr. 21, ’
....................................... 1,003 ...... eceeele ece.. 1,003
Oct, 16 5. 483% 185-day (tax antwlpatlon) Apr. 21,
1967, additional . _____._-___________._____. 1,507 .....  eeil aelll. 1,607
Oct. 16 5. 586% 247-day (tax anticipation) June 22, N
....................................... 2,007 Loo. eceen aiceee 2,007
Dec. 12 5. 245% 192-day (tax anticipation) June 22, ' :
. 1967, additional. . oo oo SR 801  Loih ceeils eccens 801
1967 '
Mar, 13 4.295% 101-day (tax anticipation) June 22,
1967, additional. - - o l.ecieaoao . 2,707 2,707
Total bills........ - 13,831 O, . 13,631
Total public offerings. ..o oveeeeeaoon 14,014 11, 579 18, 949 3,045 47,587

1Issued only on demand in exchange for 23{ percent Treasury bonds, Investment Series B-1975~80.

.2 Issued subsequent to June 30, 1966,

3 A cash offering (all subscnptlons subxect to allotment) was made for the purpose of paying off the matured
securities in cash. Holders of the maturing securities were permitted to present them in pa.yment in lieu
of cash to the extent subscriptions were allotted. For further detail see exhibit 2.

4 The 214 percent June 1962-67 bonds are included in the May 1967 refunding. .

& Treasury bills are sold on a discount basis with competitive bids for each issue. The average price for
auctioned issues gives an approximate yield on a bank discount basis as indicated for each series.
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Disposition of marketable Treasury securities excluding regular bills, fiscal year 1967

[ millious of doNars)

Re-
Date of Securities deemed Exchanged for
refund- for cash new issue
ing or or car- Total
retire- ' ried to In
ment ma- Atma- advance
Description and maturity date Issue date tured tarity  refund-
debt ing
BoONDS, NOTES, AND CERTIFICATES
1968
Aug. 15 4% note—Aug. 15, 1966. .. .oooceaemnnnananan Feb. 15,1962 8,436
Aug. 15 3% bond—Aug. 15, 1966..___ .. Feb, 28,1958 700
Aug. 15 4349, certificate—Nov. 15, 1966 .. Jan. 19,1966 517
Aug. 15 4% note—Nov. 15, 1966_...____ Feb. 15,1965 - 584
Aug. 15 3%% bond—Nov. 15, 1966...____. - Mar. 15,1961 586
Oct. 1 1149, exchange note—QOct. 1, 1966 .. Oct.  1,1961 . 357
Nov. 15 334% bond—Nov. 15, 1966___._._ .- Mar. 15,1961 « 1,264
Nov. 156 49 note—Nov. 15, 19 366......... .. Feb. 15,1965 . 1,672
Nov. 16 43%4% certl.ﬁcate—Nov 15,1966 .. ...___.. Jan. 19,1966 1,135
1967 i
Feb. 15 33% note—Feb. 15, 1967 . 15,1963 2,358
Feb. 15 4% note—Feb. 15, 1967__ . 13,1965 5,151
Apr. 1 1149, exchange note—Apr. . 1,1962 ¢ 270
May 15 4}4% note—May 15, 1967__ . 15,1965 : 9,748
May 15 215% bond—June 15, 1967 2__ 5,1942 1,429
May 15 549, certificate—Aug. 15, 19 . 15,1966 | 308
May 15 3349 note—Aug. 15, 1967__._ 15, 1962 837
May 15 424% note—Aug. 15, 1967.. 15, 1966 213
Total bonds and notes. .o oooe oo iiiceianaas 8,764 23,755 3,045 35,565
BiLs
1967 ‘
Mar. 22 5.338%, (fax anticipation).. . 26,1966 - 32,006 2,006
Apr. 21 5.433%, (tax anticipation) . 26,1966 31,003 1,003
Apr. 21 5.483%, (tax anticipation) . 26,1966 1 31,507 1,507
June 22 5.586%, (tax anticipation) . 26,1966 . 32,007 2,007
June 22 5.245%, (tax anticipation) . 26,1966 3 801 801
June 22 4.295% (tax anticipation) . 26,1966 32,707 ... ... 2,707
Total DTS « e e iiiiiiiians 10,031 _..__. eea- 10,031
Total securities. .- ocnom oo 18,795 23,755 3,045 45,59

t Accepted in payment in lieu of cash.
2 Included in the May 1967 refunding.
3 Including tax anticipation issues returned for taxes.

Public debt changes

Outstanding public and guaranteed debt increased $6.4 billion in
fiscal 1967 from $320.4 billion on June 30, 1966, to $326.7 billion on
June 30, 1967. In the marketable sector the Treasury issued $47.6
billion of new securities during the fiscal year: exclusive of regular bill
rollovers. Securities issued for new cash totaled $14.0 billion, including
$10.0 billion of tax anticipation bills issued and redeemed within
the fiscal year. Maturities and cash redemptions, including the tax
anticipation bills and Treasury bonds redeemed for estate tax purposes,
were $46.1 billion. The marketable public debt outstanding increased
by $1.5 billion. Marketable debt maturing within 1 year rose $0.5
billion in fiscal 1967, while debt maturing in 1 to 5 years increased
by $10.5 billion and debt maturing beyond 5 years declined by $9.5
billion. The increase in intermediate term debt and the drop in
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longer maturities reflected the continued inability of the Treasury to
offer bonds, because of the statutory 4% percent interest ceiling.

Public nonmarketable debt increased $0.3 billion in fiscal year
1967. Outstanding series E and H savings bonds increased by $1.1
billion. Redemptions of other savings bonds, investment series
bonds, and securities issued directly to foreign official agencies
declined $0.8 billion. The series E and H bond sales during the fiscal
year were the highest since fiscal 1956, totaling nearly $5.0 billion,
an increase of $0.3 billion over fiscal 1966. Sales of series E bonds
alone amounted to $4.6 billion, the best since fiscal 1946. Redemptions
of series Bl and H bonds totaled $5.4 billion. Monthly detail of savings
bond activity in fiscal year 1967 is shown in tables 46 and 47.

June 30, June 30, Increase, or
Class of debt 1966 1967  decrease {—)

In billions of dollars

Public debt:

Nt DD P CR et

Marketable public issues, maturing:
Within 1 year .o i ceiccmccacman 89.1 9. 6 0.5
18005 Fears ot ceciccemeaas 60.9 714 10.5
5 t0 20 years... . 42.0 32.8 —-9.2
OVer 20 JeaTS. cucne et e ccmacaeeeemcmcccccccmccmeac e caas 17.0 16.8 . —.2
Total marketable issues. .. ... . oo iiiaiiiiiiaas 209.1 210.7 1.5
Nonmarketable public issues:
Savings bonds: . ‘
SeriessEand H_..__.._..._..__ et meccmccicacen 49.7 50.8 1.
Other Series. .o oo icceancaan PO .9 .4 -
Investment series bonds. . . - 2.7 2.6 —.
Foreign series securities_ ... - .8 .6 -
Foreign currency securities. .. 1 .. .. __l... 1.0 .9 -
Other nonmarketable debt...... . ... .o oooli.iooool 2 .2 *
Total nonmarketable issues. ... ... ..o oo oo 55.2 65.5 .3
Special issues to Government investment accounts........c......... 51.1 56.2 5.0
Noninterest-bearing debt. ... o eeans 4.5 3.9 -.5
Total publie debt. . ... e 319.9 326.2 6.3
Guaranteed debt not owned by Treasury. .. .o cccecaicrmmaiaaanaan R .5 1
Total gross public debt and guaranteed debt. . ... .._.. 320.4 326.7 6. 4

*Less than $50 million,

Special securities issued directly to Government trust funds and
accounts rose $5.0 billion during fiscal year 1967 to $56.2 billion on
June 30, 1967. A surplus in the accounts of the Federal old age and
survivors insurance trust fund and the unemployment trust fund was
largely responsible for the rise in trust fund holdings of special issues.
The fiscal year 1967 income, expenditure, and investment activities
of the major trust funds and the accounts are shown in tables 64-84
and discussed on page 28.

Guaranteed debt not owned by Treasury consists of $20 million
District of Columbia stadium bonds and $492 million Federal Housing
Administration debentures issued under the Housing Act of 1934.
The $0.1 billion increase in this category during the fiscal year 1967
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was the result of additions during the year to FHA debentures
outstanding. - ,

“OWNERSHIP- OF TREASURY SECURITIES

Of the $326.7 billion of gross public and guaranteed debt outstand-
ing at the end of fiscal year 1967, $122.5 billion, slightly over one-
third, was held by Government investment accounts and Federal
Reserve banks. Just over one-sixth, $55.5 billion, was held by com-
mercial banks. Private nonbank investors held the remaining $148.7
. billion, -or just under half of the total. This latter group of investors
comprises individuals (including partnerships and personal trust
accounts), insurance companies, mutual savings banks, savings and
loan associations, nonfinancial corporations, pension funds, foreign
and international accounts, State and locdl governments, nonbank
dealers, and nonproﬁt associations. The ownership dlstrlbutlon is
shown graphically in chart 6.

Magor changes.—Although the total Federal debt increased by $6.4
billion during the fiscal year, Federal Reserve banks and Government
investment accounts absorbed $13.6 billion, leaving a nét liquidation
. of Federal securities of $7.2 billion by private investors. While com-
mercial banks increased their holdings by about $0.7 billion, corpora-
tions continued their pattern of liquidation and reduced holdings by
$3.2 billion. Holdings of individuals declined by $2.2 billion and
holdings of all other investors as a group were down by nearly $2.6
billion. Ownership by investor categories on selected dates and changes
in ownership during the fiscal year 1967 are shown in the accompany-
ing table. Data on ownership of interest- bearmg governmental se-
curities are shown in table 54.
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Ownership of Federal securities

on selected dates, 1957-67

[Dollar amounts in billions]

25

Change
June 30, June 30, June 30, June 30, during
1957 1965 1966 1967 fiscal
year
1967
Estimated ownership by:
Private nonbank investors:
Individuals: 2
Series E and H savings bonds.........._.... $4L. 5 $48.3 $49.2 $50. 4 $1.1
Other securities. ............................ 24.8 r22.6 r23.9 20.5 -3.3
Total individuals. .. c.ooooeiaiiil 66.3 £70.9 £73.1 70:9 —2,2
Insurance companies... - 12.7 10.6 9.7 8.7 —-10
Mutual savings banks.__ 7.9 - 58 5.1 4.2 -9
Savings and loan associations 3.1 7.2 7.3 8.0 .6
" State and local government: 16.8 4.1 24.5 25.0 .5
Foreign and international 7.6 15,7 15. 4 14.7 -7
Corporations......._.... 16.1 r15.3 r14.2 1.1 —3.2
Miscellaneous investors 3. 5.4 7.6 r7.2 6.1 -1.1
‘Total private nonbank investors 135.9 157.1° r186.7 148.7 -8.0
Commercial banks_.. 56.2 58.3 r54.8 55.5 W7
Federal Reserve banks. ... 23.0 39.1 42.2 46.7 4.5
Federal Government investm 55.6 63.4 66.7 75.8 9.1
Total gross debt outstanding. ... . coeeana i . 270.6 317.9 320.4 326.7 6.4
: Percent
Percent owned by: :
Individuals. o oo e i aooicceiens 24 r22 23 22 ...
Other private nonbank investors. - 25 28 26 24 ...
Commercial banks............._. . 21 18 17 17 R
Feoderal Reserve banks_ .. cccoeeeeoo. - 9 12 13 ¢ ..
Federal Government investment accounts.......... 21 20 21 23 ..
Total gross debt outstanding. ... .. ..._.....__ 100 100 100 100 ...

t Revised.

1 Gross public debt and guaranteed obligations held outside the Treasury.

2 Includes partnerships and personal trust accounts.

3 Includes nonprofit institutions, corporate pension trust

dealers.
CHART

6

Ownership of the Federal Debt, June 30, 1967
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Individuals.—During fiscal 1967, for the first time since 1961,
~Government security holdings of individuals declined. This group,
which holds more of the Federal debt than any of the other private
investor categories, reduced its holdings by $2.2 billion from $73.1
billion on June 30, 1966, to $70.9 billion on June 30, 1967. Individuals
increased their holdings of series E and H savings bonds by $1.1
billion, but this was more than offset by a reduction of $0.4 billion in
the older series savings bonds, which are no longer issued, and $2.9
billion of other Federal securities, primarily marketable issues. Hold-
‘ings by individuals of agency securities decreased by $0.7 billion during
the year.

Insurance companies.—Holdings of Government securities by insur-
ance companies declined $1.0 billion during fiscal 1967. Life companies
reduced their holdings $0.3 billion to a postwar low of $4.4 billion.
Fire, casualty and marine companies liquidated $0.7 billion to reduce
their portfolios to $4.4 billion. Life insurance companies continued to
hold a large proportion of their portfolios in long-term securities, but
the average maturity of their marketable governments declined by
7 months from the previous June to 19 years 4 months. The average
maturity of the marketable governments held by fire, casualty and
marine companies showed little change from the year before, falling
slightly from 7 years 1 month at the beginning of the year to 7 years
on June 30, 1967. Holdings of agency securities by insurance compames
increased by $0.2 billion during the year.

Muitual savings banks.—Mutual savings banks continued to liquidate
their Government securities, disposing of $0.9 billion during the fiscal
year. The structure of the mutual savings bank portfolio of Govern-
ment securities remained relatively stable during the year with only
a 2-month drop in average length to 9 years 11 months. Mutual
savings bank holdings of Federal agency securities increased by $0.2
billion and holdings of corporate securities increased by $1.9 billion.

Savings and loan assoctations.—Government security holdings of
savings and loan associations have increased during each of the past 13
fiscal years from a level of less than $2 billion on June 30, 1954, to $8.0
billion at the end of fiscal 1967. Unlike last year, when the industry
experienced a pronounced slackening in deposit growth and the in-
crease in Federal security holdings dropped to $0.1 billion, fiscal 1967
was a year of improved deposit growth and investment in Federal
securities increased by $0.6 billion. Savings and loan associations
generally purchase short to intermediate-term maturities. Approxi-
mately 80 percent of their Government portfolio matures within 10
years with the heaviest concentration of holdings in bonds with from
5 to 10 years to maturity. The average length of the marketable
Federal security holdings of these institutions is 7- years 1 month.
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State and local governments.—On June 30, 1967, State and municipal
governments held $25.0 billion of Federal securities—8$0.5 billion more
than at the end of fiscal year 1966. Holdings of State and municipal
employee pension funds increased $0.1 billion during the fiscal year,
while nonretirement funds increased their holdings by $0.3 billion.
The bulk of pension fund investment in governments is long-term, as
evidenced by the 19 year 9 month average maturity of their holdings.
The general purpose funds of States and municipalities are invested in
governments for relatively short pertods of time, with Treasury bills
in especially heavy demand for this purpose. In fiscal 1967 State and
local governments liquidated $0.1 billion Federal agency securities.

Foreign and international.—Foreign holdings of U.S. Government
securities totaling $10.1 billion were little changed during the year
while holdings by international and regional institutions decreased
$0.7 billion—to a yearend level of $4.6 billion.

Special nonmarketable securities issued directly to foreign monetary
authorities declined $0.3 billion but this was offset by an increase in
their holdings of marketable securities. Major changes during the year
in total holdings by individual country were liquidations of $0.4
billion by Canada and $0.3 billion by France. German holdings
increased by $0.5 billion.

The decline in holdings by international and regional institutions
reflected a $0.2 billion drop in marketable securities held mainly by
the International Bank for Reconstruction and Development and a
$0.5 billion decrease in special noninterest-bearing notes issued to the
International Monetary Fund, the International Development As-
sociation, and the Inter-American Development Bank. The reduction
in IMF holdings reflected a change in the accounting for U.S. con-
tributions which have not yet been called. On June 30, 1967, inter-
national and regional accounts held $3.3 billion noninterest-bearing
special notes and $1.3 billion marketable issues.

In fiscal 1967 the foreign and international investor group continued
to acquire Federal agency securities and increased their holdings of
these securities by $0.3 billion.

Nonfinancial corporations.—Liquidation of U.S. Government securi-
ties by nonfinancial corporations continued during the fiscal year, but
at a much faster pace than in fiscal 1966—$3.2 billion in fiscal 1967
compared to $1.0 billion in fiscal 1966. This reduced corporate holdings
of governments to $11.1 billion at the end of fiscal 1967, the lowest
level of the postwar period. In fiscal 1967 corporate holdings of negoti-
able certificates of deposits fell $1.0 billion and holdings of Federal
agency securities also declined $1.0 billion. A

Other prwate nonbank investors—Nonprofit institutions, nonbank
dealers, corporate pension funds, and miscellaneous smaller institu-
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tions reduced their holdings of Government securities by $1.1 billion in
fiscal 1967 compared to $0.3 billion in fiscal 1966. Corporate pension
fund holdings dropped $0.3 billion, while dealers and nonprofit and
other smaller institutions’ holdings of Federal securities fell $0.8 bil-
lion. ‘ : .

Commercial banks.—In fiscal year 1967 commercial banks were net
purchasers of $0.7 billion Federal securities after reducing their hold-
ings in the 4 previous fiscal years.

In the first half of the fiscal year commercial banks acquired $2.7
billion but during the last half of the year holdings declined $2.0 bil-
lion. Government securities held by the larger reserve city banks in-
creased. $0.8 billion while smaller banks on balance liquidated $0.1
billion. The year-to-year increase in bank holdings of State and local
government securities was up sharply—$5.3 billion in fiscal 1967 com-
pared to $3.7 billion in fiscal 1966—and holdings of Federal agency
securities increased $0.2 billion.

Federal Reserve System.—The Federal Reserve System acquired a
net $4.5 billion of Government securities during fiscal 1967 as the Sys-
tem continued to provide for growth in member bank reserves and to
offset reserve drains caused by sales of gold. The growth was $1.5 bil-
lion greater than in fiscal 1966. Treasury bills accounted for $3.7 bil-
lion of the increase and -coupon securities accounted for $0.9 billion.
As of June 30, 1967, the System Open Market Account held $46.7 bil-
lion of Federal securities with an average maturity of 17 months.

Government inwestment accounts.—The holdings of Government in-
vestment accounts rose $9.1 billion in fiscal year 1967—8$5.7 billion
more than in fiscal 1966. Special issues accounted for $5.0 billion of
the increase while the remaining $4.1 billion was in marketable se-
curities. The major increases occurred in the accounts of the Federal
old age and survivors insurance trust fund—$3.4 billion; the civil
service retirement fund—$0.7 billion; and the unemployment trust
fund—$0.8 billion. B

At the end of fiscal 1967 the Government investment accounts
held $75.8 billion of Federal securities. Nearly three-fourths or $56.2
billion of the total was in the form of special issues held only by these-
accounts. The remaining one-fourth included $2.1 billion of non-
marketable investment series B bonds and $17.5 billion of other
issues, mostly intermediate and longer term marketable securities.

Taxation Developments

The most significant taxation developments in fiscal 1967 dealt
with legislation to influence the short-term performance of the econ-
omy. These included measures to suspend and restore the investment
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tax credit and proposals for an income tax surcharge and other rev-
enue increasing measures.

Suspension and restoration of the investment credit and the allowance of ac-
celerated depreciation on certain real property

Public Law 89-800, approved by President Johnson on Novem-
ber 8, 1966, suspended the investment credit and the allowance of
accelerated depreciation on certain real property with respect to prop-
erty ordered or acquired between October 10, 1966, and December 31,
1967, and provided as well for some relaxation on the limitations on
the investment credit, to take effect in 1968. Public Law 90-26,
approved June 13, 1967, provided that the investment credit and
accelerated depreciation be restored as of March 10, 1967.

On September 8, 1966, the President sent a message to the Congress
dealing with the problem of inflation and tight money. The message
noted fiscal actions taken in the early part of 1966 to take excess
purchasing power out of the economy. He indicated that there were
nevertheless “signs of developing imbalance in the economy,” in-
cluding price increases and “‘an exaggerated boom in business invest-
ment.” He recommended & four-point program, which included, as
well as the suspension recommendations, reduction in Federal expendi-
ture and cooperative action between the President, the Congress, and
the Federal Reserve Board “to lower interest rates and to ease the
inequitable burden of tight money.”

The President recommended that the investment credit not apply
to orders placed on or after September 1, 1966, and before January 1,
1968, regardless of the date of delivery. He drew particular attention
to the fact that for the past 3 years business investment in plant and
equipment had been growing more than twice as fast as GNP, that
backlogs of orders for machinery and equipment were growing, and
that capital markets were clogged with excessive demand for funds to

finance investment. »
~ With regard to accelerated depreciation the President recommended
that the Congress suspend until January 1, 1968, the use of accelerated
depreciation on all buildings and structures started or transferred on or
after September 1, 1966. He emphasized the recent rapid growth of
commercial and industrial building and thle consequent pressure on
building costs and interest rates.

The Ways and Means Committee held hearings on the President’s
recommendations on September 12-16, 1966.! A bill substantially
carrying out the President’s program was passed by the House on
September 30. Public hearings were held by the Senate Finance Com-
mittee on October 3, 5, and 6, 1966. The bill with the amendments
was passed by the Senate on October 14. The report of the Senate-

1 See oxhibit 33.
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House Conference was filed on October 18 and accepted by the House
on October 20 and by the Senate on October 21. The bill (Public Law
89-800) was signed on November 8, 1966.

The suspension legislation contained several amendments to the
President’s recommendation. The suspension was made effective
October 10, 1966, rather than September 1. Two small business
exceptions were provided. The suspension of the investment credit
did not apply to $20,000 of investment by each taxpayer during the
suspension period. The suspension of accelerated depreciation did not
apply to $50,000 of construction begun during the suspension period
by each taxpayer, but the suspension applied to all construction which
cost $50,000 or more. The suspension of accelerated depreciation on
buildings as recommended by the President would have required a
cutback to straight line, but the legislation required only a cutback
to 150 percent declining balance. The suspensions were made inap-
plicable to certain facilities for water and air pollution control.

Public Law 89-800 also contained a number of rules clarifying and
somewhat extending the President’s recommendation that the sus- -
pension not applyito assets acquired under a binding contract entered
into prior to the suspension date. For example, the suspension was also
made inapplicable to acquisitions in completion of facilities over 50
percent of which ;were on order on the suspension date. Analogous
rules were written for certain facilities acquired under lease and for
construction of plant facilities and equipped buildings.

The final legislation contained two amendments to the basic invest-
ment credit provision that were to take effect after December 31,
1967, the termination of the suspension period. The limitation on the
amount of the investment credit which may be claimed in any taxable
year was raised to the amount of the tax liability up to $25,000 plus
50 percent (rather than 25 percent) of the remaining liability. The
period for which unused credits may be carried over was extended
from 5 years to 7 years.

The legislation contained two provisions not related to the invest-
ment credit. One authorized the issuance of a new type of retirement
and savings bonds. The other dealt with professional football
leagues. |

On March 9, 1967, the President addressed a message to the
Congress indicating his belief that the objectives of the suspension
legislation had been accomplished. He recommended “immediate and
prompt reinstatement of the investment tax credit and accelerated
depreciation.” Hearings were held by the Ways and Means Com-
mittee on March 14 and the legislation was passed by the House on
March 16. Hearings were held by the Senate Finance Committee on
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March 20 and 21.! The bill was reported with amendments by the
Finance Committee on March 23. Although the bill was debated at
great length in the Senate, the debate related almost entirely to pro-
posed amendments to the Presidential Election Campaign Fund Act
of 1966. Final passage in the Senate took place on May 9. The Presi-
dent signed the legislation, Public Law 90-26, on June 13, 1967.

The legislation differed from the President’s recommendation in

“that it provided that where orders were placed during the suspension

period (between October 10, 1966, and March 9, 1967) the credit, or
accelerated depreciation, would apply to property acquired after
May 23, 1967, and it would apply to the portion of construction,
reconstruction, or erection which occurs after May 23, 1967. The
final bill also made the new 50 percent of tax provision in the invest-
ment credit limitation effective March 10, 1967, rather than Decem-
ber 31, 1967.

The act also-extended the investment credit to aircraft used outside
of the United States but under contract with the United States. The
act also delayed the tax checkoff and distribution of funds under
the Presidential Election Campaign Fund Act until after the adoption
by law of guidelines governing the distribution of those funds.

The act is expected to reduce receipts as follows:

Decrease in
receipts (~)

Fiscal year . (mallions)
1067 e —$320
YO8 . e —820
1069 e —475
1970 e —95
Total e e —1,710

Income tax surcharges, speedup of corporate tax payments, and delay in reduction
of certain excise taxes

A temporary 6-percent surcharge on individual and corporate income
tax was recommended by the President in his state of the Union
message of January 10, 1967, in response to continuing and rising
Vietnam obligations and to increasing domestic needs. As revised
budget estimates showed a larger deficit to be likely, the President,
in his message of August 3, 1967, on the state of the budget and the
economy, asked that the tax surcharge be increased to 10 percent. The
temporary tax on corporations was to become effective July 1, 1967,
and on individuals October 1, 1967. It was also recommended that the
pending reduction of automobile and telephone excise taxes be post-
poned beyond the dates specified in the Tax Adjustment Act of 1966
(Public Law 89-368). Definitive action on these measures was not
taken until well into the fiscal year 1968. Details will be contained in
the 1968 annual report.’

1 See exhibit 34.
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Tax treatment of the aged

The President; in his Aid for the Aged Message to Congress on
January 23, 1967, recommended in addition to social security amend-
ments and other changes that the ‘“‘tax structure for senior citizens
be completely overhauled, simplified, and made fairer,” and the
“existing tax discrimination against the older Americans who are
willing and able to work be eliminated.” These objectives were
motivated by three weaknesses in present law: It grants more relief
to those with retirement income than to those who continue working
past the age of 65; it is of more value to the elderly with higher
incomes; and it is exceedingly complex.

The details of the recommendations were presented on March 1,
1967, to the Ways and Means Committee by Assistant Secretary of
the Treasury Surrey.! The proposed tax changes were included in
title V of H.R. 5710 which was introduced on March 1, 1967.

Under the provisions of H.R. 5710, the exclusion of social security
and railroad retirement benefits from income subject to tax, the
retirement income credit against income tax liability, and the extra
$600 aged exemption would have been eliminated and replaced by a
. special exemption of $2,300 for single taxpayers over 65 and one of
$4,000 for married couples. The $2,300 special exemption was designed
to be the numerical equivalent of the maximum primary social
security benefit (before subsequent legislation, $1,600 rounded) and
the extra $600 personal exemption and its related $100 minimum
standard deduction. To arrive at the $4,000 married couple’s exemp-
tion there was added $800 representing the wife’s social security benefit
and $700 representing her extra $600 personal exemption and related
$100 minimum standard deduction, with the total rounded to $4,000.
_ The special exemptions would have been reduced dollar-for-dollar for
the amount of income, including social security and railroad retire-
ment benefits, received during the taxable year in excess of $5,600
in the case of a single individual and in excess of $11,200 in the case
of a married couple. To reflect contributions to retirement the amount
of the exemption would in no case have been reduced below one-third
of the amount of these benefits included for income tax purposes. - -

Other particulars of the proposal were the following: (1) Disability
~ benefits, lump-sum death benefits, and children’s benefits would
remain excludable from income; (2) the provision which, under certain
conditions, permits a taxpayer to claim an exemption for an elderly
parent he is supporting would have been revised to allow the parent
to receive up to $1,200—rather than the present $600—of gross income
before the exemption was disallowed. This change would reflect the
fact that social security and railroad retirement benefits would have

1 See exhibit 38.
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then been included in applying the income test; (3) the minimum
income limits for filing a return in the case of individuals over 65
would have been raised from $1,200 to $2,800. For married couples,
the $2,800 would have been in terms of their combined income in
recognition that their joint income was considered in applying the
phase-out rules for the new special exemption.

The President’s proposal, including an increase in social security
_ benefits, was a balanced revenue program on which action was
pending at the fiscal yearend. .

Social security amendments

In his Aid for the Aged Message of January 23, 1967, the President
stressed the inadequacy of present social security benefits—2%
million individuals receiving benefits of the minimum $44 a month;
an average monthly benefit of $84; more than 5 million still living in
poverty. :

The President recommended an increase in social security payments
(embodied in H.R. 5710, Social Security Amendments of 1967,
introduced on February 20, 1967),

The President also recommended elimination of certain inequities in
relation to farmworkers, Federal employees, and severely disabled
widows. Certain actuarial adjustments in social security financing
were also recommended.

The maximum amount of earnings taxable and creditable toward
social security benefits was to have been increased under H.R. 5710
from $6,600 to $7,800 for the years 1968 through 1970, to $9,000 for
1971 through 1973, and to $10,800 after 1973. The amount an indi-
vidual would have been permitted to earn without suffering a deduc-
tion in his social security benefits was increased from $1,500 to $1,680,
and the amount a beneficiary could earn in a month and still get his
benefit for that month, regardless of his annual earnings, was increased
from $125 to $140.

Under H.R. 5710 the tax rate schedule was to have been revised to

.provide: (1) the tax rate for the self-employed for 1969 to 1972
would be 6.8 percent (instead of 6.6 percent); (2) the employee-
employer rate would be 9 percent in 1969 to 1972 (instead of 8.8
percent) and 10 percent (instead of 9.7 percent) after 1972.

The social security provisions of H.R. 5710 were reformulated in
H.R. 12080, Social Security Amendments of 1967, which was reported
out by the Ways and Means Committee on August 7, 1967. Final
action on these measures was not taken until later in fiscal 1968.

Excise taxes

Transportation user charges.—President Johnson in his January 1967
budget message repeated his recommendation of 1966 for new and
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revised user charges related to Federal aid to highways and Federal
expenditures for the waterways and airways systems. The recommended
rates and coverage for highway and waterways user charges were the
same as those proposed by the President in 1966. In the case of air-
ways user charges, the detailed proposals were the same as the amend-
ed recommendations of August 1966. For details, see 1966 annual
report, pages 43—44. ‘

The President also recommended in his budget message the transfer
from the general fund of the Treasury of revenues equal to 2 per-
centage points of the excise tax on passenger automobiles to a new
highway beauty-safety trust fund. A draft of proposed legislation was
sent to the President of the Senate and the Speaker of the House of
Representatives on February 23, 1967, by the Secretary of Transporta-
tion. ‘

No Congressionh.l action was taken in fiscal 1967 on the President’s
1967 transportation user charge recommendations.

Time of payment of excises.—Payment of most major excise taxes,
other than those on alcoholic beverages and tobacco products, was
changed by regulations from a monthly basis to a semimonthly basis
for HLability beginning with the first half of February 1967. Payment
of taxes on alcoholic beverages and tobacco products was already on a
semimonthly basis. Under prior procedure, amounts due for any month
(if in excess of $100) had to be deposited by the end of the following
month. The revised rule, applicable to taxpayers whose liability for
any month in the preceding calendar quarter exceeded $2,000, requires
liabilities for each semimonthly period to be deposited by the end of
the next semimonthly period. Special provisions are applicable to the
transportation and communications taxes because liability for the
taxes is on the customers and not the firms furnishing the services.
The change in the payment system was estimated to increase adminis-
trative budget receipts in the fiscal year 1967 by $275 million.

Excise legislation.—Public Law 89-523, approved August 1, 1966,
provided that manufacturers or importers of tires and tubes shall be
liable for excise taxes at the time of delivery to their retail stores of
tires and tubes produced or imported by them.

Public Law 89-809, approved November 13, 1966, included a pro-
vision making manufacturers sales of ambulances, hearses, or combina-
tion ambulance-hearses subject to the 7-percent excise tax on passenger
automobiles. Previously, by administrative interpretation, ambulances
were classified as passenger automobiles for excise tax purposes, while
hearses and combination ambulance-hearses were classified as trucks
and subject to a 10-percent rate of tax.

Public Law 90-73, approved August 27, 1967, provided that wine
can be withdrawn free of tax when rendered unfit for beverage use.
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Other legislation enacted

Changes in tax treatment covering a variety of Code provisions
were contained in the Foreign Investors Tax Act, Public Law 89-809,
signed by the President on November 13, 1966:

(1) Certain special limitations with respect to the deductibility
of contributions to pension plans by self-employed individuals were
removed. First, the limitation of the deduction to 50 percent of the
contribution was eliminated, but the provision restricting the contri-
bution to the lesser of 10 percent of earned income or $2,500 was
retained. Second, it allowed a self-employed individual to include
in earned income all of his net profits when his income is earned from
a business in which both the performance of personal services and

- capital are material income-producing factors.

(2) Present law relating to the retirement plans of authors, in-
ventors, and others was altered so that gain on the sale of property
created by their own effort could be included in the earned income
base for the purpose of computing deductions for contributions to

~such plans.

(3) The taxation of straddles was modlﬁed to treat any gain on
the lapse of an option, granted to the taxpayer as part of the straddle,
as short-term capital gain (instead of ordinary income). This permits '
it to be netted against any capital loss which may result from the
exercise of the other option granted in the straddle, while retaining
ordinary income treatment for any excess of net short-term capital

"gain over net long-term capital loss.

(4) To obtain public support of Presidential election campaign
financing each individual was allowed to designate $1 of his income
tax liability to be paid into the Presidential Election Campaign Fund.
(The operation of this provision was suspended in subsequent legis~
lation, Public Law 90-26, discussed earlier.)

(5) The percentage depletion allowance for certain extractive:
products was liberalized.

(6) Tax-free exchanges of securities by means of swap funds were
restricted to plans filed with the Securities Exchange Commission
by January 1, 1967, and completed before July 1, 1967.

(7) The 7-percent investment credit is extended to property located
in U.S. possessions which is placed in service after December 31,
1965, so long as the property is owned by a U.S. taxpayer subject
to Federal income tax on income from the possession and such property
would otherwise be qualified for the investment credit.

(8) Changes were made in treatment of basis of property received
on liquidation of a subsidiary corporation.

(9) For purposes of the personal holding company tax, rents re-
ceived from the leasing of tangible personal property manufactured

277-468—68——5
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by a taxpayer will be treated as active income, rather than personal
holding company income, if the taxpayer during the year engaged in
substantial manufacturing of the same type of property.

(10) The provision relating to the taxation of cooperatives and their
patrons was changed to provide tax treatment with respect to per unit
retain certificates which parallels, in general, the tax treatment
applicable to patronage dividends.

- Public Law 89-496, approved July 5, 1966, amended the Bank-
ruptey Act with respect to the priority and dischargeability of taxes
in bankruptey. Generally, Federal, State, and local tax liabilities
which became legally due and owing more than 3 years preceding
bankruptey are discharged, and the priority accorded tax claims is
also generally denied to such liabilities.

Public Law 89-570, approved September 12, 1966, added section 617
to the Internal Revenue Code. Under section 617, a taxpayer may
elect to deduct an unlimited amount of mineral exploration expendi-
tures. Under prior law, which remains in effect for taxpayers who do
not elect the benefits of section 617, the total amount deducted as
exploration expenditures may not exceed $400,000. The amount de-
_ ducted under section 617 is recaptured when a mine reaches the
producing stage. At that time, the taxpayer may include in income
his prior exploration deductions or may forgo depletion from the mine
until the depletion deductions forgone equal the exploration expendi-
tures previously deducted. Prior exploration deduction provisions do
not contain any recapture requirements. New section 617 applies to
mines but not to oil or gas wells.

Public Law 89-713, approved November 2, 1966, amended the
Internal Revenue Code of 1954 in relation to the place for filing
returns to promote savings under the Internal Revenue Service’s
automatic data processing system.

Public Law 89-721, approved November 2, 1966, stipulates that no
interest is due on income tax refunds made within 45 days after the
filing of the tax return.

Public Law 89-719, approved November 2, 1966, conforms the tax
lien provisions in the Code to present commercial practices and makes
a number of modifications that clarify existing technical problems.
The legislation constitutes the first comprehensive revision and
modernization of Code provisions concerned with the Federal tax lien
and its priority over the interests of other creditors of a delinquent
taxpayer.

Public Law 89-722, approved November 2, 1966, amended the Code
to allow a deduction for additions to a reserve for certain guaranteed
debt obligations. "
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Public Law 89-739, approved November 2, 1966, amended the Code
to increase from $200 to $500 the monthly combat pay exclusion for
commissioned officers serving in combat zones.

Public Law 90-78, approved August 31, 1967, amended the Code to
provide rules rela,tmg to the deduction for personal exemptions for
children of parents who are divorced or separated.

Administration, interpretation, and clarification of tax laws

During the fiscal year 1967, the Treasury Department issued 28
final regulations, three temporary regulations, five Executive orders,
and 22 notices of proposed rulemaking, relating to matters other than
alcohol and tobacco taxes. In addition, the Department issued five
final regulations and one notice of proposed rulemaking on alcohol
and tobacco tax matters.

Treasury decisions published during the fiscal year included those
relating to the semimonthly deposit of certain excise and employment
taxes and the filing of certain excise and employment tax returns
directly with service centers, the deposit of corporation income and
estimated income tax with Government depositaries, the filing of
consolidated returns by affiliated corporations, and the deductibility
of educational expenses.

Among the subjects dealt with in notices of proposed rulemaking
published during the fiscal year and still pending at the end of the year
were the allocation of income and deductions among related businesses,
the treatment of income from unrelated trade or business activity of
exempt organizations, the percentage depletion rate for certain clays
and the treatment processes considered as mining for computing per-
centage depletion in the case of minerals and ores, and the allocation
of Federal income tax liability among members of an affiliated group
filing a consolidated return, for the purpose of determining their
respective earnings and proﬁts

International tax matters ‘

The Foreign Investors Tax Act (Public Law 89-809) was signed by
the President on November 13, 1966.! The act, which represents the
first comprehensive revision of the U.S. tax treatment of nonresident
aliens and foreign corporations, is based on the recommendations of
the “Report of the Fowler Task Force” of 1964. The act facilitates
foreign investment in the United States by reducing the U.S. estate
tax burden on estates of nonresidents and by differentiating between
investment income and business income of nonresidents and applying
ordinary progressive rates only to the business income.

In addition, the act changed several provisions relating to tax
treatment of U.S. investment abroad;

t See 1966 annualreport¥p. 49,



38 1967 REPORT OF THE SECRETARY OF THE TREASURY

(1) The exclusion from the interest equalization tax for certain
loans to insure raw material sources is extended where the U.S.
person who acquires the obligation does not do so with an intent to
sell it to other U.S. persons.

(2) The exclusion from the interest equallzatlon tax for reserve
asset pools of U.S. insurance companies is extended to allow establish-
ment of reserve asset pools where a U.S. insurance company commences
activities in a developed country or where a less-developed country is
designated as a developed country.

(3) The President is given authority to exempt from the interest
equalization tax, U.S. dollar loans of more than 1 year made by foreign
branches of U.S. banks.

The Interest Equalization Tax Extension Act of 1967 (Public Law
90-59) was signed into law on July 31, 1967. The new act empowers the
President to vary the rate from zero to 22.5 percent for long maturities
(100 percent of the maximum rate under the original law). The
President raised the rates in August 1967 under Executive Order
11368. The new ach also includes new measures to reduce the possibility
of evasion.

Proposed regulations were issued in August 1966, under sections 482
(allocation of income between related companies) and 861 (source
rules) of the Internal Revenue Code. Taxpayer comments on these
proposed regulations were being reviewed at the end of the fiscal year
in preparing the final regulations. Proposed amendments to the
regulations under section 954(e), dealing with service income of
foreign base companies, were issued in February 1967. Final regula-
tions were issued under three sections concerning the Foreign Investors
Tax Act, sections 1441, 1442, and 1461, regulating the collection of
U.S. withholding taxes on nonresident aliens and foreign corporations.

Conventions to avoid double taxation of income were signed with
Brazil, Canada, and Trinidad and Tobago and submitted to the
Senate for ratification. The convention with Brazil is a new and full-
scale agreement extending the 7-percent investment credit to invest-
ment in Brazil, and if ratified, will be the first such U.S. convention
with a developing country. The agreement with Canada is a supple-
mentary convention further modifying the convention of 1942; it
deals with a particular aspect of that treaty which was conducive
 to tax evasion. The convention with Trinidad and Tobago is also
limited in scope. The United Kingdom treaty applied to Trinidad
and Tobago on its independence, that treaty has been terminated by
Trinidad and Tobago as no longer suitable and the treaty with the
United States, signed in December 1966, is an interim agreement
until & complete new treaty can be negotiated.
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In accordance with the terms provided in the treaty between
Honduras and the United States, Honduras gave notice of its inten-
tion to terminate the treaty which consequently ceased to have effect
as of December 31, 1966. Similar notice was given by Cyprus in June
1967 that that treaty will be terminated effective in 1968.

Treaty negotiations were initiated during the year with Jamaica,
Korea, and Singapore and preliminary discussions were held with
Argentina. Discussions with Portugal were continued during the year
as were discussions with France which resulted in the signing of a
convention with France shortly after the close of the fiscal year.

Treasury representatives participated in the work of the Fiscal
Committee of the Organization for Economic Cooperation and De-
velopment. Among the topics considered were border tax adjustments
(adjustments of indirect taxes on- goods crossing international bor-
ders), a review of bilateral treaties concluded since adoption of the
OECD Draft Double Tazation Convention in terms of how closely
they conform to that model, and continued discussions of the provi-
sions of the draft convention with a view to revising it in the future.

International Financial Affairs

The U.S. balance of payments

The overall balance.—After remaining unchanged during the calendar
year 1966 at the previous year’s level of about $1,350 million, the
payments deficit on the liquidity basis increased again during the
first half of 1967—to a half-year total of $1,050 million, seasonally
adjusted.

The balance measured on the official reserve transactions basis!
swung from a calendar year 1965 deficit almost identical with that
on the liquidity basis to a surplus in 1966, as dollar holdings of foreign
central banks fell substantially and high interest rates attracted in-
creased private dollar holdings. In the January-June half of 1967,
this deficit again increased substantially.

A statistical presentation of U.S. balance-of-payments transactions
on these two bases for the calendar years 1964-66 and January—June
1967 is contained in table 100.2

Magor developments.—During the first half of 1967 the balance-of-
payments deficit was higher (at a seasonally adjusted annual rate)
than in 1965-66. '

The. trade surplus increased only slightly from its depressed level of
1966. Imports leveled off with the slackening in aggregate demand in

1 The official settlements balance counts changes in dollar claims of foreign official monetary authorities—
but not private holdings—in addition to reserve losses of the U.S. The liquidity balance counts changes
in the liquid dollar holdings of all foreigners—private and public—as well as losses in reserves.

2 Beginning with this annual report, the section on foreign holdings of gold and dollars and the table on
which it was based (1966 annual report, table 96) are discontinued. The presentation of world reserves in
the “International Liquidity” section of the International Monetary Fund publication, International
Financiol Statistics, now meets the need to which the Treasury table was originally directed.
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the U.S. economy in the first half of the year. However, exports also
leveled off after the first quarter, partly because economic activity in
Western Europe was not expanding much. )

There was a further increase in U.S. military expenditures in
Vietnam; and a sizable increase in outflows of U.S. private capital
other than for direct investment, particularly through bank lending
abroad and through purchases of foreign and international securities
exempt from the interest equalization tax. The larger capital outflow
was in part a normal reflection of easier monetary conditions in the
United States as compared with 1966. The improved liquidity of
commercial banks helps to explain not only the increase in bank
loans to foreign borrowers but also the repayment during this half
year of debt of head offices of U.S. banks to their branches abroad.
The result of this reflow shows up in the very large deficit on the
official settlements basis in the first half of the year.

Balance-of-payments program.—During fiscal 1967 the administra-
tion’s program to improve the balance of payments was further
strengthened and, particularly during the latter part of the period, the
Cabinet Committes on the Balance of Payments, of which the Sec-
retary of the Treasury is chairman, conducted a further intensive
review of the program.!

The voluntary ‘cooperation program to restrain capital outflows,
administered by the Commerce Department for business corporations
and by the Federal Reserve Board for financial institutions, was
continued, and suggested targets for calendar year 1967 were
tightened.

The Congress, acting on the recommendation of the President,
voted to extend the life of the interest equalization tax for 2 years
(to July 31, 1969) and, in addition, changed the law so as to make it a
more flexible policy instrument.?

This change gave the President discretionary authority to vary the
rate of tax so as to make the extra cost to a foreigner of borrowing in
the United States equivalent to between zero and one and one-half
percent per annum. After being raised temporarily to the 1% percent
level during the period of congressional consideration, the tax was
reduced on August 30, 1967, to 1% percent.

This lowering of the tax rate by Presidential Executive Order
reemphasized the fact that the purpose of the interest equalization
tax is to equalize the interest cost of borrowing between U.S. and
foreign capital markets.

10n Jan. 1,.1968, the President announced a balance-of-payments action program designed to bring
about a decisive improvement in the balance of payments during calendar 1968. The 1963 program includes
mandatory limitations on direct investment: abroad, tighter restraints on foreign lending by financial insti-
tutions, measures to improve the travel deficit and reduce Government expenditures overseas, and long-
term measures to improve our trade position and increase foreign investment and travel in the United States.
3 Public Law 90-59, July 31, 1967. :
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The interest equalization tax is not designed to halt completely the
outflow of portfolio capital from the United States, but rather, by
equalizing borrowing costs, to moderate the rate of outflow to a level
which is dependent upon factors other than substantial basic interest
rate differentials. The new flexibility to vary the rate of the tax will
assure that as the U.S. balance-of-payments position improves, it will
be possible to reduce restraining policies gradually without fear that
excessive outflows of capital will suddenly arise.

In addition to changing the rate of the tax, the Congress also
strengthened the procedure for establishing American ownership of a
foreign security in order to permit tax-free transactions among
American owners. It is now necessary for an American seller of a
foreign security to show by means of ‘a validation certificate either
that he paid the tax when the shares were originally acquired or that
these shares were exempt from the tax.

Treasury and Federal Reserve exchange operations !

Pressure on the pound sterling was the dominant feature of foreign
exchange markets during the fiscal year 1967. To counteract this
pressure the Bank of England increased its discount rate and doubled
the deposit requirements of the commercial banks. In July 1966
additional measures to reduce domestic demand and strengthen the
British external position were put into effect.

The Federal Reserve System increased its swap line with the Bank

of England to support sterling. To deal with dollar flows to various
countries the Federal Reserve increased the total of swap lines from
$2.8 billion to $4.8 billion at the fiscal yearend. The movement of
funds was also related to the Middle East conflict in June 1967.
. Because of the unsettled nature of foreign exchange markets and
the associated transfers of funds but also because of seasonal patterns
in certain important instances, there was a tendency for some national
monetary authorities to find their dollar resources rising to higher
than customary levels. In these circumstances, the United States
again used the Federal Reserve swap lines. Although the aggregate
amount outstanding during the year was fairly substantial (due in
part to activations on behalf of the United Kingdom), by the. early
spring these positions had either been reversed in the markets or
repaid through longer term financing, e.g., a U.S. drawing on the
International Monetary Fund.

Transactions under these swap arrangements during the fiscal year
are shown in the accompanying tables.

1 These operations are fully reported in the “Treasury and Federal Reserve Foreign Exchange Opera-
tions.” See exhibits 58 and 59.
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Drawings and repayments by Federal Reserve System wunder reciprocal currency
arrangements, July 1, 1966—June 30, 1967

[In millions of dollars}]

Bank Drawings Repayments Outstanding

National Bank of Belgium 67.5 40,0 27.5
German Federal Bank ___ .. .. iiiaiccccaae 140.0 140.0 ...
Bank of Italy............. 325.0 3250  oceaoool.
Netherlands Bank _....._._....___ . 65.0 65.0 .eeaoo...
Swiss National Bank. __._____.__.___. - 260.0 103.0 157.0
Bank for International Settlements. R 260.0 75.0 185. 0
Totalall banks._ . .. ecieieiean 1,117.5 748.0 - 369.5

Drawings and repayments by foreign ceniral banks wunder reciprocal currency
arrangements, July 1, 1966—June 30, 1967

[In millions of dollars]
Bank Drawings Repayments Outstanding
Bank of Canada e 17.6 176 cociccecanns
Bank of England ceae 675.0 625. 0 225.9
Bank for International Settlements. ... ... ... o oLl 510.0 367.0 143.0
Total all banks_ . i iciianaa 1,202.6 1, 009.6 368.0 .

During the fiscal year the Treasury issued securities to some foreign
central banks to liquidate currency swaps, and retired other issues at
maturity. On June 30, 1967, Treasury obligations denominated in
foreign currencies stood at $890.4 million equivalent, in comparlson
with $957.2 on June 30, 1966.

During the fiscal year gold sales by the United States to forelgn
countries totaled $232 million compared with sales of $378 million in
fiscal year 1966. (See table 96.) The substantial further reduction in
the volume of gold sales continued the improved trend noted in the
1966 annual report. France was again the principal buyer, purchasing
$277 million, during the first fiscal quarter. The main offsets to this
loss were receipts of gold from the United Kingdom and Canada
totaling $175 million.

Treasury exchange and stabilization agreements

During the fiscal year 1967 exchange agreements were in effect
with Argentina, Colombia, Mexico, and Venezuela. The I-year
$12.5 million exchange agreement with Colombia expired on March 31,
1967. On May 2, 1967, the Treasury entered into a 1-year $75 million
exchange agreement with Argentina. The 2-year $75 million exchange
agreement entered into with Mexico on December 30, 1965, was
amended on June 24, 1967, to increase the amount to $100 million.
(See exhibits 68 and 69 and table 101.)

International monetary negotiations -
The negotiations on an agreement for strengthening the inter-
national monetary system, through the creation of a new asset as
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and when needed to supplement existing reserves, were broadened
and advanced significantly during the fiscal year. This work was
carried out by the Group of Ten industrial countries (Belgium,
Canada, France, Germany, Italy, Japan, the Netherlands, Sweden,
the United Kingdom, and the United States), in the International
Monetary Fund, and for the first time, in joint meetings between
the Executive Directors of the Fund and the Deputies of the Group
of Ten. The Ten, meeting at Ministerial level in the Hague in July
1966, reached agreement on basic principles, as developed over the
preceding months by their Deputies, and, with the exception of one
delegation, recommmended the joint meetings in order to provide a
wider framework in which to consider the questions that affect the
world economy as a whole. The U.S. delegation at the Hague meeting
was headed by the Secretary of the Treasury. In September, the
Governors of the International Monetary Fund, in their remarks at
the Fund’s Annual Meeting, indicated a clear desire to proceed with
the Joint Meetings. This position was strongly recommended by the
Secretary of the Treasury as U.S. Governor.!

Four Joint Meetings were held, at the International Monetary Fund
in Washington, in November 1966 and April 1967, in London in
January 1967, and in Paris in June 1967.2

The First Joint Meeting successfully established a firm foundation
for the productive negotiations of the major problems of meeting the
world’s future needs for reserves by collective action. These needs were
discussed, as were technical problems relating to the nature and form of
a deliberately created reserve asset, its distribution and provisions for
its holding and use. The Second Joint Meeting pursued these matters
and such questions as the conditions under which the asset might
initially be created and procedures for taking the necessary decisions
to create the new reserves. While still at an exploratory stage, progress
was made toward establishing the basis for eventual agreement.
Progress was also made toward the goal of completing the outline of a
concrete plan for presentation at the September annual meeting of
the IMF. The Third Joint Meeting dealt with subjects introduced
earlier, especially criteria for assessing the need for additional reserves
and its urgency, and consideration was begun of specific plans for the
creation of reserve assets. The Fourth Joint Meeting resulted in a draft
outline for a new facility within the framework of the International
Monetary Fund, incorporating the general principles and elements

1 See exhibit 44.

2 At each Joint Meecting, the United States was represented by Under Secretary of the Treasury for Mone-
tary Affairs Frederick L. Deming and Federal Reserve Board Governor J. Dewey Daane, as U.S. Deputies
of the Group of Ten, and by the U.S. Executive Director and Alternate Executive Director of the IMF,
William B. Dale and John S. Hooker, respectively. The meetings were also attended by Mr. George H, Willis,
Deputy to the Assistant Secretary of the Treasury for International Monetary Affairs, and Mr. Robert
Solomon, Adviser to the Board of Governors of the Federal Reserve System.
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upon which agreement had been reached and setting forth various
alternative suggestions for dealing with the remaining open questions.

Recognizing that the principal questions which could not be resolved
in the Joint Meetings would require resolution at Ministerial level, it
was agreed that the various alternatives would be considered by the
Ministers and Governors of the Ten, at their London meeting in July
1967. The most important of these involved the manner in which
decisions would be taken after the plan was in effect, regarding the
timing and the amounts of the new asset to be created, and certain
provisions with respect to the holding and transfer of the asset and
the reconstitution of holdings of the new asset after use. With the
resolution of these questions it would then be possible to reach agree-
ment on the outline of a comprehensive plan for consideration by the
Governors of the International Monetary Fund.

In addition to participating in the Joint 1 \/Ieetmgs the Executive
Directors of the Fund and the Deputies of the Group of Ten met
independently at frequent intervals to discuss all aspects of the
negotiations. In coordinating and guiding the U.S. negotiating position
throughout the year, strong reliance was placed on the Secretary’s
Advisory Committee on International Monetary Arrangements ! and
on an Inter-Departmental Group chaired by Under Secretary for
Monetary Affairs Deming. Members of the Congress especially
interested in this'subject were kept informed of the course of the
negotiations, in particular members of the Subcommittee on Inter-
national Exchange and Payments of the Joint Economic Committee.
This committee at an early stage had made significant contributions
to understanding the urgency and dimensions of the problem of
meeting world liquidity needs.

The basis of the U.S. negotiating position was that the uncertainties
surrounding future world reserve growth were so great that unless
agreement were soon reached on a plan for the creation of a supple-
mentary reserve asset, the growth of the world economy, affecting all
countries, could be seriously impaired. The stability of the interna-
tional monetary system could be threatened unless there were assurance
that the world’s growing needs for reserves would be adequately met.
Moreover, through collective action to create a new asset as and
when needed to supplement existing reserve forms—primarily gold
and dollars—the international monetary system could be strengthened
for the years ahead. The Secretary discussed the need for sharing
the common responsibility for an effective world monetary system
in a public statement on March 17, 1967.2 :

1 Bee exhibit 73;
2 See exhibit 48
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International Monetary Fund !

The need for greater international liquidity through the creation of
a new reserve asset to supplement gold and dollars in the reserves of
the member countries was the principal topic of discussion at the 1966
meeting of the Board of Governors. Secretary Fowler,? after com-
menting on the world balance-of-payments situation, noted that the
United States was taking measures to move toward equilibrium as
fast as the unusual exchange drain resulting from the Vietnam conflict
would permit. Cooperation among surplus and deficit countries is
essential for world equilibrium and he hoped that a specific plan for
reserve creation that would be internationally acceptable could be
prepared for action at the 1967 meeting.

In concluding the discussions the Managing Director of the Fund,
Mr. Schweitzer, noted that there was general agreement that action
to improve the international monetary system was needed, that the
Fund should play the central role in any arrangements that might be
adopted, and that the plan should be for the benefit of all Fund mem-
bers. He noted the progress being made in the discussions between the
Fund Executive Board and the Deputies of the Group of Ten and
looked forward to the formulation of an acceptable program.®

During the fiscal year the Fund’s currency sales (drawings) ag-
gregated the equivalent of $1.1 billion, of which $139.5 million was in
dollars. Repurchases during the year aggregated $759.6 million all in
currencies other than the dollar. From the beginning of operations to
June 30, 1967, total drawings have aggregated the equivalent of $13.4
billion, of which $5.1 billion was in dollars. Cumulative repurchases to
June 30, 1967, were equivalent to $7.1 billion, of which $3.6 billion was
in dollars. The principal other currencies used in both purchase and
repurchase were those of Canada and the continental European
countries.

During the fiscal year the United States purchased with dollars the
equivalent of $460 million, to bring the total of gross drawings to
$1,640 million. As the result of purchases of dollars by other countries
the net drawing on the Fund by the United States was $851.4 million
at the fiscal yearend. The largest number of U.S. drawings have been
made to facilitate repurchases by other countries (technical drawings
whereby the United States drew currencies from the Fund to enable
third countries to purchase with dollars amounts needed in other cur-
rencies in repurchase transactions). In 1967, however, the United

1 Puller discussions of the activities of the IMF and other international financial organizations are given
in the National Advisory Council’s Annual Report for the fiscal year 1967 (90th Cong., 2d sess. H. Doc. 200).

2 See exhibit 44. The U.8. delegation included Under Secretary of State Bali (Alternate Governor), Treas-
ury Under Secretary Barr, Under Secretary for Monetary Affairs Deming, Assistant Secretary Knowlton,
'U.8. Executive Director of the Bank Merchant, and U.S. Executive Director of the Fund Dale as Tem-
pgra:ry Alternate Governors. The members of the NAC and congressional committee members served as
advisors. .

3 These joint meetings resulted in a proposal for the creation of special drawing rights in the Fund, which
was approved in principle by the Governors at their mesting in September 1967.
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States drew Italian lire in the equivalent of $250 million to purchase
dollars which Italy had acquired as the result of its payments surplus.
Since the Fund’s holdings of lire were low, it borrowed the amount
required from Italy

Further progress was made during the year in the liberalization of
exchange restrictions, reduction of bilateral agreements, and the ac-
ceptance of the convertibility obligations of the Fund agreement. The
Fund continued ‘its. valuable consultations with both article XIV
(inconvertible currency) and article VIII (convertible currency) coun-
tries and intensified its technical assistance activities, particularly in
the area of taxation and public finance policies.

International ﬁnanclhg of economic development !

The International Bank group.—The International Bank for Recon-
struction and Development and its affiliates (International Develop-
ment Association (IDA) and International Finance Corporation
(IFC)) committed $1.3 billion during the fiscal year for financing
various economic development projects in the member countries.

The World Bank made new loans of $876.8 million, principally for
electric power, roads, and railways. Aside from a few small loans to
European countries with low incomes, the loans went to less-developed
countries in Asia, Latin America, and, in smaller amount, to Africa.
The Bank also committed $100 million to the IFC, as permitted by
amendments to the Articles of Agreement adopted in 1965. IDA credits
of $353.5 million financed industrial import programs in India and
Pakistan ($240 million combined) and work in education, agriculture,
roads, and minor projects.

The IFC investments, which are not guaranteed by governments,
were made in private companies on a loan and equity basis for fertilizer
plants, a private public utility, a paper and pulpmill; and some smaller
items.

The loan operations of the World Bank are financed by capital
subscnptlons borrowing on financial markets, sales of participations
in loans, repayments of loans, and earnings on loans and investments.
During the year the Bank issued $390.2 million in new bonds, refunded
maturing issues and delivered bonds on issues previously sold on a
delayed delivery basis. New borrowings consisted of an issue of
$250 million in the U.S. market (of which $159.9 million was for
delayed delivery), $100 million in U.S. dollar 2-year bonds sold
abroad, and smaller issues of Canadian dollar and Swiss franc securi-
ties. The Bank has invested the proceeds of the U.S. market issues
in longer term Treasury obligations pending disbursement to reduce
any adverse effects on the balance of payments. The Bank has con-
tinued its efforts to finance its work by issues in other markets.

! The activities of the year in this field have been more fully reported fn the NAC report noted above.
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At the close of the fiscal year the International Bank’s funded debt
stood at $3,075 million, of which $2,308 million was dollar denomi-
nated, and the balance in Canadian dollars, Deutsche marks, Swiss
francs, lire, guilders, sterling, and Belgian francs. It is estimated
that more than half of the Bank’s securities is held abroad.

IDA credits are funded by member subscriptions and contribu-
tions, grants from the net earnings of the World Bank, repayments
of credits, and earnings. Of IDA’s usable resources, cumulative to the
end of the fiscal year, a total of $1,781 million, the Part I (developed)
countries have contributed $1,524 million; IBRD grants, $200
million; and earnings and contributions of Part II countries, the
balance. At the fiscal yearend only $86.8 million was not committed,
though the entire amount had been earmarked for projects and
programs.

President . Johnson has indicated the willingness of the United
States, subject to congressional approval, to participate with other
countries in providing additional resources to IDA. In March 1967,
Secretary Fowler was authorized to support an IDA replenishment
at an increased level, provided that consideration was given to the
balance-of-payments problems of deficit donor countries when IDA’s
new resources would be made available. Replenishment measures
were under discussion at the end of the fiscal year.

The Convention for the Settlement of Investment Disputes between
States and Nationals of Other States, proposed by the Bank, became
effective on October 14, 1966, with the deposit of the requisite acces-
sions. The Convention establishes procedures for voluntary concilia-
tion and arbitration of disputes between investors and national
governments. The Convention is to be administered by the Inter-
national Centre for Settlement of Investment Disputes, affiliated
with the World Bank. The Administrative Council of the Centre held
an inaugural meeting in February 1967 and adopted provisional rules
of procedure. It elected the first-Secretary-General (Mr. Aron Broches,
General Counsel of the Bank) and took other organizational steps.
No cases had been brought to the Centre’s attention by the end of
the fiscal year.

Inter-American Development Bank.—The Eighth Annual Meeting
of the Board of Governors of the Inter-American Development Bank !
was held in Washington, D.C., from April 24-28, 19672 At this meet-
ing the Board of Governors agreed to recommend to their govern-
ments a $1.2 billion equivalent increase in the resources of the Bank’s

1 For background on the establishment and operations of the Inter-American Development Bank, see
1965 annual report, pp. 58-60.

2 The U.S. Governor of the Bank, Secretary Fowler, headed the U.S. delegation to the meeting. The dele.
gation also included Under Secretary of the Treasury Joseph W. Barr and Assistant Secretary of the Treasury
Winthrop Knowlton (both of whom acted as temporary alternate governors) together with members of the
Congress and re{nresentatives of the U.8. Government agencies constituting the National Advisory Council
on International Monetary and Financial Policies.
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Fund for Special Operations (of which the U.S. share would be $900
million) and a $1.0 billion increase in the Bank’s Ordinary Capital
callable stock (of which the U.S. share would be $411.8 million). The
Governors also requested the Board of Executive Directors to study
and make recommendations with respect to the mobilization of
additional resources from nonmember capital exporting countries of
Western Europe and other areas.!

To obtain resources for Ordinary Capital lending the IDB increased
its short- and long-term borrowings by $69.4 million during the fiscal
year, comprising an $11.4 million equivalent Swiss franc issue in
August 1966, a $50 million issue in the United States in January 1967,
and a $30 million short-term dollar bond issue (of which $25 million
replaced maturing short-term bonds of 1966) placed outside the
United States in April 1967. In addition, the Bank utilized $3.0
million equivalent-of the 1966 direct borrowing of Japanese yen. As
of June 30, 1967, the Bank’s cumulative total borrowings amounted
to $442.9 million equivalent, of which $275 million had been raised
in the U.S. market and the balance in foreign capital markets.

Theé subscribed resources of the Bank’s Fund for Special Operations
totaled $1,119.5 million as of June 30, 1967. In December 1966, the
United States made its third and final $250 million payment to the
Bank pursuant to the increase in the resources of the Bank’s Fund for
Special Operations approved in fiscal year 1965 of which the U.S.
contributing sharé was $750 million, payable in three equal in-
~ stallments. "

As of June 30, 1967, the Inter-American Development Bank had
authorized 405 loans amounting to the equivalent of $2,088.4 million,
comprising: 144 loans amounting to $831.1 million equivalent from
its ordinary capital resources; 144 loans amounting to $756.1 million
from the resources of the Fund for Special Operations; and 117 loans
from the Social Progress Trust Fund amounting to $501.2 million. In
addition, the Bank had authorized 9 loans amounting to $15.6 million
equivalent from the Canadian Fund which it administers on behalf of
the Government of Canada.? Cumulative total disbursements from
all sources of the Bank’s funds amounted to $916.6 million as of
June 30, 1967.

During August 1966, the Subcommittee on International Finance
of the Committee on Banking and Currency of the House of Repre-

1In October 1967, consequent to this request by the Board of Governors, the Bank adopted measures to
condition procurement financed with Bank loans in economically advanced nonmember countries on an
appropriate contribution of resources to the Bank by the respective country by way of bond sales, funds
entrusted to the Bank for administration, participation in Bank loans, and parallel financing operations.

2 This Canadian Fund was, through two agreements with the Bank, expanded by Canadian$20 million
during fiseal year 1967 to a total of Canadian$30 million. . .

In December 1966, the Bank and the Government of Sweden also agreed to establisha Swedish Develop-
ment Fund. for Latin America with an initial Swedish contribution of $5 million. Loans from this Fund
are to be used jointly with loans from the Bank’s Ordinary Capital resources and will generally be on the
same terms as the Swedish Government applies to development credits.
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sentatives held hearings on the role of the Inter-American Develop-
ment Bank in Latin American agricultural development. In a letter
dated September 9, 1966, to Representative Henry S. Reuss, Chair-
man of this Subcommittee, Secretary Fowler observed that while the
Bank was already playing an important role in this area, it should
assume a still more important role in the future.

The Astan Development Bank.—The Asian Development Bank came
into existence on August 22, 1966, upon the ratification of its Articles
of Agreement by the United States! and 14 other countries. The
Board of Governors of the Bank held its inaugural meeting in Tokyo
November 24-26, 1966, at which Takeshi Watanabe of Japan was
elected the Bank’s first President. At that meeting the Governors
increased the authorized capital from $1 billion to $1.1 billion. The
meeting was' attended by Secretary of the Treasury Fowler and
AID Administrator William S. Gaud, U.S. Governor and Alternate
Governor, respectively. The Bank’s first board of directors was also
elected at that meeting. Mr. Bernard Zagorin, who had previously
been appointed by the President after Senate confirmation, was elected
a Director of the Bank by the vote of the U.S. Governor. In December
1966, the Directors held their first formal meeting and declared
the Bank open for business.

The Bank, which has its headquarters in Manila, now has a mem-
bership of 31 countries, 19 of which are regional countries, and 12
of which, including the United States, are developed nonregional
countries. Of the Bank’s $1.1 billion authorized capital, $965 million
has been subscribed by the present membership, $615 million by the
regional members, including $200 million by Japan, and $350 million
by the nonregional members, including $200 million by the United
States. One-half of each member country’s subscription consists of
paid-in capital, payable in five equal annual installments. The remain-
ing half is callable capital to provide backing for future borrowings of
the Bank. The first of the United States’ five $20 million installments
of paid-in capital was paid in August 1966, and consisted of $10
million in cash and $10 million in the form of a noninterest-bearing
letter of credit which may be drawn on in future years When required
by the Bank for disbursement.

In addition to its normal operations in development ﬁnanomg on
conventional terms along the lines of the International Bank for
Reconstruction and Development, the Asian Development Bank is
authorized to accept the administration of special funds designed to
serve purposes consistent with those of the Bank. In April 1967 the
Asian Development Bank agreed in principle to manage a multilateral

10n Aug. 16, 1966, the United States deposited its instrument of ratification of the Asian Development
Bank at the United Nations.
2 The second installment was pald in August 1967.
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special fund for agricultural development proposed by the Ministerial
Conference on Southeast Asian Development. In July 1967, the Bank
commissioned an'Asian agricultural survey to be conducted by an
international team of experts in preparation for the operation of the
proposed special fund for agricultural development.

In his state of the Union message in January 1967, President
Johnson announced his intention to seek authorization of $200 million
to be appropriated over a period of years as the U.S. share of multi-
lateral special funds to be administered by the Asian Development
Bank.! ‘

Organization for Economic Cooperation and Development

The sixth Min)isteria,l Council meeting of the Organization for
Economic Cooperation and Development (OECD) met in Paris on
November 24-25, 1966. Deputy Assistant Secretary John Petty
served as a member of the U.S. delegation. The Council of Ministers
found growth prospects for the remainder of the 1960-70 decade
" favorable but cautioned member countries to contain inflationary
tendencies and insure increase of productive resources while making
optimum use of available manpower. The Ministers agreed to con-
tinue the Organization’s efforts to improve the functioning of capital
market mechanisms for mobilizing savings and financing investments
as well as to continue enquiry into the economic consequences of
differences in scientific and technological levels among countries. The
Council also stressed the need for increased assistance to the develop-
ing countries and improvement in its terms and conditions with a
greater emphasis ‘on agricultural assistance. It was agreed that
consideration should be given to the possibilities of widening the
area of East—West economic relations.

The Economic Policy Committee (EPC) of the OECD met three
times during the year to discuss the overall economic situation of
member countries in the course of which attention was drawn to the
slowdown in growth of demand and output in the OECD area as a
whole. Under Secretary of the Treasury for Monetary Affairs Deming
was a member of the U.S. delegation.

The EPC’s Working Party on -Policies for Promotion of Better
Payments Equilibrium (Working Party 3) met six times during the
year with Under Secretary Deming as chairman of the U.S. delega-
tion. Following the publication of its major report ‘“Balance of Pay-
ments Adjustment; Process,” in August 1966 the group continued its
efforts to apply the principles delineated in the report with a view to
achieving better adjustment of payments imbalances. Treasury

1 In a special message to the Congress on Sept. 26, 1967, the President proposed that the Congress authorize
the appropriation of a U.S. contribution of $200 million to multilateral special funds of the Asian Develop-
ment Bank. 8. 2479 was introduced on Sept. 27, 1967.



REVIEW OF FISCAL OPERATIONS 51

continued to participate in Working Party 2, whose report on economic
growth in the sixties was released in 1966. Treasury also participated
in the work of a group which periodically examines short-term
economic prospects.

The Committee for Invisible Transactions neared completion of
the major study of members’ capital markets it had undertaken at
the request of the Ministerial Council in December 1964. (Part of this
study was published in September 1967.) The study identifies problems
in the functioning of capital markets and points to ways to improve
their operations.

The Group on Export Credit and Credit Guarantees, with Treasury
Assistant Secretary Winthrop Knowlton leading the U.S. delegation,
continued its discussions of mutual problems in the area of export
credit and guarantees.

In February 1967, the Council of the OECD established on a
2-year experimental basis a notification and consultation procedure
on trade and payments effects of changes in border tax adjustments.
Such changes may occur when a country alters its indirect tax sys-
tem—for example, shifting from a cascade turnover tax system to a
value added tax system.

The Development Assistance Committee (DAC) met at the
Ministerial level in July 1967 to review trends in assistance to develop-
ing countries. Disappointment was expressed that after two years of
substantial expansion, the net flow of resources, public and private,
from DAC Members to developing countries declined in 1966. Assist-
ant Secretary Knowlton served as a member of the U.S. delegation. .

The Economic Development and Review Committee of the OECD
which reviews the economies of member countries and publishes a
public report, met at regular intervals throughout the year. The
Treasury participated in the Committee’s formal examination of the
United States in November 1966.

A Treasury observer regularly attended the meetings of the Manag-
ing Board of the European Monetary Agreement. Treasury repre-
sentatives also continued to participate actively in the work of the
Fiscal Committee.?

The General Agreement on Tariffs and Trade

The sixth round of trade negotiations, generally known as the
Kennedy Round, was successfully concluded in Geneva on June 30,
1967. In terms of the number of participating nations, the amount of
trade involved, and the scope and depth of trade liberalization, the
Kennedy Round was the most substantial achievement in the series

1 In October and November 1967 an ad hoc committee met to consider the trade and payments effects of

border tax changes associated with Germany’s Jan. 1, 1968, shift to a tax on value added.
2 For a description of the activities of the Fiscal Committee, see page 39.

277—468—68——6
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of negotiations in the 20-year history of the General Agreement on
Tariffs and Trade (GATT). In addition to a broad range of tariff -
concessions to be placed in effect on a most-favored-nation basis, a
major accomplishment in the field of nontariff barriers was the
conclusion of an antidumping code which supplements provisions of
article VI of the GATT with rules of procedure to be followed in
antidumping actions.

The Treasury Department actively participated in the development
of trade policy for the Kennedy Round negotiations through its
membership on the Trade Expansion Advisory Committee, the
Trade Executive Committee, the Trade Staff Committee, and the
Trade Information Committee.

A Treasury representative was also a member of U.S. delegations
to various GATT committees and working parties.

Report of foreign loans and credits of the United States

The Treasury -Department, under the general direction of the
National Advisory Council on International Monetary and Financial
Policies (of which the Secretary of the Treasury is Chairman), has
organized a comprehensive system for reporting by the agencies of the
- U.S. Government of all loans and credits extended, and certain loans
guaranteed by them, in accordance with their respective powers and
policies.

The Congress in 1966 amended the Foreign Assistance Act of 1961,
as previously amended, by adding section 634(f), which provides:

“The Secretary of the Treasury shall transmit to the Speaker of the
House of Representatives and to the Committee on Foreign Relations
of the Senate semiannual reports showing as of June 30 and December
31 of each year the repayment status of each loan theretofore made
under authority of this Act any part of the principal or interest of
which remains unpaid on the date of the report.”

The International Bank for Reconstruction and Development and
the Organization for Economic Cooperation and Development have
also established a joint plan for the reporting of loan and credit
transactions by the 17 principal creditor countries.

The Council has agreed to cooperate with the two international
bodies and, with the concurrence of the Budget Bureau, has author-
ized the Treasury to collect and compile the information.

The procedures for reporting by the Government agencies will
combine in one set of reports data which have been supplied pre-
viously under various arrangements. As part of its work on the balance
of payments, the Office of Business Economics of the Department of
Commerce has regularly collected data on grants, loans and credits
made by U.S. agencies and since 1965 has issued a detailed report,
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“Foreign Credits” in response to a request by the Senate Foreign
Relations Committee. The Treasury Report to Congress will replace
this Department of Commerce publication. The data submitted to
the Treasury Department will also be used by the Office of Business
Economics in its balance-of-payments work relating to governmental
transactions, so that duplication of effort will be avoided.

The OECD, through its Development Assistance Committee, has
also been receiving on a transactions basis information on individual
loans, credits, and grants extended by public institutions of its mem-
ber countries, while the International Bank for some years has been
collecting data on the amount of public credits outstanding, though
on a more limited basis, by voluntary arrangements with some of its
member countries.

The collection of data by the Treasury Department will serve these
various needs through a single comprehensive set of reports. 1t is
anticipated that the international agencies will collate the informa-
tion received from the participating countries and make available to
participating governments summaries and analyses of the combined
data.

A summary of the U.S. data for June 30, 1967, is given in table 106.

Treasury foreign exchange reporting system

Automatic data processing of the Treasury foreign exchange reports,
covering capital movements between the United States and foreign
countries was instituted during the year. Preparations were also
underway for automatic processing of the data for analytical use.

As part of the program for improving the reporting system, staff
members visited several of the Federal Reserve banks, which act as
agents of the Treasury in collecting the reports, to discuss reporting
problems. The reporting system was improved during the year by
enlarging the coverage of reporting by mutual funds of securities
transactions with foreigners; clarifying the treatment of certain types
of acceptance financing; reclassifying overseas military banking facili-
ties from foreign to domestic for reporting purposes; and conducting
a study of the distribution of foreign-currency liabilities by type of
foreign creditor.

The ‘“International Financial Stafasmcs” section of the monthly
“Treasury Bulletin” was revised to provide more meaningful data on
U.S. reserve assets and liabilities and other statistics related to the
U.S. balance of payments and international financial position.
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Administrative Management

Management improvement program

Actions taken during fiscal year 1967 to improve management or
reduce costs had a computed value of $145.6 million; $80 million
resulted from changes in fiscal operations, while $65.6 million and
2,600 man-years of the total stemmed from increased eéconomies in
internal Treasury operations. This computed value is more than triple
the previous record savings of $44.5 million achieved in fiscal 1966.

The larger portion resﬁted from a policy decision to accelerate the
payment and deposit of revenue due the Government. These accelera-
tions, the graduated withholding of income taxes, and the semi-
monthly deposit of certain tax liabilities by business firms, made $2.46
‘billion available earlier than would have been the case under previous
re%ulations. This earlier availability of funds had a computed annual
value of about $80 million. The remainder of the savings were the
result of improvements made in performing the regular operating
functions of the Department. The more significant of these improve-
ments are highlighted in the administrative reports of the individual
offices and bureaus which follow. For the most part, savings realized in
one area were used to absorb increased pay costs or to meet unbudgeted
workloads in other areas.

Special studies and projects

" A number of studies were performed during the year to evaluate the
effectiveness of operations and to develop recommendations for pro-
moting greater efficiency and economy within the Department. At
the request of the Bureau of the Budget, a study was completed on
the implementation of recommendations made in several studies of
the U.S. Secret Service following the Warren Commission Report.
A study of the feasibility of merging the Bureau of Engraving and
_ Printing and Bureau of the Mint was also completed. Staff assistance
was provided the Bureau of Narcotics in formulating and implementing
“a plan for the reorganization of its headquarters. In coordination with
representatives from the bureaus, a study of the overall cost reduction/
management improvement program was completed and recommenda-
tions developed for strengthening the program.

There was a modest increase in the volume and scope of Treasury
participation in the foreign technical cooperation programs of the
Agency for International Development during fiscal 1967. The number
of participants from developing nations receiving instruction and
training in Treasury operating methods continued to increase. The
number of countries to which Treasury rendered assistance leading
toward self-help in developing better ways and means of organizing,
operating, and regulating their financial institutions also increased.
The geographic areas in which Treasury representation is greatest
continued to be Latin American countries under the Alliance for
Progress and a number of Asian nations including India, Vietnam,
Thailand, and the Philippines.

57
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Emergency preparedness

The emergency readiness of the Department was improved by both
technical and administrative measures. Intensive study of Federal
credit programs and emergency tax proposals resulted in the develop-
ment of additional information useful in emergency planning. Briefing
seminars were held in some field locations to train Treasury officials
who are members of the emergency regional organization. Revised
directives for participation in the emergency preparedness program
were issued. T'wenty-six persons were trained for assignments as emer-
gency communications operators. -

Planning and program evaluation

Planning and program evaluation aids in improving the allocation
of the Department’s resources by developing the relative costs and
benefits of alternative courses of action and by providing staff leader-
ship, coordination, and direction of the Department’s planning-
programing-budgeting system.
. The principal activities in this area during fiscal 1967 were: (1).
preparing, in cooperation with the bureaus, the second Treasury
program and financial plan and supporting program memoranda;
(2) initiating and cooperating in developing improved output and
related cost data systems in the Bureau of Customs, Secret Service,
and Bureau of Narcotics; (3) organizing with the bureaus the develop-
ment of special studies relating to improvements in resource use; and
(4) carrying out special studies for the Secretary on the supply and
requirements for coinage.

Financial management !

Budgeting. —A working capital fund was sought for certain common
services functions performed by the Office of the Secretary for Treas-
ury bureaus, and congressional approval was pending at the fiscal
yearend. An operating fund to finance the activities of the Bureau of
the Mint was recommended to improve flexibility to meet changes in
coin demand and to present a more complete financial picture of Mint
operations, but the appropriations committees of the Congress rejected
this plan. The 1969 budget preview was prepared for the second year
in program category terms ‘‘cross-walked” to funds requirements
stated in appropriation terms. Controls were exercised over expendi-
tures, number of personnel employed, size of motor vehicle fleets,
overtime pay costs, travel costs, and numbers of personnel in upper-
level positions. Uniformity and clarity of budget presentations were
enhanced by issuance of new instructions. Supplemental appropriation
needs were reduced by interbureau transfers of unobligated balances
between appropriations.

Automaited payroll operations.—The payrolls for Coast Guard district
offices not previously converted to the IRS computer system were
converted during the year. Assistance was provided the IRS Data
Center, Detroit, Mich., to improve procedures to shorten the delivery
time of documents regarding employee separations to the Civil Service
Commission. The Department undertook 2 complete review of

T

Treasury payrolling.

1 See detailed statement in the ‘ Annual Repoit to the Secretary of the Treasury on Improvements in
Financial Management.” )
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Accounting systems.—The Bureau of Customs was assisted in devel-
oping procedures manuals in connection with the revision of its
accounting system and conversion to ADP equipment. The coding
structures used in certain bureaus were refined to improve reporting.
The Internal Revenue Service and the Secret Service were assisted in
developing the principles and standards portion of their adminis-
trative accounting manuals.

Management of automatic data processing.—Significant benefits
obtained through the use and management of the Department’s 52
computers and other ADP equipment were reported to the President,
including, for the period March 1965-June 1967, $80 million in net
additional revenue, $1 million in one-time savings, and $4 million and
435 man-years in annual recurring savings. The Department has saved
by purchasing rather than leasing 90 percent of its computers and by
integrating data processing systems. It has actively fostered the
sharing of ADP equipment and related resources.

Internal auditing—Under a decentralized system of internal
auditing, a departmental internal audit staff periodically reviews and
appraises auditing activities conducted by the various Treasury
bureaus and offices. The accomplishment of the internal audit review
in the Bureau of Customs during fiscal 1967 marked the completion
of the initial review of all such audit activities throughout the De-
partment. The departmental staff also audited payroll and related
activities in the Office of the Secretary.

Personnel management

In the fiscal year 1967 emphasis was continued on improving all
areas of personnel management, with particular attention to special
programs of interest to the President. .

Positive actions to broaden equal opportunity during the year
included conferences of key personnel in 18 major cities, a nationwide
seminar program for supervisors, and issuance of revised compre-
hensive policy and program guidelines.

The Department exceeded by some 50 percent the President’s goals
for summer employment of youth. Department leadership continued
in employment of the handicapped. In cooperation with HEW and
IRS, a new breakthrough was made in employment of the blind as
taxpayer assistors in four IRS districts. Plans were made to employ
the blind in a variety of other positions, including personnel tech-
nicians, programers, and typists.

Excellent cooperation continued with the Civil Service Commission
in its inspection activities, and action on their recommendations was
systematically coordinated. At the fiscal yearend the Commission
assessed Treasury personnel management as effective, and noted
commendable progress.

Controls were applied over wage schedule adjustments to contain
increases within the wage-price guidelines. Wage board employees of
the Mint institutions in Philadelphia, Denver, and New York were
converted to a new wage-fixing system more in line with other Treas-
ury systems and the prevailing market.

Employee training increased substantially. Man-hours of classroom
training rose to approximately 3 million man-hours, an increase of
about 14 percent from fiscal 1966. The Treasury Law Enforcement
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School was revamped, a permanent director and basic faculty were
appointed, and steps were taken to upgrade and modernize the training
and curriculum.

Estimated first-year benefits from employee suggestions rose 25
percent. Performance awards increased 32 percent, with total esti-
mated first-year benefits of $1,515,000. Forty-three percent more
high quality pay inereases were granted in fiscal 1967 than in fiscal
1966.

The orderly transfer of functions and personnel of the Coast
Guard to the Department of Transportation was accomplished on
April 1, 1967,! pursuant to Public Law 89-670, approved October 15,
1966. a ‘ .

Administrative services

Personal property.—During the fiscal year Treasury declared as
excess to its needs property having an original acquisition cost of
$8,855,000, while: excess property valued at $469,000 was reassigned
within the Department. Personal property transferred to other
Federal agencies totaled about $3,409,000. In turn, Treasury received
about $3,945,000 of excess personal property from other Federal
agencies without reimbursement. Personal property valued at
$5,337,000 was determined surplus. Property worth $1,685,000 was
released for donation through GSA and DHEW clearances. Proceeds
from sales of surplus, including scrap, amounting to $94,700 were
deposited to the general fund of the Treasury.

Real property.—During the fiscal year 1967 Treasury activities in
20 locations in 9 cities were consolidated in single locations in each
city.

Treasury relocated from leased to Government-owned buildings in
37 locations. This resulted in Treasury curtailing reimbursable rents
to GSA. In addition, the Treasury closed 68 offices accommodated in
leased and Government-owned space which resulted in rental curtail-
ments of approximately $75,000.

Treasury reviewed and transmitted to GSA title and descriptive
data on 22 excess Coast Guard properties, involving 407 acres of land
with improvements, valued at a total acquisition cost of $8,320,000.

Safety.—Treasury’s disabling injury frequency rate for calendar
year 1966 showed significant improvement over the previous year,
and remained well below the rate for all Federal departments and
agencies. This is the most commonly accepted criterion for measuring
safety program effectiveness.

Security activities

During fiscal year 1967, physical security inspections were conducted
in the offices of the Office of the Secretary, bureau headquarters
offices, and 45 Treasury bureau field offices.

Under the revised security program, requiring reinvestigations
every 5 years of incumbents of critical-sensitive positions, which
became effective late in fiscal 1966, 1,152 cases were reviewed, resulting
in 788 reinvestigations and 364 cases in which no reinvestigation was
necessary. ‘

1 8ee also administrative report of U.8. Coast Guard.
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Office of the Comptrolier of the Currency

The Comptroller of the Currency, as the Adniinistrator of the:
National Banking System, is charged with the responsibility of
maintaining the public’s corfidence in the System by sustaining the
banks’ solvency and liquidity. An equally important public objective
is to fashion the controls over banking so that banks may have the
discretionary power to adapt their operations sensitively and efficiently
to the needs of a growing economy.

Office operations

During the fiscal year three Deputy Comptrollers and the Chief
National Bank Examiner were each assigned the personal supervision
of three or four national bank regions. This reorganization yields
more immediate communication with regional administrators and
provides the Washington Office with more detailed knowledge on the
actual status of banking in all regions. Four assistant chief national
bank examiners were appointed to assist these officials in the review
of examination reports and other banking data. .

During fiscal 1967 a policy of increased emphasis on the bank
examining function was announced. A strong theme of all Office
operations is the modernization and general improvement of bank
examination procedures and policies so as to make the examination
more significant and efficient. Bank examination procedures were
augmented by the inauguration of a direct verification program,
under which national bank examiners may, in certain circumstances,
directly verify the balances of depositors and borrowers.

A stepped-up program of active cooperation with other Federal
bank regulatory agencies was also announced. A study by a committee
composed of staff members of the three banking agencies developed
an improved liquidity formula. This new formula allows regulators
to form a more precise idea of the status of each bank and of the
banking industry generally. The three agencies also succeeded in
developing a single report of condition form which meets the particular
needs of each agency. This unified report form reduces the reporting
burden on banks and also makes possible the gathering of more
significant information.

Personnel

Recently established personnel programs gathered momentum
during the fiscal year. This Office maintains strong programs for
recruitment, employee development, and employee participation in
the management function.

The recruitment program was more firmly established in each of
the 14 national bank regions. Improved procedures were adopted to
keep Washington informed of the status of each region’s program.
Regional recruitment coordinators were brought to Washington for
two conferences to exchange ideas and to confer with top level head-
quarters personnel on recruitment procedures and the national equal
employment program.

Training procedures for all new personnel were improved under the
employee development program. In addition, the International
Operations Division conducted a seminar for its international bank
examiners and the Trust Division conducted its annual 2-week school
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for trust examiners. Selected regional management personnel were
brought to Washington to par tlclpa,te in the second advanced training
program. Certain experlenced personnel were enrolled in the Office’s
advanced education program whereby they are encouraged to seek
a master’s degree in banking or financial fields.

During the year the incentive awards program was revived. The
interest demonstrated on the part of field personnel is encouraging
and has resulted in worthwhile modifications of procedures.

Fiscal management

As a result of a top level review of expenditure practices early in
the fiscal year, many changes were introduced to reduce the total
cost per product unit. Toward the end of the year initial steps were
taken to establish a stronger fiscal management program including
new staff appointments and the 'reorga,nization of one division.

Information services program

The purpose of this program is to make the policies and procedures
of the Office of the Comptroller of the Currency better known and to
facilitate communications within it and between the Office and the
banking industry. Four basic manuals are available to employees,
banks, and other interested parties: “Comptroller’'s Manual for
National Banks,” “Comptroller’s Manual for Representatives in
Trusts,” “Comptroller’s Policy Guidelines for National Bank Direc-
tors,” and ‘Instructions, Procedures, Forms for National Bank

Examiners.” The booklet ‘“Duties and Liabilities of Directors of
"~ National Banks’” maintained its position as one of the most popular
issuances of this Office. The ‘“Annual Report of the Comptroller of
the Currency” continued in the format begun with the 1963 report.
It continues to contain a genéral statement of policy, descriptions of
the state of the National Banking System, of Office operations, and
reprints of selected Office documents relating to crucial public issues

in banking. ‘

Status of national banks

At the end of fiscal 1967, there were 4,780 operating national banks,
compared with 4,811 a year earlier; Of these, 1,436 were operating
9,710 branches, making a total of 14,490 offices. This was an increase
of 605 offices during the year. Twenty-two national bank charters
were issued for newly organized banks, while 13 charters were issued
for the conversion of State banks to national banks. During fiscal
1967, 691 branches opened for business as national bank branches,
including 550 de novo branches and 141 branches of either converted
banks or banks acquired through merger. During the same period,
53 branches were discontinued or consolidated, for a net increase of
638 branches.

Total assets of national banks grew to $242.0 billion at the end of
fiscal 1967. This increase of $16.6 billion, or 7.4 percent, included a
$6.9 billion increase in loans. Holdings of securities advanced from
$56.8 billion to $62.6 billion during the same period. The proportion
of loans and discounts to total assets dropped from 54.6 percent to
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53.7 percent during the fiscal year; in contrast the ratio of securities
to total assets increased from 25.2 percent to 25.9 percent. Net after-
tax income of national banks increased from $1.4 billion for calendar
year 1965 to $1.6 billion in 1966, a 14.1 percent increase. Total cash
dividends declared increased from $683 million to $738 million, and
net income after dividends increased 20 percent, from $704 million
to $845 million.

Number of national banks and banking offices, by States, June 30, 1967

National banks

With Number Number
Total Unit branches of of
branches offices

United States. . .o ccaan 4,780 3,344 1,436 9,710 14, 490
Alabama._._ -- 87 54 33 145 232
AlaSKa. o o e e 5 0 5 4 46

i - 4 1 3 184 188
- 67 37 3 65 132
86 39 47 1,853 1,939

118 18 0 ..
30 22 184 214
5 3 2 4 9
. 1 8 54 63
Florida. ... __...___ - 200 200 L . 200
Georgia. - 60 34 26 134 194
Hawaii. - - 2 e 2 41 43
- 9 3 6 101 110
.......................... - 423 421 2 1 424
...... - 123 56 67 274 397
............................ - 102 67 35 38 140
- 171 146 25 25 196
Kentucky. - 80 39 41 121 201
Louisiana. .o ..ooooaam_.o - 47 15 32 147 194
Maine._ ... - 21 6 15 73 94
- 48 18 30 203 251
- 90 23 67 364 454
...... - 98 31 67 477 575
- 195 193 2 6 201
- 36 7 29 105 141
- 98 79 19 19 117
- 49 49 0 0 49
- 127 108 19 19 146
- 3 1 2 36 39
- 52 32 20 27 79
- 146 42 104 484 630
- 34 15 19 58 92
186 86 100 1,049 1,235

24 5 19 281
42 34 8 51
224 91 133 582 806
- 220 193 27 27 247
- 12 6 220 232
- 343 187 156 865 1,208

- 0 4 5

- 26 5 21 198 224
...... - 34 25 9 44 78
...... - 77 21 56 234 311
...... - 546 546 g 0 546
...... - 13 9 4 55 68
...... - 27 14 13 37 64
- 114 41 73 383 497
‘Washington... - 28 13 15 361 389
West Virginia. - 80 80 0 0 80
Wisconsin. __ - 114 102 12 24 138
Wyoming_..___ - 40 40 0 0 40
Virgin Islands_ .. _.._....._ - 1 0 1 3 4
District of Columbia—all!.________....______ 14 1 13 90 104

1Includes national and nonnational banks in the District of Columbia, all of which are supervised by
the Comptroller of the Currency.
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Report of condition of all national banks, selected dates

{In millions of dollars]

Ttem June 30, 1966 Deec. 31, 1966  June 30, 1967
) (4,811 banks) (4,799 banks) (4,780 banks)
ASSETS
Cash, balances with other banks, and cash items in process
of collection .. ... ... iiiiol 36,769 41, 690 39,462
U.S. Government securities, direct and guaranteed. ... 28,801 30, 355 29, 544
Obligations of States and political subdivisions...___.____ 23,975 23,778 27, 660
Securities of Federal agencies and corporations not guaran-
teed by the United States 3,473 3,026 4,037
Other bonds, notes, and debentures..........___..._..... 478 509 1,372
Total securities .. ... ... 56, 817 57, 668 62, 613
Federal funds sold and securities purchased under agree-
ments toresell. ... ... ... emmmmmn r 1,530 2,301 2,643
Direct lease financing. ._.: 203 331 360
Loans and discounts, net.. 123,192 126,881 . 130, 082
Fixed assets_ ..o oo oo , 208 , 451 3, 644
Customers’ liability on acceptances outstanding. . 1,013 1,077 1,181
Other assets. ..o £ 2,529 2,597 2,054
Total assets ... oo ool P 225, 441 235, 996 242, 039
LIABILITIES
Demand deposits of individuals, partnerships, and corpo-
rations_ .. ..o ... .. e e e mmeme e mae e 76, 460 84,434 80,208
Time and savings deposits of individuals, partnerships,
and corporations. . .. ..o L. o..._. U 81,161 83,025 90, 488
Deposits of U.S. Government.__._......__..._.._._... 6,939 3,212 3
Deposits of States and political subdivisions 16,413 16, 839 18, 466
Deposits of foreign governments and official institutions,
central banks, and international institutions 2,855 2,944 3,344
Deposits of commercial bahks_ ... .............. 10, 690 12, 595 11,470
Certified and officers’ checks, et ... ... ..o ... 3,274 3,407 3,755
Total deposits. -« . oo 197,792 206, 456 211,098
Demand deposits....o.o.:t.ooi.oo - 105, 990 112,37 107, 595
Time and savings deposits. 91, 802 94,079 103, 503
Federal funds purchased and ]
under agreements to repurchase r2,183 2,802 3,140
Liabilities for borrowed money.. 180 174 279
Acceptances executed by or for account of reporting banks
and outstanding - 1,031 1,105 1,206
Other liabilities. .. R r 6,234 7,000 7,218
Total HADIHEIES - o v mimemem e oeeeemeieeeeeemaaens 207, 420 217, 537 222,941
CAPITAL ACCOUNTS
Capital notes and debentures_ ... . ...o.oooooooooeo.. 1,167 1,161 1,227
Preferred stock 29 29 30
Common stock. .. . 5,062 5,109 5,252
Surplus___...._... 8,119 8,246 8,465
Undivided profits 3,128 3,350 3,539
ReSeIVeS. i 516 564 585
Total capital accounts. .. . ... ... _ 18,021 18, 459 19,098
Total liabilities and capital accounts............... 225,441 235, 996 242,039
r Revised.
! ’
Resume

The Office of the Comptroller of the Currency continues to change
and grow with the national economy and the banking industry.
Internal operations and administration are undergoing constant
refinement and improvement in order to serve the public better,
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Bureau of Customs

The responsibility of the Bureau of Customs is to administer the
tariff and related laws affecting international trade and traffic. It
collects import duties and taxes; regulates carriers, persons, and
merchandise entering or departing the country; detects and prevents
smuggling and frauds on the revenue; and regulates vessels in the
coastwise and fishing trades. The Service also conducts a widespread
program to inform and encourage voluntary compliance by the export-
import public with the laws, regulations, and controls established by
Customs and numerous other Federal agencies.

Management improvement program :

During fiscal 1967 the cost reduction-management improvement -
program resulted in the highest annual savings realized in over a
decade, approximately $1,782,000. This included $152,000 under the
incentive awards program; $40,000 from the annual records disposal
program; $150,000 cost avoidance through the elimination of paper-
work and the customs forms projects. Additional savings of $158,000 in
simplification of vessel documentation and admeasurement procedures
were achieved prior to February 1967 when these functions were
transferred to the U.S. Coast Guard by Treasury Department Order
No. 167-81, dated January 30, 1967.%. :

Most of these savings were utilized within the Customs Service to
assist in the absorption of an overall workload increase in excess of 10
percent, without a substantial increase in staff or expenditures.

Reduction of paperwork.—Great strides were made in curtailing and
eliminating Customs paperwork, which has simplified the movement
of the nation’s imports and exports. A total of 536 Customs forms were -
analyzed; 89 of these were eliminated and recommendations for the
discontinuance of an additional 167 forms were accepted. It is expected
that the continuing paperwork reduction or forms consolidation
program will result in an estimated recurring cost avoidance of
around $441,000 for Customs, with an additional $138,000 for import-
ers and exporters,

A servicewide forms elimination and consolidation contest produced
estimated savings of $198,000, the result of 44 suggestions submitted
by 33 employees.

Automatic data processing.—The Data Processing Center at Silver
Spring, Md., became operative during fiscal 1967. Approximately 1.7
million mail entry collection transactions were processed by the
Customs computer, replacing the former manual accounting system.
Furthermore, the computer processed these as a small part of its
workload at the rate of 400 a minute. Man-hours previously required
for collection and accounting for mail entries were reduced at more
than 50 ports. The Post Office also benefited by the Bureau’s simplifica-
tion of its mail system from all ports of entry to two locations—the
Data Center and the New York collection center for mail.

At the fiscal yearend the ADP Center was completing the installa-
tion of the revenue and appropriations accounting systems, designed
to control the growing number of customs transactions confronting
the Bureau each year. The Baltimore, Boston, and Miami regions

t See exhibit 72;
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began conversion to the ADP accounting system during the fiscal
year. ‘

Accounting procedure manuals were prepared at headquarters to
guide field personnel in the use of peripheral computer equipment and
the new forms required by the ADP system. In addition, a series of
talks was given in leading east coast ports to explain the automated
system to carriers, importers, brokers, and members of the importing-
exporting public. A 3-day training session for regional financial man-
agement officers also was conducted.

Mail operations.—The initial phase of the mail examination con-
solidation program was completed. Studies were conducted on the
volume, type, and direction of flow of foreign mail arriving in several
mail divisions, keeping in mind Customs goal of processing all foreign
mail at the port of first arrival. As a result, it was possible to phase out
20 small Customs mail examination units and to improve the efficiency
of the 25 remaining units.

. Organizational changes—The Office of Planning and Research was
established in April 1967 to provide Customs with a research and
long-range planning capability and to direct Customs participation
in the planning-programing-budgeting system.

Plans have been completed for a Customs-wide information system,
which when installed will provide workload statistics, cost and man-
hour data for about 40 Customs functions on a monthly basis. This in-
formation will enable Customs to implement its Treasury-approved
program structure and will be the basis for the planning-programing-
budgeting system; '

Among the studies underway are a special one to determine the best
way of systematically sampling formal entries at various stages of
handling, a study of the feasibility of automating the formal entry
process, and a study to determine the optimum level of Customs mail
examination,

A new division was established in the Office of Administration to
manage the Bureau portion of the Customs-Immigration border con-
struction program; to direct and advise on the procurement of furni-
ture and equipment; and to administer Customs space requirements
and utilization programs in all Customs-occupied buildings.

Customs Information Exchange.—A survey to improve the Customs
Information Exchange function resulted in the transfer of the printing
and forms distribution responsibility from Bureau headquarters to the
New York regional office.

Bureau operations

Collections.—Revenue collected by Customs during fiscal 1967
reached an alltime high of $2.7 billion, an 8.5 percent rise over 1966.
This included customs duty collections, excise taxes on imported
merchandise collected for the Internal Revenue Service, and certain
misecellaneous collections. Collections and payments by customs re-
gions and districts are shown in table 22. The major classes of all
collections made by the Customs Bureau are shown in table 23. The
cost of collecting each $100 was $3.27, compared with $3.55 in fiscal
1966. .
Carriers and persons entering.—More than 202 million persons were
subject to customs inspection during fiscal 1967, a 5.2 percent increase
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in persons arriving and a 5.4 percent increase in carriers over fiscal
1966, as shown in tables 88 and 89. :

Entries of merchandise—Both the volume and value of imports
continued to climb, with the value reaching $26.5 billion in fiscal
1967 compared with $23.3 billion last year, an increase of 13.3 per-
cent. The volume and type of entries handled during the last 2 fiscal
years are shown in table 86.

A total of 37.8 percent of all imports entering the United States
during the year were duty free and included commodities imported
free for Government stockpile purposes or authorized for free entry
by special acts of Congress. The remaining 62.2 percent were sub-
ject to duty.

Inwvoices.—The number of invoices filed totaled 3,580,159, an in-
crease of 10.5 percent over the previous year. The backlog of unap-
praised invoices on hand with the commodity teams of around 318,000
on June 30, 1967, represented a decrease of 27.8 percent from the
end of fiscal 1966. :

Audits.—Under the internal audit program covering the 50 States,
the Virgin Islands, and Puerto Rico, 107 internal reports, 44 wool
company audits, and 257 reports covering customhouse brokers were
made. Thirty-six statistical reports on verification of formal entry
liquidations were made available to regional commissioners each
quarter.

Liquidations.—The backlog of unliquidated entries, including those
awaiting reliquidation, was reduced from 1,380,950 to 981,876 during
fiscal 1967. The largest reductions occurred in Regions I (Boston),
II (New York), ITI (Baltimore), and IX (Chicago).

Protests.—Protests filed by importers against the rate and amount
of duty assessed and appeals for reappraisement filed by importers
who did not agree with the customs officers on the value of mer-
chandise are shown in the following table.

Percentage

Protests and appeals 1966 1967 increase, or
decrease (—)
Protests:
Filed with collectors by importers (formal)______....._..... 55, 500 68, 260 23.0
Filed with collectors by importers (informal)_._._.....__.... 69, 070 78,189 13.2
Appeals for reappraisement filed with collectors.....__..__.__. 28, 908 23, 907 -17.3

Drawback.—The total drawback allowance paid during fiscal 1967
amounted to $42,626,641, as reflected in table 87. Drawback allowance
on the exportation of merchandise manufactured from imported mate-
rials amounts to 99 percent of the customs duties paid at the time
goods are entered. '

On the basis of a study made during the year action was taken to
expedite the administration of drawback claims. Drastic improve-
ments are expected in the Customs paperwork due to the elimination
of 16 forms and the combining of 13 forms into four.

Ezxport control.—The following table compares export control during
the last 2 years. »

277-468—68——7
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Percentage

" Activity 1966 . 1967 increase, or
decrease (—)
Export declarations authenticated ... - 5, 555, 312 5,247,490 —5.6
Shipments examined. .__..__..____ 417,254 386,477 . =14
Number of seizures. .. 339 230 —-32.2
Value of seizures. _....... $747, 544 $192, 703 —74.2
Export control employees ...................................... ’ 223 226 1.3

Entry, clearance, and use of vessels.—The following table compares
entrances and clearances of vessels for fiscal years 1966 and 1967.

Vessel movements 1966 1967 Percentage
: increase
Entrances: .
Direct from foreign ports. ... iao.l 50, 159 51,189 2.1
Via other domestic ports. . ... o oeioiiiameaas 40,797 42, 880 5.1
3 7 3 s S IR 90, 956 94, 069 3.4
Clearances: ‘
Direct to foreign ports_ ... ... ..ol 47,734 49,737 4.2
Via other domestic ports. ... ... 36, 795 43,476 18.2
L S SN 84, 529 93,213 10.3

Wool imports.—Supervision of ‘wool arrivals was continued with
9,620 reports of wool importations reviewed to assure uniformity in
the identification, grade, condition, and yield of the wool. An addi-
tional 685 samples‘of wool wastes, ‘man-made fibers and wastes, and
cotton wastes also were examined.

Quotas.—Liast year 102 absolute and tariff-rate quotas on 20 dif-
ferent commodities were imposed under specific Presidential procla-
mations and legislation, plus 5 quotas imposed under the Philippine

Trade Agreement Revision Act of 1955.
- A total of 227 import quotas on cotton textiles and cotton textile
products manufactured or produced in various countries also were
administered.

Coffee imported from nonmember countries of the International
Coffee Agreement became subject to quota on November 15, 1966.
This required the administration of 7 absolute quotas, as the quotas
were allocated to 6 specific nonmember countries, plus a “basket”
quota.

Penalties.—Decisions were made on 1,105 penalty cases in 1967. A
total of $99,036 was paid to 55 informers for a recovery of more than
$903,000 to the Government. v

The amount of penalties assessed for violations of customs and
related laws more than doubled the 1966 figure.

Penalty cases, fiscal year 1967

Full
Type of case Number statutory
. liability of
violators

Penalty and forfeiture. . 942 $67, 443, 445
Liquidated damages. ... 163 3, 683,015

] O UIN 1,105 71,126, 460
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Net liability imposed by penally decisions, 1966 and 1967

Type of case 1966 1967
Penalty and forfeiture Cases. . .. .o oo oo e $l; 482, 140 $3,800,798 -
Liquidated damages. ... ..o oo e e emen 90, 618 201, 349
) 7 1,572,758 4,002, 147

Prohibited and restricted importations.—A total of 239 trademarks,
trade names, copyrights, and assignments were recorded and 21
patent surveys were initiated or renewed. Approximately 260,000
pieces of screened mail contained lottery tickets, while 65,000 mail
parcels were detained as obscene.

There were several judicial developments during the year on the
obscenity statute. There were successful prosecutions at the district
level for a variety of picture magazines involving nudity. However,
a number of U.S. Supreme Court decisions reversed previous convie-
tions in sex-oriented paperbacks, “stag’” type films, and magazines
featuring nudity. A

Dumping and countervailing duty cases.—Nine dumping cases were
received and 13 closed. A total of 17 cases remained on hand at the
end of the year. One finding of dumping was issued.

A “countervailing duty order was issued covering transmission
towers from Italy.

" Tariff classification.—Over 8,700 written replies to inquiries on
tariff classification of merchandise were made. Of these, 775 were of
sufficient importance to be published as summaries of Bureau rulings
in the “Customs Bulletin.” The time required to process and issue
classification rulings was shortened during the year. Regulations
also were issued covering the free entry of educational, scientific,
and cultural materials under Public Law 89-651, approved October
14, 1966, which implemented the Florence Agreement. Applications
for free entry of 159 scientific instruments and apparatus were
processed.

Marine.—The functions pertaining to the admeasurement of vessels,
documentation of vessels, publication of master vessel registers,
registration of stack insignia, and shoreside port security were trans-
ferred from the Commissioner of Customs to the Commandant, U.S.
Coast Guard, effective February 24, 1967, by Treasury Department
Order No. 167-81.1

Algeria, Rumania, Singapore, and Syria were added to the list of
countries whose vessels are exempt from the payment of special
tonnage taxes and light money.

Foreign Customs assistance.—Eight customs employees began in-
tensive training as Foreign Customs Reservists for placement overseas
as Customs advisors. During fiscal 1967 one Customs advisor was
assigned to Panama, six were stationed in Colombia, and a three-man
team was in Chile. Four men were assigned to Argentina, two to
Costa Rica, three to Liberia, and two to Afghanistan. The largest
concentration was in Vietnam where 25 men were stationed.

1 See exhibit 72.
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In addition, general customs surveys were conducted in Ethiopia,
the Philippines, Korea, El Salvador, and Vietnam. Customs labora-
tory surveys were completed in Panama and in five Central American
countries. A total of 104 participants from 29 countries observed U.S.
Customs operations and participated in orientation programs at
Bureau headquarters and various ports of entry throughout the
country. ' : .

Laboratory.—Chemists of the Division of Technical Services
analyzed 143,577 samples during 1967. Although most of the labora-
tory work covered import samples, 11,125 samples were tested from
customs seizures, mostly narcotic drugs. Claims for drawback of duty
on exported goods required comparisons or verification in 150 in-
stances; and 1,163 testings were made of preshipment items to develop
facts on which to base tariff classification of new goods intended for
shipment to this country. A total of 7,854 items were tested for other
Government agencies. : o

During the year chemists spent 2,318 man-hours in court as wit-
nesses in narcotic and tariff classification cases of an exacting and
complex nature. ,

New Orleans handled an increase of 7,500 samples over last year
and lowered their average cost per sample from $5.43 in 1966 to
$4.54. An alltime record of 5,059 samples were received in June. Ores
and minerals samples processed at New Orleans increased by 2,600,
The tests established that many thousands of tons of fluorspar were
dutiable at the rate of $8.40 per ton instead of $2.10 per ton.

The reassignment of work for the El Paso and New Mexico ports
from the Los Angeles laboratory to the one in New Orleans helped

eliminate the oreé-sampling backlog in the California laboratory.
* Work was underway at the fiscal yearend on a method to analyze
multicomponent blends of textile fibers, a rapidly developing problem
in the classification of textile materials. Another task in progress is
the rewriting and modernizing of customs laboratory methods of
analyses in light of new commodity breakdowns contained in the
Tariff Schedules of the United States. :

Several new techniques were developed in Baltimore for analyzing
imports with specific problems, such as chrome ore, zinc concentrates,
and the field testing of marihuana. A new improved field test kit for
LSD was to be ready for inspectors during the fall of 1967.

Laboratory personnel participated in training courses, LSD semi-
nars, and an infrared spectroscopy course arranged by a U.S. corpora-
tion. An article prepared in Baltimore on the analysis of LSD, the
controversial hallucinogenic agent, was accepted for publication in
the Bulletin on Narcotics, United Nations, vol. XIX, No. 3, July-
September 1967. .

Construction projects.—The joint Customs and Immigration border
construction program for the year included the completion of nine
residences and three stations, with an additional seven residences
under construction. Contracts were awarded for two border stations,
three residences, and one underground storage tank.

Cooperative projects between Customs and the General Services
Administration included the completion of the Los Angeles-Long
Beach customhouse and the Grand Portage, Minn., border station.
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Three Texas border stations were about half completed at the fiscal
yearend.

Personnel.—Regional personnel offices became fully operative dur-
ing the year as they acquired experienced position classifiers and
training officers. Specific program objectives were established and
personnel management actions are being systematically reviewed
during regional surveys. ’

The headquarters personnel staff was strengthened to permit
development of better recruiting techniques needed to fulfill field needs.

Progress was made throughout the Service in revising a majority of
the position descriptions to accommodate reorganizational changes.
The import specialist occupation was approved by civil service to
replace the former entry officer, liquidator, and examiner positions.

There was an increase in requests for recognition by unions. Several
elections were administered and the Bureau’s first basic and supple-
mental contract providing for exclusive recognition was negotiated.

Incentive awards—The Servicewide program reflected increased
participation by Customs employees everywhere. There were 1,968
suggestions submitted, 398 of which were adopted, representing an
increase of 192 percent in adopted suggestions over fiscal 1966. Two
Customs employees were nominated as “Economy Champions” by
the Civil Service Commission for their combined suggestion which
resulted in savings totaling $63,780.

Equal employment opportunity.—The Bureau continued its efforts
to provide equal opportunity for women, minority groups, and the
handicapped, as opportunities arose from the reorganization and
program innovations. A centralized information reporting and
" evaluation system was organized throughout the country. The
establishment of more community relationships by field offices down
to the port level also promoted the program.

Training.—The training program was given increased emphasis
both at headquarters and in the field. The Bureau’s executive training
plan was approved. A special on-the-job-training course for inspectors
ogﬁ imported merchandise was developed and furnished to regional
offices.

Four classroom courses were completed for customs port investiga-
tors and 60 employees finished courses for import specialists.

The management intern program made six interns available for
positions in the Service; special training was given many employees on
the planning-programing-budgeting system; and the Youth Oppor-
tunity Corps was expanded for the summer.

The following training guides were developed cooperatively between
the Training and Career Development Section of the Bureau and
regional field offices: “Fundamentals of Duty Assessment,” exploring
all aspects of import specialization; “Instructors Guide,” using the
“Fundamentals of Duty Assessment’’ as a basis, was developed; and
© the “Instruction Guide for Examination,” prepared in Houston as an
]s;id'in the examination of merchandise, was adopted on a nationwide

asis.

Improved services to brokers, importers, and carriers.—The fiscal year
1967, the first full year of reorganized operations, brought improved
service to the public. The faster clearance of merchandise and the
speedier processing of customs paperwork were outstanding benefits.



72 1967 REPé)RT OF THE SECRETARY OF THE TREASURY

The prereview of entries by the commodity teams has made it
possible for many ports to process over 80 percent of their entries
without further change. Differences of opinion between customs and
the importer can: be resolved quickly, and the number of refunds or
increases in duties has dropped.

The “immediate delivery”’ procedure has been established wherever
possible throughout the country and has speeded the release of cargo
from docks and airports.

The transfer of responsibility for physical examination of mer-
chandise from commodity teams to inspectors and samplers resulted
in a decline in the cartage of examination packages to the public
stores. Importers now receive faster. delivery of their cargo and the
Government benefits from the simplified procedures.

Express lines for vessel passengers were created in New York to
expedite service to passengers able to carry their own luggage to the
customs area. ‘

Special committees were organized in each Customs region to create
better understanding and closer cooperation between importers,
brokers, carriers, and others engaged in the import-export business.
Frequent meetings proved beneficial in the solving of mutual problems.

An ambitious program was launched in the Chicago region to
improve the quality of entries presented. Training material for
brokers and leading importers was based upon a careful analysis of
problem areas. A kit containing the following pamphlets was as-
sembled and distributed: “Guidelines for New Employees of Customs
Brokers;” “Glossary of Terms for Foreign Trade and U.S. Customs;”
“Frequent Causes of Change Entries;” ‘ ‘Rejected’ Entries Cost
You Money;” and “How Customs Automatic Data Processing Will
Affect You.”

Public information and publications.—New guidelines were prepared
for regional, district, and port information officers with suggestions
for reaching larger audiences via exhibits, press releases, and special
projects. f

A major project was the concentrated program to inform U.S.
residents planning to attend Expo 67 of theiwr customs privileges and
restrictions. A special 4-page leaflet of questions and answers was
distributed by both Canadian and United States customs officers
along the northern border; around 1,000 radio and TV spot announce-
ments with color: slides, plus local newspaper items, received wide
coverage and encouraged travelers to ‘“know before they go” by
making use of our publications to speed their return through Customs.

Four new and seven revised pamphlets were issued to meet the
sharp rise in travel and international trade. Six of these were printed
in foreign languages. A “do’s and don’ts” poster was reissued for use
by airlines, steamship companies, and travel agencies.

Private aviators received assistance in making entry and clearance
of their planes through Customs from a booklet “‘Customs Guide for
Private Flyers,” published by the operations staff,

The output of news releases, magazine articles, TV and radio
interviews, idea sheets, and speeches showed a marked increase
throughout the country to help the public understand the Customs
mission. : '
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Investigative activities

The Customs Agency Service is the primary enforcement arm of
the Bureau. During the year, offices of resident agents were opened
in Atlanta, Ga., and Corpus Christi, Tex. The office at Port Arthur
was transferred to Beaumont, with a resident agent instead of a
customs agent in charge. The offices at Pembina, N. Dak., and Great
Falls, Mont., also were changed to resident agents. An additional
agent was stationed in Mexico City and two agents were added at
Rouses Point, N.Y. :

Major improvements were made in the agency system of radio
communications. Mobile units several years old were replaced with
current models, while more powerful units were secured for New York
and Miami. The utilization of the Federal Telecommunications System
made it possible to do away with the former teletype operation in

. regional offices. The system for submitting and distributing suspect -
and violator index cards also was streamlined and improved.

Investigations completed.—The number and types of cases in-
vestigated under customs, navigation, and related laws enforced
byblCustoms increased 9.7 percent over fiscal year 1966, as shown in
table 91.

Enforcement regions.—The regions -along the Mexican border
continued to generate a large number of criminal cases. In the Houston
region which includes Texas and New Mexico, there were 872 arrests
and 320 convictions. There were 1,994 arrests and 717 convictions in
the Los Angeles region which covers Arizona and California.

Arrests.—The following table shows the number of arrests and
dispositions during the last 2 fiscal years.

. Fiscal years Percentage

Activity increase, or

1966 1967 decrease (—)
Personsunder or awaiting indictment at - 1,109 1,382 24.6
ATTeSES. o el - 2,522 . 3,374 33.8
Turned over to other agen - 639 1,009 57.9
Prosecutions declined._._. . 348 464 33.3
Not indicted. .- eicicacmcaen 17 - 12 —20.4
Convictions_____._________ 1,094 1,137 3.9
Dismissals and acquittals. .- - 126 179. 42.1
Nolle prossed. .. .enn.noee oo meeeecean L - 25 78 212.0
Persons under or awaiting indictment at end of year. . 1,382 1,877 35.8

Seizures, general.—A total of 5,638 seizures, aside from narcotics
and marihuana, were made during the year.

Seizures, narcotic and marithuena.—Opium was encountered in no
more than token quantities throughout the year. However, cocaine
in lots of 1 ounce to 6 ounces appeared along the California border
more frequently than heretofore. Three large seizures also were made
from travelers arriving in Miami by air.

The Mexican border provided numerous moderate-size seizures of
heroin and New York several large ones. With the exception of a
17.8-ounce lot seized at Andrade, Calif., in an undercover case, all
the substantial lots of heroin along the southern border were encoun-
tered in Texas, apparently coming from suppliers across the border
from Eagle Pass and Roma.
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The largest individual seizure or the year was made by Customs
port investigators on plainclothes motor patrol on the Brooklyn water-
front where 21 pounds, 12 ounces of 97.9 percent pure heroin were
taken from a seaman on a French vessel and his partner, another
French seaman, who had just arrived in New York by air. Part of
the contraband was found on their persons, part on the vessel, and
part in a car rented by the seaman who arrived by air. One was
sentenced to 15 years and the other 7 years. Two weeks later, when an
English professional criminal arrived from Paris by air carrying a
false British passport, a customs inspector found a hidden compart-
ment in his suitcase containing eight packages of 97.9 percent pure

- heroin, weighing 11 pounds and packed in the same manner as that
seized from the two French seamen. He pleaded guilty and received
a 15-year sentence.

The most striking development in the customs enforcement field
during the year was the increase in seizures of marihuana from 10,411
pounds in 1966 to 26,313 pounds in 1967. Not long ago a 100-pound
seizure of marihuana was regarded as an event of major significance.
In fiscal 1967 there were 87 seizures totaling 19,229 pounds, or an
-average of 211 pounds each. Seven seizures, totaling 1,657 pounds,
were made in Texas, including seizures of marihuana followed from
there to other places; three totaling 543 pounds in Arizona; and 27
totaling 17,029 pounds in California. Thirty-one seizures totaling
6,526 pounds were made as the result of information received; 56
totaling 12,703 pounds were made without previous information.

The following table compares narcotic and drug seizures during
1966 and 1967. :

. Fiscal years Percentage
Seizures increase, or
1966 1967 decrease (—)
Narcotic drugs (weight in grams):
2 o) IR 7,959 35,323 343.8
Number of §elzures. oot ciciiaiccaaan 2 225 23.6
Rawopiom...___......__. - 2,036 —18.4
Number of seizures_....... - 7 9 28.6
Smoking opium............_. - 2,400 —93.1
Number of seizures._ . -- 5 7 0. 0
Others. ... ... P A 18, 304 —9.8
Number of seizures....... . 3 291 -7.0
Marihuana:
Bulk (grams)_.__._._.___. - 11,935, 431 152.7
Number of seizures_....... 699 1,081 54.6 -
Cigarettes (number) . _....... 1,829 102.3
Number of seizures. -« oo o oemmoe oo 334 74.9
1 Revised.

Seizures, merchandise.—Customs seizures of merchandise through-
out the country for violations of laws enforced by the Customs Agency
Service increased 20.2 percent in the number of seizures and 72.4
percent in the appraised value, compared with fiscal year 1966.
Details of these seizures by number and value are shown in table 90.

Foreign trade zones

Customs duties and internal revenue taxes collected during fiscal
1967 in the nine zones in operation amounted to $10,303,304. Although
a grant establishing a new zone, No. 10, at Bay County, Mich., was
issued on September 12, 1966, there was no activity in that zone
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during the year. Zone No. 9, at Honolulu, completed its first full
year of business.

Although the number of entries received in the nine zones decreased
by 6.2 percent, with seven areas showing decreases, there were sub-
stantial increases in other zone business to offset this. ,

The following table summarizes foreign trade zone operations
during fiscal 1967.

Received in zone Delivered from zone Duties and
Number internal
Trade zone of entries Long Long revenue
tons Value tons Value taxes

collected
New York_ . ______....__... 4,819 19,057  $41,851 064 21,059  $41, 302, 606 $6, 618, 095
New Orleans_____... - 3,249 39, 480 21, 410, 765 27, 080 19, 883, 212 , 836
San Francisco 8,311 3, 646 6, 050, 598 3,024 4,467,254 418, 397
San Francisco (subzone). .. 661 184 1,101, 238 123 757,012 226, 748
Seattle ... ... 566 702 1, 689, 143 607 1,497,742 172,960
Mayaguez. . ......... . 322 348 798, 633 412 1,773,284 63,734
Penuelas (subzone) 17 393,383 6, 529,448 231,059 11,079,804 215, 589
Toledo. - cooemeennann 155 20, 546 7,624,822 25, 306 8,945,878 1,966, 680
Honolulu-..coooineoeaan 793 1,236,406 1,743,251 952,329 1,362, 501 . 95, 265

Cost of administration

Customs operating expenses amounted to $91,646,829, including
export control expenses and the cost of additional inspection reim-
bursed by the Department of Agriculture. :

The following table shows man-year employment data in the fiscal
years 1966 and 1967.

Operation . Man-years Man-years Percentage
1966 196’ increase

Regular customs operations:

Nonreimbursable 8,091 8,003 ... .......
Reimbursable 1. i iicaeecaeean 401 408 1.7
Total regular customs employment ... ... ... ... 8,492 8, 501 .1
Export control - ool 22 226 1.3
Additional inspection for Department of Agriculture._ T 251 262 4.4
Total employment. .. ..o cueaean i ccaacaaana 8, 966 8,989 .3

1 Slala,ries reimbursed to the Government by the private firms who received the exclusive services of these
employees.

Office of Director of Practice

The Office of Director of Practice is a part of the Office of the Secre-
tary of the Treasury and is under the immediate supervision of the
General Counsel. The Director of Practice institutes and provides
for the conduct of disciplinary proceedings against attorneys, certified
public accountants, and enrolled agents who are alleged to have
engaged in disreputable conduct or who are alleged to have violated
the rules and regulations regarding practice before the Internal
Revenue Service. _

Pursuant to revisions to Treasury Department Circular No. 230
(31 CFR, Pt. 10), effective September 13, 1966, the function of
receiving and acting upon applications for enrollment to practice
before the Internal Revenue Service as taxpayers’ agents was trans-
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ferred from the Office of Director of Practice to the Commissioner
of Internal Revenue. Prior to such transfer, during the period July 1,
1966, through September 12, 1966, the Director of %’ractice denied one
application for enrollment. Fourteen applications awaiting review
were transferred to the Commissioner of Internal Revenue in accord-
ance with Treasury Department Order No. 1754.!

On July 1, 1966, there were 164 cases under evaluation in the Office
of Director of Practice, which involved derogatory information related
to practice before the Internal Revenue Service by attorneys, certified
public accountants, and enrolled agents. During the fiscal year, 109
new derogatory information cases were received. Disciplinary action
was taken in 48 cases, either by this Office or by order of a héaring
examiner. These 48 actions affected 17 attorneys, 22 certified public
accountants, and nine enrolled agents. During the fiscal year, five
proceedings for disbarment or suspension were initiated before a
hearing examiner, Decisions were rendered in four of these cases. In
addition, two cases were carried over on the examiner’s docket from
the previous fiscal year. In two cases involving attorneys, the examiner
issued an initial order for disbarment. In two other cases, an order of
suspension was imposed upon a certified public accountant and an
enrolled agent. One case which had been heard by the examiner and
which was awaiting decision at the end of fiscal 1966 was dismissed
by the examiner. As of June 30, 1967, two cases were awaiting presenta-
tion before a hearing examiner and 76 were pending while under active
review and evaluation.

Prior to the revision of Treasury Department Circular 230, the
Director of Practice, pursuant to Revenue Procedure 64-47, exercised -
an appellate jurisdiction over determinations by district directors
denying to unenrolled preparers of returns the privilege of limited
practice before the Service. As of July 1, 1966, four such appeals were
awaiting final decision. These were resolved prior to September 13,
1966. '

Office of Domestic Gold and Silver Operations

The Office of Domestic Gold and Silver Operations, in the Office of
the Under Secretary for Monetary Affairs, assists the Under Secretary
in the formulation, execution, and coordination of policies and pro-
grams relating to gold and silver in both their monetary and com-
mercial aspects. The Office administers the Treasury Department
gold regulations relating to the purchase, sale, and control of industrial
gold, gold coin, and gold certificates; issues licenses and other authoriza-
tions for the use, import and export of gold, and for the importation
and exportation of gold coin; receives and examines reports of opera-
tions; investigates and supervises the activities of users of gold; and
administers the silver coin regulations relating to the melting, treating,
and export of silver coins of the United States. Investigations into
possible violations of the gold regulations and the silver coin regula-
tions are coordinated with the U.S. Secret Service, the Bureau of
Customs, and other enforcement agencies.

1See exhibit 72,
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Gold

Purchases of gold for indusirial use from the Treasury.—The gross
sales of gold for industrial use by the Treasury increased in the
calendar year 1966 to 5,584,512 fine troy ounces, as compared with
4,691,485 fine troy ounces in calendar year 1965, 3,665,245 ounces
in calendar 1964, and 3,068,345 ounces in 1963.

Gold coin licensing.—The volume of requests for the importation of
gold coins and the cases involving coins acquired abroad without
license by uninformed tourists, continued to be large.

End uses of gold—End-use certificates with detailed information
concerning the end-use of gold were in effect through the calendar
year 1966. The estimated allocation by use for 1966 is shown in the
table below.

Estimated allocation of gold by use for the calendar year 1966

- Fine troy Dollars,
ounces. basedon$35  Percent
per ounce
Jewelry and artS. ..o .o me e e 3,758,502 131, 547,570 62
D) T I 424,347 14,852,145 7
Industrial, electrical, and electronics, including space and ’
AOLOISO . - o oo e 1,636,767 57,286,845 27
Other industrial, inctuding space and defense. ... ._.._.._.. 242, 484 8, 486, 940 4
6] 7Y S 6,062,100 212,173, 500 100
Silver

Commencing in 1963 when the market price of silver reached the
U.S. monetary value of silver, $1.294- per fine troy ounce, the Treasury
made silver available to the market at $1.29-4 per ounce through
redemptions of silver certificates and sales of free silver. On May 18,
1967, such sales of silver to buyers other than domestic industrial
users were discontinued.! Also, under the authority of the Coinage
Act of 1965 prohibitions were invoked on the melting, treating, and
export of silver coins. ’

On June 30, 1967, $150 million in silver certificates were written off
pursuant to Public Law 90-29, approved June 24, 1967,% and approxi-
mately 116 million ounces of silver formerly held as reserves against
such silver certificates were transferred to the Treasury balances
of free silver.

Bureau of Engraving and Printing

The Bureau of Engraving and Printing is responsible for manu-
facturing U.S. paper currency, various public debt instruments, and
most other evidences of a financial character issued by the Govern-
ment, such as postage and internal revenue stamps, food coupons,
and military payment certificates. In addition, the Bureau prints
cominissions, certificates of awards, permits, and a wide variety of
other miscellaneous items. The Bureau also executes certain printings
for various territories administered by the United States.

1 On July 14, 1967, sales of silver at the $1.29-} price were discontinued and since that time sales of Treasury
free silver have been conducted by the General Services Administration as agent for the Treasury at going

market prices on a eompetitive sealed bid basis.
2 See exhibit 71,
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Management attainments

The Bureau has continued to expand its program of converting
the printing of currency to the dry intaglio process, 32 notes to the
sheet. During fiscal 1967, the four sheet-fed rotary presses acquired in
1965 were refined, with resultant increased productivity and reduced
spoilage. The average cost of producing currency decreased from $8.42
per thousand notes in fiscal 1966 to $8.14 in 1967. The number of
currency notes converted to printing on the high-speed 32-subject
presses was increased by 78,592,000 notes, which contributed to this
decrease in the unit cost. This conversion represented additional
annual recurring savings of $273,500 in fiscal 1967. Complete conver-
sion to the high-speed dry process of printing currency is anticipated
by the close of fiscal 1968. The actual cost of $8.14 for fiscal 1967
represents the lowest unit cost rate for the production of currency
since 1951, the year in which new impetus was given to the Bureau’s
modernization program.

During fiscal 1967 the Bureau realized the additional annual savings
of $10,330 anticipated last year from conversion in the method of
printing Puerto Rican bottle strip stamps' from sheet-fed flatbed
presses to high-speed rotary web-fed presses initiated in fiscal 1966.
Additional annual savings of $18,000 accrued to the Bureau from
utilization of its new tour facility which was opened for visitors in
fiscal 1966. ‘

During fiscal 1967 the Bureau completed its program for conversion
of the printing of Treasury bills from the wet to the dry method on
high-speed press equipment. Treasury bills are the largest single item
requisitioned by the Bureau of the Public Debt. Recurring annual
savings of $208,000 were realized in 1967 from this changeover.

The procedure for manufacturing the green ink used in printing
currency backs was recently changed. The new procedure involves
processing much 'larger quantities, using an ink pump to transfer
the ink to the mills, and milling once instead of three times. Annual
recurring savings -of $10,000 are estimated to accrue from this action
beginning with fiscal 1967.

The craft training opportunities program initiated in the 1966 fiscal
year was intensified and extended to cover additional crafts in the
printing, binding, and maintenance trades and crafts categories. The
success of this program resulted in the advancement of the equal
employment opportunity program and an atmosphere of cooperation
and acceptance by all persons concerned.

During the year, the Bureau has been actively engaged in over-
printing an invisible phosphor coating on postage stamps to activate
the sensing mechanism of Post. Office equipment designed to speed
the sorting and distribution of mail. Complete conversion has been
accomplished for the denominations and types of stamps designated
by the Post Office Department. Much research work has gone into
developing suitable phosphor ink for the postage stamps and proper
press equipment for monitoring the application of this ink.

In the interest of maintaining efficient and economical operations,
the Bureau has carried on intensive research, engineering, and devel-
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opment activities and a continuing program of production and
quality control studies. v

Fiscal, administrative, and production areas have been audited
by the Bureau’s internal auditors. There were 32 audit recommenda-
tions outstanding at the beginning of fiscal 1967. Seventy-two reports
of audit, containing 61 recommendations for consideration by various
levels of management, were released. During the year 56 recom-
mendations were cleared, leaving 37 under consideration at the fiscal
yearend.

Through its excess property program, the Bureau received $5,078
from the sale of obsolete equipment and excess material. Equipment
and furniture valued at $32,507 were obtained at no charge, through
the Federal excess property utilization program:

Efforts were continued to encourage employee participation and
to maintain supervisors’ enthusiasm in the employee suggestion
program. The Bureau’s overall rate for suggestions adopted in fiscal
1967 was 36.4 percent (as compared with the national average of
24 .4 percent for the calendar year1966), with 15.78 suggestions received
for each 100 employees. Estimated annual recurring savings of $39,009
and one-time savings of $300 will accrue to the Bureau as a result of
suggestions adopted in fiscal 1967. Performance awards increased in
the administrative areas with three of the Bureau’s top officials being
granted Treasury’s Meritorious Service Awards in recognition of the
sustained excellence of their work. Also, one-time savings of $46,672
were realized through the sustained superior performance of employees.

During the year, 1,260 Bureau employees participated in 69
in-Bureau training programs; 35 employees attended two programs
at the Department; 120 employees completed 29 interagency courses;
two employees attended a conference conducted by other Govern-
ment agencies; and 58 employees attended conferences, seminars,
and traming classes sponsored by non-Government organizations.

Through its continued special expenditure reduction -efforts, in
implementation of the President’s memorandum to Heads of Depart-
ments and Agencies, dated April 29, 1966, the Bureau realized annual
recurring savings of $21,539 and one-time savings of $88,642 in
fiscal 1967.

Total estimated savings from management improvement efforts
during fiscal 1967 approximate $580,378 on a recurring annual basis
and $135,614 on a one-time basis. All savings realized are applied
against the cost of products produced and are reflected in downward
adjustments in products costs and passed on to customer agencies.

New issues of postage stamps and deliveries of finished work

New issues of postage stamps delivered by the Bureau in fiscal
1967 are shown in table 92. A comparative statement of deliveries of
finished work for the fiscal years 1966 and 1967 appears in table 93.

Finances

Bureau operations are financed by reimbursements to the Bureau
of Engraving and Printing fund, as authorized by law. Comparative
financial statements follow.
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Statement of financial condition June 30, 1966 and 1967

Assets June 30, 1966 June 30, 1967

Current assets:
Cash:

$100
With the Treasury._. 6, 586, 523 $5, 540,167
Accounts receivable Y. ... 1, 855, 730 2,042,903
! 5

Inventories: 2
Finighed goods.._. 240,979 2,108,080 -
Work in process.. 3, 654, 609 3,813,874
Raw materials_. 931,956 1,260, 832
1,120,413 1,215,127
95,731 157,317

Total current assetS.ot—... e 15, 386, 041 16,138, 300

Fixed assets:3
Plant machinery and equipment _

- 24,370,485 22,400,970
7

Motor vehicles_. .. 6, 742 160,
Office machines.__.... 266, 420 2786, 905
Furniture and fixtures_ - ... 501, 705 459,933
Dies, rolls, and plates......_ . ... - 3,955, 961 3,955, 961
Building appurtenances_ ... ... ... _..._.. - 3,519,764 3,399, 562
Fixed assets under construction ... ... 145,343 41,472
1Y N P 32,916, 420 30, 695, 547
Less accumulated deprepiation ........................................... 16, 558, 350 15,923, 659
B 0] U SR 16, 358, 070 14,771,888

Excess fixed assets (written down to 20 percent and 30 percent of book

value, 1966 and 1967, respectively) . . . ... ... ... 6,451 4,343
Total fixed 8888t oo me i i icicicienans 16, 364, 521 14,776,231
Deferred Charges. - . oo e 114,417 85, 523
Total assets 31,864, 979 31,000, 054

Liabilities and investment of the United States

Liabilities:
Accounts payable 4. ... ... R $2,061, 571 $1,816, 017
Accrued liabilities:

. 1,684,881 931, 510
1,864,408 1,861,391
140, 432 160, 748
935, 334 1,155,462
2,259 ’ 343

Total liabilities &

Investment of the U.S. Government:

6, 688, 885 5,925,471

Appropriation from U.S, Treasury . - .. oo ieceeeeaas 3, 250, 000 3, 250, 000
Donated assets, net_.. . PO RPN 22, 000, 930 22,000, 930
1417:) I Sy 25, 250, 930 25, 250, 930
Accumulated earnings, or deficit (—) 6. ........_. - —74,836 —176, 347
Total investment of the U.S. Government____..____.___._......___.... 25,176,094 25,074, 583
Total liabilities and investment of the U.S. Government__ . _.___._._._. 31,864,979 31, 000, 054

1 Accounts receivable at June 30, 1966, included $134,242 representing the value of finished goods and work
in-process inventories destroyed as a result of a fire as well as miscellaneous expenses incurred in connection
thereto. The claim against the surety on the performance bond and the contractor engaged in the construc-
tion job involved in the fire was settled in full for $61,000 in June 1967. .

2 Finished goods and work-in-process inventories are valued at cost, including administrative and service
overhead. 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.

3 Plant machinery 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
appurtenances are valued at acquisition cost. The act of August 4, 1950 (31 U.S.C. 181a), which established
the Bureau of Engraving and Printing fund specifically excluded land and buildings valued at about
$9,000,000 from the assets of the fund. Also excluded are appropriated funds of about $6,784,000 expended or
transferred to GSA for extraordinary expenses in connection with uncapitalized building repairs and air
conditioning. As of June 30, 1967, fixed assets included $4,953,954 of fully depreciated items, principally

lant machinery and equipment and building appurtenances. Dies, rolls, and plates were capitalized at
uly 1, 1951, on the basis of average unit costs of manufacture, reduced to recognize their estimated useful
life: Since July 1, 1951, all costs of dies, rolls, and plates have been charged to operations in the year acquired.

4 Accounts payable at June 30, 1967, include $1,211,000 representing payments withheld from contractors
pending satisfactory performance of press equipment purchases.

s In addition, outstanding commitments with suppliers for unperformed contracts and undelivered
purchase orders totaled $6,330,312 as of June 30, 1967, as compared with $5,555,669 at June 30, 1966.

¢ The act of August 4, 1950, provided that customer agencies make payment to the Burea at prices deemed
adequate to recover all costs incidental to performing work or services requisitioned. Any surplus accruing
to the fund in any fiscal year is to be paid into the general fund of the Treasury as miscellaneous receipts
except that any surplus is applied first to restore any impairment of capital by reason of variations between
prices charged and actual costs.
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Statement of income and expense, fiscal years 1966 and 1967

Income and expense : 1966 1967
Operating revenue: Sales of engraving and printing. .. .. ... .. ... .. $33,012,991  $33, 540, 752
Operating costs:
Cost of sales:

Direct dabOr. e eaicemeaean 13, 385, 424 13,919, 731

Direct materials Usead . oo oo iicca i ciiecciiccecacmaenaa 5,452, 800 5, 601, 621

Prime oSt oo i 18, 838, 224 19, 521, 352
Overhead costs:

Salaries and indirect labor. - .o oo cii s 9, 062,530 9, 263, 233

Factory supplies_. ... oo il - 1, 291, 091 1, 428, 698

Repair parts and supplies..o ..o coeoooioaoo.o 321, 614 316, 509

Employer’s share personnel benefits. ............. - 1, 548, 016 1, 666, 056

Rents, communications, and utilities . _......__...... - 546, 858 579, 145

Other serviees. . ... ... 342,999 455, 147
Depreciation and amortization. -

Gains (-}, or losses on disposal or retirement of fixed assets. , 306 20, 384
e 1088 oo el P, 783, 242
Sundry expense (Net) . e rceemcereenccamaccecranaanann 54, 615 103, 050
Total overhead. ... oo cecceiicacann 15, 107, 378 15, 967, 722
Total costs 1 e 33, 945, 602 35, 489, 074
Less:
Nonproduction costs:
Shop costs capitalized_ ... ... : 437,965 150, 381
Cost of miscellaneous services rendered other agencies.. ... __ 578, 633 570, 064
X S SN 1,016, 598 720,445
Cost of production. _...__. i mmeaiiaan R 32, 929, 004 34,768, 629
Net increase (—), or decrease in finished goods and work in process
inventories from operations._ . . .___..._ —143, 806 —1, 126, 366
Cost Of 8A1eS_ . - - oo oo cmacaas 32,785,198 33, 642, 263
Operating profit, or 1088 (=) - u e oo mi i i it 227,793 —101, 511
Nonoperating revenue: L .
Operamon and maintenance of incinerator and space utilized by other
. 487,433 496, 105
91, 200 73,059
578, 633 570, 064
Nonoperating costs:
Cost of miscellaneous services rendered other ageneies......_......._._._. 578,633 570,064
Net profit, or loss (—), for the year 2. . o iiiiiiiiiaiiaaans 227,793 —101,511 .

1 No amounts are included in the accounts of the fund for (1) interest on the investment of the Govern-
ment in the Bureau of Engraving and Printing fund, (2) depreciation on the Bureau’s buildings excluded
from the assets of the fund by the Act of August 4, 1950, and (3) certain costs of services performed by other
agencies on behalf of the Bureau.

2 See preceding table, footnote 6. -

Statement of source and application of funds, fiscal years 1966 and 1967

Funds provided and applied 1966 1967
Funds provided:
Sales of engraving and printing - _ . o ieeon $33,012,991  $33, 540, 752
Operation and maintenance of incinerator and space utilized by other 487,433 496,105
AZOINCIBS - . - et ieccmeceiecmcecceacemcaeean
Other direct charges for miscellaneous services. ......... eeemeeacemaman 91, 200 73,959
B ) SRR 33, 591, 624 34,110, 816

Less cost of sales and services (excluding depreciation and other charges not .
requiring expenditure of funds: Fiscal year 1967, $2,082,642; fiscal year

1966, $1,930,655 . . e m e 31,424,176 32,129, 685
B 1 ) PP 2,167,448 1,981,131
Sale of surplus equipment.._..._._..._.......... 15, 891 9, 508
Decrease in working capital 884,115 _______._....
Total funds provided . iiaeacs 3,067,454 1, 990, 639
Funds applied:
Acquisition of fixed 8856t .. oo i e iceciiciaccicaicaeann 3,036,264 394,916
Acquisition of experimental eqmpment and plant repairs and alterations
to be charged to future operations 31,190 80, 049

Increase in working capital - . .o cliciricace cmemmeeeea 1,515,674
Total funds applied. ... ocoo e e ceiiciiccacaeaacaanaaaaan 3,067, 454 1, 990, 639
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Fiscal Service
BUREAU OF ACCOUNTS

The Bureau’s functions are Governmentwide in scope and include
central accounting and financial reporting; disbursing for virtually all
civilian agencies; supervising the Government’s depositary system;
determining qualifications of insurance companies to do surety busi-
ness with Government agencies; a variety of fiscal activities such as.
investment of trust funds, agency borrowings from the Treasury, and
international claims and indebtedness; and Treasury staff representa-
tion in the joint financial management improvement program.

Management improvement .

Savings of $766,585 were realized during fiscal 1967 under the cost
reduction and management improvement program, attributable to
further improvements in technology and systems, realinement of
organization and staffing, and the benefits of continuing programs for
developing people in management and other skills,

Personnel

More than 65 percent of the Bureau’s field organizations were
covered by surveys to evaluate personnel management goals and
practices, with emphasis on achievements under the position manage-
ment system, Operation MUST (Maximum Utilization Skills and
Training) and the equal employment opportunity programs. These
were key matters on the agenda of a conference with regional managers
in the spring of 1967. With employee motivation as the conference
keynote, personnel topics were presented through a variety of media
including professional lecturers, case studies, workshops, and lectures
by personnel specialists, '

~ Central accounting and reporting

In fiscal 1967 computer printout was used for the first time as camera
copy for the “Combined Statement of Receipts, Expenditures and
Balances of the United States Government.” Considerable progress
has been made toward the ultimate goal of computer printout of
camera copy for Government-wide financial reports.

Other financial reporting improvements during the year, to more
fully disclose the operations of the Federal Government, include:
tables on sales of financial assets 1 the ‘“Treasury Bulletin” and
“Monthly Statement of Receipts and Expenditures of the United
States Government;”’ also, a new table on receipts from and payments
to the public, seasonally adjusted and unadjusted, in the “Treasury
Bulletin.” _

The manual for “Central Accounting for Foreign Currency Opera-
tions of the Federal Government’’ was submitted to the General Ac-
counting Office for approval.

Internal auditing ‘ .

During fiscal 1967 the audit staff conducted 14 financial audits.
Comprehensive management surveys were also performed in three
regional offices.

The regular annual audit was made on financial condition of surety
companies holding Treasury Certificates of Authority as acceptable



ADMINISTRATIVE REPORTS : 83

sureties (6 U.S.C. 8). Certificates are renewable each June 1 and a list
of approved companies (Department Circular 570, rev.) is published
annually in the “Federal Register.” As of June 30, 1967, a total of
250 companies held certificates.

General coordination and staff assistance were furnished for the
annual audit of the Exchange Stabilization Fund. Other audits made
of departmental activities included the Office of the Comptroller of the
Currency and unissued stocks of Federal Reserve notes. :

Disbursing operations

During fiscal 1967 the 11 disbursing offices in the Division of Dis-
bursement handled a combined workload of 422.4 million checks and
savings bonds and serviced over 1,300 administrative agency offices.
Total production for 1966 was 404.9 million items (including 17.3

million one-time retroactive social security checks). A number of
foreign service posts in the Caribbean and Far East were serviced by
the Washington and Manila offices, respectively. The Washington Dis-
gullising Center also processed a large volume of payments in Canadian

ollars.

"Installation of new equipment and procedures and continuous
management improvements increased employee productivity by 10.7
percent and reduced the average unit cost to 2.80 cents this year
(compared to 2.87 cents in fiscal 1966). Major improvements included
the following:

(1) Reorganization of field offices resulted in reduced strata of
supervision and staffing requirements without sacrificing quantity or
quality of production.

(2) Installation of a new computer system in one of the field
offices and redistribution of the two replaced systems permitted the
absorption of increased workloads and discontinuance of some EAM -
equipment. «

(3) Further machine refinement and improved operating tech-
niques made possible more savings for the Masterfax (a heat transfer
process) machines which were installed in eight field offices 2 years ago.

(4) The purchase of new inserting and sealing machines with
faster speeds enabled two offices to absorb increased workloads.

A number of agencies were provided special services, including
mailing attendance certification cards with some 2.5 million Veterans’
Educational Assistance checks; punching, printing, and mailing 1.8
million interest-earnings statements for the Bureau of the Public
Debt; printing and mailing 700,000 card notices for the Railroad
Retirement Board; and issuing nearly 934,000 Series E savings bonds
for the Bureau of the Public Debt to General Electric Co. employees.

A computer payroll system is now in operation in all five of the
computerized disbursing offices involved. Payroll services for the
Denver and New York regional disbursing offices are performed by
the Kansas City and Philadelphia disbursing centers, respectively.
Payroll accounting service is being provided for the Bureau of the
Public Debt in Chicago and for three installations of the Bureau of
Prisons, Department of Justice.

A highlight of the year was the release of a majority of the periodic
social security, public debt interest, VA educational assistance, and
tax refund checks to the post offices in ZIP Code presorted groups.

277-468—68——8
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Some 290 million checks a year are now in the presort system; this is
75 percent of the total potential. The Post Office Department esti-
mates savings which equate to $13 for every $1 additional expense
incurred in the disbursing operations to produce the presorted groups.

The following table shows a comparison of workloads for fiscal
years 1966 and 1967.

Volume
Classification
1966 1967
‘Operations financed by appropriated funds:
Checks: :
Social security benefits. ..o eiiicicacianaan 1228, 398, 709 234, 210, 636
Veterans’ benefits._.. - 68, 647, 928 64, 764, 251
Income tax refunds_ ... .. . el eaio.. - 45,311,179 48,991,354
Veterans’ national service life insurance dividends. - 2, 564, 406 5,793, 488
Other. o icceas - 41,156, 633 48, 656, 410
Savings bonds - 5, 588, 643 8, 623, 058
Adjustments and transfe; - 197,362 234, 836
Total workload financed by appropriated funds......ocoooooocaae 391,864,910 409,274,133
Operations financed by reimbursements: :
Railroad Retirement Board. ... . i iiiiicenmaoos 12,163,384 12,152, 696
Bureau of the Public Debt (General Electric Co. bond program)......._. 887,192 933,775
Total workload—reimbursable items__ .. .. . i iaao__ 13,050, 576 13,086, 371
Total workload .. i ciaccccciees 404,915,486 422, 360, 504

1 Includes 17.3 million one-time retroactive payments.

Deposits, investments, and related activities

Federal depositary system.—The types of depositary services pro-
vided and the number of depositaries for each of the authorized
services as of June 30, 1966 and 1967, are shown in the following table:

Type of service provided by depositaries 1966 1967
Receive deposits from taxpayers and purchasers of public debt securities,
for credit in Treasury tax and loan aceounts. . ..o coeoeeomaeoecoeoaman. 12,464 12,362
Receive deposits from Government officers for credit in Treasurer’s general
ACCOUIILS. - - - - oo oo e eeeiaeaan 1,101 1,373
Maintain official checking accounts of Government officers.............. - 6,101 6,863
Furnish bank draits to Government officers in exchange for collections....... 1,400 1,100

Maintain State unemployment compensation benefit payments and clearing
ACCOUMIES. - - . i iiiceieian 53 52
Operate limited banking facilities:
In the United States and its outlying areas. 265 248
In foreigm areas. . i e cmiiiaan 164 227

Investments.—Government trust funds are invested in special issues
of U.S. securities, marketable U.S. securities, participation certifi-
cates, and Govérnment agency securities,

During the year investments were begun for the Federal supple-
mentary medical insurance trust fund pursuant to Public Law 89-97,
approved July 30, 1965, and for the railroad retirement supplemental
account pursuant to Public Law 89-699, approved October 30, 1966.

Table 63 shows the holdings of public debt and agency securities
by Government agencies and accounts.

Loans by the Treasury—The Bureau administers loan agreements
with those Government corporations and agencies that have au-
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thority to borrow from the Treasury. Tables 109, 110, and 111 show
the status of such loans as of June 30, 1967.

Surety bonds.—Executive agencies are required by law (6 U.S.C.
14) to obtain, at their own expense, blanket, position schedule, or
other types of surety bonds covering employees required to be
bonded. The legislative and judicial branches are permitted by law
to follow the same procedure. A summary of this bondmg activity
of Government agencies follows:

Number of officers and employees covered on June 30, 1967___ 996, 785
Aggregate penal sums of bonds procured.. ... ___. $3, 614, 733, 300
Total premiums paid by the Government in fiscal 1967__.__._. $244, 621
Administrative expenses in fiseal 1967.___ _ . .________________ $60, 750

Foreign indebtedness

World War I.—Legislation relating to the agreement of May 28,
1964, between the United States and Greece concerning the refinanc-
ing of a portion of the Greek debt was approved November 5, 1966
(Public Law 89-766). For status of World War I indebtedness to
the United States see tables 104 and 105.

Credit to the United Kingdom.—The Government of the United
Kingdom made a principal payment of $59.7 million and an interest
payment of $68.2 million on December 31, 1966, under the Financial
Aid Agreement of December 6, 1945, as amended March 6, 1957.
The interest payment included $8.6 million representing interest on
principal and interest installments previously deferred. Through June
30; 1967, cumulative payments totaled $1,523.7 million, of which
$863.1 million was interest. An unmatured principal balance of
$3,089.4 million remains; interest installments of $262.6 million which
have been deferred by agreement also were outstanding at yearend.

Japan, postwar economic assistance.—The Government of Japan
made payments of $34.8 million principal and $9.1 million interest
on its indebtedness arising from postwar economic assistance. Cumu-
lative payments through June 30, 1967, totaled $149.8 million princi-
pal and $47.7 million interest, leavmg an unpaid principal balance
of $340.1 million.

" Germany, postwar economic assistance.—The Federal Repubhc of
Germany made principal payments of $199.5 million and interest
payments of $4.9 million which were the final payments on its in-
debtedness arising from post-World War Il economic assistance.
Cumulative payments through June 30, 1967, totaled $1,000.0 mil-
" lion principal and $223.4 million interest.

Payments of claims against foreign governments

The seventh installment of $2 million was received from the Polish
Government under the agreement of July 16, 1960, and a pro rata
payment of 4.297 percent on the unpaid balance of each award was
authorized.

The Foreign Claims Settlement Commission completed its ad]udl-
cations under the War Claims Act of 1948, as amended. The Treasury
received an additional $5,750,000 from the proceeds of the U.S. sale
of seized assets of German and Japanese nationals, including sums
realized from the sale of General Aniline & Film Corp. stock. Payments
in full on awards due to death and personal injury and losses of
“small business’’ concerns were continued in fiscal 1967. Payments
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up to $10,000 on all other awards were authorized and made during
the year. »

Additional distributions were suthorized from the Hungarian and
Rumanian claims funds amounting to approximately 1.0367 percent
and 0.28 percent, respectively, on the unpaid balance of awards.
These funds were received from the Justice Department and were
derived from the liquidation of certain Hungarian and Rumanian
assets which were b%ocked and vested under the Trading with the
Enemy Act, as amended. .

A pro rata distribution of approximately 20.27 percent on the un-
paid balances of awards made under the Yugoslav claims program
was also authorized during the year. The fun%s for this distribution
had been held in the Yugoslav claims fund pending the results of
litigation involving certain- awards previously made under the pro-
gram. See table 95.

Defense lending

Defense Production Act.—Loans outstanding were reduced from
$14.9 million to $11.7 million during fiscal 1967. Further transfers
of $3.5 million were made to the account of the General Services
Administration, from the net earnings accumulated since inception
of the program, bringing the total of these transfers to $22.1 million.

Federal Ciml Defense Act.—OQutstanding loans were reduced from
$475,645 to $429,706 during fiscal 1967.

Liquidation of Reconstruction Finance Corporation assets.—The
Secretary of the Treasury’s responsibilities in the liquidation of
RFC assets relate to completing the liquidation of business loans
and securities with individual balances of $250,000 or more as of
June 30, 1957; and securities of and loans to railroads and financial
institutions. Net income and proceeds of liquidation amounting to
$54.2 million have been paid into the Treasury as miscellaneous
receipts since July 1, 1957. Total unliquidated assets as of June 30,
1967, had a gross book value of $5.2 million.

Depositary receipts

The following table shows the volume of depositary receipts for the
fiscal years 1960-67. The data for 1967 include the volume of Federal
tax deposit forms used in the collection of corporate income taxes. A
description of the depositary receipt procedure is contained on page
141 of the 1962 annual report; a general description of the modified
system (now referred to as the Federal tax deposit system) is found
on pages 11-12 of this report.

Individual Railroad Federal Corporate

Fiscal year ’ income and  retirement excise income Total
socijal secu- taxes taxes taxes
rity taxes

9,469, 057 10, 625 598, 881 10, 078, 563

9,908, 068 10,724 618,971 .. 10, 537, 763

10,477,119 10, 262 610,026 __. 11,097, 407

11,161, 897 9,937 619,519 _.. 11, 791, 353

11, 729, 243 9,911 633,437 ... 12, 372, 591

12,012, 385 9, 859 644, 753 12, 666, 997

12, 518, 436 9,986 259, 952 12, 788,374

1067 e, e 15,007, 304 10, 551 236, 538 15,277,176

Nore.—Comparable data for 1944-59 will be found in the 1962 annual report, page 141,
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Government losses in shipment

Claims totaling $58,352 were paid from the revolving fund estab-
lished by the Government Losses in Shipment Act, as amended.
Details of operations under this act are shown in table 116.

Other operations

Donations and contributions.—During the year the Bureau of
Accounts received ‘“‘conscience fund’’ contributions totaling $18,178.40
and other unconditional donations totaling $154,170.54. Other Govern-
ment_agencies received conscience fund contributions and uncondi-
tional donations amounting to $6,955.43 and $73,329.94, respectively.
Conditional gifts to further the defense effort amounted to $822.46.
Gifts of money and the proceeds of real or personal property donated
in fiscal 1967 for the purpose of reducing the public debt amounted
to $130,995.61, of which $130,667.33 was used to redeem public debt
securities.

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,
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.

The Bureau’s principal office and headquarters is in Washington,
D.C. Offices also are maintained in Chicago, Ill., and Parkersburg,
W. Va., where most Bureau operations related to U.S. savings bonds
and U.S. savings notes are handled. 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 19,000 in all) cooperate in
the issuance of savings bonds and savings notes, and approximately
16,300 financial institutions act as paying agents for savings bonds.

Management improvement

A computer system for use in converting current income savings
bonds operations to an electronic data processing system was acquired
from the Federal Reserve Board and installed in the Chicago Office.
The system became operational in January 1967 and the conversion
is expected to be completed before the end of calendar year 1967.
Activities are being converted on a phase basis in conjunction with
parallel processing systems, and include the audit and classification of
transactions; establishment and maintenance of accounts of owners;
and preparation of tapes to furnish data to the regional disbursing
office for use in issuing interest checks and to the Internal Revenue
Service in connection with interest paid.
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Significant progress has been made in the Bureau’s continuing
efforts to extend ‘the system of having agents submit microfilm and
magnetic tape, in lieu of registration stubs, to report-issues of Series
E savings bonds. The Birmingham Regional Disbursing Office and the
Federal Reserve Bank of Cleveland converted to the system in fiscal
1967. Preliminary steps are underway to bring the Postal Data
Centers, two additional Federal Reserve banks and another regional’
disbursing office under the system. '

It was determined that substantial benefits could be realized in the
Washington Office by the conversion of certain operations now
performed manually and on conventional machine equipment to an
electronic data processing system. These operations include public
debt accounting.; Proposals were solicited from vendors in March
1967 and the four proposals received were being evaluated at the
fiscal yearend. .

The Bureau works closely with the Bureau of Engraving and
Printing to keep informed of technological advances which reduce
printing costs of securities. This cooperation led to a decision to
utilize the dry intaglio process method for the printing of Treasury
bills. The result of this was that the cost of printing such securities
averaged considerably less during fiscal year 1967 than in prior years.

The Bureau and the Federal Reserve Bank of New York explored
the desirability of the latter’s using clearing accounts in settling on a
net daily basis with those New York City banks which have a heavy
volume of certain wire transfers of Government securities. This
proved feasible and the original objective was extended to include the
settlement of transfers to complete the delivery of securities issued on
sale, and to provide for a local clearing arrangement for the intracity
transfer of Government securities. The system will be adopted in
August 1967. There will be savings to the Bureau in reimbursable
Federal Reserve Bank costs as the result of the reduction in the number
of transfers and service to security holders will be improved through the
expedited completion of transfers.

A study with the Federal Reserve banks was underway at the end
of fiscal 1967 on the feasibility of applying “book entry’ principles,
in lieu of the issue of definitive transferable Treasury securities held
in such banks for certain safekeeping and collateral accounts. It is
anticipated that initial benefits will accrue primarily to the banks in
nonretmbursable areas, but the Bureau should realize economies over
a period of time 'in the cost of printing and distributing securities
and in auditing related coupons, with some offsetting costs in account-
g procedures. Plans call for this procedure to be adopted in fiscal
1968.

A study was completed which disclosed that it would be advantage-
ous for the Federal Reserve banks to issue registered Treasury
securities. The plan, which is expected to be put into effect by the end
of calendar year 1967, will improve service to the public through
accelerated delivery. The change will require some expansion in
security accounts.to reflect accountability of the banks for stock and
transactions on a decentralized basis.

A number of minor accomplishments contributed to cost reduction
and management improvement. These included refinements in auto-
matic data processing, updating of equipment, and simplification of
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workflows. In the Parkersburg office, for example, the reporting of
credit data on retired savings bond authorities has been simplified
through more effective use of forms; as a related benefit, a reconcilia-
tion previously performed manually is now electronically processed
with other retirement transactions. There were also noteworthy
achievements in continuing management control programs. In the
area of procurement, supply, and property management, appreciable
savings were realized through participation in the Treasury’s con-
solidated purchase plan. Full utilization was made of the excess
property program to fulfill procurement needs and upgrade equipment.

Bureau operations

The extent of the change in the composition of the public debt
is one measure of the Bureau’s work. The debt falls into two broad
categories: public issues and special issues. Public issues consist
of marketable Treasury bills, certificates of indebtedness, notes, and
bonds; and nonmarketable securities, chiefly U.S. savings bonds,
U.S. savings notes, U.S. retirement plan bonds, and Treasury bonds
of the investment series. Special issues of certificates, notes, and
bonds are made by the Treasury directly to various Government
trust and certain other accounts and are payable only for these
accounts.

During the year, 24,232 individual accounts covering publicly
held registered securities other than savings bonds, savings notes,
and retirement plan bonds were opened and 22,519 were closed. This
increased the number of open accounts to 214,893 covering registered
securities in the principal amount of $11,402 million. There were
418,593 interest checks with a value of $394,358,193 issued during
the year.

Redeemed and canceled securities other than savings bonds, savings
notes, and retirement plan bonds received for audit included 6,493,534
bearer securities and 199,262 registered securities. Coupons totaling
17,045,582 were received.

- During the year 15,899 registration stubs of retirement plan bonds,
34,598 registration stubs of U.S. savings notes, and 5,713 retired
retirement plan bonds were received for audit.

A summary of public debt operations handled by the Bureau
appears on pages 12-24 of this report and in tables 27-53.

U.S. savings bonds.—The issuance and redemption of savings bonds
results in a heavy administrative burden for the Bureau of the Public
Debt, involving: maintenance of alphabetical and numerical owner-
ship records for the 2.9 billion bonds issued since 1935; adjudication
of claims for lost, stolen, and destroyed bonds (which totaled 2.2
million pieces on June 30, 1967); and the handling and recording
of retired bonds.

Detailed information on sales, accrued discount, and redemptions
of savings bonds will be found in tables 46 to 48, inclusive.

There were 117.0 million stubs or records on magnetic tape and
microfilm representing the issuance of series E bonds received for
registration, making a grand total of 2,880 million, including reissues,
received through June 30, 1967.

All registration stubs of series E savings bonds and all retired series
E savings bonds are microfilmed, audited, and destroyed, after
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required permanent record data are prepared by an EDP system in
the Parkersburg office. Prior to the establishment of that office
these savings bond operations were performed in several Bureau
offices manually and on tabulating equipment. The following table
shows the status of processing operations for savings bonds in the
Parkersburg office. :

Con- Balance
‘ verted [ Au-
Re- | Micro Key to dited De-
Tiscal year | ceived | filmed | punched | mag- and |stroyed Not con-
netic { classi- Un- | Not key | verted to{ Unau-
tape fied filmed | punched ma}gnetic dited
ape

Stubs of issued card type series E savings bonds (in millions of pieces)

411.6 408.5 | 408.5 | 407.0 | 366.8 2.3 5.4 5.4 6.9
93.9 95.0 95.0 93.0 69.6 2.7 4.7 4.7 8.2
98.2 97.6 97.6 98.4 96.2 4.6 7.2 7.2 9.9

100.7 101.1 | 10L1 [ 10L.7 | 123.7 2.3 4.5 4.5 6.6

101.2 100.2 99.8 § 100.3 1 100.3 2.3 5.5 5.9 7.5

103.9 104.5 | 104.9 | 102.8 | 102.9 2.6 5.2 5.2 8.9

909. 5 906.9 | 906.9 ) 903.2 | 859.5 | ... . |eeoaeoiiiifeaieiaifiiaa

Retired card type series E savings bonds (in millions of pieces)

1958-62_._._._ 240.0 | 238.4 237.0 ] 236.81% 235.6| 208.6 1.6 3.0 3.2 4.4
963 e 64.9 64.3 64.1 64.3 63.5 48.3 2.2 3.8 3.81 5.8
1964 . ... 70.1 70.0 68. 9 68. 9 69.1 83.4 2.3 5.0 5.0 6.8
1965 ... 75.3 75.9 77.1 76.8 76.9 59.8 1.7 3.2 3.5 5.2
1966. .. ... 81.5 81.0 79.7 80.0 80.2 91.6 2.2 5.0 5.0 6.5
1967 ... 87.4 87.6 87.5 86.9 85.6 84,8 2.0 4.9 5.5 8.3
Total..| 619.2 | 617.2 614.3 | 613.7 | 610.9 [ 576.5 focenocefoomcamemefommacesoceaaan

} Retired paper type series E savings bouds (in millions of pieces)
.8 . -8 .7 .7 P G PSRN S J1 .1 .1
21.8 | .'21.2 20.8 20.8 19.9 5.1 .6 1.1 1.1 2.0
22.4 22.4 22,11 221 22.3 23.4 .6 1.4 1.4 2.1
20.4 20.5 21.0 20.9 21.2 11.0 .5 .8 .9 1.3
19.3 19.4 19.1 19.2 19.3 33.9 .4 1.0 1.0 1.3
16.8 | .16.8 17.0 17.0 16.7 16.0 .4 .8 .8 1.4
Total._} 101.5 | 101.1 100.7 | 100.7 | 100.1 89.4 | e e

! Excludes records received on magnetic tape and microfilm; 5.3 million in 1965, 6.4 million in 1966, and
12.8 million in 1967. ! :

Of the 100.0 million series A—E savings bonds redeemed and
charged to the Bureau during the year 97.5 million (97.5 percent) were
redeemed by authorized paying agents. For these redemptions these
agents were reimbursed quarterly 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 for a
total of $12,597,568 and an average of 12.91 cents per bond.

The following table shows the number of savings bonds outstanding
as of June 30, 1967, by series and denomination.
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Denomination (in thousands of pieces)

Series ! Total
$10 | $25 | 550 | $75 | $100 | $200 | $500 | $1,000 $5,000($10,000|$100, 000
491,422 260, 836 |113, 341 |2, 841 [80,671 12,047 [12, 456
7,019 3,887
2 (*)
3 *
7 1
37 3
36 5
78 22
180 42
138 78
Total.._.|498,922 | 620 (260,909 ’113, 350 lz, 841 iso,sos l8, 551 |14,333 ilﬁ, 494 | 343 \ 164 | 2

*Less than 500 pieces.
1 Currently only bonds of series E and H are on sale.

The following table shows the number of issuing and paying agents
for series A—E savings bonds by classes.

Building Companies
June 30 Post Banks andsavings Credit operating All Total 2
offices ! and loan unions payroll others
associations plans

Issuing agents

15,232 3,477 2,081 39,605 3) 54,433
15,225 1,557 522 3,052 550 45, 966
15, 692 1,555 428 2,942 588 23, 681
16,436 1,851 320 2,352 643 22, 695
13, 644 1,679 269 1,857 560 19, 020
13, 908 1,702 252 1,783 528 19,150
14,095 1,702 246 - 1,695 510 19,191
14,114 1,710 241 1,621 482 19,102
14,181 1,17 231 1,541 460 19,031
13,466 . ... iii. ceiiciict eieeianao 13,466
15,623 874 57 16, 691
16, 269 1,188 56 17,652
17,127 1,797 60 19,153
13,826 1,739 15 15,735
14,039 1,779 15 15,991
14,190 1,816 - 15 16,178
14,247 1,857 15 16, 283
14,264 1,884 14 16, 327

! Estimated by the Post Office Department for 1955 and thereafter. Sale of series B savings bonds was
discontinued at post offices at the close of business on Dec. 31, 1953, except in those localities where no other
public facilities for their sale ware available.

2 Effective Dec. 31, 1960, a substantial reduction was made due to reclassification by Federal Reserve
baunks to include only the actual number of entities currently qualified. Does not include branches active
in the savings bond program.

3 “All others” included with companies operating payroll plans.

Interest checks issued on current income-type savings bonds
(series H and K) during the year totaled 4,917,258 with a value of
$319,848,353. New accounts established for series H bonds, the only
current income-type savings bond presently on sale, totaled 140,297,
while accounts closed for series H bonds totaled 144,330, a decrease
of 4,033 accounts.

Applications received during the year for the issue of duplicates
of savings bonds lost, stolen, or destroyed after receipt by the registered
owner or his agent totaled 41,424. In 20,553 of these cases the issuance
of duplicate bonds was authorized. In addition, 18,358 applications
for relief were received in cases where the original bonds were reported
as not being received after having been mailed to the registered owner
or his agent.



92 1967 REPORT OF THE SECRETARY OF THE TREASURY

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. 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. In
addition, Federal Reserve banks, as depositaries and fiscal agents of
the United States, perform many similar functions for the Treasurer.

Commercial banks qualifying as depositaries provide banking
facilities for the Government in the United States and in foreign
countries. Data on the transactions handled for the Treasurer by
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 checkmg account facilities for Government dlsbursmg
officers, corporations, and agencies; pays checks drawn on the Treas-
urer of the United States and reconciles the checking accounts of the
disbursing officers; procures, stores, issues, and redeems U.S. currency;
audits redeemed Federal Reserve currency; examines and determines
the value of mutilated currency; and acts as special agent for the
payment of principal and interest on certain securities of U.S.
Government corporations.

The Office of the Treasurer maintains facilities at the Treasury 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 from banks in the Washmgton D.C., area;
and conduct transactions in both marketable and nonmarketable
public debt securities. The Office also prepares the ‘‘Daily Statement
of the United States Treasury” and tge monthly “Statement of
United States Currency and Coin.”

Under the authority delegated by the Comptroller General of the
United States, the Treasurer processes claims arising from forged
endorsements and other irregularities involving checks paid by the
Treasurer and passes upon claims for substitute checks to replace
lost or destroyed unpaid checks.

- The Treasurer of the United States is custodian of bonds held to
secure public deposits in commercial banks and miscellaneous securi-
ties held for other agencies.

Management lmproyements

Federal Reserve notes.—Effective December 1, 1966, authority was
delegated to the Federal Reserve banks to verify and destroy $5 and
$10 Federal Reserve notes which had become unfit for further circu-
lation. The Board of Governors of the Federal Reserve System also
directed the banks to discontinue the sorting of these denominations
by bank of issue and authorized the use of a formula in lieu thereof
to apportion credit among the issuing banks for the unfit notes
redeemed.
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These actions taken under the provisions of Public Law 89-427, ap-
proved May 20, 1966, are expected to save the Federal Reserve
banks about $675,000 annually. These savings will be reflected as
increased miscellaneous receipts to the general fund of the Treasury
and are in addition to other savings arising from the handling of
unfit $1 Federal Reserve notes in much the same manner, as approved
in fiscal 1966.!

ADP management.—During the fiscal year, the Treasurer’s Office
provided other Government agencies ADP personnel services valued
at $129,000 and equipment services valued at $157,000, of which
$119,000 was deposited to miscellaneous receipts of the general fund
of the Treasury since it covered usage of purchased equipment,.

The number of employees served by the Treasurer’s computerized
payroll system was increased by 700 with the addition of the Bureau
of the Public Debt employees at Parkersburg, W. Va. At the
fiscal yearend about 4,000 employees were being paid under the
system, and it was anticipated that more would be added during
fiscal 1968,

A significant improvement in the computerized payroll system
initiated during the fiscal year was the reporting of annual Federal
income tax data to the Internal Revenue Service on magnetic tape.
The tape replaced individual paper copies of forms W-2 for the 1966
tax year and permitted direct introduction of the data into the IRS
computer system. '

Assets and liabilities in the Treasurer’s account

A summary of the assets and liabilities in the Treasurer’s account
at the close of the fiscal years 1966 and 1967 is shown in table 56.

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 depositaries.

Gold.—The Treasurer’s gold assets declined during fiscal 1967 for
the 10th consecutive year. The reduction of $323.8 million, daily
Treasury statement basis, shown in table 56, represents disbursements
of $836.0 million, less $512.3 million, which consisted of gold deposited
by the International Monetary Fund, purchases of domestically mined
gold, and of other receipts from miscellaneous sources.

Silver—During the year the Department continued to supply
silver to meet commercial needs by exchanging it for silver certificates
or selling it at the monetary value of $1.294 per ounce. This was
done to keep the market price of silver down until the point could
be reached in new coin production at which the supply of the older
silver coins would not be a critical factor in maintaining orderly
commercial transactions.

In May 1967 the Department began to confine sales at the monetary
value to domestic users of silver, and invoked its legal authority to
prohibit the melting, treatment, or export of silver coins.

Public Law 90-29, approved June 24, 196772 provides that (a)
silver certificates shall no longer be redeemable in silver bullion
after June 24, 1968, (b) a stockpile of 165 million fine troy ounces
of silver shall be estabhished, and (¢) the Secretary may reduce out-

1 See 1966 annual report, p. 113.
2 See exhibit 71.
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standing silver certificates on Treasury books by such amounts, not
exceeding $200 million, as, in his judgment, will never be presented
for redemption because of having been destroyed or irretrievably lost
or being held in collections. The Secretary invoked the latter provision
to writeoff $150 million in outstanding silver certificates on June 30,
1967. ;

The following table on the daily Treasury statement basis, sum-
marizes transactions in silver bullion of all types during fiscal 1967.

Silver bullion (in millions)

Fiscal year 1967 Held to secure Held for coinage, etc.
certificates,
monetary Monetary Cost Uncurrent
value value value coin value
Onhand July 1, 1966 _ . ...ooenmiooao $864.1 $23.9 $0.1 $0.3
Received (4, or disbursed (—), net. . . .7 . .

Revalued ... ...l
Exchanged for silver certificates.
Released for coinage . _....._.....

Used in coinage or in coinage metal._

On hand June 30, 1967 . - _____._.__

*Less than $50,000.

Balances with depositaries.—The following table shows the number
of each class of depositaries and balances on June 30, 1967.

Deposits to
Number of the credit of

accounts the Treasurer
with of the United
depositaries 1 States,

June 30, 1967

Federal Reserve banks and branches 36 281,888,253,345
Other domestic depositaries reporting directly to the Treasurer. . 48 39,292, 230
Depositaries reporting through Federal Reserve banks:
General depositaries, ete...___._.._.._C e mmmammmmemmaemaan 2,213 210, 783, 808
Special depositaries, Treasury tax and loan accounts._ 12, 356 4,271, 576,373
Foreign depositaries 3. . ileicieiiencicceacacacoenna 63 16,121, 457

T U 14,716 6,426,027, 213

t Includes only depositaries having balances with the Treasurer of the United States on June 30, 1967.
Excludes depositaries designated to furnish official checking account facilities or other services to Govern-
ment officers, but which are not authorized o maintain accounts with the Treasurer. Banking institutions
designated as general depositaries are frequently also designated as special depositaries, hence the total
number of accounts exceeds the number of institutions involved.

2 Includes checks for $576,765,178 in process of collection.

3 Principally branches of U.S. banks and of the American Express Co., Inc.

Bureau operations

Recetving and  disbursing public moneys.—Government officers
deposit moneys which they have collected to the credit of the Treasurer
of the United States. Such deposits may be made with the Treasurer
at Washington, or-at Federal Reserve banks, or at designated Govern-
ment depositaries, domestic or foreign. Certain taxes are also deposited
directly by the employers or manufacturers who withhold or pay
them. All payments are withdrawn from the Treasurer’s account,
Moneys deposited and withdrawn in the fiscal years 1966 and 1967.
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exclusive of certain intragovernmental transactions, are shown in
the following table on the daily Treasury statement basis:

Deposits, withdrawals, and balances in the Treasurer’s account 1966 1967
Balance at beginning of fiscal §ear . - .eo oo oo oieieieaiaaaaanlias $12, 610, 264, 635 $12, 407,377,210
Cash deposits:

Internal revenue, customs, trust fund, and other collections_..._. 141, 094, 572, 593 163, 036, 203, 399

Pub}}c debt receipls 1. L 251,078,144,599 280, 893, 225, 792

©sS:
Accruals on savings and retirement plan bonds and
Treasury bills

e —4,178,784,247  —4,705,989, 274

—58, 216, 585,080  —82,729, 779, 799

Purchases by Government agenc
16, 056, 371, 956 14, 481, 607, 776

Sales of securities of Government agenecies in market. .

Total deposits - - -ouamoeeea ol 345,833,719,820 870,975,267, 894
Cash withdrawals:
Budget and trust accounts, ete. - .o ... 142, 190, 039, 055 164, 591, 006, 692
Pubﬁc debt redemptions t ... 248,444,955,787 274,579, 375,793
€ss:
Redemptions included in budget and trust accounts.... . —3, 648, 303, 300 —5,020, 054, 314
Redemptions by (Government agencies..____._...____.____ —55,133, 946, 660 —74,141,110,873
Redemptions of securities of Government agencies in matket. _._ 13, 108,739,075 16, 268, 217, 025
Total WithArawals. .. oo oo e eane 344,961, 483,956 376,277,434, 323
Change in clearing accounts (checks outstanding, deposits in transit,
unclassified transactions, etc.), net deposits, or withdrawals (—).. —1,075,123, 290 653, 783, 744
Balance at close 0f 568l Fear -« oo oo ac i ieiieaaaes 12, 407,377,210 7,758,994, 525

1 Tor details see table 39.

Issuing and redeeming paper currency.—By law the Treasurer is the
agent for the issue and redemption of U.S. paper currency. The
Office did not issue any gold or silver certificates during fiscal 1967.
U.S. notes were issued in amounts equal to those redeemed as required
by law (31 U.S.C. 404).

The Federal Reserve banks and branches, as agents of the Treasurer,
redeem and destroy the major portion of U.S. currency as it becomes
unfit for circulation. A small amount is handled directly by the
Treasurer’s Office.

Federal Reserve notes now constitute over 98 percent of the paper
curréncy in circulation. When printed by the Bureau of Engraving
and Printing these notes are delivered to the Office of the Comptroller
~ of the Currency who holds them in joint custody with the Treasurer’s
Office. Shipments are made as needed to Federal Reserve agents and
their representatives at Federal Reserve banks and branches. Federal
Reserve banks then obtain notes for issuance to commercial banking
systems by depositing equivalent amounts of collateral with their
respective agents. »

As the notes become unfit for further circulation they are redeemed
under a detailed procedure prescribed by the Fiscal Assistant Secretary
within the framework of the regulations issued by the Secretary of
the Treasury, pursuant to the act of May 20, 1966 (Public Law 89—
427). Notes of the $1, $5, and $10 denominations are canceled, verified,
and destroyed at the Federal Reserve banks and at the Treasurer’s
Currency Redemption Division in Washington without being sorted
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by bank of issue. The Federal Reserve Board of Governors then
apportions the redemption of such notes among the banks of issue on
a formula basis. Notes of larger denominations are presently being
sorted by bank of issue, cut in half and the lower halves forwarded to
Washington, Currency Redemption Division, the banks retaining the
upper halves and adjusting and destroying them after the Treasurer’s
verification is completed. The extent to which the formula sort will be
extended to larger denominations and the function of verification and
. destruction further decentralized is under continuing review.

The Treasurer’s Office accounts for Federal Reserve notes from the
time they are delivered by the Bureau of Engraving and Printing
until finally redeemed and destroyed. The accounts show the amounts
for each bank of issue and each denomination of notes held in the
reserve vault, held by each Federal Reserve agent, or issued and
outstanding. ;

In addition to verifying the lower halves of the larger denomination
Federal Reserve notes, the Currency Redemption Division redeems
unfit paper currency of all types received locally in Washington and
from Government officers abroad, as well as burned or mutilated
currency from any source. During fiscal 1967 the Division examined
and identified burned and mutilated currency for approximately 49,000
claimants and made payments therefor totaling $12,516,913.

A comparison of the paper currency of all classes, including Federal
Reserve notes, issued, redeemed, and outstanding during the fiscal
years 1966 and 1967 follows.

Fiscal year 1966 Fiscal year 1967
Pieces Amount Pieces Amount
Outstanding July 1. ... .l....._. 4,541,995,359  $38, 664,777,668 5,264, 762,001 $41,967, 353, 297
Issues during year_ .. o.cocococooooeos 1,926,288,150 10, 895,558,303 1,990, 312,012 11,899, 289, 572
Redemptions during year_.. 1,203, 521, 508 7,592,982,674  2,624,640,593 11,371, 465,770
Outstanding June 30_......_..._....... 5,264,762,001  41,967,353,297  4,630,433,420 42,495,177, 099

Table 62 shows by class and denomination the value of paper
currency issued and redeemed during the fiscal year 1967 and the
amounts outstanding at the end of the year. Tables 58, 59, 60, and 61
give further details on the stock and circulation of money in the
United States.

Paying grants ' through letters of credit.—Treasury Department
Circular No. 1075 dated May 28, 1964, established a procedure “to
preclude withdrawals from the Treasury any sooner than necessary”
m cases where Federal programs are financed by grants or other
payments to State or local governments or to educational or other
mstitutions. Under this procedure Government departments and
agencies issue letters of credit which permit grantees to make with-
drawals from the account of the Treasurer of the United States as
they (ileﬁad funds to accomplish the object for which a grant has been
awarded.
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By the close of fiscal 1967, 39 Government agency accounting
stations were making disbursements through letters of credit. A’ total
of 57,007 withdrawal transactions, aggregating $13,955.6 million,
were processed during the year, compared with 29,392 transactions,
totaling $7,718.3 million for the preceding year.

Checking accounts of disbursing officers and agencies.—As of June 30,
1967, the Treasurer maintained 2,104 checking accounts, compared
with 2,119 the year before. The number of checks paid by categories
of disbursing officers during fiscal 1966 and 1967 follow,

Number of checks paid
1966 1967

Disbursing officers

393,844,454 412,134,281
30, 765, 534 36, 629, 305
34,777,416 38,775, 501
33,997, 508 35, 415, 052
25,154, 520 26,822,415

518,539,432 549,776, 554

Settling check claims.—During the fiscal year the Treasurer proc-
essed 533,331 requests for stop payment on Government checks and
138,097 requests for removal of stoppage of payments.

The Treasurer acted upon 269,474 paid check claims during the
year, including those referred to the U.g. Secret Service for investiga-
tion which involved the forgery, alteration, counterfeiting, or fraud-
ulent issuance and negotiation of Government checks. Reclamation
was requested from those having liability to the United States on
36,949 claims, and $3,951,772.93 was recovered. Settlements and
adjustments were made on 24,917 forgery cases totaling $3,820,416.71.
Disbursements from the check forgery insurance fund, established to
enable the Treasurer to expedite settlement of check claims, totaled
$753,525.12, As recoveries are made, these moneys are restored to
the fund. Settlements totaling $5,926,468.28 have been made from
the Treasurer’s check forgery insurance fund since it was established
on November 21, 1941. .

Claims by payees and others involving 124,891 outstanding checks
were acted upon. Of these, 105,264 were certified for issuance of
substitute checks valued at $41,081,727.02 to replace checks that
were not received or were lost, stolen, or destroyed.

The Treasurer treated as canceled and transferred to accounts of
agencies concerned for adjustment purposes the proceeds of 16,207
unavailable outstanding checks, totaling more than $5,020,632.47.

Collecting checks deposited.—Government officers deposited more
than 9,440,000 commercial checks, drafts, money orders, etc., with

" the Treasurer’s Cash Division in Washington for collection during
the year.
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Custody of securitiecs—The face value of securities held in the
custody of the Treasurer as of June 30, 1966, and June 30, 1967, is
shown below.

June 30
Purpose for which held
' 1966 1967
As collateral:
To secure deposits of public moneys in depositary banks..._......... $56, 804, 100 $59, 514, 600
To secure postal savings funds ... . ... __......_. 18,227,000 .. .._...__._....
In Heu of sureties. o ... oo ieiceeaa. 3,268,750 4,227,850

In custody for Government officers and o
For the Secretary of the Treasury 2. _
For Board of Trustees, Postal Saving:
For the Comptroller of the Currency. .
Tor the Federal Deposit Insurance Corp
For the Rural Electrification Administration.

34,191,682,823 33,086, 328, 515
188,890,000 ... .. ... ...
17,039, 500 17,964, 500
813, 870, 000 842, 062, 000
141, 326, 779 139, 661, 506

orat;

For the District of Columbia___ ... ____._.. 164, 416,863 182, 667,476
For the Commissioner of Indian Affairs ... ..____..... .- 66, 500, 400 37,728,250
Foreign obligations 3_. ... i -. 12,047,451,530 12,045,086, 451
Other 4 s - 63,462, 931 , 660, 356
For Government security transactions: Unissued bearer securities...._.. 1,877,421,500 1,737,334, 000
21 - ) R RPN 49, 650, 362,176 48, 205, 235, 504

1 Postal Savings System was discontinued on Apr. 27, 1966, pursuant to legislation approved Mar. 28,
1966 (39 U.S.C. 5225-5229).

2 Includes those securities listed in table 109 as in custody of the Treasury.

3 Issued by foreign governments to the United States for indebtedness arising from World War 1.

4 Includes U.S. savings bonds in safekeeping for individuals.

Servicing securities for Government corporations and Federal agen-
cies.—In accordance with agreements between the Secretary of the
Treasury and various Government corporations and agencies, 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 1967, on the daily Treasury statement
basis, were as f(ﬁlows: : '

i Interest Registered Coupon
Payment made for Principal paid with interest 1 interest
: prineipal

Banks for cooperatives.. ... _.._.____.
District of Columbia Armory Board.
Federal home loan banks_......_....
Federal Housing Administration__
Federal intermediate credit banks.
Federal land banks.__._._:..._.___._

$781, 641
5, 565,395,000 175, 582, 706 165, 541, 253

106, 644, 750 744,850 $22,742,118 .. ... __.
3,756,645,000 146,476,292 ... ... ~.....___ ..
1,082,109,800 13,797,446 13,916,586 156, 226,274

Federal National Mortgage Association. - 891,289,000 ......oo.. oo 120, 254,871
Others. . oo aiieeaean 139,475 ... .. 45, 607
L ) Y 13,185,028,025 386,804,482 36,658,704 - 442,849,645

1 On the basis of checks iésued.
:Office of Foreign Assets Control

The Office of Foreign Assets Control is responsible for administering
the Treasury Department’s freezing controls. During fiscal 1967,
the controls under the Foreign Assets Control Regulations and the
Cuban Assets Control Regulations with respect to trade and financial
transactions with, and assets in the United States of, Communist
China, North Korea, North Vietnam, Cuba, and their nationals and
the prohibitions relating to the purchase abroad and importation of
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Communist Chinese, North Korean, North Vietnamese, and Cuban
merchandise were continued.

The Office of Foreign Assets Control also administered without
change during fiscal 1967 the Transaction Control Regulations which
supplement the export controls exercised by the Department of
Commerce over direct exports from the United States to Eastern
Europe and the U.S.S.R. These prohibit, unless licensed, any person
within the United States from purchasing or selling or arranging the

urchase or sale of internationally controlled strategic commodities

{)ocated outside the United States for ultimate delivery to the Soviet
Bloc. As in the case of both the Foreign Assets and Cuban Assets
Control Regulations, the prohibitions apply not only to domestic
American companies but also to foreign firms owned or controlled by
persons within the United States.

The administration of assets remaining blocked under the World
War II Foreign Funds Control Regulations which was transferred
to the Office of Foreign Assets Control from the Department of Justice
in fiscal 1966, was also continued. These regulations apply to assets
blocked under Executive Order 8389 of Hungary, Czechoslovakia,
Estonia, Latvia, Lithuania, East Germany, and nationals thereof
who were on January 1, 1945, in Hungary or on December 7, 1945,
in Czechoslovakia, Estonia, Latvia, or Lithuania or on December 31,
1946, in East Germany.

A new set of controls was imposed during fiscal 1967. The Rhodesian
Transaction Regulations were issued on March 1, 1967, under Execu-
tive Order No. 11322 of January 5, 1967, implementing the United
Nations Security Council’s resolution No. 232 of December 16, 1966,
which imposed selective mandatory economic sanctions against
Southern Rhodesia. The Rhodesian regulations prohibit unlicensed
importation of the following Rhodesian products named in the
United Nations resolution: asbestos, hides, skins and leather, meat
and meat products, chromium, copper, iron ore, pig iron, sugar,
tobacco, and certain manufactures thereof, wherever made and
unlicensed dealings abroad in such products by Americans and by
Rhodesian subsidiaries of U.S. firms. The regulations also prohibit
the unlicensed participation by Americans in the sale or shipment to
Southern Rhodesia from abroad of non-U.S. origin arms, ammunition,
aircraft and vehicles' and materials for their manufacture or main-

" tenance and transfers abroad involving the manufacture or assembly
of aircraft or motor vehicles in Southern Rhodesia. They also embargo

participation by Americans in transactions involving the exportation

from abroad to Southern Rhodesia of non-U.S.-origin oil or oil produects.

Internal Revenue Service !

The Internal Revenue Service administers the internal revenue
laws embodied in the Internal Revenue Code (title 26 U.S.C.) and
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). It is the mission of the Service to encourage and achieve

Rl Additional Information will be found in the separate ‘“Annual Report of the Commissioner of Internal
evenue.’” ’

277-468—68—9
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the highest possible degree of voluntary compliance with the tax
laws and regulations and to maintain the highest degree of public
confidence in the integrity and efficiency of the Service.

Major management improvements

The Service continued to make significant progress in cost reduction
and mapagement improvement. During fiscal 1967 record savings of
$16.5 million were reported by managers and supervisors throughout
the Service. This was an increase of 14 percent over fiscal 1966
savings and exceeded by $2 million the savings goal for fiscal 1967
which was established a year ago. '

Magor systems and procedural changes.—The savings achieved in
fiscal 1967 were the result of a large number of individual actions,
ranging from changes affecting a single operation or location to Serv-
icewide projects involving the efforts of many people. Among these
were the following: (1) Mary refund checks mailed to taxpayers are
undeliverable because the taxpayer moved and did not notify the
Post Office or the Internal Revenue Service of his change of address.
These checks are returned to the Service. Prior to fiscal 1967, un-
“deliverable checks were redeposited to the taxpayer’s account pend-
ing receipt of a change of address. In March 1967 a new procedure
was begun which delays the redeposit of undelivered checks. This
results in savings for the Government by avoiding the costly process
of reissuing checks and improves service to the taxpayers by making
checks immediately available for issuance upon receipt of a change of
address. (2) A new method was initiated for processing the estimated
tax payments of corporations which eliminated several operations in
the service centers. Under this system the taxpayer is provided with
preaddressed punchcards which he completes and submits with pay-
ments to a Federal Reserve bank, or to a Federal bank depositary

" which then forwards it to a Federal Reserve bank. The Federal
Reserve bank deposits remittances to the Treasurer’s account, and
forwards the punchcards to the Office of the Treasurer. The data on .
the card is converted to tape, which is sent to the Service’s National .
Computer Center where the taxpayer’s deposits are reconciled with
the amounts claimed on returns submitted. (3) The two-part ‘“piggy-
back’” mailing label, used in two regions for the tax year 1965, was
extended to three additional regions for the 1966 tax year. Use of
the preaddressed label helps prevent errors, speeds up processing,
and contributes magerially to keypunch savings. (4) Before the Serv- -
ice authorizes a refund for an overpayment of tax, the taxpayer’s
account is searched, by computer, for any unpaid liabilities. If any
are found, the overpayment is appropriately applied and any re-
mainder refunded; This capability, which could not be applied
economically under manual methods, has permitted the Service to
amend some of its procedures for collecting past-due accounts. The
minimum dollar value of a past-due account which is required before
manpower is. assigned to its collection has accordingly been raised,
reducing the number of small accounts which require expensive
collection action. It should be noted that past-due accounts will be

- accumulated from year to year, and once the minimum dollar value

is exceeded, manpower will be assigned to the collection of taxes
and interest owed. (5) Pursuant to Public Law 89-713, enacted
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November 2, 1966, the Service was given authority to require tax-
payers to file tax returns directly with service centers. Direct filing
of individual returns claiming a refund was first tried by the Service
in one region in fiscal 1965 and extended to a second in fiscal 1966.
In fiscal 1967 optional direct filing of refund returns was extended

nationwide except for the North Atlantic and Midwest Regions and .-

the State of California. The filing of selected business returns with
the service center was made mandatory in the Southeast Region late
in fiscal 1967. Direct filing offers significant savings in processing
costs, and the system will gradually be extended to cover additional
types of returns. Regions will be phased in on an orderly basis.

' Informing and assisting taxpayers

The Commissioner of Internal Revenue received, on behalf of the
Internal Revenue Service, the commendation from the Secretary of
the Treasury for excellence in improving communications and services
to the public for fiscal 1967. These functions are probably the most
important the Service performs, keeping the public informed of
matters essential to fulfilling its tax obligations. The Service has
thoroughly equipped itself to carry out its public information role
and is constantly striving to respond more effectively to taxpayer
inquiries and to 1mprove dissemination of information. '

Public information program.—Since it was clear that an expanded
information program would be required for the 1967 filing period,
planning teams began on it during the summer of 1966. By Septem-
ber, work was underway on much of the scheduled program, which
included technical and general news releases adaptable for timely use
in district offices, feature articles and photographs, TV and radio
seripts, films, and tapes. The quantities involved were generally above
those of any previous year. More than 90 percent of all TV broadcast-
ing stations and 78 percent of all radio stations used spot messages
provided by the Service. ' _

During the 1967 filing period the weekly series of question-and-
answer columns was regularly published by more than 800 daily and
1,300 weekly newspapers. For the first time, the question-and-answer
technique was extended to meet the special needs of Americans living
abroad. Five columns of such information were provided 70 news-
papers and magazines circulated among these taxpayers.

Taxpayer assistance program.—As part of the program to improve
‘Government service to the public, the Service promoted a series of
trial installations in taxpayer assistance areas of district office build-
ini;ls. The tests, conducted in nine ecities, have proven successful in
reducing waiting time, long lines, and confusion during the filing
season rush. Design and layout standards developed from these tests
will begin to receive Servicewide application during fiscal 1968.

Over 26 million taxpayers voluntarily sought and received assistance
from the Service during fiscal 1967. More than 17 million of these
were assisted over the telephone, a satisfying response to the Service’s
efforts to encourage taxpayers to telephone for assistance in preference
to making an office visit. '

-A nationwide program to sample the nature and frequency of tax-
payer inquiries was instituted in fiscal 1967. Information obtained
through this sampling provided new insight into the problems of tax-
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payers in filing Federal tax returns, highlichted information gaps in
_ forms and public-use documents, and provided a basis for improving
training programs for personnel detailed or assigned to the assistance
~ program. The 25 most frequently asked questions are summarized
monthly and disseminated to Service activities concerned. Another -
new program provides for the rapid dissemination of urgent need-to-
know-now tax information to Service employees dealing with the
public. Providing immediate information to employees on such items
as forthcoming technical information releases and taxpayer error
data enables them to assist the public more effectively.

Tax rulings.—The National Office interprets the tax law and issues
letter rulings on specific sets of facts in response to inquiries from tax- -
payers or their representatives. It also provides technical advice to
district directors on technical or procedural questions which develop
during the examination of returns or claims for refund or credit when
the question cannot be resolved on the basis of law, regulations, or
other definitive information. During the year, 25,393 requests for
letter rulings and 3,175 requests for technical advice were processed.

Regulations program.—Twenty-eight final regulations, three tempo-
rary regulations, and 22 notices of proposed rulemaking relating to
matters other than alcohol and tobacco taxes were published in the
“Federal Register’” during the year. Ten public hearings attended by
a total of approximately 335 persons were held on proposed regulations.

Five Treasury Decisions were issued in connection with the admin-
istration of alcohol, tobacco, and firearms regulations.

Personnel

Recruitment and personnel development continued as major chal”
lenges during this period of expansion of Internal Revenue Service
functions and services. The Service’s aim is to adequately staff its
organization without compromising the primary objective of pro-
viding high quality assistance to the Nation and 1ts taxpayers.

Recruitment.—Recruitment brochures, a direct-mailing campaign,
on-campus recruiting, and participation in college career days were
again used extensively to obtain qualified employees for the Service.
Brochures concerning employment opportunities were mailed to
12,000 high school guidance counselors and 5,900 college and univer-
sity guidance counselors. In addition, 20,000 copies of one brochure
were distributed to the Accounting Career Council for inclusion in
their career guidance packages. The program of hiring undergraduate
accounting students as traineés for positions as internal revenue
agents and internal auditors, during its first full year of operation,
included 152 students and the negotiation of work-study agreements
with 74 colleges and universities. The Service continued to employ
young people who qualify under the Youth Opportunity Corps pro-
gram. As of May 1967, the programs had 1,054 enrollees, a 51-percent
increase over last year’s total of 696. '

Planned personnel redeployment.—The program to retrain or find
other positions for district office personnel affected by the relocation -
of thewr work to service centers continued during fiscal 1967. Of the
over 9,000 personnel who have been redeployed since the program
began, 1,368 were accounted for this year. Sustained success was
experienced in identifying either service center or other IRS jobs for
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which many of these individuals are qualified or could be retrained.
Some employees left voluntarily to go to other agencies, private
industry, or into retirement.

Training

Major increases in technical training have been required by ex-
panded recruitment, changes in the tax law, and technological devel-
opments which have increased the complexity of Service work. Since
1965, the number of employees trained has increased by more than 100

ercent.

P The National Training Center continued to develop and update its
technical training materials for field use. It also continued to experi-
ment with methods to make training more efficient and effective, in-
cluding automated teaching systems for certain service center courses,
and closed-circuit television training programs to enable employees
who have extensive contact with the public to observe their own per-
formance. .

Emphasis continues on the systematic selection and development of
supervisory personnel. Many of the concepts originally associated with
the executive selection and development program have been extended
to supervisory and managerial jobs throughout the Service.

Internal revenue collections and refunds

Gross collections.—Internal revenue collections in fiscal 1967 were
$148.4 billion, the largest amount collected and the greatest annual
increase in the history of the Internal Revenue Service. The increase
of $19.5 billion over fiscal 1966 is larger than total internal revenue
collections in 1942, when $13 billion was collected.

The tax on individual income continues to be the largest single
source of Federal revenue, representing about 47 percent of all collec-
tions. Individual income tax payments (including both amounts with-
held by employers and amounts paid by individuals with their returns)
increased to $69.4 billion. Part of the $8.1 billion increase from 1966
reflected the rise in withholding rates which became effective in May
1966.

The second major source of revenue is the corporation income tax,
which increased to $34.9 billion in fiscal 1967. Some of the gain was due
to the acceleration of estimated payments, which affected certain
corporate estimated tax payments in the last quarter of fiscal 1967.

Collections of employment taxes totaled $27 billion in fiscal 1967.
These taxes represent funds which are set aside for the payment of
insurance and retirement benefits. Increases in the rate and in the
amount of wages subject to the tax, as well as increased employment,
contributed to the rise in these collections. '

Excise taxes continued to represent a substantial part of total inter-
nal revenue collections in spite of the numerous revisions under the
Excise Tax Reduction Act of 1965. Total excise tax collections in fiscal
1967 were $14.1 billion, only 5 percent below the amount collected in
fiscal 1965 when a record $14.8 billion was collected.

Gross collections by principal types of tax are compared for fiscal
years 1966 and 1967 in the accompanying chart. See table 19 for col-
lections from 1936-67 by detailed categories.
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COLLECTIONS CONTINUED TO RISE
- EXCEPT ESTATE AND GIFT TAXES

TOTALS

1967 148.4.
1966 128.9

CHANGE +15.1%

Co.rporatibn Individual Employment  Estate and  Excise taxes
income. - income. taxes gift taxes
taxes taxes

CHANGE FROM 1966
+33.1

+13:2

Refunds.—There was a sharp rise in both number of refunds made -
and amount refunded in fiscal 1967. The number increased by 3.9
million to reach 49.0 million, while the amount refunded (including
both principal and interest) increased by $2.3 billion to a record $9.6
billion. The largest increase in both number (5.1 million) and amount
($2.0 billion) occurred in individual income taxes. A contributing factor
was the higher rate of withholding from wages, begmnmg in May 1966,
under the Tax Ad]ustment Act of 1966.
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Receipt and processing of returns

Number of returns filed.—More than 105.4 million tax returns of all
types were filed in fiscal 1967, an increase of 1.4 million. This growth
occurred primarily in the individual income tax area, with forms 1040
increasing 2.0 million and forms 1040A increasing 0.5 million. Excise
tax returns filed decreased 0.6 million.

Automatic data processing.—On January 1, 1967, individual master
file coverage was made nationwide by the inclusion of the two regions -
and three districts previously omitted from coverage. Business master
file coverage had become nationwide on January 1, 1965. The objec-
tives of the master file plan were essentially complete by the fiscal
yearend, with only the Office of International Operations remaining to
be brought under the system. With nationwide ADP processing, the
former area service center programs for processing tax returns, begun
in 1954, were closed.

Enforcement activities

The Service’s enforcement activities are directed primarily toward
insuring that each taxpayer’s tax liability is correctly established and
that all taxes due are paid. The confidence of the American citizen in
the Federal tax structure and his acceptance of its self-assessment sys-
tem is largely dependent on the Service’s ability to achieve this objec-
tive. In recognitiorn of this important relationship, the Service’s en-
forcement programs strive to promote maximum voluntary compliance
through fair and impartial administration of the tax laws and regula-
tions. :

Examination of refurns.—In response to changing demands on tax’
administration, audit program activity was expanded on larger and
more complex returns. Continued high-quality audits plus shifts in’
audit concentration to larger cases resulted in additional tax recom-
mendations of $3.3 billion in fiscal 1967. This exceeded the previous
high of $3.1 billion recommended in 1966.

Additional tax recommended as the result of examination of cor-
poration and exerapt organization returns increased to $1,632 million—
4.0 percent higher than 1966. There was also an upward movement in
estate and gift tax recommendations, from $416 million in fiscal 1966
to $565 million in 1967, a 35.8-percent increase. Recommendations
decreased in the individual and fiduciary area, from $1,050 million
last year to $1,026 million in fiscal 1967, : . Ce

The primary responsibility of the audit program is to determine
correct tax liability. While the bulk of examinations result in recom-
mendations for the assessment of additional tax, equivalent effort is
made to insure that the taxpayer has not overassessed himself. In
fiscal 1967, Service examinations disclosed overassessments of $190.6
million, exclusive of claims for refund initiated by taxpayers.

The inventory of individual and corporation older year returns
awaiting field audit examination have been reduced by 22 percent
during the past 2 years. This more current inventory helps reduce the
number of requests to extend the statute of limitations, enables tax-
payers to know the status of their Federal tax accounts earlier, and
reduces the accumulation of interest due on both assessments of
additional taxes and on refunds of overassessments.
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The application of team audit techniques has helped reduce the
backlog of older returns in the large corporate tax return area. In
view of the tremendous growth in the size, number, and complexity of
large corporations since World War IT the assignment of one man per
case was no longer realistic. The new large case audit program applies
the concept of a carefully planned, highly coordinated audit using a
team approach, with each agent given specific assignments according
to a formal overall examination plan. Since its inception in July 1966,
this program has been successful in improving the quality of large case
audits, obtaining better uniformity of issues raised as well as their
resolution, and shortening the time span of examinations.

Mathematical verification.—The mathematical verification of returns
is one of the procedures used by the Service to help insure that each
taxpayer will pay the proper amount of tax. Slightly over 65 million
income tax returns of individuals filed on form 1040 or form 1040A
were mathematically verified during the year, an increase of 7.6 percent
over the preceding year.

The correction of mathematical errors resulted in $207.6 million in
increased taxes and $94.3 million in decreased taxes, for a net yield
of $113.3 million.

Delinguent returns.—The Service secured 766,000 delinquent returns
representing $262.7 million in unreported tax, interest, and penalties
during fiscal 1967. Although fewer returns were secured than last year,
there was an increase of $16.0 million in the amount assessed.

Summary of additional taxes from direct enforcement.—A detailed
comparison of additional tax assessments resulting from direct
enforcement during the last 2 fiscal years is presented below.

In thousands of dollars

Sources

1966 1967
Additional tax, interest, and penalties resulting from examination. ___.._.__. 2,427,329 2, 256, 933
Increases in individual income tax resulting from mathematical verification._. 186, 244 207, 506
National identity file 1 ____ el 2, 548 2,271
Tax, interest, and penalties on delinquent returns._ ... ... 246, 696 262, 665
Total additional tax, interest, and penalties. ... oo cvoocooeiienaa .. 2,862, 817 2,729,375
! .
Claims disallowed..._.....C e e e e e aemwevemae e emm——————— 401,122 392,199

1 An interim computer prdcedure established in regions processing individual income tax returns to iden-
tify taxpayers filing more than one return. When the individual master file is operative nationwide this
procedure will no longer be necessary.

Tax fraud investigations, indictments, and convictions.—During the
year 3,193 full-scale investigations were completed with prosecution
recommended in 2,015 cases. These totals included 836 organized
crime drive investigations, with prosecution recommended in 700
cases. Preliminary investigations totaling 10,663 were made during
the year. ‘ ‘

Indictments were returned against 1,342 defendants in tax fraud .
cases in fiscal 1967. Pleas of guilty or nolo contendere were entered for
928 defendants in' cases reaching the courts, 145 defendants were
convicted after trial, 50 were acquitted, while cases against 233
defendants were nol-prossed or dismissed.
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Collection of past-due accounts.—Past due accounts established
during fiscal 1967 totaled 2.8 million, with $2,132 million of tax in-
volveg, a $117 million increase, due in part to several unususlly large
accounts. The $2,066 million of accounts closed was $112 million
higher than last year. The yearend inventory of 748,000 accounts
was valued at $1,325 million, 16,000 accounts lower and $112 million
higher than a year earlier. ,

Future enforcement of past-due accounts will be facilitated by the
ADP system which is now in effect nationwide. Programs initiated
during the year were having significant results by the fiscal yearend.
For example, in 1967 for the first time on a nationwide basis, names of
individuals owing income taxes or business taxes for periods before
ADP were fed into the system. The computer dprogram applied to
refunds provided that any prior liability would be deducted from
any refunds due the taxpayer. By the end of fiscal 1967 this program
had automatically collected almost $12 million on prior liabilities.
Equally important, the program freed enforcement personnel for
work in other areas where personal contact was required.

Alcohol and tobacco tax administration.—The concentrated liquor
law enforcement effort in the Southeastern States was continued in
fiscal 1967. Reports on the program, known as Operation Dry-Up,?!
disclosed a decrease in both the number of violations and the scope of
illegal operations in the States affected. .

In fiscal 1967, 84 percent of the illegal distilleries and 93 percent
of all mash seized were in the Southeast Region. The following table

rovides information on nationwide seizures and arrests during the
ast 6 fiscal years. :

Number of QGallonsof  Arrests for
Fiscal year stills seized mash seized liquor law
violations

6,886 3,424,500 8,726
6,213 3,002 600 8,163
6,837 3,123,800 7,807
7,432 3,637,900 7,171
7,685 3,664,900 6,629
6,608 3,125,400 6,148

The alcohol and tobacco tax laboratory of the National Office is
concentrating on advanced instrumentation studies so that improved
techniques can be applied to the analysis and examination of speci-
mens. Advanced analytical capability is important to the Service in
its normal surveillance over products containing alcohol, as well as
in other fields, including the broad area of scientific crime detection.
In a criminal case during fiscal 1967 the Service established precedent
by the successful introduction of physical evidence analyzed by
atomic absorption spectrophotometry, a technique for the determina-
tion of chemical elements which is particularly useful in conjunction
with neutron activation analysis. Since 1964, when neutron activation
analysis was first accepted by the courts, growing interest in its use
has been shown by the Service, the Bureau of Narcotics, and other
Federal and State offices. Neutron activation analysis was used in

1 See 1966 annual report, page 128.
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the examination of 1,765 samples in fiscal 1967, compared to 1,006
~in fiscal 1966. Field office laboratories also analysed 6,450 samples
in connection with alcohol and tobacco tax enforcement Work and
5,197 samples for the Bureau of Narcotics.

Tax determinations on spirits withdrawn for bottling is a prime
workload factor. These determinationsreached an alltime high of 221.2
million tax gallons in fiscal 1967. Plants requiring on-premises super-
vlllswn produced 873.0 million tax gallons of distilled spirits durlng
the year.

Firearms law enforcement.—Investigations of violations of National
and Federal firearms statutes led to 720 criminal cases and the seizure
of 3,787 firearms in fiscal 1967, compared to 466 cases and 839 seizures
in fiscal 1966. In addition, 36,050 firearms records inspections were
made at the prennses of dealers compared to 13,783 inspections last
year.

Appeals and civil Litigation.—Total cases received in regional appel-
late divisions in fiscal 1967 decreased by 56 from fiscal 1966 to 36,664.
Total case disposals, however, increased by over 3,000 cases to 37,755
in 1967. A reduction of 1 091 in the yearend mventory was achleved
by June 30, 1967.

Revised procedures were initiated in fiscal 1966 for Ieportmg
refunds or credits of over $100,000 in income, estate, or gift taxes
to the Joint Committee on Internal Revenue Taxation.! These
procedures reduced the average processing time from 12 months to
'5J% months, resulting in better public relations through earlier refunds
or credits, and savings in interest and operating expenses. In fiscal
1967, 757 cases 1nvolvmg overassessments of $499.8 million "were
reported to the Joint Committee.

Civil cases in the trial courts were won or partially won by the
Government during fiscal 1967 as follows: in the Tax Court, 82 per-
cent; in the Court of Claims, 55 percent; and in the U.S. district
courts, 73 percent. The Government won, in whole or in part, 339
of the 413 civil tax cases decided by courts of appeal (exclusive of
collection litigation and alcohol and tobacco tax legal matters).

The Supreme Court rendered two decisions in Tax Court cases and
two decisions in refund suits during the year. The Government’
position was sustained in both Tax “Court “cases and in one of the
two refund suits.

International activities

Overseas operations of the Service fall into three broad areas:
(1) Administration of the tax laws as they apply to U.S. citizens
living abroad, nonresident aliens, and foreign corporations; (2) nego-
tiation and administration of tax conventions with foreign countries,
established to prevent double taxation of individuals and corporatlons
which are subject to taxation by two or more countries; and (3) pro-
viding assistance requested by developing countries in improving
their tax administration system. _

International operations.—The Service maintains offices in Bonn,
_ London, Manila, Mexico City, Ottawa, Paris, Rome, Sao Paulo, and
Tokyo. Representatives at these offices perform functions for all
branches of the Serv1ce maintain liaison with tax authorities of

See 1966 annual report, page 130.
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foreign governments on the administration of tax treaties and on
other matters of mutual interest, and assist U.S. citizens overseas
in complying with their U.S. tax responsibilities. To. further assist
U.S. taxpayers abroad, during the 1967 filing period Service employees
visited 51 countries plus Guam, Okinawsa, and the Canal Zone, and
14 1-week tax schools were conducted for military personnel.

Tax conventions.—Negotiations were held with seven countries
concerning bilateral income tax conventions. Income tax conventions
were signed during fiscal 1967 with Brazil and. with Trinidad and
Tobago, and the proposed conventions were transmitted to the
Senate. A supplementary income tax convention with Canada was
also signed and transmitted to the Senate. The Senate ratified a
protocol to the United States-United Kingdom income tax convention
and the instruments of ratification were exchanged on September 9,
- 1966. Instruments of ratification of an income tax convention between
the United States and the Netherlands were exchanged on July 8,
1966. : :

Foreign tax assistance.—One of the most significant developments
this year was the creation of the Inter-American Center of Tax
Administrators. The Center was established in May, at a meeting
held in Panama City, Panama. Its purpose is to provide a permanent
forum for the exchange of ideas, concepts, and experiences for the
improvement of all phases of tax administration among Western
Hemisphere tax officials. The Commissioner of Internal Revenue
was elected President of the Center’s Executive Council and as such
is the chief executive of the Center, The other members of the execu-
tive council are from Guatemala, Ecuador, Venezuela, and Brazil.
At the fiscal yearend the Center had 39 members from 19 countries.

New long-term tax advisory teams were assigned in fiscal 1967 to
Turkey and to South Vietnam. The team previously assigned to
Ecuador was withdrawn for the time being. At the close of the fiscal
year teams were located in Argentina, Bolivia, Brazil, Chile, Colombia,
Costa Rica, the Dominican Republic, El Salvador, Guatemala,
Honduras, India, Nicaragua, Panama, Paraguay, Peru, the Philip-
pines, South Korea, South Vietnam, Turkey, Uruguay, and the
Agency for International Development’s Regional Office for Central
America and Panama.

Planning activities

Service planning activities concentrate on developing a balanced
program for the most beneficial use of limited manpower and dollar
resources. The comprehensive, multiyear Program and Financial
Plan, developed as a result. of intensive research, systems develop-
ment, and extensive planning reflects the Service’s objectives and
. resource requirements. This plan forms the short- and long-range
basis for integrating into unified programs the variety of separate
Service functional activities.

Long-range planning.—The Service is now in its second year under
the planning-programing-budgeting system (PPB). Special stud-
ies, an essential part of the PPB system, provide management
with the analyticanasis for choosing from among alternative courses
of action. Task forces started work m 1967 on several special studies
to assist management in making program choices, Systematic quanti-
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tative analysis, as well as traditional qualitative analysis, are used to
develop objectives and alternative means of meeting them. Quantita-
tive analysis assists in evaluating the practicality of alternatives by

roviding calculations and comparisons of the relative costs and
geneﬁts. The results of these analyses will be presented to Service,
Treasury, and Budget Bureau executives for review and decision.

Long-range planning and estimates of future Service workloads
rely on projections of the number of tax returns to be filed in future
years. The steady' upward trend in the volume of returns filed in
recent years continued during calendar year 1966, and the expected
growth in the Nation’s population, economy, and labor force indicates
additional increases. In calendar year 1966 the total number of returns
filed exceeded 103 million, an increase of more than 12 million during
the last 10 years. Recent projections forecast a total of 114.5 million
returns by 1970 and further gains to 126.1 million returns by 1975.

Current research program.—Projects touching on many aspects of
tax administration, especially the improvement of taxpayer compliance
were continued. The research program was also designed to foster
cooperation between the Service and other governmental bodies,
and countries with which the United States has tax treaties.

Several research projects were conducted concerning the reporting
of wages, dividends, and interest payments. Included were studies
on the uses made:of information returns, possibilities of obtaining
information returns in some areas not presently covered, and the
expanded use of magnetic tape rather than paper information returns.

As a result of a cost-benefit study a policy was adopted for retainin,
master file data. Under this new policy: (1) Tax settlement data wi
be retained for 27 months beyond the posting date of the transaction
that brings the tax account to a zero balance or releases it from any
prior hold placed on the account, and (2) tax base data will be re-
moved from master files annually after completion of scheduled
computer runs for Service programs.

Other projects of the year included: (1) Developing a program for
the Service and the States to exchange tax information data by means
of magnetic tape; (2) planning a system for accelerating the remit-
tance of taxes withheld from nonresident aliens and foreign corpora-
tions; (3) cooperating with the U.S. Civil Service Commission in the
development of instructions to assist annuitants in determining the
taxable portion of their annuities; and (4) coordinating implementa-
tion of new rules for individuals authorized to represent taxpayers
in tax matters before the Service.

Systems development.—To further reduce the time and money spent
in preparing information for entry into the Service’s ADP system,
the two projects involving the use of optical scanning equipment
were continued. The testing of a relatively inexpensive single-font
scanner was begun in the Southeast Service Center late in 1966.
Under actual operating conditions, this machine, designed to handle
bills and other notices typed or printed on Service equipment using
a special American Standards Association approved type font, has
successfully met the Service’s acceptance criteria for reading type-
written documents; however, acceptance tests of documents pre-
pared on the Service’s high-speed printers had not been completed
by the fiscal yearend. The second study concerned a more sophisti-
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cated scanner capable of converting data from information returns
(forms W-2, 1099, and 1087) directly to magnetic tape. Although
three manufacturers responded to an invitation to bid on this multi-
font scanner, it was decided that none of the proposals offered suffi-
cient economic advantages.

Design of a new ADP system to replace the present master file
system early in the 1970’s is well into the first study phase, definition
of information requirements. As the study progresses, continuing
cost/benefit review of the overall design will be conducted.

Major benefits anticipated in the future system include: (1) Faster
entry of new information into master files, (2) direct access to in-
formation on file by technicians in the Service, (3) inclusion of more
comprehensive data on file in terms of both historical and current
information, (4) rapid, selective, and properly formated retrieval of
information, and (5) better management through improved allocation
of resources. : :

Inspection activities

A protective and constructive service is furnished the Commissioner
and all other levels of Service management through comprehensive
internal audit and internal security programs. The internal audit
program permits management to appraise the degree of compliance
with established policies, procedures, and controls, and also provides
a basis for appraising the effectiveness of these systems. Internal
security investigations are regularly conducted on various matters,
particularly character background investigations of new appointees
to positions of trust and investigations of complaints of employee
misconduct. Investigations are also made of reports by employees
concerning. actual or suspected bribery or other unethical attempts
to influence Service action.

Internal audit.—During fiscal 1967, over 85 percent of direct in-
ternal audit staff time was spent on data processing, collection,
audit, intelligence, and alcohol and tobacco tax functions. Results of
actions taken to correct systemic errors, improve programs and pro-
- cedures, or strengthen internal controls are conservatively estimated
at $37 million. Included are such items as management’s actions on
specific cases; the assessment of tax, penalties, and interest not pre-
viously properly assessed; the recoupment of erroneous refunds; the-
securing of delinquent returns; and the acceleration of collection
action on past-due accounts.

Internal security.—During fiscal 1967, a total of 12,373 internal
security investigations of all types were completed, a 25-percent
increase over last year. In addition, police record checks were made
on 4,491 employees considered for short-term temporary appointments.

Indications of breaches in integrity involving frauds on the revenue,
committed by employees, or through collusion between employees
and non-Service people, are investigated by teams of auditors and
investigators. One such joint investigation disclosed that a district
office employee had been paid by taxpayers for preparing approxi-
mately 100 tax returns, 32 of which were fraudulent. In another
instance, investigation of allegations that cases could be ‘‘fixed”
disclosed collusion between an office auditor and a tax practitioner.
Appropriate disciplinary or court action is taken on cases where
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merited. In the two foregoing cases, both employees were brought to
trial and found guilty. Investigation also revealed that false charges
- had been brought against employees in a number of instances.

The large amounts of money involved in many Service transactions
make bribery by outsiders an ever-present hazard. In fiscal 1967, a
record number of bribery attempts were reported by employees.
At the end of the year, prosecutions were pending on 32 defendants.

. for this crime, and 68 cases were still under investigation.

Bureau of the Mint !

The major operations of the Bureau of the Mint are the manufacture
and distribution of all coins of the United States, and the receipt,
processing, disbursement, and physical custody of gold and silver for
the Treasury. Departmental headquarters of the Director of the Mint
is in Washington, D.C. The six field installations of the Bureau are
two mints located in Philadelphia, Pa., and Denver, Colo.; two assay
offices, in San Francisco, Calif., and New York, N.Y.; and two bullion
depositories, one at West Point, N.Y. which operates as an adjunct
<])£ the New York Assay Office, and the other, located at Fort Knox,

y. .

Three plants manufacture coins, the Philadelphia and Denver
mints and the San: Francisco Assay Office. They also distribute the
newly minted. coins for general circulation through the facilities of
the Federal Reserve and the Treasury in Washington. These facilities
also return to the mints coins which are uncurrent, that is, after they
have been withdrawn by the commercial banks of the country when
too worn to continue in active circulation. ' :

The U.S. Mint also manufactures foreign coins. It is noted that
many countries have no government mints of their own. Others which
‘have mints may at times be unable to meet their current requirements.
Such countries, therefore, obtain their coinage from another govern-
ment. In recognition of these circumstances, the Congress of the
United States enacted legislation in 1874 which permits the coinage
facilities of the U.S. Government to be made available, on a reimburs-
able basis, for the manufacture of the national coins of foreign govern-
ments (31 U.S.C. 367). Many countries, located in North, Central,
and South America, Europe, Africa, Asia, and Oceania, have availed -
themselves of U.S. facilities and technical services.

The Engraving Division in Philadelphia makes all master dies,
working dies, hubs, etc. required for the production of coins at all
operating plants. Mint engravers also design and make medals in
gold, silver, and bronze. Included are medals authorized by Congress-
i commemoration of historic events and distinguished achievements;
and other special medals, decorations, and awards. Many bronze
. medals are sold to the public by the Philadelphia Mint. Among the
most popular is the Presidential series initiated during the term of
George Washington;

Bullion containing gold and silver is received by the mints and assay
offices in unrefined and refined forms from both domestic and foreign
sources. The depositors include: individuals; private companies; U.S.

1 Additional information is cbntained in the separate “Annual Report of the Director of the Mint.”
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. Government agencies; the U.S. Exchange Stabilization Fund; foreign
monetary authorities;, including central banks and treasuries; and
international monetary agencies such as the International Monetary
Fund and the Bank for International Settlements. After assay, the
gold and silver are paid for either in U.S. funds or in fine U.S. Mint
bars, based on these assays. The bullion is processed by melting, part-
ing, refining, and then manufactured into various sized gold bars and
silver bars in “good delivery”’ form, that is, suitable for use in the
settlement of international balances and the world markets, or storage
in the various mint field installations. The New York Assay Office
operates an electrolytic refinery for refining gold-and silver; platinum
group metals are a byproduct of these operations.
" The gold, silver; coinage metals, coins in various stages of produc-
tion, and the inventory of finished coins are valued at many billions
of dollars. The diversified operations, physical custody, and movement
of values between the mints, assay offices, and bullion depositories
require continuous safeguarding for which .sophisticated security
systems are maintained. v

In order to meet the added responsibilities of the Director of the
Mint, the laboratory in Washington was enlarged and modernized
during the last several years. Some of the functions of the laboratory,
where the overall scientific work of the Bureau is performed, encompass
the following:

(1) Forensic—determination of the status and condition of ques-
tioned coins, by nondestructive means, ,

(2) Applied research and development—investigation of new ma-
terials for use in coinage; investigation of new methods for achieving
quality control.

(3) Maantenance of quality control—through surveillance, provides

for the maintenance of standard methods, procedures, and equipment

in the several mint laboratories for analytical and other quality
control activities. :

(4) Quality assurance—by means of the routine testing of issued
coins and samples of other mint products, including analytical, me-
chanical, metallographic, and metrological tests, assures the conform-
ity with coinage statutes and mint regulations of all mint products.

Modern instrumentation to best meet volume production and new
types of coins was required by the mint laboratory. The installation
- of the following equipment to accomplish this was completed during

fiscal 1967. . o

A. A Microprobe X-ray Analyzer.—This permits the nondestructive
analysis of questioned coins necessary for the preparation of evidence
in cases involving counterfeit and altered coins.

B. An X-ray Fluorescence Spectrometer—This affords the high-
speed quantitative determination of the average composition of c%ad
metal coins, using dissolved samples of the composites. It also provides
for the nondestructive analysis of thé separate components in clad
metal coins. , .

C. An Atomic Absorption-Flame Emission Unit.—This provides for
the quantitative determination of minor or trace element constituents
of coinage metals. ' - '

The coinage institutions are also equipped with X-ray fluorescence
spectrometers and atomic absorption-flame emission units.
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Standard mint fire assay and wet chemical methods continue to
be used for the quantitative determination of gold and silver. It is
expected that the new equipment and procedures will entirely supplant
standard electrolytic and wet chemical methods used for quantitative
determination of nonprecious coinage metals. :

Production of U.S. coins

With the coinage output exceeding 9 billion pieces in fiscal 1967,
the mint set a new production record for the seventh consecutive
fiscal year. The three coinage plants processed approximately 36,500
short tons avoirdupois of metals into the finished coins, thus in-
creasing the Nation’s supply of fractional money more than $962
million. The distribution of denominations reflected current require-
ments of the economy. However, the 1-cent coins, as for many years,
were the most largely produced and accounted for 40 percent of the
total number of pieces minted. Dimes accounted for 34 percent;
quarter dollars, 20 percent; half dollars, 4 percent; and 5-cent pieces,
2 percent. This contrasted somewhat from the distribution of the
8.7 billion pieces struck in 1966, which ranked as follows: 1l-cent
pieces, 32 percent; dimes, 29 percent; quarter dollars, 25 percent;
5-cent pieces, 12 percent; and half dollars, 2 percent.

All subsidiary coins made were the composite type authorized by
the Coinage Act of 1965 (31 U.S.C. 391).! Details of coins produced
during the year follow: :

Production of U.8. coins, fiscal year 19671

Denomination Standard Diameter Thickness Metallic composition Coins Face
weight produced  value
. Gram Tnches Inches Percent In millions
1-cent pieces....... 31 0.750 0.062 95 copper, 5zine...._..... 3,619.8 6. 2
5-cent pieces.__._.. -6 . .835 .078 75 copper, 25 nickel_...._. 3 10.3
Dimes. o oooonao._. 2. 268 705 .053 Outer cladding 75 copper, 3,094.0 309.4
. 25 nickel; inner core
: pure copper.
Quarter dollars...... 5. 67 . 955 17 N 1, S 1,818.3 454.6
Half dollars...._._. 1.5 1.205 .086 Outer cladding 80 silver, - 303.4 151.7
: 20 copper; inner core
: approximately 20 silver,
80 copper.?
7 U . 89,041.2 962. 2

1 Includes 2,968,734 special mint sets (14,843,670 individual coins with face value of $2,701,547.94).
2 Average silver content of the clad half-dollar is 40 percent.
8 Gross weight of coinage 36,489 short tons.

Issue and stock of U.S. coins
Special congressional hearings relative to the nationwide shortage
of coins were first held in 1964.2 In the interim 3-year period the

1 Composite coins are described in the 1965 annual report on pages 131 and 316. .

2 Public hearings were held by the Legal and Monetary Affairs Subcommittee of the Committee on
Go;%x‘rngngnli g()perations, House of Representatives, on June 30, July 1 and 2, 1964, Feb, 16 and 17, 1965,
and Feb. 8, 1966,
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Philadelphia and Denver Mints and the San Francisco Assay Office
have shipped over 20 billion fractional coins into circulation channels.
The distribution by denomination and fiscal year is set forth in the
accompanying table.

Issue of U.S. fractional coins ¢

Number of pieces (in millions)

Denomination Total face

X value (in

Fiscal year Fiscal year Fiscal year Total millions)

1965 1966 1967 pieces

1-cent pieces 3,717.2 2,786.5 3,629.3 10,133.0 $101.3
§-cent pieces.. . 1,578.0 829.1 245.7 2,652.8 132.7
Dimes._.._....... 1,036.2 1,708.7 896.4 3,641.3 364.1
Quarter dollars. . . 715.8 1, 836.3 707.2 3,259.3 814.8
Half dollars_.._._. . 194.6 196.8 302.4 693. 8 346.9
Total e ieeacaee 7,241.8 7,357.4 5,781.0 20, 380.2 1,759.8

Ut The initial distribution of clad coins authorized by Public Law 89-81, July 23, 1965, was as follows: No-
vember 1965, quarter dollars; March 1966, half dollars and dimes,

The total stock of U.S. coins, estimated by the Office of the Director
of the Mint, is updated at the close of each month to reflect the addi-
tion of coins manufactured during the month, the reduction of uncur-
rent (worn) coins returned to the mints, and allowance for general dis-
appearance, etc. The net increase in the stock on selected dates over
the past 10 fiscal years is shown below.

Face value (in millions)

Stock on June 30 Standard
silver Fractional Total stock
dollars coins of coins
$488 $1, 867 $2, 356
488 , 111 , 508
485 3,229 3,713
485 4,191 4,675
485 5,148 5,633
—4 3,281 3,277

1 No silver dollars have been manufactured since September 1935,

A total of 45.6 billion new subsidiary and minor coins have been
added to the national stock of coins during the last 10 fiscal years. The
yearly growth in newly minted fractional coins is shown in the ac-
companying chart. '

277-468—68——10
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Foreign coinage- .
~The U.S. Assay Office at San Francisco manufactured 2,176,206
foreign coins for the Republics of Panama and the Philippines during
the fiscal year 1967. Six denominations were made for the Government
of Panama, including the balboa and five fractional coins. The frac-
tional coins correspond exactly in size, weight, and composition to
coins of the United States made in 1967, which are described in the
U.S. production table. The balboa coin corresponds to the present
U.S. standard silver dollar. It is composed of an alloy of 900 parts of
silver and 100 parts of copper, and has a gross weight of 412.5 grains or
26.73 grams. The number of Panamanian coins produced was as follows.

Panamanian coins . Number of Metallic composition
. pieces
D5 TY Lot T S P, 12,701 Silver alloy, 90% fineness, .
D% 3 L1 Y S I 1,012,701 Silver clad, average 40%, fineness.
i balboa - oo 12,701 Cupronickel clad on copper.
140 balboa. .. 1,012, 70k Do.
5 centesimoS. o ao e aiiceaeacaa o 12,701 75%, copper, 25% nickel.
1 eentesimo. o: o oo iaiccicciaan 12,701 95% copper, 5% zihc.
7 2,076,208

One hundred thousand silver coins in the 1 peso denomination
were made for the Philippines. The weight of the peso is 412.5 grains
or 26.73 grams and the composition, an alloy of 900 parts of silver and -

"100 parts of copper. These specifications also correspond to the
‘standard silver dollar coin of the United States.

Gold and silver operations at the Mint institutions

Over 8,100 bullion deposits containing gold and silver were made at
the mints and assay offices during the fiscal year 1967. These transac-
tions required approximately 81,000 assay determinations. ~

The gold content of the deposits amounted to 2.7 million fine troy
ounces with a value of $94.5 million. The sources were newly mined
domestic production, scrap gold from domestic depositors, and bullion
of foreign origin; the latter consisted of imports received directly from
abroad and also gold released by foreign governments from their
accounts in New York. ’

Withdrawals of gold for authorized purposes totaled 14.6 million fine
ounces valued at $512.6 million. Included were gold bars containing
5.4 million ounces valued at $190.3 million issued for domestic,
industrial, professionsl, and artistic use; and 9.2 million ounces valued
at $322.3 million issued for monetary purposes, of which $300 million
were for the special gold accounts of the Secretary of the Treasury and
the Treasurer of the United States. In addition to the usual transfers
of gold between mints and assay offices, 14.5 million ounces valued at
$507 million were moved from the Fort Knox Depository to the New
York Assay Office.

A total of 3.4 million fine troy ounces of silver bullion was received
by the mints and assay offices in 1967. The deposits included silver
contained in newly mined domestic gold, imported gold, scrap gold,
silver scrap from domestic sources, and silver in uncurrent (wornout)
U.S. silver coins withdrawn by the commercial banks of the United
States and returned through Federal Reserve facilities.
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The withdrawal of silver bullion in fiscal 1967 amounted to 235.4
million fine ounces, of which 44.8 million ounces were processed by
Denver and San Francisco into 303.4 million silver clad U.S. half
dollars. The issues of 190.4 million ounces included 2 million ounces
exchanged for deposits of unrefined silver; 158.1 million ounces
exchanged at New York and San Francisco Assay Offices for silver
certificates; and 30.3 million ounces which represented miscellaneous
sales, operatlve wastage, etc.

The following table summarizes the net withdrawals of gold and
silver bullion from the mints and assay offices and the total quantity
held at the beginning and close of the fiscal year 1967.

Gold Silver
Monetary bullion (excluding intermint transfers) Fine ounces Value Fine ounces Value
In millions
Holdings on June 30, 1966 366. 6 $12,830.2 633.7 $819.3
Receipts in fiscal 1967 ... 2.7 94.5 3.4 4.5
Issues in fiscal 1967 _ ... .. 14.6 512.6 235. 4 304. 5
Holdings on June 30, 1967 : 354.6 12,412, 2 401.7 519. 4
Net change. ... .o oo —1L9 —418.1 —232.0 —299.9

Revenue deposited into the general fund of the Treasury

During the fiscal year 1967, mint revenues deposited into the general
fund of the Treasury totaled $845 million. This was 29 percent more
than last year, or an increase of $189.5 million. The revenue items for
fiscal years 1966 and 1967 are included in the following table.

, In millions of dollars
Revenue deposited into the general fund of the Treasury -
' 1966 1967
Seigniorage:
Minor comage [ T O 62.8 34.0
Subsidiary 0.900 fine silver comage (10¢, 25¢, 50¢)_ - 190 ...
Cupronickel-clad coinage (10¢, 25¢)............... . 546.0 717.8
Silver-clad coinage (50) .o oo eeeaaas 15.2 82,3
15318 S LG 6.5 *)
Total seigniorage ... ..... 649.5 834.1
Handling charges on gold bullion .6 .6
Other bullion charges....._._._... .7 1.0
Sales of special Mint sets, etc 4.7 9.2
AN obher . e *) At
Total Aeposited. . oo o i i acacccicecm———an 655.5 845.0

*Less than $0.1 million. '
4 1 Slelgxﬁnorage acceruing Irom 8,686.5 million coins manufactured in fiscal 1966 and 9,041.2 million coins in
scal 1967,

Monetary assets and liabilities

Total monetary assets of the mints, assay offices, and bullion
depositories amounted to $14 billion on June 30, 1966, and $13.7
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billion on June 30, 1967. The composition of assets and liabilities for
each date is set forth in the statement below.

In millions of dollars

Item
June 30, 1966 June 30, 1967

ASSETS
Gold DUION. - - oo e e e e e mm——anan 12,830.3 12,412.2
Silver bullion.. . .- .e- .- rg819.3 519.4
Subsidiary coin . 158.0 652.1
Minor €oin. -« eoeooooaiio i - 1.1 8.8
Coinage metal other than silver .- I - £146.1 133.7
Other MisCellaNeOUS- - - - e v e cmaeceimacaccecnacaccaaaaemamcanan e ™ .1
B 2 BT 2SO £13,964.8 13,726.2

LIABILITIES
Bullion fund. . i r13,803.6 13,558.8
Coinage metal fund Yoo 159.0 164.4
Other misecelaNeOUSs. - - ..o i ciieieecceaaeaan 2.2 2.9
Total Habilities. - - oot ccecccccecaccre e aa- r13,964.8 13,726.2
r Revised.

*Less than $0.1. million.
1 Authorized by the Coinage Act of July 23, 1965 (31 U.8.C. 340).

Gold and silver production and consumption in the United States

The Government and a number of private companies in the United
States operate plants for the metallurgical recovery of fine gold and
silver from unrefined bullion and ores. The combined output of these
plants is the total U.S. refinery production and it represents the U.S.
contribution of gold and silver which actually becomes available for
monetary and nonmonetary purposes. A considerable period may
elapse from the time the various kinds of crude ores containing gold
and silver are mined, milled, and smelted until the refined precious
metals are finally available. : :

The Office of the Director of the Mint conducts an overall survey
of refining operations in the United States for the purpose of deter-
mining the combined output of gold and silver which is ultimately
recovered. Refinery production data are also distributed according
to source. Governmental and private plants receive and process
materials from both domestic and foreign sources. In addition to the
primary metals, secondary materials also are received, including gold
and silver bearing scrap returned from artistic, professional, and
industrial users. The accounts and records of all processors are cor-
related and the final product classified according to the different
sources. A further refinement of newly mined domestic production
data is the distribution according to the various States of origin.

Once each year, on a calendar year basis, the Office of the Director
of the Mint 1ssues a statistical report showing the States of origin
and amounts of newly mined domestic gold and silver produced by
refineries in the United States.

During the calendar year 1966, the refinery production of newly
mined gold for the United States totaled 1,801,600 fine ounces, a
7.5-percent gain over 1965. Output of the 16 producing States ranged
from 3 ounces for the smallest to 633,900 ounces for South Dakota,
the leading State of production for many years. As in the previous
year, Utah and Nevada ranked second and third, accounting for 23
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and 20 percent of the total, respectlvely The combined output of
these three States amounted to 1,408,900 fine ounces, or 78 percent
of the U.S. total.

The refinery production of newly mined domestic silver in 1966
amounted to 42,500,000 fine ounces, an increase of 9 percent over
1965. There was a wide variation among the 22 States, ranging in -
the recovery of a fractional ounce for the lowest producing State to
18,950,000 ounces for Idaho, the largest. Three States, as for gold,
accounted for 78 percent (33,206,400 ounces) of the U.S. total silver
output. They were Idaho, 45 percent Utah, 18 percent, and Arizona,
15 percent.

The following table compares the refinery production of gold and
silver for 1965 and 1966.

U.8. gold production U.S. silver production

: Fine Value at " Fine Value at
Calendar year Number of ounces $35 per Number of ounces $1.29429
producing ounce producing per ounce !
States —_— States —_—
In millions B In millions

1966 - iiieailiol. 16 1.8 $63.0 22 42.5 $55.0
1965 i icceciiaaae ] 15 1.7 58.6 24 39.0 50.5
Increase or decrease (—) 1 1 4.4 -2 3.5 4.5

1 The market quotation, $1.293 per ounce 999/1,000 ﬁne, is equivalent to $1.29429 per ﬁne ounce.

The mints, assay offices, and private refiners which process gold and
silver are also the primary suppliers of these metals for industrial, pro-
fessional, and artistic uses in the United States. The Office of the
Director of the Mint compiles this information annually. Data for
1965 and 1966 are shown in the following table.

. Gold Silver
Industrial consamption in the United States e 1965 1966 1965 1966

‘Fine ounces in millions

Total bublion issued by mints, assay offices, and private refiners._. 6.6 7.8 1193.0 1210.0 -
Scrap materials received by the above 2. ... ... 1.3 1.7 61.0 60.0
3

6.1 137.0 150.0

Net issues (industrial conéumption) ...... ................ 5.

1 Does not include silver used in coinage.

2 Consists of 0ld jewelry, art objects, dental matenals silverware, scrap film, and other secondary materials
returned from domestic industrial uses. Scrap is either sold to govemmental and private processors, or de-
posited in exchange for fine gold and silver. Silver in comage serap resulting from the Government’s coinage
operations is not included in the figures.

Bureau of Narcotics

The Bureau. of Narcotics administers Federal laws controlling
narcotic drugs and marihuana, and carries out the responsibilities of
the Government under the international conventions and protocols
relating to these drugs.

Bureau respon31b§1ty for regulating the legltu:na,te supplies of nar-
cotic drugs for medical and scientific purposes involves supervision of
U.S. imports and exports of these drugs, and control of the manu-
facturing and domestic trade in them to prevent diversion into illicit
channels. Enforcement duties include apprehension of interstate and
international violators of narcotic and marthuana laws and coopera-
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tion with State and local law enforcement agencies. At the request of
foreign police authorities, Bureau agents. assist in mutually beneficial
investigations of international traffickers. Further acceleration of the
expanded program in cooperation with foreign countries notably
affected smugggling of narcotic drugs into the United States during the
fiscal year 1967. : v

Cost reduction and management improvement

During fiscal 1967, the Bureau was able to save $35,000 from the
current program by delaying the filling of an increasing number of
personnel vacancies; by drastically reducing attendance at conferences;
by eliminating unnecessary travel; and by eliminating some desirable,
but nonessential procurement. :

Training

Emphasis on the interagency program of training continued with 33
persons participating in various programs including technical, man-
agerial, and supervisory instruction. Bureau officials attending the
planning, programing, and budgeting seminars broadened their insight
concerning current developments in administrative matters. Participa-
tion in this program is continuing.

The Bureau of Narcotics Training School conducted nine sessions in
fiscal - 1967. Seven sessions were held in Washington, D.C., and one
each in Long Beach, Calif., and New York City. A total of 470 local
and State law enforcernent officers were trained in narcotic controls at
these sessions. :

‘Bureau agents conducted a special 2-week course during fiscal 1967
on narcotic control, dealing specifically with the abuse of cocaine,
heroin, and marihuana. The course, held in cooperation with the
International Police Academy of the Agency for International Devel-
opment, was taught in Spanish as part of the Bureau’s intensive
program of cooperation with the Liatin American countries.

During fiscal 1967, the Bureau of Narcotics continued to participate
in special workshops and seminars on narcotic training and education..
Special ‘seminars attended by 697 local and State law enforcement
officers were conducted in Newark, N.J., Union County, N.J., Buffalo,
N.Y., Norman, Okla., and Hershey, Pa.

The school staff lectured regularly before the U.S. Air Force Office
of Special Investigations, the Federal Bureau of Investigation’s Na-
tional Academy, the Harvard School of Legal Medicine, the Bureau of
Drug Abuse Control, the International Police Academy, and AID.

During the fiscal year, Bureau officials addressed 621 groups
consisting of approximately 46,750 persons.

An exhibit relating to Bureau responsibilities was presented to the
annual convention of the American Pharmaceutical Association in
Las Vegas, Nev., which was attended by more than 5,000 persons.
Bureau agents were available to discuss registrants’ responsibilities
and distribute literature. In addition, smaller exhibits were displayed
at various State and local conventions and meetings. x

The demand for information about narcotic drugs and marihuana
- increased during fiscal 1967. The Bureau supplied over 66,874 publica- -
tions as a public service to students, teachers, parents, libraries,
individuals, and agencies, compared to 45,306 in the previous year.
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Enforcement activities

Investigations by Bureau agents of the international narcotic traffic
which affects the United States continued on an intensive basis in
cooperation with police authorities of many countries. Examples of
exceptionally significant cases are reported below. '

Narcotic and customs agents working jointly arrested a woman who
was attemping to smuggle 10 kilograms of cocaine into the United
States on her arrival at New York from Chile. Later, seven additional
defendants were. implicated and convicted of conspiracy. Following
leads from the case, a U.S. narcotic agent, with the cooperation of
Chilean police, began an undercover approach to the source of supply
in Chile. As a result, Chilean authorities arrested three persons when
they delivered 5 kilograms of cocaine to the narcotic agent. Additional
investigation led Chilean police to discover and seize a large clandestine
laboratory.

A narcotic agent in La Paz, Bolivia, assisted authorities in the
arrest of two defendants and seizure of 1 kilogram of cocaine. Con-
tinuing the investigation, the agent and Bolivian police later seized 4
more kilograms of cocaine and arrested two additional defendants
who led them to a clandestine laboratory. The chemist and his two
assistants were arrested at the laboratory in La Paz where 20 grams of
cocaine were seized. Three additional defendants were arrested the
same day at a second illicit laboratory where Bolivian officers uncovered
approximately 1 ton of coca leaf residue.

A narcotic agent and the French Police Judiciaire concluded an
investigation late in 1965 by arresting three members of an important
smuggling organization and seizing 7 kilograms of heroin. Authorities
in Paris and Marseille continued to investigate the operation, and
learned of plans to ship narcotics to the United States via a seaman
courier aboard the French vessel Charles Tellier. On the day of the
ship’s departure French authorities at Le Havre arrested the seaman
aﬁl }Fn‘rench Customs seized 5 kilograms of heroin concealed aboard
the ship. : s

Turkgsh police and narcotic agents worked together and within 1
month seized a total of 1,464 kilograms of opium (approximately 1%
metric tons) and arrested 27 defendants.

A narcotic agent in Istanbul, Turkey, developed information about
a smuggling operation between Istanbul and Marseille, France. The
Marseille Narcotic Group of the Surete Nationale moved to control
the movements of the suspects in Marseille, Cannes, and Nice. French
Customs in St. Julien, a French frontier point on the route to Geneva,
were alerted to watch for a truckload of watermelons. French authori-
ties and the U.S. narcotic agent searched the truck carrying 6 tons of
watermelons and luncovered 500 kilograms of opium and 50 kilograms
of morphine base hidden in a secret compartment. ,

Turkish police and a narcotic agent discovered a clandestine
morphine base laboratory in a farmhouse near Manisia and seized
17 kilograms, 420 grams of morphine base, and 83 kilograms of opium.
The chemist and two assistants were arrested after one attempted
to resist with an automatic pistol, but was disarmed before he could
use his weapon. '

Investigation conducted by narcotic agents and the Thailand
Central Bureau of Narcotics was concluded in Bangkok, Thailand,



ADMINISTRATIVE REPORTS 123

with the arrest of one defendant and the seizure of more than 25
kilograms of “999”’ morphine base.’

A narcotic agent, assisting the Syrian police, helped to arrest three
brothers as they delivered approximately 20 kilograms of morphine
base to an undercover agent. Information developed from this case
led to the arrest of another part owner of the morphine base.

Using information supplied by a U.S. narcotic agent in Paris,
the Royal Canadian Mounted Police and narcotic agents arrested
three defendants possessing a total of 6 kilograms of heroin as they
arrived at the Montreal International Airport from Paris. Another
defendant in the same case was apprehended later at the Montreal
airport.

Narcotic agents assisted Turkish police to arrest two Turkish citizens
and seize 466 kilograms of opium at Osmanoglu Village, Amaysa
Province, in April 1967,

French police and narcotic agents combined forces to seize 56
kilograms of morphine base and arrest two defendants at Marseille,
France, as they transferred the contraband from the Turkish passenger
vessel S/S Karadeniz. In searching the ship these authorities found an
additional 30 kilograms of morphine base concealed in the kitchen
and 93 kilograms of opium hidden in the crew’s quarters. Four
additional suspects were arrested.

Narcotic agents and French police began the investigation of a
smuggling organization in May 1966. In March 1967 6 kilograms of
heroin ready for shipment to the United States were seized in Paris.
Another 6 kilograms of heroin were transported to the United States
in the company of a French police officer. Upon arrival in the United
States the next day a narcotic agent delivered dummy packages to
the collaborator who was immediately arrested. Six additional
defendants were arrested for their roles in this case.

An outstanding example of international cooperation involved
1 year of intensive investigation and cooperation by five different
national law enforcement agencies. From leads supplied by U.S.
narcotic agents, Australian Commonwealth Police in Sydney un-
covered information about a ring of three Australians who smuggled
heroin from Hong Kong into the United States using false travel
documents and various aliases, in almost continuous travel. Police
in Sydney, Hong Kong, and London, as well as the British customs
and narcotic agents traced the suspects’ movements to Honolulu
where they closed in, seizing 2 pounds of pure heroin and arresting
one of the trio. Seven other suspects were quickly arrested in New York
and Miami, Fla., and 10 additional collaborators in the conspiracy
were arrested by the Australian Commonwealth Police. ‘

During fiscal 1967, Bureau of Narcotics agents assisted foreign
authorities in the seizure of: 3,599.064 kilograms of narcotic drugs
and 771.5 kilograms of marihuana. Narcotic agents in the United
States seized a total of 80.313 kilograms of narcotic drugs and 2,782.13
kilograms of marihuana from the illicit traffic within the country
during the same fiscal year.

The following table shows the number of violations of the narcotic
laws reported by Federal narcotic enforcement officers.



124 1967 REPORT OF THE SECRETARY OF THE TREASURY

Number of violators of the narcotic. and marihuana laws prosecuted during the fiscal
year 1967, with their dispositions and penalties .

Narcotic laws Marihuana laws
Registered persons Nonregistered persons Nonregistered persons
Federal State Federal State Federal State
court court court court court court
Convicted......._.......if | 1 1 660 288 260 172
Acquitted-._...._....... . 27 18 7 5
"Total. i _..ooo.... 2 993 444
2 2 2 2 2 2
2 =T - = T = < = - = -
DD =] D =3 D =1 L =3 @ (=3 L' =]
Sl =Sl x| E =S| mE | =
Sentences imposed_....... 2 I [ 2 P 3,435 4| 986 | 6] s06) 2] 236 10
Fines imposed. ... 2| ... $129,003 | ~$12,995 $13, 658 $13,371
z z z- 2 z 2
215 | 8|5 | 5|2 | 815|858 %
D =3 Gt =3 c =3 Q =3 D =3 D
I R - LR - O - I~ I I~ 1
Average sentence of
imprisonment:
1967 oo miieiaaa ol - 2 IR DRI PP 6 1 4 7 3 7 3 2
1966 o oeaeiaa ol J {020 R ORI NN 5 3 9 4 2 3 2
Average fine per .
conviction: .
. $195 $45 $53 $78
5 86 130 159

" Control of manufapture and medical distribution

The Bureau issues permits for imports of the crude materials, for
exports of finished drugs, and for the intransit movement of narcotic
drugs and preparations passing through the United States from one
foreign country to another. It supervises the manufacture and dis-
tribution of -narcotic medicines within the United States and has .
-authority to license the growing of opium poppies to meet the medic-
inal needs of the‘country if and when their production might become
. necessary in the public interest. '

The operational authority of the Bureau derives from the following
-statutes: 5 U.S.C. 258a, 282-282¢; 18 U.S.C. 1401-1407; 21 U.S.C.
 171-184a, 188-188n, 197-199, 501-517; 26 U.S.C. 4701-4762, 4771-

4774, 7237, and 7607; and 49 U.S.C. 781-788.

During fiscal 1967 the Bureau of Narcotics issued 44 permits to
import crude opium and coca leaves. To meet the medical require-
ments for opium.derivatives and cocaine and to supply nonnarcotic
coca flavoring extracts, 161,285 kilograms of raw opium were imported
%‘om India and Turkey, and 209,945 kilograms of coca leaves from

eru. 2 ' :

A total of 849 authorizations were issued for the export of manu-
factured narcotics to other countries. Narcotic drugs exported during
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fiscal 1967 increased to 1,759 kilograms 322 grams, from 1,411 kilo-
grams 485 grams exported during the previous year.

There were 2,365 thefts of narcotic drugs, amounting to 145,206
grams, reported during fiscal 1967 from persons authorized to handle
the drugs, compared with 2,453 thefts of 122,643 grams in 1966.

During fiscal year 1967, 394,283 persons were registered to engage
in lawful narcotic and marihuana activities. ’

International control and cooperation

The United States is a party to the following conventions, treaties,
and protocols relating to the international control over narcotic
drugs and marihuana: The Opium Conventions of 1912 and 1931;
the International Protocols of December 11, 1946, November 19,
1948, and June 23, 1953; and the Single Convention on Narcotic
Drugs in 1961. Additionally, the United States adheres to all of the
. provisions, so far as possible, of several other international regimes
of control even though we are not signatories.

On May 25, 1967, the Single Convention on Narcotic Drugs, 1961,
was approved by the U.S. Government. An instrument of accession
was deposited at the United Nations, May 25, 1967, and became
effective for the United States on June 24, 1967. .

Essentially the Single Convention will: incorporate the salient
features of the existing nine international treaties; simplify the
international control machinery; and extend control to the cultiva-
tion of plants from which the natural drugs are obtained, namely
opium, cannabis, and coca leaves. S

The convention will continue controls on production of opium,
‘but has added controls on harvesting cannabis, cannabis resin, and
coca leaves. Countries are still obligated to use express government
authorizations in exporting and importing narcotic drugs; report on
the working of the treaty; and exchange laws and regulations passed
to implement the treaty through the U.N. Secretary-General.

Under the provisions of the Single Convention, the United States
is obligated to take special measures for control of particularly
dangerous drugs (such as heroin, ketobemidone, and marihuana) and
to designate, with constitutional limitations, that all intentional
violations of the treaty’s control provisions regarding cultivation,
production, manufacture, trade, distribution, possession, etec., of nar-
cotic drugs and marihuana be punishable offenses.

The Bureau. of Narcotics continued its participation in interna-
tional meetings during the fiscal year. Representatives attended the
Tnterpol 35th General Assembly at Berne, Switzerland, August 31 to
September 7, 1966, to discuss various aspects of the struggle against
.the illicit traffic. A Bureau of Narcotics representative served as
consultant at the U.N. Seminar on Narcotics Control for enforce-
ment officers in BEast Africa at Addis Ababa, April 4-12, 1967. The
Regional Meeting of Interpol Representatives in Madrid, Spain,
May 22-24, 1967, on problems of illicit narcotic traffic in that area,
also included a Bureau representative.

Cooperation with States, counties, and local authorities

Excellent cooperation among Federal, State, and local narcotic law
enforcement agencies continued in free exchange of information, in

&
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coordinating the investigation and prosecution of minor violations,
and routine inspections by State and local authorities. The Bureau’s
special seminars were held in cooperation with the local, county, and
State agencies as a continuing effort in the program of ‘“training”
and providing assistance to these agencies.

. Drug addiction

The total number of active addicts recorded by the Bureau as of
June 30, 1967, as reported by Federal, State, local, and private
agencies was 60,697.

United States Coast Guard

The Coast Guard is responsible for enforcing or assisting in the
enforcement of Federal laws on the high seas and waters subject to
the jurisdiction of the United States. These laws govern navigation,
shipping, and other maritime operations, and the related protection
of life and property. The service also coordinates and provides mari-
time search and rescue facilities for marine and air commerce and
the Armed Forces. Other functions include promoting the safety of
merchant vessels, conducting oceanographic research, furnishing ice-
breaking services, and developing, installing, maintaining, and operat-
ing aids to maritime navigation. The Coast Guard has a further
responsibility for maintaining a state of readiness to function as a
specialized service of the Navy in time of war or national emergency.

Effective February 24, 1967, the vessel documentation and ad-
measurement functions previously carried out by the Bureau of Cus-
toms were transferred to the Coast Guard by Treasury Department
Order No. 167-81:!

On April 1, 1967, pursuant to Public Law 89-670, approved October
15, 1966, the Coast Guard joined the newly formed Department of
Transportation after having been a part of the Treasury Department
since the inception of this service in 1790. For reasons of administrative
simplicity where it was not possible to obtain 9-month data, this
report covers all of fiscal 1967.

Management improvement

The Coast Guard reported $37,955,000 in recurrent and one-time
savings during fiscal year 1967—more than double that of the previous
year—via the President’s cost reduction/management improvement
program. Some of the major actions are summarized below.

Foremost among the projects was a major reorganization of Coast
Guard Search and Rescue facilities along the east and gulf coasts,
which resulted in savings estimated at $14,617,000 stemming from a
number of interrelated actions. By acquiring surplus Bates Field in
Alabama from the Air Force, the Coast Guard obtained needed addi-
tional training and operational facilities which made possible the can-
cellation of plans for building at least one more air station along the
gulf coast as well as nullified the planned expansion of existing air
units. ;

The decision made in fiscal 1966 to close the Coast Guard air stations
in Bermuda and at Argentia, Newfoundland, with the search and

t See exhibit 72.



ADMINISTRATIVE REPORTS 127

rescue and ice patrol functions of these units being taken over by the
air station at Elizabeth City, N.C., was accomplished in fiscal 1967.

During fiscal 1967 the Coast Guard rehabilitated two more of its
icebreakers, the CGC ILdisto and the CGC Southwind, extending
their service life an estimated ten more years, thus eliminating the
need for construction of replacement vessels. A cost avoidance of
$3,360,000 annually is estimated, based on the relative amortized
costs of the two renovated icebreakers and equivalent new vessels.

Improvement in supply management contributed substantially to
the cost reduction effort, with $9,218,000 in one-time cost avoidance
savings expected from procurement reductions, elimination of ‘“gold
plating” from procurement specifications, trimming down the number
of items in inventory, and redistribution of stocks to avoid procure-
ment. A sizable portion of the supply savings came about through the
screening of 'Fegera]. surplus material listings, making possible the
acquisition of tools, machinery, electronic supplies, etc., which were
used to fill immediate needs or to replenish inventories. ‘

A substantial manpower gain was realized in fiscal 1967 by reallo-
cating some 318 military and civilian billets throughout the service
to higher priority. activities where additional personnel were urgently
needed to cope with an increasing workload resulting from the Nation’s
expanding population and economy. This was achieved through redis-
tribution of workload and more effective manpower utilization.

Important to the management improvement effort were some 1,400
military and civilian suggestions received during the fiscal year which
together with benefits realized from civilian superior performance
brought supplemental savings estimated at $631,000.

Coast Guard operations in Vietnam

During fiscal year 1967, 26 Coast Guard 82-foot patrol boats con-
tinued to assist the U.S. Navy “Operation Market Time” in countering
Communist infiltration by sea of men, weapons, and supplies to enemy
forces operating in South Vietnam.

During nearly 2 full years of operations, this patrol squadron has
cruised more than 2 million miles while inspecting or boarding about
235,000 junks, sampans, and indigenous and foreign vessels. Some
4,000 Viet Cong suspects were taken into custody, with approxi-
mately 100 of them confirmed to be Communist combatants or cadre.
The patrol squadron carried out more than 150 naval gunfire missions
in support of friendly forces, destroying Viet Cong watercraft and
structures of every description. For example, in March 1967 a North
Vietnamese trawler was thwarted in an attempt to land supplies in
Quang Ngai Province by “Market Time” forces which included two
Coast Guard cutters. The vessel was completely destroyed after its
" interception and the ensuing naval gun duel. The Coast Guard
suffered its first two fatalities of the conflict in August 1966 when a
patrol boat was attacked by friendly aircraft.

Also assigned to Vietnam are Coast Guard personnel involved in
aids to navigation, port security, explosive-loading supervision, and
merchant marine safety operations.

1 See 1966 annual report, p. 157.
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Search and rescue :

The international coverage of the Coast Guard’s automated mer-
chant vessel report system (AMVER) was expanded in the Atlantic
and Pacific: during fiscal 1967 with the addition of participating
radio stations by the Governments of Canada, the Fiji Islands, and
Spain. AMVER now has a measure of international support never
before achieved. This support, coupled with the fact that the ships
of almost all nations participate by making AMVER reports volun-
tarily, makes this truly an international safety system. The AMVER
computer is now plotting approximately 1,000 ships in the Atlantic
and 800 in the Pacific each day. During fiscal year 1967 AMVER
provided a total 'of 867 surface pictures (lists of ship positions) for
. emergency use in the Atlantic and 1,381 for Pacific positions.

The. Coast Guard Search and Rescue School, located at Governors
Island, N.Y., held the first of its continuing 4-week classes in October
1966. This school provides uniform training in the operations, pro-
cedures,” techniques, and equipment employed in saving lives and
property, thus qualifying graduates to perform as rescue coordination.
center controllers, search and rescue mission- coordinators, on-scen
commanders, or search and rescue mission participants. :

Some typical examples of Coast Guard assistance rendered during
fiscal year 1967 are summarized below.

Helicopter evacuations from inaccessible areas.—On July 31, 1966,
the Coast Guard Air Station at Port Angeles, Wash., was requested
by an Olympic National Park ranger to evacuate a 14-year-old girl
who was suffering from a 103° temperature and internal pains. The
. girl was located at Elk Lake in the park at an elevation of 2,500 feet.
A helicopter from Port Angeles proceeded to the scene, making a
successful water landing and evacuation. A similar call was received
after dark the same day from another Olympic Park ranger. Evacua-
tion was requested for two youths who were injured in a fall at Lake
Constarnce, elevation 4,780 feet. A helicopter from Port Angeles
proceeded early on the morning of August first and made a water
landing and evacuation. Both cases occurred in areas inaccessible by
other means, ‘ , : ‘

Ten search and rescue cases handled concurrently—The season’s
first “Blue Northér,” a cold front pushing into the Gulf of Mexico,
caused 10 distress cases during the night of October 14, 1966. Winds
gusting to 70 knots and seas of 20 feet to 30 feet resulted in five fishing
vessels being reported as sinking. Responding to these emergencies
~ were 8th Coast Guard District aircraft, which flew six sorties, dropped
four pumps, and located five of the 10 vessels so. that surface units
could assist them. Coast Guard vessels and small boats towed six
of the fishing vessels to safe moorings, and the four others obtained
their own assistance. All persons on board the distressed vessels reached
port safely. ; : :

Marina fire fought by Coast Guard small boats.—On July 30, 1966,
the Coast Guard :Station at Belle Isle, Mich., received a report of a
cabin cruiser afire at a boat dock: Patrol boats, dispatched by radio,
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were alongside the burning vessel within minutes and began playing
- water on the fire. The gas tanks had already blown up, spreading the
fire throughout the boat. To minimize damage to nearby facilities, the
burning craft was towed out of the marina. Receiving word from
ashore that a woman was still onboard, two Coastguardsmen boarded
the burning boat and checked the cabin, but found no one. She had,
it developed, jumped overboard and made shore safely. The fire was
brought under control after expending many gallons of foam.

AMVER coordinates rescue.—On November 12, 1966, the SS Omega
reported that she was taking on water through a fracture in her hull
and requested information concerning vessels in her area. A 500-mile
AMVER plot produced one vessel, the SS Okada Maru, 390 miles
away. Due to the extreme range from land, 2,000 miles from Honolulu,
1,700 miles from San Diego, and 1,800 miles from Tahiti, the position
of the Omega was beyond the capabilities of long-range aircraft. Thus,
upon request by the Coast Guard, the Okade Maru attempted to
establish communications with the Omega and proceeded to assist.
In the interim, a report was received that the crew of the Omega had
abandoned ship in two life boats and one liferaft. The Okada Maru,
advised of the situation, arrived in time to rescue all 29 crewmembers
in good condition, and then proceeded to Chile.

GC Cape Providence rescues survivors of capsized vessel.—On No-
. vember 26, 1966, Polynesian Airlines Flight 5WFAA, en route from
Apia, Western Samosa, to Pago Pago International ‘Airport, sighted
the wreckage of an overturned vessel and reported it to the Federal
Aviation Agency Flight Service Station at Tafuna, American Samoa. -
The CGC gape Providence, moored at Pago Pago on search and rescue
standby, was notified of the sighting. With the aid of the Polynesian
airliner (5WFAA), the Cape Providence located the disabled vessel
(F/V Mawn Sun No. 2) and found 17 survivors clinging to the over-
turned hull. In spite of rough seas breaking over the hull, the Cape
Providence rescued 13 of the survivors. The F/V Chie Hong No. 10,
which arrived on scene to assist, retrieved the remaining four persons
from the water, but two of the 19-man crew, trapped in the engine
“‘room of the capsized vessel, perished. :

Coast Guard C-180 provides wWlumination for maight ditching.—On
March 6, 1967, a Beechcraft 18, lost on a flight from Honolulu,
Hawaii, to Palmyra Island with two persons onboard, radioed an
. SOS. The radio direction-finder net was alerted and a C-130 Hercules
was dispatched from. Coast Guard Air Station at Barbers Point,
Hawaii, to locate and assist the lost aircraft. Shortly after its distress
signal the Beechcraft reported sighting a fishing vessel, the AMiyago
Marv, and began orbiting it. At 10:52 p.m. the Coast Guard C-130
arrived on scene. After briefing the pilot of the Beechceraft on ditching
procedures, the C-130 began illuminating the area with parachute
flares. At 11:14 p.m. the Beechcraft ditched and both occupants
escaped, boarding a liferaft. The C-130 vectored the Miyago Maru
while it recovered -both survivors who were in good condition.
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A summary of the Coast Guard’s search and rescue workload for
fiscal year 1967 follows:

Response by—
Operations
: Aviation Ships Shore Total
units units
AgsISTANCE CALLS RESPONDED 70 FOR
Private vessels..._............... e 2,133 2,111 22,380 26,624
Commercial fishing vessels. . 469 1,054 2,481 4,004
Other commercial vesselS. ....._.. e 251 518 2,271 3,040
Government and public vessels. .. e 39 68 215 322
Foreign vessels.......cocociaaoaaas 82 151 234 467
Total vessels... 2,974 3,902 27,581 34,457
Private aircraft ... 204 48 153 495
Commercial aircraft__ 76 11 32 119
Military aireraft. . _____._____ 355 64 101 520
Other Government and public aircraft. 4 0 1 b5
Foreign aireraft. .. ... .l .. 1 9 15 35
Total airerafb. .. el 740 132 302 1,174
© Personnel only ..ol 1,072 435 2,803 4,310
Miscellaneous. cmme e eeemae e aeae e oas 451 301 1,632 2,284
Total . " 5,237 4,770 32,218 42,225
Loca! 1,008 313 1,223 2,544
Refloated or dewatered. 26 152 2,228 2,406
owe 236 2,157 16, 690 19,083
Escorted. .- - . 299 2 1,213 1,732
Fueled or repaired. .. R 24 155 287 466
Medical 557 246 1,548 2,351
Assistance to persons in position of peril. 873 314 1,992 3,179
Searches and attempts to assist_.___.__.. N 1,679 872 5, 598 8,149
Other assistanee. - .. oo eliiaoo. 635 341 1,439 2,315
Y NSO © 5,237 4,770 32,218 42,225
PERSONS INVOLVED IN ASSISTANCE CASES
Lives saved. oo oo nn oo iiiiieiiecaas 438 862 1,728 3,028
Otherwise assisted. _.._......_.._.._ s mmmmaemmeanan 12, 581 17,877 93,310 123,768
Total assisted_._._. e ammee e e nneane 13,019 18,739 95,038 126,796
VALUE OF PROPERTY, INCLUDING CARGO )
V8808 e o e eiieeiecnccccimbascamiisncs eeemcccees  meeccemaae  emeaccenan $1, 696, 577, 000
Aireraft - 850, 936, 000
i 312, 185, 000
B 7 PO 2, 869, 698, 000

Marine inspection and allied safety measures

Based on Federal marine laws dating back to the 1840’s, the Coast
Guard carries out an effective preventative safety program with
respect to commercial vessels of the United States. Coast- Guard
merchant marine technical personnel review the design plans of all
commercial vessels covered by Government regulations, after which
they are subject to Coast Guard inspection and certification. Once
certified, they are, at prescribed intervals, reinspected and recertified
for their entire commercial lifespan or until they are no longer subject
to U.S. law. Should a U.S. vessel undergo major alteration, the plans
for those alterations require Coast Guard approval and the process
starts once again.
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Merchant marine techwical inspection.—The Coast Guard has
issued regulations (based on Public Law 89-777, approved November
6, 1966) which require the operators of American and foreign passenger
vessels to disclose information to prospective customers as to the
safety standards with which their ships do or do not comply. These
regulations, incorporating many recommendations from American
and foreign shipping interests, travel agents, and Government
agencies concerned, are expected to impose no hardship upon estab-
lished steamship lines operating fairly modern vessels.

During fiscal year 1967 the Coast Guard gave increasing attention
to the safety aspects of shipboard containerized cargo and the design
and operation of nonmilitary submersibles. Shipping cargo in specially
designed containers is gaining in popularity and most major carriers
anticipate that eventually there will be complete interchangeability
between land, sea, and even air transportation modes. The Coast
Guard cooperates with other groups to develop adequate construction
and inspection standards to keep abreast of this increased usage of
containers. .

The Coast Guard is also concerned with the design and operation
of civil submersibles of all sizes. The Coast Guard has requested legal
authority to regulate these vessels in order that adequate safety
standards may be established without inhibiting development of a
quickly changing technology. ‘

To obtain information on the operation of automated ship’s pro-
pulsion machinery, a survey was conducted by the Coast Guard of
all steam vessels certificated to operate with a reduced number of
engineroom watchstanders. The response was excellent, leading to
the development of a “Guide for Automatic Control Systems for
Main and Auxiliary Machinery” by the Coast Guard.

Tabulated below are certain of the marine safety functions of the
Coast Guard, comparing the workloads for fiscal years 1966 and 1967.

Gross tonnage Number
1966 1967 1966 1967

Marine safety activities

Vessel inspections:

Inspected for certification 13,181, 329 4,734 5,785

Reinspected.............. 10, 108, 585 5, 633 4,632

Dry dock examinations.._._. 14,159,272 5,955 5, 698

Foreign vessels...__......____ 14, 522, 764 1,544 1,380

MiSCOHANOOUS - o o o e oo oo e e ceeieccciceiaie iememmen mmmmmmeenn 27,199 30,004
Technical services:

T.S. vessel plan apProvals. . e i emccmmcicciaeean 37,685 34,062

Foreign vessel hazardous eargo plan approvals_. e 861 8,214
Number of vessels certificated. .. ............... P 8,962 9, 259
Number of vessels under document_ ... .. ... e 61,949 64, 865
Investigations of casualties:

To personnel on commercial vessels not resulting from a vessel casualty.......... 2,202 2, 461

To commercial vesselS - . - eiemccceecciaes R 2,408 2,363

Recreational motorboat deaths. ... .. el 1850 3756
Investigations of personal misconduct, incompetence, and negligence:

L3 41 TSP I 1,233 1,738

Others, including Warnings . . ... oot iciciccacanan 3,049 3,156
Merchant marine personnel transactions: :

Licenses issued, original.___. 6, 342 7,800

Seamen certificates issued
) Shipment of seamen.....

449,796 507,156

1 Calendar year 1965 figure.
2 Calendar year 1966 figure.

277-468—68——11
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Investigations -and recommendations.—An important part of the
Coast Guard merchant marine safety program is the investigation
of marine casualties to determine their causes and develop preventa-
tive measures when necessary. Several marine casualties mnvolving
commercial vessels were investigated by the Coast Guard during
fiscal 1967, five of which were considered major and investigated by
marine boards of investigation. These cases are summarized below.

The most significant casualty investigated was the structural failure
and foundering ‘of the Great Lakes freighter SS Daniel J. Morrell
on November 29, 1966, costing the lives of 29 crewmembers. The
vessel, in ballast and northbound in Lake Huron during the height
of a severe storm, was broken into two sections. Only one person
survived. ;

The second significant casualty insofar as fire protection of foreign
passenger ships is concerned was the fire onboard the German pas-
senger vessel SS Hanseatic while moored in New York Harbor on
September 7, 1966. The fire started in the engineroom and rapidly
spread through the seven decks above. Fortunately there was no loss
of life or personal injury. A detailed comparison was made of struc-
tural and equipment conditions of this vessel and the corresponding
standards applicable to large oceangoing passenger vessels of the
United States. In this respect, the Coast Guard has, within the
international maritime community, been successful in advocating
amendments to ‘the fire protection provisions of the International
Convention for the Safety of Life at Sea (SOLAS), 1960, for existing
and future passenger vessels. : : ’

On October 24, 1966, the tank vessel SS Gulfstag, while underway
in the Gulf of Mexico, suffered a series of explosions, caught fire,
and subsequently capsized with the loss of eight lives.

The tug MV Southern Cities, in the Gulf of Mexico towing a barge,
foundered on November 1, 1966, with six persons on board: Although
the barge was found drifting, the Southern Cities was never located.

Meetings and conferences.—During fiscal 1967, the Merchant Ma-
rine Council held four regular meetings and three public hearings,
supplemented by numerous meetings and discussions with interested
parties, to consider proposed regulations amending present require-
ments. The Coast Guard participated in 30 of the 31 international
meetings held in' London by the Intergovernmental Maritime Con-
sultative Organization (IMCO), a special agency of the United
Nations, during the year. The major problems confronting IMCO
centered on the ;upgrading of fire protection on existing passenger
vessels as well as how to better protect future vessels from fire. The
Coast Guard had urged that the subject of fire protection be given
the highest priority. A special IMCO session also dealt with the prob-
lems of oil pollution, a matter requiring immediate attention because
of the contamination of British shores resulting from the wreck of
the oil tanker Torrey Canyon.

Merchant vessel documentation and admeasurement.—The merchant
vessel documentation and admeasurement functions formerly a
responsibility of the Bureau of Customs were transferred to the
Coast Guard on February 24, 1967, pursuant to Treasury Depart-
ment Order No. 167-81.! On June 30, 1967, there were 64,865 vessels

1 See exhibit 72.
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in the documented fleet. Of this total, 15,814 were yachts and some
49,051 were commercial vessels. Public Law 89-476, approved June
29, 1966, permits yachtowners to take the measurements of their
own vessels, enabling Government admeasurement officials to obtain
gross and net tonnages by simply applying a coefficient to these
figures. This new system eliminates much of the physical measuring
of such vessels previously required.

Merchant marine personnel.—The Coast Guard and National Ar-
chives and Records Service are conducting a joint study to develop
recommendations intended to improve the method for shipment and
discharge of seamen aboard U.S.-flag vessels. This study could
eventually have a far-reaching affect on the shipping industry and
for the Coast Guard in terms of improved service and time-saving.

The licensing and certificating of merchant marine personnel in-
cluded the issuance of 105,901 documents during fiscal year 1967, an
increase of 29,561 from the number granted the year before. This
added workload was a direct result of the Vietnam buildup. Coast
Guard shipping commissioners supervised the completion of 9,647
sets of sign-on or sign-off shipping articles during the year, and dis-
charge certificates representing 507,156 individual discharge trans-
actions were filed in the jackets of seamen at Coast Guard Head-
quarters. The locator service at Headquarters answered 5,320 inquiries
concerning individual seamen.

Merchant marine investigating sections in major U.S. ports and
merchant marine details in certain foreign ports investigated 19,572
cases involving police checks, casualties, negligence, incompetence,
and misconduct. Charges were preferred and hearings held on 1,738 of
these cases by civilian examiners. Security checks were made of 37,831
persons desiring employment onboard merchant vessels.

Recreational boating

Forty-seven States and the Virgin Islands now have Coast Guard-
approved numbering systems under the Federal Boating Act of 1958.
On December 31, 1966, there were an estimated 4,067,371 numbered
craft on the waters of the United States. During calendar year 1966,
5,567 vessels were reported as being involved in 4,350 boating ac-
cidents, which resulted in 1,318 fatalities, 958 personal injuries, and
property damage estimated at $7,334,500. Capsizing continued to
cause the greatest number of deaths, while collisions accounted for
the largest percentage of injuries. Accidents caused by fire or explosion
of fuel were the leading contributors to boating property damage, as
has been the case for the past 6 years.

Fewer pleasure craft are being examined under the safety patrol
concept which began in fiscal 1965, but the broader coverage of the
patrols has enabled a greater percentage of unsafe boating operations
to be detected and acted upon. The Boarding Officer Instructor In-
doctrination Courses sponsored by the Coast Guard at Yorktown, Va.,
and Alameda, Calif., were attended by representatives from 16 States,
and a large number of State and local enforcement officers received
training as boarding officers in the field through programs offered by
Coast éuard districts. The Coast Guard pamphlet “Ventilation Sys-
tems for Small Craft” continued in high demand with 2 million copies
distributed since June 1966. ‘“Pleasure Craft,” a publication dis-
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tributed free to the public, was revised during the fiscal year to reflect
changes in lighting, fire extinguisher, and ventilation requirements.

Law enforcement

The Coast Guard continued to operate five law enforcement patrols,
consisting of surface and air units, to enforce laws relating to fishing
conservation, neutrality, navigation, and territorial sovereignty.

Public Law 89-658, approved October 14, 1966, extended the
fisheries jurisdiction of the United States to 12 nautical miles. In
addition, agreements were signed in early 1967 with the Soviet Union
and Japan which permit fishing in certain areas of the contiguous
fisheries zone, as well as provide for avoiding fishing gear conflicts on
certain high seas' areas off Alaska. Three foreign vessels were seized
during the year for illegal fishing activities in U.S. waters, and the
" masters of the vessels involved received fines ranging from $5,000 to
$10,000. The Coast Guard’s Alaska Patrol—augmented recently by
the permanent assignment of the CGC Confidence—continued to
require the temporary assignment of four high endurance cutters and
one HC-130 aircraft to cope with the increasing volume of fishing
activity in that area. Three instances of fishing violations involving
seven vessels off the Oregon and Washington coasts were reported,
leading to diplomatic protests to the Soviet Government.

During fiscal year 1967, the Coast Guard continued to enforce
Federal laws prohibiting the pollution of navigable and coastal waters
of the United States, investigating 361 reports of oil pollution. Several
organizations are participating with the Coast Guard in determining
how to prevent major oil releases from ships as well as how to deal with
such contamination when it occurs.

Port safety.—The continuing growth of waterborne commerce and
constantly changing methods of operations and types of cargoes
shipped contribute to an increase in the accident rate. Deaths, in-
juries, and property damage from cargo handling accidents, for ex-
ample, have shown a marked increase. Vessels of novel design, both
foreign and domestic, continued to ply American waterways, and
cargoes such as refrigerated or pressurized liquid propane, butane, and
anhydrous ammonia move with increasing frequency. Amendments to
regulations were under consideration during fiscal 1967 to improve
the safety of transporting and handling such cargo. Two Coast Guard
explosives loading teams and a staff advisory detail are assigned to
Vietnam to provide technical advice and assistance in port security
matters at Saigon and Cam Ranh Bay. Also related to Vietnam
operations is the work of the Coast Guard’s port Security Station at
Concord, Calif., which supervises the handling of military explosives
at the Naval Ammunition Depot, Port Chicago. Other Coast Guard
port safety forces are similarly occupied at military installations
throughout the Nation.

The following table illustrates the workload in the major enforce-
ment areas for fiscal year 1967.
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Number
Motorboats boarded . _ . e eceeieeaes 71,263
Waterfront facilities inspected. . e eiameeieaeanann 37,993
Anchorage patrols (hours Spent) . .. . e eeaeaememeee e cnaaa 5,932
Reported violations of:
Motorboat ACt. .o e a——aan 53,247
Port security regulations__._ o e e 3,405
Qil Pollution Act__..._.___. - 1,130
Other LaWS - e e 1,195
Explosives:
Loading permits issued (commercial) - . i ciicecmacaien - 391

Number of tons of comumercial explosives.___ e -
Loading permits issued (military)...__.. . . . ... . ... o mmmm e —————
Number of tons of military exXplosives. .. ... ... i eiiemaeaaaaan

Military readiness

Thirty-seven Coast Guard ships participated in Navy refresher
training and two others completed shakedown training during fiscal
-year 1967. The installation of torpedo tubes was completed on all
Coast Guard high-endurance cutters, and a prototype of the mk. 56
gun fire control system, adapted to perform the secondary function of
tracking meteorology balloons, was installed aboard the CGC. Chin-
coteague for evaluation.

Coast Guard vessels participated in a number of joint military
exercises for training during the fiscal year, and extensive use was
made of shore based facilities for individual, team, and unit training.
A Coast Guard contingencies capability plan was developed and
distributed to cognizant Coast Guard and Navy commands to provide
a listing of Coast Guard capabilities which can be used in meeting
contingency situations.

Aids to navigation

The manned light structure at Diamond Shoals, N.C., was placed
in operation in November 1966. Seven manned light stations were
converted to automaiic operation during the fiscal year. Eight harbors
and rivers in South Vietnam have been marked with aids to navigation
for the Armed Forces, and a number of mooring buoys were positioned
there for tankers waiting to discharge fuel oil.

The Southeast Asia loran C chain went into operation in October
1966 with the commissioning of stations at Sattahip, Lampang, and
Udorn in Thailand and Con Son in South Vietnam. The loran C chain
on the east coast of the United States was increased in coverage by
the addition of a transmitting station at Dana, Ind., in January 1967.

A Coast Guard study concerning the utilization of buoy tenders
led to the decommissioning without replacement of the buoy tenders
Hickory and Arbuius. One buoy tender, the Cactus, was relieved of
ta)ids to navigation duties and assigned to tending oceanographic

uoys.
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A tabulation of the aids to navigation maintained by the Coast
Guard as of March 31, 1967, follows. .

Navigational aids 1967

Loran tranSmuitters. . . . o e e e e el em e ecececeecececcaceceeeac—aen 61
Radio beacons. ... ......._. 199

Lights (including lightships)....._. 11,287

Buoys: .
Lighted (including sound)..... e 3,730
Unlighted sound - - .- 330
Unlighted .. ... - . --- 10,969
River type._ oo oo 9, 623
Fog signals (except sound buoys).. 584
Day Deacons. e naecaeecanacaanan 7,136
B 0 7 43,918

Ocean stations .

The Coast Guard continued its operation of four ocean stations in
the North Atlantic and two in the North Pacific. These vessels, spend-
ing 75,370 operating hours on patrol, provided meteorological, naviga-
tional, communications, and rescue services for air and marine com-
merce and collected various scientific data.

Oceanography .

By the fiscal yearend the Coast Guard had some 40 vessels, including
those assigned to ocean stations, equipped for oceanographic and
marine science activity. These vessels were engaged in a diversity of
Coast Guard and cooperative oceanographic programs. The icebreaker
CGC Edisto was utilized for an oceanographic study of Baffin Bay
during July and: August 1966 and the Coast Guard took part in a
number of cooperative projects. Included were studies of the western
and eastern tropical Atlantic; a study of the eastern tropical Pacific;
a study of the Kuroshio; and water mass studies in conjunction with
ICNAF. During the fiscal year the Coast Guard awarded a contract
for the design of a modern oceanographic vessel to study subpolar
regions and to provide general support for the national oceanographic
program. The first of seven Coast Guard SWORD Systems to collect
hydrographic data from offshore light structures began operation.

International ice patrol

The Coast Guard began the 53d season of International Ice Patrol
service in the North Atlantic Ocean on March 10, 1967. The patrol,
utilizing SC-130 aircraft and an oceanographic vessel, observes and
studies the iceberg conditions and recommends action to be taken
by shipping to avoid danger. Gathering scientific -data concerning
the oceanography of the area and the life cycle of icebergs is another
function of the patrol. The 1967 season was notable in that icebergs
still persisted at the close of the fiscal year, extending the season
beyond normal because the icebergs were not deteriorating as quickly
as expected—possibly due to unusually cold surface water.
Icebreaking. ‘

Having taken over the large icebreakers formerly operated by the
Navy, the Coast Guard became responsible for the national ice-
breaking effort. Eight polar icebreakers, one lake icebreaker, and one
auxiliary icebreaker are the major units employed for this mission.
During the year, four icebreakers supported the Antarctic national
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program, two conducted scientific and military missions in the
western Arctic, and three furnished ice escort for shipping and
scientific missions in the eastern Arctic. A new class of icebreaker is
being designed to replace the overage “Wind” class vessels.

Operational facilities

The following table shows the distribution of operating. hours for
the major Coast Guard functions during fiscal year 1967.

Workload distribution

Vessels Aviation Shore
Activity (operating units units
hours) (flight (ogerating
hours) ours) 1
Law enforcement. . 53,102

Search and rescue.. 93, 299
Aids to navigation. 284,096
Reserve training... . 15,164
Teebreaking. .. .o ccricccccccmeceaaa .- 24,045
Oceanography . .. 14, 539
Military readiness (includes Vietnam operations 179,425
Cooperation with other agencies...._...._..... 18,870
Port securiby oo aiiiacaes .- © 15,172
Training of cadets and officer candidates.. . 9,385
Ocean stations. ... __....___ . 72,301
Nonmission movement........cc...... .- 51,148
Proficiency training & . . eeciciiiiin seeeeemmmaen
B0} & LU
OS82 oo oo et cmcceeaeees aen
Administrative .
Total e e 830, 546 89, 677 355,713

1 Includes small boats.
2 Applies to aircraft only.

Cutters.—At the close of the fiscal year, the Coast Guard had 346
cutters in service. Continuing its program to replace overage and
obsolete cutters, two more 210-foot medium-endurance cutters were
completed and the first of the new class 378-foot high-endurance
cutters, the CGC Hamilton, was placed in service. The Hamailion is
equipped with the most modern electronics and engineering systems
available, while providing its crew with a high level of habitability.
It also has a helicopter deck and is fully equipped for oceanographic
missions. Also placed in service in fiscal year 1967 were 22 new 82-foot
patrol craft as replacements for similar vessels deployed to Southeast
Asia in fiscal year 1966.. Two overage 64-foot harbor tugs were re-
placed by new 65-foot vessels.

Small boats and stations.—Obsolete and worn out small boats were

replaced by 117 new boats, while 21 40-foot utility boats underwent
major rehabilitation to extend their service life by at least 5 years.
Disposal action was completed on 107 excess boats.
- Awiation and aircraft.—The Coast Guard was operating 168 air-
craft including 73 helicopters at the end of fiscal year 1967. The last
of the service’s piston-powered helicopters was retired with the
assignment of turbine-powered amphibious helicopters to the air
station at Traverse City, Mich., and the air unit at San Juan, P.R.,
was augmented with two of the same. type aircraft.

Communications.—Coast Guard Headquarters, area offices, and all
district offices, air stations, radio stations, supply centers, and selected
group offices in the continental United States (CONUS) were served
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by at least one line in the Defense Communication Agency’s (DCA)
Automatic Voice Network (AUTOVON). The 14th and 17th district
offices have access to AUTOVON through DOD sources in Honolulu
and Anchorage, respectively. Thirty-five of these lines  were added
during the last 12 months.

DCA’s Automatic Digital Network (AUTODIN) replaced the
Navy’s common-user teletypewriter system (NTX-82B1) on Decem-
ber 15, 1966. The Coast Guard secured Mode V (teletypewriter only)
drops at each major CONUS facility as well as at some smaller units.

Coast Guard Intelligence

During fiscal 1967, 2,586 internal security and criminal investiga-
tions were made by Coast Guard intelligence personnel as were 11,714
national agency checks. In addition, 43,984 prospective merchant
mariners and 9,442 applicants for port security cards were screened
for suitability. The Coast Guard Intelligence Staff also made 11,250
record checks for internal purposes as well as an additional 14,551
for other agencies.

Engineering developments

Civnil engineering.—During fiscal 1967 the Coast Guard began the
construction of a 300-man cadet barracks at the Coast Guard Academy
and new stations at Marathon, Fla., and Rappahannock River, Va.,
the latter already completed.

Electronies engineering.—The Coast Guard is procuring single
sideband transceivers to replace outdated amplitude-modulated,
double sideband equipment with the aim of improving the communica-
tions capabilities of vessels, small boats, and shore stations. A con-
tract has also been let for a new generation of solid state, modular
VHF-FM transceivers to replace obsolescent equipment.

To further the operational capabilities of Coast Guard patrol
boats in Vietnam, 32 depthsounders were furnished for installation
to replace obsolete equipment which had become a maintenance
support problem. Nineteen new surface search radars were also
supplied to replace difficult-to-maintain, obsolete equipment aboard
these patrol craft.

Four of the Coast Guard’s eight polar icebreakers received major
improvement in their radio communications facilities. The newly
installed equipment will enable these ships to meet the diversified

requirements of their polar missions.

- After a 3-year trial period the Coast Guard has adopted the “Sym-
bolic Integrated Maintenance Manual,”” which should facilitate the
maintenance of increasingly complex electronics equipment by
technicians with' a relatively low level of experience. The manuals
have been prepared for several types of Coast Guard electronics

_equipment.

In October 1966 the Coast Guard placed in operation the Southeast
Asia loran C chain, constructed to meet Department of Defense
requirements. This loran chain, consisting of four stations, was the
first to provide major coverage over land rather than the sea. During
" the year a new Coast Guard-designed loran C transmitting antenna
system, consisting of four guyed vertical towers supporting an um-
brella-type antenna, was successfully tested. This antenna, designated
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TIP (Toploaded Inverted Pyramidic), offers increased stability and
coverage for loran C systems coupled with a significant reduction
in hi-power antenna costs.

Naval engineering—During the fiscal year 1967, one 378-foot
high-endurance cutter and two 210-foot medium-endurance cutters
were accepted from the builders and placed in service, as were 26
smaller vessels, including 22 82-foot patrol boats. Fourteen 44-foot
motor lifeboats and 39 25-foot-8-inch self-bailing surfboats were also
manufactured for Coast Guard use, as well as a number of smaller
boats. Major alterations—including structural renovations, habita-~
bility improvements, and other modernization of facilities—were
completed on several high-endurance cutters and icebreakers to
further their mission effectiveness. Five 311-foot high-endurance
cutters were outfitted and deployed to Southeast Asia for duty with
naval forces. .

Testing and development.—The Coast Guard accepted delivery of a
prototype large buoy equipped to furnish the services of a lightship
for installation at the entrance to New York Harbor. Flashtube light
sources, used experimentally on buoys in New York Harbor, have
been found to distinctly improve the mariners’ ability to identify
aids to navigation against a background of city lights. ’

An experimental sewage treatment plant for Coast Guard vessels
was successfully tested, and an operational prototype will be procured.
Tests conducted on a full-scale model of a design concept for a high-
speed rescue boat indicate that the construction of an operational
prototype would be desirable. The potential use of infrared, light
amplification, and various types of sophisticated radar for search and
rescue purposes is also under investigation.

Coast Guard Reserve

At the close of the fiscal year, there were 4,348 officers and 26,185
enlisted men in the Ready Reserve of the Coast Guard, while the
Organized Reserve consisted of 1,897 officers and 14,683 enlisted. The
Port Security training mission was the subject of an in-depth study
during the fiscal year. Similar studies in the future will concern other
phases of the Reserve program. The construction of an engineman
school at the Reserve Training Center, Yorktown, Va., was begun in
fiscal 1967 as the first step in a program to replace old wooden tempo-
rary buildings. ' '

During fiscal 1967 membership in the Organized Reserve reached
the highest point in its 17-year history, and attendance at drills also
set a new record. Equally impressive, 72 percent of the reservists
taking the servicewide examinations for advancement passed, com-
pared with only 40 percent 5 years ago.

Personnel

As of March 31, 1967, the Coast Guard consisted of 5,733 civilian
and 35,545 military personnel.

Recruiting—Fifty-nine main recruiting offices and approximately
50 suboffices were manned by 257 recruiters. During the fiscal year,
there were 14,449 applicants for enlistment in the Regular Coast
Guard and 5,895 were enlisted. The Reserve received 8,381 applica-
tions and enlisted 3,464. '
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Training for foreign wisitors.—Some 86 visitors from 25 foreign.
countries, under the sponsorship of other Government agencies, were
extended the use of Coast Guard facilities for training in such activ-
ities as aids to, navigation, merchant marine safety, and law
enforcement.

Coast Guard education program.—The education and training pro-
grams sponsored by and participated in by the service are sum-
marized for fiscal years 1966 and 1967 below.

Education and training programs ’ 1966 1967
Coast Guard Academy: :
Applications 3,076 3,969
Applications approved.. 2,417 3,022
Apé)ointments accepted. 277 307
Cadets..coeamooaeannan - 668 704
Graduates (bachelor of science degree) . ____ . ieceeean 113 98
Officer training completed:
Officer candidate school graduates. - - ... oo ccmce e 342 421
Postgraduate. . ___ ... ... _ 61 67
Flight training 55 80
Helicopter training. .. 20 12
C~130 aireraft training. ... 12 12
Short-term specialized'courses.. 790 926
Enlisted {raining completed:
Recruit training: B
(5740 1 - U U USRI 6,131 5,159
Reserve........... e e meeecmeemmce-aascAeascmacecmeccccmacececceacacana 3,083 3,033
Coast Guard basic petty officer .. eeicecencaaaan 1,792 2, 596
Navy basic petty officer. _ . iieceacecacaaanan 379 612
Advanced petty officer schools (Navy and Coast Guard) .c..oeeeecaaaaaoaaae 160 139
Specialized training courses (serviee and eivilian). . .. .. . ... ... 2,615 2,416
Correspondence courses completed:
Coast Guard Institute. .. . _oeeioiriaaais . 8,820 11,776
U.S. Armed Forces Institute__ fecceen - 325 247
U.S. Naval Correspondence Course Center 4,750 4,263

Public Health Service support.—On June 30, 1967, there were 116
Public Health Service personnel on duty with the Coast Guard
serving at 21 shore stations, with motorized dental detachments, and
aboard ships assigned to ocean stations and Arctic and Antarctic
operations. ;

Coast Guard Aucxiliary

The Coast Guard Auxiliary is a volunteer, nonmilitary organization
established to assist the Service in its rescue operations, as well as to
promote safety, efficiency, and better compliance with laws governing
the operations of motorboats and yachts. The Auxiliary, which oper-
ates In about 700 communities in the United States, Puerto Rico,
and the Virgin Islands, is composed of experienced boatmen, radio
operators, and aircraft pilots, each fully trained in his specialty, who
further their competence by participation in advanced membership
training programs.

Fiscal and supply management

During fiscal year 1967, further progress was made toward central-
izing the payrolling of Coast Guard military and civilian personnel.
Except for the Coast Guard Yard, the payrolling of all Coast Guard
civilian personnel is centralized at the Internal Revenue Service
Center, Detroit, Mich. The initial developmental work was begun
on a computerized program for centralizing at Headquarters the
payrolling of approximately 35,000 active duty military personnel.
This system will be completely integrated with the existing Coast
Guard personnel accounting and financial management systems.
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The negotiation of a contract for the construction of one additional
high-endurance cutter under the multiyear procurement contract for
three cutters awarded in fiscal year 1966 achieved savings of approxi-
mately $966,000 in fiscal year 1967. In compliance with the President’s
special program for achieving cost reductions in procurement, supply,
and property management, special attention to these areas resulted
In a cost avoidance estimated at $9,218,000 for the fiscal year.

1J.S. Savings Bonds Division

The U.S. Savings Bonds Division promotes the sale and retention
of U.S. savings bonds and the sale of savings stamps. During the
fiscal year 1967, promotion of a new U.S. savings note, “The Freedom
Share,” was added to the Division’s responsibilities. The systematic
buying and continued holding of these savings securities makes an
important contribution to the Government’s efforts to finance our
national debt in a noninflationary manner and broadens the owner-
ship of the Federal debt.

The program is carried out by a relatively small Government staff
assisted by a large corps of sales promotion volunteers. Liaison is
maintained with all types of financial, business, labor, agricultural,
and educational institutions, and with community groups of all
kinds. Their volunteer services are enlisted to sell savings bonds
through banks, savings and loan associations, credit unions, certain
post offices, and thousands of business establishments and other
employers operating the payroll savings plan.

Sales of series E and H bonds during fiscal 1967 totaled $5.0 billion,
an 11-year record and a gain of 7 percent over 1966. Series E bonds
sales alone amounted to $4.6 billion, 8 percent above the previous
fiscal year and the largest amount purchased in any fiscal year since
1946.

Promotional activities o

The Share in Freedom plan set the pace for the Division’s pro-
motional activities in ﬁsca{) year 1967. The theme of the campaign
was “The Star Spangled Freedom Plan-Savings Bonds and Freedom
Shares,” interspersed with the slogan “Buy Bonds Where You Work.
They Do.”—referring to military purchases, especially by servicemen
in Vietnam. The campaign was launched by President Johnson on
February 21, 1967, on a closed-circuit telecast to meetings of some
10,000 savings bond volunteers throughout the Nation. The President
announced that a new U.S. savings note, to be known as the Freedom
Share would be placed on sale on May 1, 1967, as a companion product
to the popular series E savings bond to help finance the Vietnam war.
By June 30, 1967, well over half a million Americans had signed u
for regular purchases of the bond-note combination through payroﬁ
deductions.

During the fiscal year, record progress was made in promoting the
payroll savings plan in industry, the military services, and the Federal
Government. Over 2% million persons were enrolled in payroll savings
plans, bringing total payroll savers to over 9% million on June 30. After
taking account of turnover, retirements, etc., this resulted in a net
increase of 1 million during the year. The promotional efforts produced
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20-year records in the small denomination series E bond sales, bought
chiefly by payroll savers. S .

The 1967 payroll savings effort in industry was carried out under
the chairmanship of Daniel J. Haughton, president of the Lockheed
Aircraft Corp., with top executives of major market areas and key
industries. Intensive campaigns were conducted in 23 of the largest
industrial centers by members of the committee. Similar campaigns
took place in 135 urban centers, each under the chairmanship of a
top local business executive. In addition to their appearances on the
national kickoff telecast in February, Secretary Fowler and other
Treasury officials addressed many of the local campaign kickoff meet- -
ings of businessmen and other community leaders.

The largest direct mail payroll savings campaign in the Division’s
history, consisting of personalized letters to 180,000 companies, was
conducted in February and March 1967. It resulted in an unprece-
dently large and favorable response. These replies were followed up
and serviced locally with the assistance of a volunteer task force of
. over 400 junior executives loaned by industry, who were directed by
the Division’s field staff.

Stafl members and volunteers followed up the meetings, letters, and
other activities with personal assistance to companies in organizing
~ campaigns. During the fiscal year, some 11,000 campaigns were com-
pleted in companies of all sizes with the enrollment of 1% million new
payroll savers. .

Many special events helped to promote the 1967 campaign, includ-
ing the President’s signing up as the Nation’s No. 1 purchaser of
savings bonds and freedom shares through payroll savings. There
were similar events involving State Governors, mayors, and other
officials. Decorated Vietnam veterans representing all services went
on tour for savings bonds, appearing at meetings and broadcasts
which covered leading cities in 27 States.

Organized labor gave its full cooperation to payroll savings cam-
paigns in industry. Through the National Labor Advisory Committee
for Savings Bonds the sales program was successfully promoted by
national unions among their members.

In the Federal Government, highly successful campaigns were con-
ducted among civilian and military personnel under the direction of
the Interdepartmental Committee Chairman, Postmaster General
Lawrence F. O'Brien, with strong personal support from the President.
During fiscal 1967, 402,000 additional civilians and 648,000 additional
members of the Armed Forces signed bond allotments, bringing total
enrollments to over 3,600,000, the highest since World War II and
a net increase of half a million savers from a year earlier. Both civilian
and military participation rates were at new peaks, with a combined
rate estimated at 66 percent of all Federal military and civilian
personnel. Their total bond purchases in fiscal 1967 amounted to
$995 million, a 23-percent increase over 1966.

Sales of savings stamps, primarily through the Nation’s schools,
increased 2 percent during fiscal year 1967. The women’s organiza-
tions of the Nation act as volunteer leaders in the promotion of savings
stamps. A new wallet card, introduced by President Johnson in Sep-
tember 1966, bore' his picture and his message saluting the boys and
girls who buy stamps and bonds through the school savings program.
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Banks and other financial institutions contributed substantially to
the success of the savings bonds-freedom shares program. Over 18,000
sales-issuing outlets had become eligible to issue the new savings
notes by June 30. Also, during 1967, over 6,000 banks sent more
than 20 million letters to their customers promoting savings bonds
and freedom shares.

At a meeting at the White House on August 16, 1966, representa-
tives of the Advertising Council, the task force advertising agencies,
and all major advertising media heard a personal appeal from the
President for increased support. Reflecting the President’s special
interest in the bond program, the Council made savings bonds the
top priority campaign in the public service field. There was an im-
mediate response, particularly on the part of the television networks,
to step up bond advertising, and this continued throughout the 1967
Share in Freedom Campaign.

The entertainment industry also supported the program. The
motion Picture industry contributed two films—a 10-minute fea-
turette, “Hollywood Star-Spangled Revue,” and a 3-minute trailer
featuring the President. These were produced at no cost to the Treas-
ury and circulated to theaters throughout the country for showing
at regular performances. In addition, many stars of stage, screen,
and television contributed their talents to the making of short film
trailers for showings in theaters and on television. '

Support in all advertising media—newspapers, magazines, radio,
television, outdoor, and car-cards—was at a high level. Daily news-
papers, for example, carried over 17,000 savings bonds advertisements -
during the fiscal year. ‘

The interest of the entire advertising industry was stimulated by
the appointment of James S. Fish, vice president for advertising -and
marketing of General Mills, as a volunteer Consultant to the Secre-
tary of the Treasury for savings bonds promotion.

Management improvement

The Savings Bonds Division, consisting of two principal branches,
Sales Operations and Advertising and Promotion, has seven regional
offices and offices in the 50 States and the District of Columbia,
through which sales materials are disseminated.

During fiscal 1967, four State offices transferred their addresso-
graph operations to the Chicago Distribution Center and were able
to declare their addressograph machines surplus. By the fiscal yearend
29 State offices had transferred their addressograph operations to
the Distribution Center.

For the Share-in-Freedom campaign, the Division recruited local
volunteers from corporations, banks, organizations, and other similar
sources on a loan basis for several weeks or more. Some 400 of these
volunteers, after a short briefing course on Savings Bonds and Free-
dom Shares, called on small businesses to install and promote payroll
savings. This effort freed the time of paid promotional staff to call
on larger accounts and enabled the Division to reach companies
that would not otherwise have been solicited. .

Upon the advice of the Advertising Council, the number of volun-
teer task force advertising agencies serving the Division was reduced
from seven to three. Through this consolidation, Division staff mem-
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bers will be able to maintain closer contact with the agencies, and
it will be easier to coordinate the creative efforts of all concerned.

U.S. Secret Service

The major responsibilities of the U.S. Secret Service defined by
section 3056, title 18, United States Code, are the protection of the
President of the United States, the members of his immediate family,
the President-elect, the Vice President or other officer next in the order
of succession to the office of President, and the Vice-President-elect;
protect a former President and his wife during his lifetime and the
. person of a widow and minor children of a former President for a
period of 4 years after he leaves or dies in office, unless such protec-
tion is declined; the detection and arrest of persons committing any
offenses against the laws of the United States relating to obligations
and securities of the United States and of foreign governments;
. and the detection and arrest of persons violating certain laws relat-

ing to the Federal Deposit Insurance Corporation, Federal land
banks, and Federal land bank associations. '
Management improvement

During fiscal 1967 the more significant management improvements
were concentrated in areas of investigations and administration.

The Check Forgery Study conducted in cooperation with the Office
of the Special Assistant to the Secretary (for Enforcement) was
completed in June 1967.

A feasibility study was initiated for converting statistical reports
into an ADP system. The conversion is expected to provide more
accurate statistical data for use in Service operations.

Expansion of the financial management program cost centers
from eight to 13, which includes five general support areas instead
of one, provides more meaningful analyses of general support finan-
cial management. The Service initiated an emergency operating
arrangement for its EDP system with a private contract, negating
the need for a previous agreement with the National Bureau of Stand-
ards. This plan is expected to provide total savings in equipment
rentals for the fiscal years 1967 and 1968 of $30,000.

Personnel

During fiscal 1967 the personnel office of the Service was reorga-
nized by functional area.

During fiscal year 1967 the Secret Service appointed approximately
100 new special agents, technicians, specialists, and support personnel.

Training :

The Secret Service Training Division, established October 18, 1966,
provides the staffing, resources, and facilities required to furnish a
full range of training for personnel of the Secret- Service, the White
House Police, and the Treasury Guard Force.

The training program which includes the Secret Service Internal
Training Programs, Civil Service Commission Inter-agency Training
Programs, and non-Government Training Institutions was continued.
In addition to this formal training, the Secret Service pursued its
on-the-job training programs for personnel regularly engaged in
investigative and protective assignments.
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Inspection and audit program

Additional refineraents were made in the inspection and audit
program during fiscal 1967 to improve efficiency and increase its
value to management. New positions were created to assist in stand-
ardizing inspection techniques, accelerate inspections, and to provide
an executive development program for incumbents.

Protective responsibilities

The protection of the First Family, Vice President, former Presi-
dents, their wives, and the widow and minor children of the late
President Kennedy continued to be the primary responsibility of
the Service.

Investigative responsibilities

Investigations required to meet the Service’s protective responsi-
bilities continued to receive priority attention.

During fiscal 1967 the Secret Service arrested 1,072 persons for
violating the counterfeiting statutes and recovered over $10 million in
counterfeit currency, an alltime high in both categories. The Service
seized 84 percent of all known counterfeits before they were placed
in circulation. The loss to the public amounted to $1,600,000, a 76-
percent increase over the previous fiscal year.

Twenty-two plants for the manufacture of counterfeit money
were seized. These plants had produced 112 varieties of counterfeit
notes with a value of over $6.1 million; four of them had produced
67 kinds of counterfeits valued at $4.8 million, :

Counterfeiting is an enforcement problem of increasing magnitude,
which may be attributed to the current trend in criminal activity,
the ease and speed with which large quantities of counterfeit currency
can be produced on modern printing equipment, and the ease of rapid
transportation enabling criminals to disburse these products over a
wide area.

The following summaries are indicative of the type and scope of
counterfeiting activities during the fiscal year 1967.

In June 1966 a new counterfeit $10 note appeared in Los Angeles.
Subsequently, 19 different varieties of this note appeared throughout
California and Secret Service agents arrested two men for passing
and possessing more than $65,000 in these counterfeits. The agents
obtained information leading to the source of the notes.

An undercover agent was introduced to the suspects and shortly
thereafter the plant where the notes were manufactured and over
$2,300,000 in new counterfeit $20 notes were seized.

It was later determined that a brother-in-law of one of the principals
in this case had stolen over $700,000 of the notes and taken them to
his New Jersey home. As soon as he arrived in New Jersey he began
selling the notes to underworld contacts. Although he developed only
three or four outlets, small amounts of the notes were traced to numer-
ous disassociated passers. The suspect was arrested in Baltimore in
September 1966 and the remaining notes, totaling over $440,000,
were seized.
~ 'This small group produced over $3 million in counterfeit notes and

134 persons were arrested for criminal offenses in connection with the
case.
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In October 1966 the married assistant manager of a printing firm in
a Southeastern city became the central figure in another case, after
he began keeping another woman. The subject decided to meet his
increased expenses by printing counterfeit money, although he lacked
the nerve to pass it. A friend introduced him to several local hood-
lums who agreed to buy his notes. He convinced his employer that he
had to use the print shop at night to complete a special job. Instead,
he used the time to manufacture $1 million in counterfeit $20 notes
and turned them ‘over to his contacts.

Secret Service informants soon learned of the operation and through
io)hem an undercover agent was introduced to the group as a prospective

uyer.

The sale was successful and the entire $1 million was confiscated
before any of the notes were placed in circulation. All five men in-
volved in the operation were arrested.

During September 1966 new counterfeit $20, $50, and $100 notes
appeared in New York City. Little was learned about the source of
these notes until the routine arrest of a passer 6 months later. The
suspect provided information which led to the apprehension of a New
Jersey printer and the seizure of plates for $10, $20, $50, and $100
counterfeit notes, plates for counterfeit foreign currency, and related
paraphernalia. The printer led agents to a $400,000 cache of notes
hidden in a New York City apartment, and to another $127,000 he
had placed in a bus station locker.

The printer revealed that the note passer was the instigator of the
counterfeiting operation and a main distributor of the notes. The
printer alleged that he had been hired by the passer and an associate
to produce counterfeit identification cards at $150 per week. The
backers, he said, had supplied the funds to purchase the necessary
Frinting equipment. When he later agreed to manufacture the counter-
eit notes, his salary was raised to $200 per week.

Two months. after being released on bond in connection with the
original charge, this informant and two other individuals were
identified passing these notes in Florida. He was subsequently arrested
by New Jersey police as a suspect in a bank holdup. When the police
searched him they found he was carrying $1,200 in these counterfeit
notes. He then led agents to a cache of $80,000 in a bank safe deposit
box and later identified an individual to whom he had allegedly sold
$100,000 in the notes. The investigation was continuing and prosecu-
tion of the individuals involved was pending at the fiseal yearend.

In October 1966 a California motel manager received a long distance
call from two men who had checked out earlier in the day. They asked
that if their room had not been rented it be reserved for them, since
they were returning to pick up “some articles” they had forgotten.
They had left two counterfeit $20 notes, which had been found when
the room was cleaned. Local police had been alerted and the men
were arrested when they returned the next morning. Their car con-
tained $106,000 in counterfeit $20 notes which was seized.

The men, printers by trade, had been approached 2 weeks before
their arrest by a person who wanted to hire a good pressman to produce
counterfeit notes.' The printers were taken to a remote cabin in the
California hills where they were introduced to their new “employer.”
The plates for the counterfeit currency had already been produced, but



ADMINISTRATIVE REPORTS . 147

the printing press was in disrepair. A new press was purchased and
the notes printed. '

Their employer was later arrested and agents found most of the
notes together with the plates, press, and other paraphernalia in
the cabin. A total of $387,000 in counterfeit notes was seized in
connection with this operation.

The counterfeiting of U.S. coins decreased from approximately

$29,000 in fiscal 1966 to about $15,000 in 1967.
"~ The counterfeiting of U.S. currency in foreign countries continued
to be of concern, although only $704,926 was reported during fiscal
year 1967. A great deal of foreign counterfeiting activity does not
come to the attention of the Secret Service despite increased Secret
Service liaison overseas. Administrative procedures of many foreign
police departments do not require the reporting to the United States
of the U.S. counterfeits they receive.

Liaison with nations in the Far East is handled through the Secret
Service Office in Hawaii and the Paris Office conducts liaison with
countries in Europe, the Middle East, and Africa.- '

Secret Service responsibility also includes the counterfeiting in
the United States of currency of other countries. During fiscal 1967
the Secret Service seized 13,548 pieces of counterfeit foreign currency.

The following table summarizes receipts of counterfeit money
during the fiscal years 1966 and 1967. :

Counterfeit money received, fiscal years 1966 and 1967

Receipts of counterfeit notes and coins ’ 1966 1067

Counterfeit money received in the United States: ) :
Loss to the public. ... iiiiaaoas $962, 060. 99 $1, 658, 100. 75

Seized before circulation. .. ... L iaieo.. 8,008,417.35 8, 587,845.49
Total.......... RN RSP SN 9,060, 478.34 10, 245, 946. 24
Counterfeit U.S. currency received in foreign countries........_............._ $642,256.00  $704, 926. 00
Pieces of counterfeit currency of other nations received in the United States.. 19,670 13, 548

The Secret Service investigated 43,055 forged Government check
cases involving over $4.5 million during the fiscal year. A total of
2,431 persons were arrested for Government check violations.

The Service investigated 6,413 cases involving the forgery and
fraudulent negotiation of U.S. savings bonds having a matunity value
of over $700,000 and in this connection arrested 113 persons. . _

Representative cases involving the forgery of Government checks
and bonds during fiscal 1967 follow. :

A search warrant was served on the home of one of the principal
offenders in a Government check cashing gang in Miami, Fla. In the
home a stolen U.S. Treasury check in the sum of $4,334, a complete
set of postal carrier keys (lost in 1959) which fit certain mailboxes,
and a mailman’s uniform were found.

The gang had operated on a wide scale in a metropolitan area
stealing and forging U.S. Treasury checks, mostly social security
checks. Nineteen persons have been arrested and convicted in this
case, many of whom are narcotic addicts. The forgery of 500 U.S.

277-468—68——12
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Treasury checks totaling approximately $52,000 was traced to this
ang. :
¢ Tgwo forger fugitives traveling in five States stole, forged, and
cashed 73 U.S. Treasury checks totaling $6,174 and subsisted for
about 1 year on the proceeds. They were apprehended when a police-
man in Oklahoma City stopped their car for a traffic violation and -
noticed one of the men tearing up a Treasury check. A further search
by the officer disclosed several more stolen checks in their possession..

A former check forger operated in four States for 11 months stealing,
forging, and cashing 92 8.8. Treasury checks worth $6,465. Eighty-
nine of these were social security checks stolen from rural mail boxes.

A bartender in:a large city attempted to sell $12,000 worth of |
stolen U.S. savings bonds. A Secret Service undercover agent made
contact with him and subsequent negotiations resulted in the recovery
of 72 bonds totaling $11,700 and the arrest of three persons.

A 19-year-old AWOL serviceman made connections in New York
City to obtain stolen savings bonds and during a 4-month period
before he was arrested, forged and negotiated 548 bonds totaling
$22.675. ‘ »

The Secret Service investigated 140 Gold Reserve Act violations
during fiscal 1967. These cases are for the most part complex and time
consuming, iy

The Secret Service has a representative on the Organized Crime
Committee and participates in investigative activity related to this
program. -

To help protect the Government interest in fiscal activities handled
by the Federal Reserve System, the Secret Service provides requested
assistance to the System, by conducting security surveys of all
Federal Reserve banks and recommending improvements.

In accordance with the requirements of Executive Order 10450 and
Treasury Department Order No. 82, Revised, March 9, 1966, for up-
dating employee security investigations every 5 years, 28 cases from
the Office of the Secretary and 176 cases on Secret Service employees
have been initiated.

The following tables show the number of criminal and noncriminal
investigations completed and arrests made by the Secret Service in

fiscal years 1966 and 1967.

Criminal and noncriminal cases investigated, fiscal years 1966 and 1967

Cases investigated 1966 1967

24,708 24,011
42,545 43,085
7,361 6,413

Counterfeiting.
Forged Government checks._..
Forged Government bonds.

Miscellaneous eriminal ... . ccmeeeaomaen = 9,237 16,671
Miscellaneous nONeriminal. ... v. oo iio oo ice i ceccrecceccrceneman e 10,127 2,434
7 LRI 93,978 © 93,484

1 See 1966 annual report, p. 5§09,
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Number of arrests, fiscal years 1966 and 1967

Offenses 1966 1967
Counterfeiting. .o e e e 866 1,072
Forged Government ehecks. ... ot eciamcacceceeceecmeaaenan 2,618 2,431
Forged or st01en DOnAS. aa v e e e e ceeeccmcecenaa i ema—nm 73 113
MISCELANGOUS . - - e e ecc e ae e e e e e eaeccc e me e cc e me o eeeaan 489 501
X017 PRSPPI 4,046 4,117

Offenses investigated by the Secret Service resulted in the con-
viction of 3,292 persons—97.2 percent of the cases brought to trial
during the fiscal year.

The incidence of crime over which the Secret Service has investiga-
tive jurisdiction remains generally consistent with -the nationwide
crime trend.

. Cooperation

The Secret Service continues to receive excellent assistance from
local, State, and other Federal law enforcement agencies in its pro-
tective and investigative responsibilities. Interested citizens have
also aided greatly by furnishing the Service with information impor-
tant to its effective operation.
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Public Debit Operations, Regulations, and Legislation
Treasury Certificates of Indebtedness and Treasury Notes Offered and Allotted

Exhibit 1.—Treasury certificates of indebtedness

During the fiscal year 1967 there was one offering of certificates of indebtedness.
The Treasury circular for the offering is reproduced in this exhibit. Following
the circular is a table showing final allotments of the certificates by Federal
Reserve districts.

DEPARTMENT CIRCULAR NO. 5-66. PUBLIC DEBT

TREASURY DEPARTMENT,
Washington, July 28, 1966.

I. OFFERING OF CERTIFICATES

1. The Secretary of the Treasury, pursuant to the authority of the Second
Liberty Bond Act, as amended, offers certificates of indebtedness of the United
States, designated 5% percent Treasury Certificates of Indebtedness of Series
A-1967, at par, in exchange for the following securities maturing August 15,
1966, singly or in combinations aggregating $1,000 or multiples thereof:

4 percent Treasury Notes of Series A-1966; or )

3 percent Treasury Bonds of 1966.
The amount of this offering will be limited to the amount of eligible securities
tendered in exchange. The books will be open only on August 1 through August 3,
1966, for the receipt of subscriptions.

2. In addition, holders of the maturing securities are offered the privilege of
exchanging all or any part of them for 5% percent Treasury Notes of Series A—
1971, which offering is set forth in Department Circular, Public Debt Series—
No. 6-66, issued simultaneously with this circular.

II. DESCRIPTION OF CERTIFICATES

1. The certificates will be dated August 15, 1966, and will bear interest from
that date at the rate of 54 percent per annum, payable semiannually on Feb-
ruary 15 and August 15, 1967. They will mature August 15, 1967, and will not
be subject to call for redemption prior to maturity.

2. The income derived from the certificates is subject to all taxes imposed
under the Internal Revenue Code of 1954. The certificates are subject to estate, -
inheritance, gift or other excise taxes, whether Federal or State, but are exempt
from all taxation now or hereafter imposed on the principal or interest thereof
by any State, or any of the possessions of the United States, or by any local
taxing authority.

3. The certificates will be acceptable to secure deposits of public moneys.
They will not be acceptable in payment of taxes.

4. Bearer certificates with interest coupons attached will be issued in denom-
inations of $1,000, $5,000, $10,000, $100,000, $1,000,000, $100,000,000 and
$500,000,000. The certificates will not be issued in registered form.

5. The certificates will be subject to the general regulations of the Treasury
Department, now or hereafter prescribed, governing U.S. certificates. i

III. SUBSCRIPTION AND ALLOTMENT

1. Subscriptions accepting the offer made by this circular will be received at
the Federal Reserve banks and branches and at the Office of the Treasurer of
_the United States, Washington, D.C. 20220. Banking institutions generally
may submit subscriptions for account of .customers, but only the Federal Reserve
banks and the Treasury Department are authorized to act as official agencies.
2. Under the Second Liberty Bond Act, as amended, the Secretary of the
Treasury has the authority to reject or reduce any subsecription, and to allot
less. than the amount of certificates applied for when he deems it to be in the
public interest; and any action he may take in these respects shall be final. Subject
to the exercise of that authority, all subscriptions will be allotted in full.
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IV. PAYMENT

1. Payment for the face amount of certificates allotted hereunder must be
made on or before August 15, 1966, or on-later allotment, and may be made
only in a like face amount of securities of the two issues enumerated in paragraph
1 of section I hereof, which should accompany the subscription. When payment
is made with securities in bearer form, coupons dated August 15, 1966, should
be detached and cashed when due. When payment is made with registered secu-
rities, the final interest due on August 15, 1966, will be paid by issue of interest
checks in regular course to holders of record on July 15, 1966, the date the transfer
books closed. - i

V. ASSIGNMENT OF REGISTERED SECURITIES

1 Treasury securities in registered form tendered in payment for certificates
offered hereunder should be assigned by the registered payees or assignees thereof
to “The Secretary of the Treasury for exchange for 5% percent Treasury Cer-
tificates of Indebtedness of Series A-1967 to be delivered to ______.___.___..
______ ,”’ in accordance with the general regulations of the Treasury Department
governing assignments for transfer or exchange, and thereafter should be sur-
rendered with the subscription to a Federal Reserve bank or branch or to the
Office of the Treasurer of the United States, Washington, D.C. 20220. The
maturing securities must be delivered at the expense and risk of the holder.

Vi. GENERAL PROVISIONS

1. As fiscal agents of the United States, Federal Reserve banks are authorized
and requested to receive subscriptions, to make such allotments as may be pre-
scribed by the Secretary of the Treasury, to issue such notices as may be neces-
sary, to receive payment for and make delivery of certificates. on full-paid sub-
seriptions allotted, and they may issue interim receipts pendmg delivery of the
definitive certlﬁcates

2. The Secretary of the Treasury may at any time, or from time to time, pre-
scribe supplemental or amendatory rules and regulatlons governing the offering,
which will be communicated promptly to the Federal Reserve banks.

JoserH W. BARR, )
- Acting Secretary of the Treasury.

Allotments of Treasury certificates of indebtedness issued during the fiscal year 1967

{In thousands]
634 percent Series A-1967 certificates of
indebtedness issued in exchange for—t
4 percent 3 percent
Federal Reserve district Series A-1966 Treasury
: . Treasury bonds of 1966  Total issued
. notes maturing
maturing Aug. 15, 1966
Aug. 15, 1966
BOStON e e o mcmecccmcicaec e ccmecmcccm e $45,961 ¢ $2, 086 $48, 047
New YOtk oo oo LIIIIITIIIIITITII 4,915, 091 153, 558 5, 068, 640
Philadelphia. .. _ 24,718 3,492 28, 210
Cleveland...... 77,289 3, 487 80, 776
57,951 2,807 - 60, 758
54, 355 7,317 61, 672
4, 884 13, 500 168, 384
89, 113 6, 28! 95, 401
41, 249 2, 6563 43 902
59, 392 4,991 64,383
52,729 , 645 62, 374
48, 698 79,935 128,
! 6,888 1, 305 8,193
 Total certificate allotments___.___________________. 5, 628, 318 201,064 5,919,382
Securities eligible for exchange:
Exchanged in concurrent oﬁeung .................... . 2,307,025 .270, 671 2, 577, 696
Total exchanged_____. ..o o ... 7,935,343 561,735 8,497, 078
Not,. submitted for exchange ..o ... 500, 537 138, 437 638,974
Total securities eligible for exchange____..____..___ 8, 435, 880 700, 172 9, 236, 052

- * All subscriptions were allotted in full. 5} percent Treasuly notes of Series A-1971 were, also offered in
exchange for the securities maturing Aug. 16, 1966.
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Exhibit 2.—Treasury notes

Two Treasury circulars, one containing an exchange offering and the other
containing a cash offering, are reproduced in this exhibit. Circulars pertaining
to the other note offerings during the fiscal year 1967 are similar in form and
therefore are not reproduced in this report. However, essential details for each
offering are summarized in the first table following the circulars and the final"
allotments of the new notes are shown in the second table.

DEPARTMENT CIRCULAR NO. 2-67. PUBLIC DEBT

TREASURY DEPARTMENT
Washington, January 26, 1967.

1. OFFERING OF NOTES

1. The Secretary of the Treasury, pursuant to the authority of the Second
Liberty Bond Act, as amended, offers $2,000,000,000, or thereabouts, of notes
of the United States, designated 4% percent Treasury Notes of Series A-1972,
at 99.625 percent of their face value and accrued interest. The following notes,
maturing February 15, 1967, will be accepted at par in payment or exchange,
in whole or in part, to the extent subscriptions are allotted by the Treasury:

3% percent Treasury Notes of Series B-1967; or
4 percent Treasury Notes of Series C-1967. .
The books will be open only on January 30, 1967, for the receipt of subscriptions.

II. DESCRIPTION OF NOTES

1. The notes will be dated February 15, 1967, and will bear interest from that
date at the rate of 434 percent per annum, payable semiannually on August 15,
1967, and thereafter on February 15 and August 15 in each year until the principal
amount becomes payable. They will mature February 15, 1972, and will not
be subject to call for redemption prior to maturity.

2. The income derived from the notes is subject to all taxes imposed under
the Internal Revenue Code of 1954. The notes are subject to estate, inheritance,
gift or other excise taxes, whether Federal or State, but are exempt from all
taxation now or hereafter imposed on the principal or interest thereof by any
State, or any of the possessions of the United States, or by any local taxing
authority.

3. The notes will be acceptable to secure deposits of public moneys. They
will not be acceptable in payment of taxes.

4. Bearer notes with interest coupons attached, and notes registered as to
principal and interest, will be issued in denominations of $1,000, $5,000, $10,000,
$100,000, $1,000,000, $100,000,000 and $500,000,000. Provision will be made
for the interchange of notes of different denominations and of coupon and regis-
tered notes, and for the transfer of registered notes, under rules and regulations
prescribed by the Secretary of the Treasury.

5. The notes will be subject to the general regulations of the Treasury Depart-
ment, now or hereafter prescribed, governing U.S. notes.

III. SUBSCRIPTION AND ALLOTMENT

1. Subseriptions accepting the offer made by this circular will be received at
the Federal Reserve banks and branches and at the Office of the Treasurer of
the United States, Washington, D.C. 20220. Only the Federal Reserve banks
and the Treasury Department are authorized to act as official agencies. Commer- .
cial banks, which for this purpose are defined as banks accepting demand deposits,
may submit subscriptions for account of customers provided the names of the
customers are set forth in such subscriptions. Others than cominercial banks
will not be permitted to enter subscriptions except for their own account.
Subscriptions from commercial banks for their own account will be restricted
in each case to an amount not exceeding 50 percent of the combined capital
(not including capital notes or debentures), surplus and undivided profits of
the subscribing bank. Subscriptions will be received without deposit from banking
institutions for their own account, federally insured savings and loan associations,
States, political subdivisions or instrumentalities thereof, public pension and
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retirement and other public funds, international organizations in which the
United States holds membership, foreign central banks and foreign States,
dealers who make primary markets in Government securities and report daily
to the Federal Reserve Bank of New York their positions with respect to Govern-
ment securities and borrowings thereon, Federal Reserve banks and Government
investment accounts. Subscriptions from all others must be accompanied by
payment (in cash or.in notes of the two issues enumerated in paragraph 1 of
section I hereof, which will be accepted at par) of 2 percent of the amount of notes
applied for, not subject to withdrawal until after allotment. Registered securities
submitted as deposits should be assigned as provided in section V hereof. Following
allotment, any portion of the 2 percent payment in excess of 2 percent of the
amount of notes allotted may be released upon the request of the subscribers

2. All subscribers are required to agree not to purchase or to sell, or to make
any agreements with respect to the purchase or sale or other disposition of any
notes of this issue at a specific rate or price, until after midnight January 30, 1967.

3. Commercial banks in submitting subscriptions will be required to_certify
that they have no beneficial interest in any of the subscriptions they enter for
the account of their customers, and that their customers have no beneficial
interest in the banks’ subscriptions for their own account. :

4. Under the Second Liberty Bond Act, as amended, the Secretary of the
Treasury has the authority to reject or reduce any subscription, to allot less
than the amount of notes applied for, and to make different percentage allotments
to various classes of subscribers when he deems it to be in the public interest;
and any action he may take in these respects shall be final. Subject to the exercise
of that authority, subscriptions will be allotted: :

(1) in full if the subscription is for a State, political subdivision or instru-
mentality thereof, public pension and retirement and other public
fund, international organization in which the United States holds
membership, foreign central bank and foreign State, Federal Reserve
bank, or Government investment account and such subscriber certifies
in writing that at 4 p.m., eastern standard time, January 25, 1967, it
owned or had contracted to purchase for value notes of the two issues
enumerated in paragraph 1 of section I hereof, in an aggregate amount
equal to or greater than the amount of such subscription (any such
subscriber may enter an additional subscription subject to a percentage
allotment); and :

(2) on a percentage basis, to be publicly announced.

Allotment notices will be sent out promptly upon allotment.

IV. PAYMENT

1. Payment at 99.625 percent of their face value and accrued interest, if any,
for notes allotted hereunder must be made or completed on or before February 15,
1967, or on later allotment. Payment will not be deemed to have been completed
where registered notes are requested if the appropriate identifying number as
required on tax returns and other documents submitted to the Internal Revenue
Service (an individual’s social security number or an employer identification
number) is not furnished. In every case where full payment is not completed, the
payment with application up to 2 percent of the amount of notes allotted shall,
upon declaration made by the Secretary of the Treasury in his discretion, be
forfeited to the United States. Payment may be made for any notes allotted
hereunder in cash or by exchange of notes of the two issues enumerated in para-
graph 1 of section I héreof, which will be accepted at par. A cash adjustment will
be made for the difference ($3.75 per $1,000) between the par value of maturing
notes accepted in exchange and the issue price of the new notes. The payment
will be made by check or by credit in any account maintained by a banking
institution with the Federal Reserve bank of its district, following acceptance of
the maturing notes. In the case of registered notes, the payment will be made in
accordance with the assignments on the notes surrendered. When payment is
made with notes in bearer form, coupons dated February 15, 1967, should be
detached and cashed when due. When payment is made with registered notes, the
final interest due on February 15, 1967, will be paid by issue of interest checks in
reglilarlcougse to holders of record on January 13, 1967, the date the transfer
books closed.
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V. ASSIGNMENT OF REGISTERED NOTES

*1. Treasury notes in registered form tendered as deposits and in payment for
notes allotted hereunder should be assigned by the registered payees or assignees
thereof, in accordance with the general regulations of the Treasury Department,
in one of the forms hereafter set forth. Notes tendered in payment should be
surrendered to a Federal Reserve bank or branch or to the Office of the Treasurer
of the United States, Washington, D.C. 20220. The maturing notes must be
delivered at the expense and risk of the holder. If the new notes are desired .
registered in the same name as the notes surrendered, the assignment should
be to ‘“The Secretary of the Treasury for 4% percent Treasury Notes of Series
A-1972;” if the new notes are desired registered in another name, the assignment
should be to ‘“The Secretary of the Treasury for 4% percent Treasury Notes of
Series A-1972 in the name of ____ . _____________ ;7 if new notes in coupon
form are desired, the assignment should be to ‘“The Secretary of the Treasury for
4% percent Treasury N,c;)tes of Series A-1972 in coupon form to be delivered to

VI. GENERAL PROVISIONS

1. As fiscal agents of the United States, Federal Reserve banks are authorized
and requested to receive subscriptions, to make such allotments as may be pre-
scribed by the Secretary of the Treasury, to issue such notices as may be necessary,
to receive payment for and make delivery of notes on full-paid subscriptions
allotted, and they may issue interim receipts pending delivery of the definitive
notes.

2. The Secretary of the Treasury may at any time, or from time to time,
prescribe supplemental or amendatory rules and regulations governing the
offering which will be communicated promptly to the Federal Reserve banks.

Henry H. FOWLER,
Secretary of the Treasury.

DEPARTMENT CIRCULAR NO. 6-67. PUBLIC DEBT

TREASURY DEPARTMENT,
Washington, April 27, 1967.

I. OFFERING OF NOTES

1. The Secretary of the Treasury, pursuant to the authority of the Second
Liberty Bond Act, as amended, offers notes of the United States, designated
4% percent Treasury Notes of Series B-1972 at par: .
. (1) in exchange for 4} percent Treasury Notes of Series D-1967, dated
November 15, 1965, due May 15, 1967;

(2) with a cash payment of $1.00 per $1,000 to the United States in exchange
for 2% percent Treasury Bonds of 1962-67, dated May 5, 1942, due
June 15, 1967, in amounts of $1,000 or multiples thereof;

(3) with a cash payment of $3.00 per $1,000 to the subscriber in exchange
for 5% percent Treasury Certificates of Indebtedness of Series A-1967,
dated August 15, 1966, due August 15, 1967;

(4) with a cash payment of $1.50 per $1,000 to the United States in ex-
change for 3% percent Treasury Notes of Series A-1967, dated Sep-
tember 15, 1962, due August 15, 1967; or

(5) with a cash payment of $2.00 per $1,000 to the subscriber in exchange
for 4% percent Treasury Notes of Series E-1967, dated February 15,
1966, due August 15, 1967.

Interest will be adjusted as of May 15, 1967, in the case of the securities due
June 15 and August 15, 1967. Net payments on account of accrued interest
due subscribers and cash adjustments due to and from subscribers will be made
as set forth in section IV hereof. The amount of this offering will be limited to
the amount of eligible securities tendered in exchange. The books will be open
only on May 1 through May 3, 1967, for the receipt of subscriptions.
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2. In addition, holders of the 4% percent notes of Series D-1967, and the 2%
percent bonds of 1962-67 are offered the privilege of exchanging all or any part
of such securities for 4}4 percent Treasury Notes of Series C-1968, which offering
is set forth in Department Circular, Public Debt Series—No. 5-67, issued simul-
taneously with this circular.

b II. DESCRIPTION OF NOTES

1. The notes will be dated May 15, 1967, and will bear interest from that date
at the rate of 4% percent per annum, payable semiannually on November 15,
1967, and thereafter 'on May 15 and November 15 in each year until the prin-
cipal amount becomes payable. They will mature May 15, 1972, and will not
be subject to call for redemption prior to maturity.

2. The income derived from the notes is subject to all taxes imposed under
the Internal Revenue Code of 1954. The notes are subject to estate, inheritance,
gift or other excise taxes, whether Federal or State, but are exempt from all
taxation now or hereafter imposed on the principal or interest thereof by any
State, or any of the possessions of the United States, or by any local taxing
authority.

3. The notes will be acceptable to secure deposits of public moneys. They will
not be acceptable in payment of taxes.

4. Bearer notes with interest coupons attached, and notes registered as to
principal and interest, will be issued in denominations of $1,000, $5,000, $10,000,
$100,000, $1,000,000, $100,000,000 and $500,000,000. Provision will be made
for the interchange of notes of different denominations and of coupon and regis-
tered notes, and for the transfer of registered notes, under rules and regulations
prescribed by the Secretary of the Treasury. :

5. The notes will be subject to the general regulations of the Treagsury De-
partment, now or hereafter prescribed, governing %.S. notes.

. III, SUBSCRIPTION AND ALLOTMENT

1. Subscriptions accepting the offer made by this circular will be received at
the Federal Reserve banks and branches and at the Office of the Treasurer of
the United States, Washington, D.C. 20220. Banking institutions generally
may submit subscriptions for account of customers, but only the Federal Reserve
banks and the Treasury Department are authorized to act as official agencies.

2. Under the Second Liberty Bond Act, as amended, the Secretary of the
Treasury has the authority to reject or reduce any subscription, and to allot
less than the amount of notes applied for when he deems it to be in the public
interest; and any action he may take in these respects shall be final. Subject to
the exercise of that authority, all subscriptions will be allotted in full.

IV. PAYMENT

1. Payment for the face amount of notes allotted hereunder must be made on
or before May 15, 1967, or on later allotment, and may be made only in a like
face amount of securities of the five issues enumerated in paragraph 1 of section I
hereof, which should accompany the subscription. Payment will not be deemed to
have been completed where registered notes are requested if the appropriate iden-
tifying number ag required on tax returns and other documents submitted to the
Internal Revenue Service (an individual’s social security number or an employer
identification number) is not furnished. Cash payments due to subsecribers will
be made by check or by credit in any account maintained by a banking institu-
tion with the Federal Reserve bank of its district following acceptance of the
securities surrendered. In the case of registered securities, the payment will be
made in accordance with the assignments thereon.

2. 44 percent notes of Series D-1967 —Coupons dated May 15, 1967, should
be detached and cashed when due.!

3. 2% percent bonds of 1962~-67.—Coupons dated June 15, 1967, must be attached
to bonds in bearer form when surrendered. Accrued interest from December 15,
1966, to May 15, 1967 ($10.37088 per $1,000), will be credited, the payment
($1.00 per $1,000) due the United States will be charged and the difference
($9.37088 per $1,000) will be paid to subscribers.

1 Interest due on May 15, 1967, on registered securities will be paid by issue of interest checks in regular
course to holders of record on Apr. 14, 1967, the date the transfer books closed.
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4. 5% percent certificates of Series A-1967—Coupons dated August 15, 1967,
must be attached to the certificates when surrendered. Accrued interest from
February 15 to May 15, 1967 ($12.90746 per $1,000), plus the cash payment of
$3.00 per $1,000 will be pa,ld to subscribers.

5. 3% percent notes of Series A-1967—Coupons dated August 15, 1967, must
be atiached to the notes in bearer form when surrendered. Accrued interest from
February 15 to May 15, 1967 ($9.21961 per $1,000), will be credited, the pay-
ment ($1.50 per $1,000) due the United States will be charged and the difference
($7.71961 per $1, 000) will be paid to subscribers.

6. 4% percent notes of Series E-1967.-—Coupons dated August 15, 1967, must
be attached to the notes in bearer form when surrendered. Accrued interest from
February 15 to May 15, 1967 ($11.98550 per $1,000), plus the cash payment of
$2.00 per $1,000 will be pald to subscribers.

V. ASSIGNMENT OF REGISTERED SECURITIES

1. Treasury securities in registered form tendered in payment for notes offered
hereunder should be assigned by the registered payees or assignees thereof, in
accordance with the general regulations of the Treasury Department governing
assignments for transfer or exchange, in one of the forms hereafter set forth,
and thereafter should be surrendered with the subscription to a Federal - Reserve
bank or branch or to the Office of the Treasurer of the United States, Washington,
D.C. 20220. The securities must be delivered at the expense and risk of the
holder. If the new notes are desired registered in the same name as the securities
surrendered, the assignment should be to ‘‘The Secretary of the Treasury for
exchange for 4% percent Treasury Notes of Series B-1972”; if the new notes
are desired registered in another name, the assignment should be to “The Secre-
tary of the Treasury for exchange for 4% percent Treasury Notes of Series B-1972
in the name of ___ . _______________. 7. if new notes in coupon form are desired,
the assignment should be to ‘“The Secretary of the Treasury for exchange for 4%
percent Treasury Note7s’ of Series B-1972 in coupon form to be delivered to

VI. GENERAL PROVISIONS

1. As fiscal agents of the United States, Federal Reserve banks are authorized
and requested to receive subscriptions, to make such allotments as may be pre-
scribed by the Secretary of the Treasury, to issue such notices as may be neces-
sary, to receive payment for and make delivery of notes on full-paid subscriptions
allotted, and they may issue interim receipts pending delivery of the definitive
notes.

2. The Secretary of the Treasury may at any time, or from time to time, pre-
scribe supplemental or amendatory rules and regulations governing the offering,
which will be commumcated promptly to the Federal Reserve banks.

Henry H. FowLER,
Secretary of the Treasury.



Summary of informaiion pertaining to Treasury notes issued during the fiscal year 1967

Department Albot-
Date of circular Date ment
prelim- . sub- payment
inary Concurrent 3 Date of Date of scerip- date on
an- offering Treasury notes issued for exchange or for cash issue maturity tion or before
nounce- No. Date  circular No. : ) books (oron
ment closed later
allot-
ment)
1966 1966 1966 1971 1966 1966
July 27 666 July 28 5-66 514 percent Series A-1971 issued at prices indicated below in exchange for— Aug. 15 May 15 Aug. 3 l'Aug. 15
4 percent Series A-1966 notes maturing Aug. 15, 1966 (100);
3 percent bonds of 1966 maturing Aug. 15, 1966 (100);
434 percent Series A-1966 certificates of indebtedness maturing Nov. 15, 1966 (100.10);
4 percent Series E-1966 notes maturing Nov. 15, 1966 (100.35);
334 percent bonds of 1966 maturing Nov. 15, 1966 (100.55). : 1968
96
Oct. 27 7-66 Oct. 28 554 percent Series A-1968 issued at par for cash 2. oo ieeiicceiacaan Nov. 15 Feb. 15 Nov. 1 Nov. 15
1971
Oct. 27 8-66 Oct. 28 534 percent Series B-1971 issued at par for cash 2. iiiiciiecaa- Nov. 15 Nov.15 Nov. 1 Nov. 15
1967 1967 1967 1968 1967 1967
Jan, 25 1-67 Jan. 26 434 percent Series B-1968 issued at 99.875 for cash 2 .. il iiioiaiaos Feb. 15 May 15 Jan. 30 Feb. 15
. 1972
Jan. 25 2-67 Jan. 26 434 percent Series A-1972 issued at 99.625 for cash 3. .. L iiiL.L Feb. 15 Feb. 15 Jan. 30 Feb. 15

091
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Apr. 26

Apr. 26

6-67 414 percent Series C-1968 issued at 99.95 in exchange for—

4Y4 percent Series D-1967 notes maturing May 15, 1967;
2}4 percent bonds of 1962-67 maturing June 15, 1967, with a payment of $0.10 per $100 by
the subseriber.

5-67 434 percent Series B-1972 issued at par in exchange for—

414 percent Series D-1967 notes maturing May 15, 1967;

214 percent bonds of 1962-67 maturing June 15, 1967, with a payment of $0.10 per $100 by
the subscriber;

534 percent Series A-1967 certificates of indebtedness maturing Aug. 15, 1967, with a pay-
ment of $0.30 per $100 to the subscriber;

334 percent Series A-1967 notes maturing Aug. 15, 1967, with a payment of $0.15 per $100

1968
May 15 Aug. 15 May 3 4May 15

1972
May 15 May 15 May 3 5SMay 15

by the subscriber;

474 percent Series E-1967 notes maturing Aug. 15, 1967, with a payment of $0.20 per $100

to the subscriber.

1 Coupons dated Aug. 15, 1966, were detached from bearer notes and bonds due
on that date and cashed when due. Coupons dated Nov, 15, 1966, were required to be
attached to bearer securities due on that date. Subscribers tendering securities due
Nov. 15, 1966, in exchange were credited with acerued interest from May 15 to Aug. 15,
1966 ($1.8750 per $100 on the certificates, $1.00000 per $100 on the notes, and $0.84375
per $100 on the bonds), and were charged the amount due the United States on account
of the issue price of the 5} percent notes and the net amount (per $100) was paid to
subscribers as follows: $1.08750 for the certificates, $0.65000 for the notes, and $0.29375
for the bonds.

2 Holders of 33§ percent Treasury bonds of 1966, 4 percent Treasury Notes of Series
E-1966, and 43¢ percent Treasury certificates of indebtedness of Series A-1966 were not
offered preemptive rights to exchange their holdings for the new notes. Payment for
cash subseriptions allotted could be made in whole or in part by exchange at par of such
securities. Coupons dated Nov. 15, 1966, were detached from such securities in bearer
form and cashed when due.

3 Holders of 3% percent Treasury Notes of Series B-1967 and 4 percent Treasury
Notes of Series C-1967 were not offered preemptive rights to exchange their holdings
for the new notes. Payment for cash subscriptions allotted could be made in_whole
or in part by exchange at par of such notes with a cash payment to the subscriber on
account of the issue price of the new note. Coupons dated Feb. 15, 1967, were detached
from the notes in-bearer form and cashed when due.

¢ Coupous dated May 15, 1967, were detached from the notes of Series D-1967 and
cashed when due. A cash payment of $0.05 per $100 was made to subscribers exchanging
notes. Coupons dated June 15, 1967, were required to be attached to the bonds in bearer
form. Accrued interest on the bonds from Dec. 15, 1966, to May 15, 1967 ($1.037088
per $100), plus the payment on account of the issue price of the notes ($0.050000 per
$100) was credited and the payment of $0.100000 per $100 due the United States was
%ha.lziged and the difference ($0.987088 per $100) was paid to subscribers exchanging

onds.

5 See Department Circular No. 6-67 in this exhibit for provisions for subscription
and payment. .

SLIGIHX .
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Allotmenis of Treasury noles tssued during the fiscal year 1967, by Federal Reserve districts

(In thousands]

5}4‘ peiceﬁt Series A-1971 notes issued in exchange for 1—

4 percent 434 percent 4 percen
Series A-1966 3 percent Treasury Series E—1966 334 percent
Federal Reserve district Treasury Treasury certificates Treasury Treasury 5%¢ percent 534 percent
notes bonds of 1066 of indebtedness notes bonds of 1966  Total issued  Series A-1968 Series B-1971
maturing maturing series A-1966 maturing maturing notes 3 notes 3
Aug. 15, 1966 2 Aug. 15, 1966 2 maturing Nov. 15,1966 Nov, 15, 1966
Nov. 15, 1966
BOSOD . - o oo et 26, $9, 8: $40, 269 $28,385 $16, 654 $122, 018 $69,328 $70, 045
New York. 1,929, 1562 187,015 151, 250 191, 425 122, 909 2, 581, 760 1,491, 405 739,273
Philadelphi 8, 2,144 37,232 27, 106 26, 954 102, 268 58, 802 1,823
Cleveland.... 56,131 8,403 45, 991 43,875 486, 505 200, 905 04,184 93, 791
Richmond. 8,365 1,176 25,358 11,745 31,673 78,217 71,235 43,138
Atlanta. ... 43, 460 3, 667 24, 300 27, 623 34, 257 133,207 83, 504 57,709
Chicago.. 84,986 5,902 94,333 141, 466 131, 608 468, 205 251,983 239, 326
St. Louis... - 40, 793 5, 869 28, 289 33, 244 42, 840 151, 035 97,434 62, 633
Mumeapoh A - 3 3, 570 14, 539 13, 357 26, 381 73, 054 45,841 47,324
Kansas City. - 35, 804 9, 950 24, 354 17,468 43, 547 131, 132 78,751 89, 555
Dallas....... - 11, 585 2, 782 14, 202 15,013 29 666 73, 75,842 2, 703
San Francisco.. . 43,766 20, 297 16, 664 27,129 28,148 136, 002 204, 585 202, 511
TrOASULY e e o eeccemecmcmecnaeemeanaceamemean 2,0 63 562 6,106 5,101 13,890 11,935 4,286
Total note allotments. _.................. 2,307, 025 270, 671 517,352 583, 842 586, 141 4, 265, 031 2, 634,829 1,734,117
Securities eligible for exchange:

Exchanged in concurrent offerings_.....__.. 5,628,318 201,064 oo . Ciiicacccccee cceeemeccceaas 5,019,382 oiciiiies ccieicciiacan

Total exchanged. ... o.oueeeeoemeneeee.o. 7,935, 343 561,735 517,352 583, 842 586, 141 10, 184, 413

Not submitted for exchange............._...._. 500, 537 138,437 1, 134,842 1, 669, 979 1, 265, 267 4,709, 062
Total securities eligible for exchange...... 8,435, 880 700,172 1,652, 194 2,253,821 1,851,408 14,803,475 ooeoiiiiie emecceccenan

Footnotes at end of table;

X40Svadl EHIL 40 XYVLFdUYDdS FHL 40 1godEd L961

91




89—899%—L22

€T

Allotments of Treasury notes issued during the fiscal year 1967, by Federal Reserve disiricts—Continued
[In thousands)
4)4 percent Series C-1968 notes issued in
exchange for 1—
Federal Reserve district 434 percent 43{ percent 414 percent 214 percent
Series B-1968 Series A-1972 Series D-1967 Treasury
notes 3 notes ¢ Treasury  bondsof 1962-67 Total issued
notes maturing maturing
May 15, 1967 3 June 15, 1967 §

Boston. ...l e e e ee $79, 789 $56, 205 $39, 465 $2,314 $41,779
New York._ 4,349,148 1,014, 586 4,975, 386 373,295 5,348, 681
Philadelphia. . 61,1 39, 658 43,305 , 864 64, 169
Cleveland... 123, 517 107,083 104, 259 8,008 112,357
Richmond.. 79,810 46, 673 64, 653 9,014 73, 667
Atlanta_____ 5, 209 83,672 73,373 16,821 90, 194
Chicago 245, 430 203, 685 207,082 42,419 249, 501
St. Louis 71,817 55,115 80,189 16,473 96, 662
Minneapol. 46, 265 35,295 35,769 1,845 37,614
Kansas City.. 64, 602 85,391 57,165 9,049 66, 214
Dallas.cce-ooo-- 125,917 43, 534 27,501 © 1,003 28, 504
San Franciseo-........_. 236, 061 232,197 81,924 132,008 214,022
LRSI Y o e ee e e ceeeecmmmmacmcccecceacenaasceecmeeemaceecncnmmessasesscemmemanneaneennenemanne. 8,002 2,535 13 773 6, 575 20,348
Total note allotments. - ... e cecccecceeceam——————- 5, 586, 842 2,005, 629 5,803,844 639, 868 6,443,712

Securities eligible for exchange:
Exchanged in coneurrent o erings. oo oo oo e cicececcccccsceececsoen  ccmeesmscemce  caceeenencans 3, 506,342 445,706 3,952, 048
Total exchanged. et cemccccmee e ceeeameeatn 9,310, 186 1,085, 574 10, 395, 760
Not submitted for exchange e e e meme e e e e emmmmemcmma  meeeceemeame e 38, 030 , 544 781,574
Total securities eligible for exChange .. . . ..o e it icieiiiiciiee eeeaiaee emeeeeen 9,748, 216 1,429,118 11,177,334

Footnotes at end of table.
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Allotments of Treasury notes issued during the fiscal year 1967, by Federal Reserve districis—Continued

[In thousands]

434 percent Series B-1972 notes issued in exchange for 1—

414 percent
Series D-1967
Treasury notes
maturing
_May 15, 1967 6

Federal Reserve district.

514 percent

214 percent Treasury 334 percent 474 percent
Treasury bonds certificates Series A-1967 Series E-1967

of 1962-67
maturing
June 15, 1967 ¢

ofindebtedness Treasury notes Treasury notes
series A-1967 maturing maturing

__ maturing _  Aug. 15,1967  Aug. 15,1967 . . s
Aug. 15, 1967

Total issued

Boston $34, 144 $24,017 $2, 188 $13, 990 $3, 561 $77,900
New York... 2,897,697 240, 383 214, 100 319, 533 100, 119 3,771,832
Philadelphia. 27,823 8,345 4, 557 13,418 1,700 55,843
Cleveland.... 61, 648 10, 571 12,038 66, 645 19, 400 170, 302
Richmond. 19, 621 6, 366 2,470 14,169 6,325 48,951
Atlanta___. 59, 747 10, 950 6,175 38, 249 10, 660 125,781
Chicago. . 153, 597 40, 146 27,017 175,938 42,312 439,010
St. Louis. 73,747 9,702 , 828 37,367 8,826 136, 470
Minneapolis._ . 33, 585 12,676 3,797 18,842 2, 527 71,427
Kansas City. 57,236 7,146 7,990 41,288 6,141 119,801
Dallas....... 37,893 4,114 4,411 41,203 5,275 92,896
San Francisco.. 48,949 66, 248 15, 597 52,197 6, 163 189, 154
(1D N 655 5,042 1,085 3,759 126 10, 647
Total note allotments. ... iiiiiiiiiiiiiaaaon 3, 506, 342 445,706 308, 233 836, 598 213, 135 5,310,014
Securities eligible for exchange:
Exchanged in concurrent offerings. ... ... 5,803, 844 639,868 i et ememceeaaan- 6,443,712
Total exchanged . .. ..ot aceceaaaacaan 9,310, 186 1,085,574 308, 233 836, 598 213,135 11, 753,726
Not submitted for exchange. .- 438,030 343, 544 5,611,149 2,092, 762 1,904, 231 10,389, 716
Total securities eligible for exchange. .. ... oo oiiiciiiiiaiaos 9, 748,216 1,429,118 5,919, 382 2,929, 360 2,117,366 22, 143,442

1 All subscriptions were allotted in full.

2 5Y4 percent Treasury certificates of indebtedness of Series A-1967 were also offered
in exchange for this security.

3 Subseriptions from- States, political subdivisions or instrumentalities thereof, public
pension and retirement and other public funds, international organizations in which
the United States holds membership, foreign central banks and foreign States, Govern-
ment investment accounts, and the Federal Reserve banks were allotted in full up to
the amount that the subscriber certified that it owned a like amount of securities that
could be used in payment for the notes. For each issue all other subscriptions in amounts
up to $100,000 were allotted in full; amounts over $100,000 were allotted 30 percent for
the notes of Series A-1968 and 10 percent for the notes of Series B-1971 and the notes of
Series B-1968, but not less than $100,000 to any one subscriber.

4 Subseriptions from States, political subdivisions or instrumentalities thereof,
publie pension and retirement and other public funds, international organizations in
which the United States holds membership, foreign central banks and foreign States,
Government investment accounts, and the Federal Reserve banks were allotted in
full up to the amount that the subscriber certified that it owned a like amount of se-
curities that could be used in payment for the notes. All other subscriptions in amounts
up to $50,000 were allotted in full; amounts over $50,000 were allotted 7 percent, but
not less than $50,000 to any one subscriber.

5 4%.t percent Treasury notes of Series B-1972 were also offered in exchange for this
seewrity.

8 4}_4t percent Treasury notes of Series C-1968 were also offered in exchange for this
security. .
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Treasury Bills Offered and Tenders Accepted
Exhibit 3.—Treasury bills

During the fiscal year there were 52 weekly issues each of 13-week and 26-
week bills (the 13-week bills represent additional issues of bills with an original
maturity of 26 weeks), twelve 1l-year issues, ten 9-month issues (representing
additional issues of bills with an original maturity of 1 yea.r), one strip of addi-
tional amounts of three outstanding 1-year issues, and six issues of tax anticipa-
tion series. In September the Treasury adopted the policy of issuing monthly
a l-year issue and a 9-month issue. Three press releases inviting tenders, which
are representative of all types of bill issues, are reproduced in this exhibit as
follows: strip of issues, November 10, 1966; tax anticipation series, March 1, 1967;
and weekly and monthly issues, May 17, 1967. Also reproduced is the press release
of May 24, 1967, which is representative of the releases announcing the accept-
ance of tenders for all types of issues. Following the press releases is a table of
data for each issue issued during the fiscal year.

PRESS RELEASE OF NOVEMBER 10, 1966

The Treasury Department, by this public notice, invites tenders for additional
amounts of three series of Treasury bills to an aggregate amount of $1,200,000,-
000, or thereabouts, for cash and in exchange for Treasury bills maturmg Novem-
ber 25 1966. The addltlonal bills will be issued November 25, 1966, will be in the
amfotilnts, and will be in addition to the bills originally 1ssued a.nd maturing,
as follows:

Amount of Original Maturity Days from Amount
additional issue dates Nov. 25, 1966 currently

issue dates 1967  to maturity outstanding
1966 (in millions) -
$400, 000,000 Mar. 31 Mar. 31 126 $1,000
400,000,000 Apr. 30 Apr. 30 156 1,001
400,000,000 May 31 May 31 187 1,001
1, 200, 000, 000

The additional and original bills will be freely interchangeable.

Each tender submitted must be in the amount of $3,000, or an even multiple
thereof, and one-third of the amount tendered will be apphed to each of the
above series of bills.

The bills offered hereunder will be issued on a discount basis under competitive
and noncompetitive bidding as hereinafter provided, and at maturity their
face amount will be payable without interest. They will be issued in bearer form
only, and in denominations of $1,000, $5,000, $10, 000 $50,000, $100,000, $500,000
and $1,000,000 (maturity value).

Tenders will be received at Federal Reserve banks and branches up to the
closing hour, 1:30 p.m., eastern standard time, Thursday, November 17, 1966.
Tenders will not be received at the Treasury Department, Washington. In the
case of competitive tenders the price offered must be expressed on the basis
of 100, with not more than three decimals; e.g., 99.925. Fractions may not be
used. A single price must be submitted for each unit of $3,000, or even multiple
thereof. A unit represents $1,000 face amount of each issue -of bills offered here-
under, as previously described. It is urged that tenders be made on the printed
forms and forwarded in the special envelopes which will be supplied by Federal
Reserve banks and branches on application therefor.

Banking institutions generally may submit tenders for: account of customers
provided the names of the customers are set forth in such tenders. Others than
banking institutions will not be permitted to submit tenders except for their
own account. Tenders will be received without deposit from incorporated banks
and trust companies and from responsible and recognized dealers in investment
securities. Tenders from others must be accompanied by payment of 2 percent of
the face amount of Treasury bills applied for, unless the tenders are accompanied
by an express guaranty of payment by an incorporated bank or trust company.



166 1967 REPORT OF THE SECRETARY.OF THE TREASURY

All bidders are required to agree not to purchase or to sell, or to make any
agreements with respect to the purchase or sale or other dlsposmon of any bills
of these additional issues at a specific rate or price until after 1:30 p.m., eastern
standard time, Thursday, November 17, 1966.

Immediately after the closing hour, tenders will be opened at the Federal
Reserve banks and branches, following which public announcement will be made
by the Treasury Départment of the amount and price range of accepted bids.
Those submitting tenders will be advised of the acceptance or rejection thereof.
The Secretary of the Treasury expressly reserves the right to accept or reject any
or all tenders, in whole or in part, and his action in any such réspect shall be
final. Noncompetitive tenders for $120,000 or less (in even multiples of $3,000)
without stated price from any one bidder will be accepted in full at the average
price (in three decimals) of accepted competitive bids. Settlement for accepted
tenders in accordance with the bids must be made or completed at the Federal
Reserve bank on November 25, 1966, in cash or other immediately available
funds or in a like face amount of Treasury bills maturing November 25, 1966,
provided, however, any qualified depositary will be permitted to make payment
by credit in its Treasury tax and loan account for Treasury bills allotted to it
for itself and its customers up to any amount for which it shall be qualified in
excess of existing deposits when so notified by the Federal Reserve bank of its
district. Cash and exchange tenders will receive equal treatment. Cash adjust-
ments will be made for differences between the par value of maturing bills accepted
in exchange and the issue price of the new bills.

The income derived from Treasury bills, whether interest or gain from the
sale or other disposition of the bills, does not have any exemption, as such, and
loss from the sale or other disposition of Treasury bills does not have any specla.l
treatment, as such, under the Internal Revenue Code of 1954. The bills are
subject to estate, mhentance, gift or other excise taxes, whether Federal or State,
but are exempt from all taxation now or hereafter imposed on the principal or
interest thereof by any State, or any of the possessions of the United States,
or by any local taxing authority. For purposes of taxation the amount of discount
at which Treasury bills are originally sold by the United States is considered to
be interest.

Under sections 454(b) and 1221(5) of the Internal Revenue Code of 1954
the amount of discount at which bills issued hereunder are sold is not considered
to accrue until such bills are sold, redeemed or otherwise disposed of, and such
bills are excluded from consideration as capital assets. Accordingly, the owner
of Treasury bills (other than life insurance companies) issued hereunder need
include in his income tax return only the difference between the price paid for
such bills, whether on original issue or on subsequent purchase, and the amount
actually received either upon sale or redemption at maturity during the taxable
year for which the return is made, as ordinary gain or loss. Purchasers of a
strip of the bills offered hereunder should, for tax purposes, take such bills on
to their books on the basis of their purchase price prorated to each of the three
outstanding issues usmg as a basis for proration the closing market prices for
each of the issues on November 25, 1966. (Federal Reserve banks will have
available a list of these market prices, based on the mean between the bid and
asked quotations furnished by the Federal Reserve Bank of New York.)

Treasury Department Circular No. 418, revised, and this notice, prescribe the
terms of the Treasury bills and govern the conditions of their issue, Copies of the
circular may be obtained from any Federal Reserve bank or branch.

PRESS RELEASE OF MARCH 1, 1967

The Treasury Department by this public notice, invites tenders for $2,700,-
000,000, or thereabouts, of 101-day Treasury bills (to maturity date), to be issued
March 13, 1967, on a discount basis under competltlve and noncompetitive
bidding as hereinafter provided. The bills of this series will be designated tax
anticipation series and represent an additional amount of bills dated October 18,
1966, to mature June 22, 1967, originally issued in the amount of $2,006,632,000
(an additional $800,885,000 was issued December 12, 1966). The additional and
original bills will be freely interchangeable. They will be accepted at face value
in payment of income taxes due on June 15, 1967, and to the extent they are not
presented for this purpose the face amount of these bills will be payable without
interest at maturity. Taxpa.yers ‘desiring to apply these bills in payment of June 15,
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1967, income taxes have the privilege of surrendering them to any Federal Reserve
bank or branch or to the Office of the Treasurer of the United States, Washington,.
not more than 15 days before June 15, 1967, and receiving receipts therefor
showing the face amount of the bills so surrendered. These receipts may be sub-
mitted in lieu of the bills on or before June 15, 1967, to the district director of
Internal Revenue for the district in which such taxes are payable. The bills will
be issued in bearer form only, and in denominations of $1,000, $5,000, $10,000,
$50,000, $100,000, $500,000, and $1,000,000 (maturity value).

Tenders will be received at Federal Reserve banks and branches up to the
closing hour, 1:30 p.m., eastern standard time, Tuesday, March 7, 1967. Tenders
will not be received at the Treasury Department, Washington. Each tender
must be for an even multiple of $1,000, and in the case of competitive tenders
" the price offered must be expressed on the basis of 100, with not more than three

decimals; e.g., 99.925. Fractions may not be used. It is urged that tenders be
made on the printed forms and forwarded in the special envelopes which will
be supplied by Federal Reserve banks or branches on application therefor.

Banking institutions generally may submit tenders for account of customers
provided the names of the customers are set forth in such tenders. Others than
banking institutions will not be permitted to submit tenders except for.their own
account. Tenders will be received without deposit from incorporated banks and
trust companies and from responsible and recognized dealers in investment secu-
rities. Tenders from others must be accompanied by payment of 2 percent of the
face amount of Treasury bills applied for, unless the tenders are accompanied by
an express guaranty of payment by an incorporated bank or trust company.

All bidders are required to agree not to purchase or to sell, or to make any
agreements with respect to the purchase or sale or other disposition of any bills
of this issue at a specific rate or price, until after 1:30 p.m., eastern standard
time, Tuesday, March 7, 1967.

Immediately after the closing hour, tenders will be opened at the Federal
Reserve banks and branches, following which public announcement will be made
by the Treasury Department of the amount and price range of accepted bids.
Those submitting tenders will be advised of the acceptance or rejection thereof.
The Secretary of the Treasury expressly reserves the right to accept or reject
any or all tenders, in whole or in part, and his action in any such respeet shall
be final. Subject to these reservations, noncompetitive tenders for $400,000 or
less without stated price from any one bidder will be accepted in full at the
average price (in three decimals) of accepted competitive bids. Payment of
accepted tenders at the prices offered must be made or completed at the Federal
Reserve bank in cash or other immediately available funds on March 13, 1967,
provided, however, any qualified depositary will be permitted to make payment
by credit in its Treasury tax and loan account for not more than 50 percent of
the amount of Treasury bills allotted to it for itself and its customers up to any
amount for which it shall be qualified in excess of existing deposits when so
notified by the Federal Reserve bank of its district. :

- The income derived from Treasury bills, whether interest or gain from the
sale or other disposition of the bills, does not have any exemption, as such, apd
loss from the sale or other disposition of Treasury bills does not have any special
treatment, as such, under the Internal Revenue Code of 1954. The bills are
subject to estate, inheritance, gift or other excise taxes, whether Federal or State,
but are exempt from all taxation now or hereafter imposed on the principal or
interest thereof by any State, or any of the possessions of the United States, or
by any local taxing authority. For purposes of taxation the amount of discount
at which Treasury bills are originally sold by the United States is considered
to be interest. Under sections 454(b) and 1221(5) of the Internal Revenue Code
of 1954 the amount of discount at which bills issued hereunder are sold is not
considered to accrue until such bills are sold, redeemed or otherwise disposed of,
and such bills are excluded from consideration as capital assets. Accordingly,
the owner of Treasury bills (other than life insurance companies) issued hereunder
need include in his income tax return only the difference between the price paid
for such bills, whether on original issue or on subsequent purchase, and the
amount actually received either upon sale or redemption at maturity during the
taxable year for which the return is made, as ordinary gain or loss. .

Treasury Department Circular No. 418 (current revision) and this notice
prescribe the terms of the Treasury bills and govern the conditions of their issue.
Copies of the circular may be obtained from any Federal Reserve bank or branch.
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PRESS RELEASE OF MAY 17, 1967

The Treasury Department, by this public notice, invites tenders for two series
of Treasury bills to the aggregate amount of $1,400,000,000, or thereabouts, for
cash and in exchange for Treasury bills maturing May 31, 1967, in the amount of
$1,401,990,000, as follows:

274-day "bills (to maturity date) to be issued May 31, 1967, in the amount of
$500,000,000, or thereabouts, representing an additional amount of bills dated
February 28 1967, and to mature February 29, 1968, originally issued in the
ag}ount of $901 029 000 the additional and orlglnal bills to be freely interchange-
able

366-day bills, for $900 000,000, or thereabouts, to be dated May 31, 1967, and
to mature May 31, 1968

The bills of both series will be issued on a discount basis under competitive
and noncompetitive bidding as hereinafter provided, and at maturity their face
amount will be payable without interest. They will be issued in bearer form only,
and in denominations of $1,000, $5,000, $10,000, $50,000, $100,000, $500,000, and
$1,000,000 (maturity value)

Tenders will be received at Federal Reserve banks and branches up to the
closing hour, 1:30 p.m., eastern daylight saving time, Wednesday, May 24, 1967.
Tenders will not be received at the Treasury Department, Washington. Each
tender must be for an-even multiple of $1,000, and in the case of competitive
tenders the price offered must be expressed on the basis of 100, with not more than
three decimals; e.g.;’' 99.925. Fractions may not be used. (Notw1thst’tndmg the
fact that the 1-year bills will run for 366 days, the discount rate will be computed
on a bank discount basis of 360 days, as is currently the practice on all issues of
Treasury bills.) It is urged that tenders be made on the printed forms and for-
warded in the special envelopes which will be supplied by Federal Reserve banks
or branches on application therefor.

Banking institutions generally may submit tenders for account of customers
provided the names ‘'of the customers are set forth in such tenders. Others than
banking institutions will not be permitted to submit tenders except for their own
account.- Tenders will be received without deposit from incorporated banks and
trust companies and from responsible and recognized dealers in investment
securities. Tenders from others must be accompanied by payment of 2 percent
of the face amount of Treasury bills applied for, unless the tenders are accompanied
by an express guaranty of payment by an 1ncorporated bank or trust company.

Immediately after the closing hour, tenders will be opened at the Federal
Reserve banks and: branches, followmg which public announcement will be
made by the Treasury Department of the amount and price range of accepted
bids. Those submitting tenders will be advised of the acceptance or rejection
thereof. The Secretary of the Treasury expressly reserves the right to accept or
reject any or all tenders in whole or in part, and his action in any such respect
shall be final. Subject to these reservations, noncompetitive tenders for each
issue for $200,000 or less without stated price from any one bidder will be accepted
in full at the average price (in three decimals) of accepted competitive bids for
the respective issues. Settlement for accepted tenders in accordance with the
bids must be made or completed at the Federal Reserve bank on May 31, 1967,
in cash or other immediately available funds or in a like face amount of Treasury
bills maturing May 31, 1967. Cash and exchange tenders will receive equal
treatment. Cash ad]ustments will be made for differences between the par value
of maturing bills accepted in exchange and the issue price of the new bills.

The income derived from Treasury bills, whether interest or gain from the
sale or other disposition of the bills, does not have any exemption, as such, and
loss from the sale or other d1spos1t10n of Treasury bills does not have any specla.l
treatment, as such, under the Internal Revenue Code of 1954. The bills are sub-
ject to estate, mhentance, gift or other excise taxes, whether Federal or State,
but are exempt from all taxation now or hereafter imposed on the principal or
interest thereof by any State, or any of the possessions of the United States, or by
any local taxing authority. For purposes of taxation the amount of discount at
which Treasury bills are originally sold by the United States is considered to be
interest. Under sections 454(b) and 1221(5) of the Internal Revenue Code of
1954 the amount of discount at which bills issued hereunder are sold is not con-
sidered to accrue until such bills are sold, redeemed or otherwise disposed of, and
such bills are excluded from consideration as capital assets. Accordmgly, the
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owner of Treasury bills (other than life insurance companies) issued hereunder
need include in his income tax return only the difference between the price paid
for such bills, whether on original issue or on subsequent purchase, and the amount
actually received either upon sale or redemption at maturity durmg the taxable
year for which the return is made, as ordinary gain or loss.

Treasury Department Circular No. 418 (current revision) and this notice
prescribe the terms of the Treasury bills and govern the conditions of their issue.
Copies of the circular may be obtained from any Federal Reserve bank or branch.

PRESS RELEASE OF MAY 24, 1967

The Treasury Department announced that the tenders for two series of Treasury
bills, one series to be an additional issue of the bills dated February 28, 1967,
and the other series to be dated May 31, 1967, which were offered on May 17,

1967, were opened at the Federal Reserve banks today. Tenders were invited
for $500,000,000, or thereabouts, of the 274-day bills and for $900,000,000,0r
thereabouts, of 366-day bills. The details of the two series are as follows:

274-day Treasury bills 366-day Treasury bills
maturing Feb. 29, 1968 maturing May 31, 1968
Range of accepted competive bids Approximate Approximate
. Price equivalent Price equivalent
annual annual
rate rate
Percent Percent
97. 028 3. 905 96. 030 3.905
196.971 3.980 2 95. 966 3. 968
96. 998 33.944 96. 001 33.933

188 percent of the amount of 274-day bills bid for at the low price was accepted.
21 percent of the amount of 366-day bills bid for at the low price was accepted.
. 3 These rates are on a bank discount basis. The equivalent coupon issue yields are 4.11 percent for the
274-day bills, and 4.12 percent for the 366-day hills.

Total tenders applied for and accepted by Federal Reserve districts

District Applied for Accepted Applied for Accepted
Boston.. $10, 000 $10, 000 $25, 025, 000 $5, 025, 000
New York. 869, 526, 000 420, 926, 000 1, C04, 830, 000 702, 580, 000
- Phlladelph 4,877, 000 877, 000 8, 702, 000 702, 0
Cleveland. 5, 510, 000 5,510, 000 11, 313, 000 11, 313, 000
312, 000 312, 000 7,134, 000 7, 134, 000
5, 325, 000 2, 325, 000 9, 846, 000 5, 846, 000
203, 129, 000 38, 129, 000 254 339, 000 114, 339, 000
1, 381, 000 1, 381, 000 6, 148, 000 4, 148, 000
600, 000 600, 000 1, 226, 000 1, 226, 000
3,372, 000 3, 372, 000 8, 252, 000 6, 252, 000
11, 440, 000 9, 440, 000 12, 253, 000 10, 253, 000
27, 158, 000 17, 158, 000 51, 424, 000 31, 424, 000

__________ 1,132,640,000 1 500,040,000 1,398, 492, 000 2900, 242, 000

! Includes $14,583,000 noncompetitive tenders accepted at the average price of 96.998.
2 Includes $25 008 000 noncompetitive tenders accepted at the average price of 96.001.




Summary of information pertatning to Treasury bills issued during the fiscal year 1967

[Dollar amounts in thousands)]

Maturity value Prices and rates
Tenders accepted Total bids Competitive bids accepted
i , accepted Amount
. . “Days L o . . L acep = . e . maturing -
Date of Date of to Total Equiv- High Low on issue
issue maturity matur-  applied On On non- Average alent - date of
ity ¢ for Total competi- competi- For In price  average Price Equiv- Price Equiv- new
accepted tive tive cash exchange per rate per alent per alent offering

basis basis hun- (per- hun- rate hun- rate

dred cent) dred (per- dred (per-

cent) cent)

REGULAR WEEELY

1966 . :
July 7 Oct. 6,1066 91 $1,886,142 $1,302,202 $1,078,049  $223,343 $1,101,129 $201,163  98.804 4,731 298.822 4,660  98.778 4.834 $1,301,496
7 Jan. 51967 182 1,539,606 1,001, 231 897,708 103, 523 848,302 152,929 97. 515 4,915 297 542 4. 862 97. 488 4. 969 1, 003, 154
14 Oct. 13,1066 91 2,110,461 1,302,411 988,171 314 240 1,174,149 128,262 98. 768 4,875 298.793 4.775 98.746 4. 961 1, 300, 431
14 Jan., 12,1967 182 1,821,193 1,000,993 852, 608 148 385 896,323 104, 670 97. 473 4. 999 97. 506 4.933 97. 447 5. 050 1, 600, 387
21 QOct. 20,1966 91 2,328,73¢ 1,300,113 1,037,811 62 302 1,042,580 257,533 98.737 4.998 98.743 4.973 98.731 5. 020 1, 300, 744
21 Jan. 19,1967 182 2,664,644 1,001,376 871,713 . 129, 663 822,711 178, 665 97. 424 5. 096 97.431 5. 092 97.422 5.099 1,001,138
28 Oct. 27,1966 91 2,469,341 1,300,648 1,048, 656 251,992 1,055,326 245322  98.782 4,819  98.790 4.787  98.779 4.830 1,301,048
28 Jan. 26,1967 182 1,909,746 1,001,781 875,924 125, 857 827,688 174,093  97.513 4.919  97.528 4.890 -~ 97.508 4.929 1,000,239
Aug. 4 Nov. 3,1966 91 2,303,378 1,300,044 1,052,139 247,905 1,001,015 299,029  98.778 4,833 298.782 4.818  98.775 4,846 1,300,318
4 Feb. 21967 182 2,055, 541 00, 5, 767 114, 917 822,153 178,531 97. 488 4.969 207.494 4.957 97.482 4,981 999, 669
11 Nov. 10,1966 91 2,166,596 1,301,454 1,038,755 262,699 1,111,313 190, 141 98. 780 4.825 208,791 4.783 98.775 4. 846 1, 301, 447
11 Feb , 1087 182 1, 559, 650 999, 830 877, 015 122, 815 877,592 122,238 97. 447 5.050 297462 5. 020 97,425 5. 003 1,001, 108
18 Nov. 17,1966 91 2,065,743 . 1,301,313 1,033,143 268,170 1,017,564 283,749 98.724 5.048 298.737 4.996 98.710 5.103 1,300, 411
18 Feb. 16,1067 182 1,706,644 1, 001,304 877,140 124, 164 817,957 183 347 97.313 5.315 297 340 5. 262 97. 286 5. 368 1, 000, 846
25 Nov. 25,1966 92 2,018,176 1,300,195 1,064,431 235,764 1,041,954 258, 98. 717 5. 022 98.725 4. 989 98.708 5. 056 1,301, 605
25 Feb. 23,1967 182 2,158,852 1,002, 520 884, 600 117,920 , 191, 257 97. 265 5.410 297 275 5. 390 97. 262 5.416 1, 000, 854
Sept. 1 Dec. 1,1966 91 2,034,514 1,300,144 1,046, 063 254, 081 921,606 378,448 98.714 5.087 298.726 5. 040 98.704 5,127 1, 300, 342
. 1 Mar, 2, 1967 - 182 1,809,104 1,000,184 877,926 122, 258 847,531 152, 653 97. 186 5. 567 97. 208 5. 523 97.154 5. 629 1, 001, 471
8 Dec. 8,1966 91 1,981,192 1,302,427 1,063,193 239,234 1,008,258 294, 169 98, 697 5.156 98, 710 5.103 98. 684 5. 206 1, 300, 227
8 Mar. 9,1967 182 2,179,072 1, 003, 682 119, 823 870,035 133,647 97. 140 5.657 297.148 5. 641 97.133 5. 671 1, 000, 305
15 Dec. 15,1966 91 2,059,603 1,299,963 1,017,737 282,226 1,101,568 198, 395 98. 623 5.447 298 657 5.313 98. 610 5. 499 1, 300, 239
15 Mar. 16,1967 182 2,519,562 1,000, 356 3 175, 926 944, 681 55, 675 97. 004 5.927 297.016 5.902 96. 992 5. 950 1, 002, 243
22 Dec. 22,1966 91 2,120,262 1,300,220 1,022,936 217,284 - 1,009,303 290, 917 98, 588 5. 586 98. 609 5. 503 98. 581 5. 614 1, 300, 876
22 Mar. 23,1067 182 2,456,150 1,000, 482 821, 887 178, 595 794,297 206, 185 96. 947 6.040 296.968 5.997 96. 941 6. 051 1, 000, 273
29 Dec. 29,1966 91 2,089,903 ° 1,302,967 1,044,376 258,501 1,018,281 284, 68 98, 609 5. 602 98. 615 5.479 98. 605 5. 519 1, 300, 176

29 Mar., 30 1967 182 2 351 153 1,000,700 794 012 206 688 847 356 153 344 97.066 5.803 97. 078 5.780  97.057 5.821 999, 921
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. -[Dollar amounts in thousands] - ERSR

Summary of information pertaining to Tfeasury bills issued during the fiscal year 1967—Continued

Maturity value

Prices and rates

Total bids

Tenders accepted Competitive bids accepted
accepted Amount
Days . - maturing
Date of Date of . Total Equiv- High Low on issue
issue maturity matur- applied On On non- Average alent date of
ity t for Total competi- competi- For In price . average Price Equiv- Price Equiv- new
accepted tive tive cash exchange  per rate per alent per alent offering
. basis basis hun- (per- hun- rate hun- rate
dred cent) dred (per- dred (per-
cent) cent)
REGULAR WEEKLY-—cOntinued
1967 1967
Mar. 23 Sept. 21 182 2,208,100 1,000,191 - 887,415 112,776 708,351 201,840  97.975 4,006  97.988 3.980  97.968 4.019 1,000,482
30 June 29 91 2,525,556 1,300,354 1,026,787 273,567 1,046,276 254,078  98.951 4,151  98.955 4,134 98.947 4.166 1,304,071
30 Sept. 28 182 1,796,190 1,000,402 05, 217 95, 185 798,703 201,699  97.941 4,073  97.957 4,041  97.930 4.095 1,000,700
Apr. 6 July 6 91 2,253,398 1,301,040 1,010,502 290,538 1,024,265 276,775 -98.995 3.975  99.002 3.948  98.990 3.996 1,300,169
6 Oct. 5 182 1,863,928 1,000,743 903, 829 96, 914 818,018 182,725  97.979 3.997 297.988 3.980  97.967 4.021 1,000,258
13 July 13 91 2,534,749 1,301,306 990, 280 311,026 1,292,204 9,102 99.037 3.811  99.047 3.770  99.033 3.825 1,302,959
13 Oct. 13 183 2,002,628 1,000,657 892, 888 107,769 75,761 124,896  98.040 3.856 298.050 3.836  98.034 3.868 999, 944
20 July 20 91 - 2,510,808 1,300,505 1,027,253 273, 252 955,757 344,748  99.013 3.903 299.016 3.803  99.009 3.920 1,301,728
20 Oct. 19 182 2,174,701 1,000,713 92, 969 107,744 797,714 202,999  98.003. 3.950  98.009 3.938  97.998 3.960 1,000,709
27 July 27 91 2,363,879 1,300,868 1,041,516 259,352 1,047,830 253,038  99.061 3.715 299.067 3.691  99.058 3.727 1,303,324
27 Oct. 26 182 1,865,807 1,000,257 904, 202 96, 055 78,819 221,438  98.093 3.772  98.106 3.746  98.086 3.786 1,000,479
May 4 Aug. 3 91 2,103,206 1,300,949 1,066,380 234, 569 981,721 319,228  99.047 3.770  99.060 3.719  99.043 3.786 1,302,036
4 Nov. 2 182 1,812,330 1,000,332 09, 995 90, 337 797,706 202,626  98.025 3.906 298.038 3.881  98.016 3.924 1,000,791
11° Aug. 10 91 2,224,594 1,301,014 1,045,349 255,665 1,097,259 203,755  99.072 3.672  99.079 3.644  99.069 3.683 1,299,895
11 Nov. 9 182 1,786,951 1,000,103 895, 731 104, 372 897,676 102,427  98.063 3.831 .98.069 3.820  98.056 3.845 1,000,135
18 Aug. 17 91 2,141,561 1,300,565 1,040,061 260,504 1,057,377 243,188  99.083 3.628  99.089 3.604  99.080 3.640 1,302,303
18 Nov. 18 182. 2,169,612 1,000,647 887,129 113, 518 859,354 141,293  98.078 3.803  98.082 3.794  98.075 3.808 1,000,017
25 Aug. 24 91 2,080,619 1,299,969 1,069,855 230,114 1,019,317 280,652  99.117 3.493  99.126 3.458  99.110 3.521 1,300,251
25" Nov. 24 183 1,664,829 1,000,329 909, 130 © 91,199 - 847,800 152,439  98.123 3.692  98.138 3.663  98.108 3.722 999, 619
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June 1 Aug 31 01 2,404,962 1,300,390 1,071,835 228,555 959,164 341,226 99,121 3.478  99.133 3.430  99.118 3.489 1,304,681
1 Nov. 30 182 1,972,994 1,000,993 902, 954 ‘98, 039 818,966 182,027 - 98.113 3.733  98.124 3.711  98.105 3.748 1,004,494
8 Sept. 7 91 2,052,883 1,300,021 1,075,766 224, 255 998,814 301,207 . 99.144 3.385  99.150 3.363  99.139 3.406 1,300,093
8 Dec. 7 182 2,107,299 1,000, 625 897,775 102, 850 778,040 222,585  98.100 3.758  98.106 3.746  98.091 3.776 1,000, 599
15 Sept. 14 91 2,107,047 1,300,002 1,053,872 = 246,130 950,817 349,185  09.114 3.506  99.123 3.469  99.105 3.541 1,301,552
15- Dec. 14 182 1,978,73¢ 1,000,134 889, 220 110,914 795,087 205,047  98.081 3.795  98.089 3.780  98.074 3.810 1,000,868
22 Sept. 21 91 2,383,742 1,299,958 1,006, 200 293, 758 967,426 332,532  99.097 3.572 - 99.105 3.54F  99.094 3.584 - 1,300,223
22 Dec. 21 182 1,957,621 1,000,050 849,673 150,377 763,309 236,741  98.058 3.841  98.069 3.820  98.054 3.840 1,006,055
29 Sept. 28 91 1,912 486 1,300,206 1,068,924 231, 282 989,389 310,817  99.125 3.463  99.140 3.402  99.100 3.660 1,300, 354
29 Dec. 28 182 1,622,689 1,000,439 890, 608 109, 831 766,169 234,270  98.003 3.950  98.038 3.881  97.982 3.992 1,001,292

TAX ANTICIPATION
1966 1967

Aug. 26 Mar. 22 208 $2,950,186 $2,006,066 $1,699,330  $306,736 $2,006, 066 96. 916 5.338 297.013 5.170  96.875
26 Apr. 21 238 1,489,945 1,003, 265 844, 890 158,375 1,003, 265 96. 408 5.433 296.542 5.231  96.364

Oct. 18 Apr. 21 185 2,279,448 1,506,853 1,268, 505 238,348 1,506, 853 .97.182 5.483 297.203 5.443  97.169
18 June 22 274 2,456,636 2,006,632 1,783,146 223,486 2,006, 632 96. 167 5.586  96.206 5.530  .96.130 X

De?:96712 June 22 192 1,661,885 800, 885 787,850 13,035 800, 885 97. 202 5.245  97.209 5.233 97.192 5,266 o oo

Mar. 13 June 22 © 101 3,928,004 2,706, 765 2,477,961 228,804 2,706,765 _....... 98. 795 4.205  98.841 4.131  98.788 4.320 ...

REGULAR MONTHLY
1966 <1967 . :

Aug. 13 July 31 3656 $1,868,947  $994,844  $959,973 $34,871  $749,370 -$245,474  94.967 4.964 294.991 4.940  94.943 4.983  $1,000, 247
31 Ang. 31 365 2,236,801 1,000,051 966, 983 33,068 770,814 229,237  94.075 5.844 204.110 5.809  94.056 5.863 1,000,277

Sept. 30 June 30 273 984, 688 500, 058 471,802 28, 256 449,627 50,431  95.596 5.808 295.629 5.764  95.564 5.850 } 1. 000, 499
30 Sept. 30 365 1,472,833 900, 113 833,839 66, 274 732,008 168,105  94.113 5.806 294.156 5.764  '94.074 5.845 4

Oct. 31 July 31 273 1,076,070 500, 370 484, 960 15,410 410,306 90,064  95.778 5.567  95.799 5.540  95.764 5. 586 } 099, 048
31 1?/I«::t:. gl ?365 2,272,085 904, 640 862, 224 42,416 835,691 68,949  94.379 5.544 294.385 5.538  94.374 5.549 4

: ar, 31 2

Nov.’ 254{‘11\\41)1‘. go lgg } 2,986,767 1,202,346 1,081,188 121,158 1,202, 296 50  97.691 5.318 297.731 5.226  97.679 5.346 ...

ay 31 1 .

30 Aug. 31 274 1,183,337 500, 717 486, 830 13, 887 430,637 70,080  95.774 5.552 ' 95.787 5.535  95.760 5.571 } 1,000, 530
30 Nov. 30 365 2,163,672 900,493 - 861,458 39,035 738,897 161,596 . 94.404 5.519  94.419 5.505  94.402 5.521

Footnotes at end of table,
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Summary of information pertaining to Treasury' bills issued during the fiscal year 1967—Continued
[Dollar amounts in thousands) '

Maturity value

Prices and rates

Total bids Competitive bids accepted

Days Tenders accepted accepted ££ggllné
Date of Date of to Total . Equiv- High Low on issue
issue maturity matur-  applied On On non- Average alent - date of
ity t for Total competi- competi- For In price  average .Price Equiv- Price Equiv- new
RO - S - ... accepted tive tive. cash-..~ exchange . per - rate ‘per. alent - per alent offering
basis basis hun- (per- hun- rate hun- rate .
dred cent) dred (per- dred (per-
cent) cent)
REGULAR MONTHLY—continued
1967 1967 . . .
Jan. 3 Sept. 30 270 1,003,325 500, 050 487,935 12,115 499, 962 88 96.310 4,920 96. 367 4,844 96. 284 4,955 } 1, 001, 028
3% Dec. 31 365 1,665,397 901, 030 53, 508 47,522 702,030 199,000 95.113 4.820 95. 160 4.774 95. 083 4.850 IR
31 Oct. 31 273 1,316,060 501,100 484, 490 16, 610 363,835 137,265 96. 469 4. 656 96. 488 4. 631 96. 458 4.671 } 1,001, 391
31 Jan. 31,1968 365 1,508,347 900, 967 861, 150 39,817 779,006 121,961 95. 360 4,577 95. 407 4,530 95. 316 4. 620 2T
Feb. 28 Nov. 30,1967 - 275 1,306,714 500, 394 485,130 15, 264 408, 895 91, 499 96. 396 4,718 96. 406 4.705 96. 387 4.730 } 1, 000, 172
28 Feb. 29,1968 366 2,395,774 900, 591 863,337 37,254 749,545 151,046 95. 226 4. 696 95. 234 4.688 95. 222 4.700 (s
Mar. 31 Dec].ggé, 1967 275 1,299,443 500, 091 481,955 18,136 409,853 90,238  96.885  4.077  96.899 4.059 96.872  4.005 } $ 1,000, 026
31 Mar. 31 . 366 1,669,177 900, 047 859,875 40,172 748,276 151,771 95. 858 4.074 95,870 4. 062 95. 839 5.093
May 1 Jan. 31 275 1,265,570 500, 445 485,161 15, 284 370,330 130,115 97. 065 3.843 97. 089 3.811 97. 044 3.870 } 51,000, 731
12 Apr. 30 366 1,537,141 902, 021 867,316 34,705 709,768 192,253 96.104 3.833 296.122 3.814 96. 066 3.870 (s
31 Feb. 29 274 1,132,640 500, 040 485,457 14,583 388,184 111,856 96. 998 3.945 97.028 3.905 96. 971 3.980 } 51, 001, 208
31" May 31 366 1,398,396 900, 146 875,234 24,912 679,426 220,720 96. 001 3.934 96. 030 3.905 95, 966 3.968 2T
June 30 Mar. 31 275 1,182,829 500, 329 482, 200 18,129 400,023 100, 306 96. 392 4,723 296.448 4. 650 96, 340 4.791 500, 058
June 30 366 1,770,897 1,000, 547 962, 341 - 38,206 775,800 224,747 95.189 | 4.732 95. 298 4.625 95. 080 4.839 1,001, 443

1 The 13-week bills are additional issues of bills with an original maturity of 26 weeks,
except that when the date of maturity of either a 13-week or 26-week issue is on the last
day of a month the bills are additional issues of bills with an original maturity of 1 year.
The 9-month bills are additional issues of bills with an original maturity of 1 year.

2 Relatively small amounts of bids were accepted at a price or prices somewhat above
the high shown. However, the higher price or prices are not shown in order to prevent
an appreciable discontinuity in the range (covered by the high to the low prices shown)
which would make it misrepresentative. .

8 Issue-date on bills is last day of previous month.

4 An additional $400,782,000 each of 3 series of 1-year issues issued as a strip for cash

(see press release dated Nov. 10, 1966, in this exhibit).
¥ An additional $400,782,000 of the strip of bills issued Nov. 25, 1966, matured.

Note.—The usual timing with respect to weekly issues of Treasury bills is: Press
release inviting tenders, 8 days before date of issue; and closing date for the receipt of
tenders and press release announcing results of auction, 3 days before date of issue.

Figures are final and may differ from those shown in the press release announcing )

preliminary results.

For each issue noncompetitive tenders (without stated price) for $200,000 or.less from
any 1 bidder were accepted in full at the average price of accepted competitive bids,
except as follows: $400,000 or less for the 208-day, 247-day, and 101-day tax anticipation
bills; $300,000 or less for the 185-day tax anticipation bills; and $120,000 or less for the
strip of bills issued Nov. 25, 1966.

All equivalent rates of discount are on a bank-discount basis.

Qualified depositaries were permitted to make payment by credit in Treasury tax
and loan accounts for 100 percent of the tax anticipation series issued Aug. 26.and Oct.
18, 1966, and for not more than-50 percent of the tax anticipation series issued Mar. 13,
1967, allotted to them for themselves and their customers up to any amount for which
they were qualified in excess of existing deposits when so notified by the Federal Reserve
bank -of their district.
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EXHIBITS 175

Regulations

Exhibit 4.—First amendment, February 24, 1967, of Depaftment Circular No. 300,
general regulations with respect to U.S. securities

TREASURY DEPARTMENT,
. Washington, February 24, 1967.

Section 306.0 of Department Circular No. 300, Third Revision, dated December
23, 1964 (31 CFR Part 306), is hereby amended, as follows:

SEc. 306.0 Applicability of regulations.—These regulations apply to all United
States transferable and nontransferable securities,) other than United States
Savings Bonds and United States Savings Notes, to the extent specified in these
regulations, the offering circulars or special regulations governing such securities.

JorN K. CARLOCK,
Fiscal Assistant Secretary.

Exhibit 5.—Third amendment, March 3, 1967, of Department Circular No. 418,
United States of America Treasury bills

TREASURY DEPARTMENT,
Washingion, March 3, 1967.

Department Circular No. 418, Revised, dated February 23, 1954 (31 CFR 309),
as amended, is hereby further amended by revising section 309.5 as follows:
Sec. 309.5 Acceptance of Treasury bills for various purposes.—

(a) Acceptable as security for public deposits.—Treasury bills will be
acceptable at maturity value to secure deposits of public moneys.

(b) Acceptable in payment of taxes.—The Secretary of the Treasury,
in his discretion, when inviting tenders for Treasury bills, may provide
that Treasury bills of any series will be acceptable at maturity value,
whether at or before maturity, under such rules and regulations as he
shall prescribe or approve, in payment of income taxes payable under
the provisions of the Internal Revenue Code. Treasury bills which by
the terms of their issue are acceptable in payment of income taxes may
be surrendered to any Federal Reserve bank or branch, acting as fiscal
agent of the United States, or to the Office of the Treasurer of the
United States, Washington, D.C. 20220, fifteen days or less before the
date on which the taxes become due.

(1) In the case of payments of corporation income taxes (including
payments of estimates) for taxable years ending on or after Decem-
ber 31, 1967, the bills shall be accompanied by a preinscribed
Form 503, Federal Tax Deposit, Corporation Income Taxes, on
which the face amount of the bills being surrendered should be
entered in the space provided for the amount of the tax deposit.
The office receiving the bills and form 503 will acknowledge receipt
of the bills to the owner corporation and effect the tax deposit
on the date on which the taxes become due. Accordingly, in these
cases, it will no longer be necessary to submit receipts for Treasury
bills to the Internal Revenue Service with the corporation’s decla-
ration or tax return.

(i) In the case of payments of all other income taxes the office
receiving the bills will issue receipts (in duplicate) to the owners.
The original of the receipt shall be submitted, by the owner, in
lieu of the bills, together with the tax return, to the District Director,
Internal Revenue Service.

(c) Discounting by Federal Reserve banks of notes sécured by Treasury
bills.—Notes secured by Treasury bills are eligible for discount or
rediscount at Federal Reserve banks as provided under the provisions
of section 13 of the Federal Reserve Act, as are notes secured by bonds
and notes of the United States.

1 See 1965 annual report p'. 208, footnote 2.
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(d) Acceptable in connection with foreign obligations held by United
States.—Treasury bills will be acceptable at maturity, but not before,
in payment of interest or of principal on account of obligations of
foreign governments held by the United States.

. Joan K. CARLOCK,
k Fiscal Assistant Secretary of the Treasury.

Exhibit 6.—Second amendment August 16, 1366, of Department Circular No. 530,
regulatlons governing U.S. savings bonds

TREASURY DEPARTMENT,
! . Washington, August 16, '1966.

Department Clrcular No. 530, Ninth Revision (31 CFR Part 315), dated
December 23, 1964, as amended, is hereby further revised and amended as follows:

SEc. 315.35 Payment or redempmon

(a) Generall—Payment of a savings bond will be made to the person or persons
entitled thereto under the provisions of these regulations upon presentation
and surrender of the bond with an appropriate request for payment, except
that checks in payment will not be delivered to addresses in areas with respect
to which the Treasury Department restricts or regulates the delivery of checks
drawn against fund$ of the United States or any agency or instrumentality
thereof.? Payment will be made without regard to any notice of adverse claims
to a bond and no stoppage or caveat against payment in accordance with the
registration will be éntered. Pursuant to its terms, a savings bond may not be
called for redemption by the Secretary of the Treasury prior to the maturity
date, or the extended maturity date for bonds having an optional extension
period, but may be!redeemed in whole or in part at the option of the owner
prior to the maturity date or the extended maturity date, under the terms and .
conditions set forth.in the offering circular for each series and in accordance
with the provisions 'of these regulations, following presentation and surrender
as provided in this subpart (H). At or after maturity, or extended maturity for
bonds having an optional extension period, the bond will be paid at the ma-
turity value or the extended maturity value fixed by the terms of the circular
and in no greater amount.

(b) Series E—A Series E bond will be redeemed at any time. after two months
from issue date at the appropriate redemption value shown in the revision of
Department Circular No. 653 current at the time of redemption.

(c) Sertes H—A Series H bond will be redeemed at par after six months from
issue date. However, a bond received for redemption during the calendar month
preceding an interest payment date will not be redeemed until that date. At or after
maturity, or extended maturity for bonds having an optional extension period, a
bond presented for redemption will be paid at par.

(d) Series J.—Prior to maturity, a Series J bond will be redeemed at the ap-
propriate redemption value shown in Department Circular No. 906 (31 CFR
Part 333). At or aftér maturity, the bond will be paid at its face amount as pro-
vided for in that clrcular

(e) Sertes K.

(1) General. —Prlor to maturity, a Series K bond will be redeemed at the ap-
propriate redemption value shown in Department Circular No. 906 (31 CFR
Part 333). However, a bond received for redemption or payment during the .
calendar month preceding an interest payment date will not be redeemed or

paid until that date. At or after maturity, the bond will be paid at par, and
ﬁnal interest, in the amount provided for in that circular, will be pald with the
principal.

(2) Redemption at par. )

(i) A bond of Series K issued in exchange for matured bonds of Series E under
the provisions of Depaltment Circular No. 906 .is payable at par.

(i) A bond of Series K registered in the name of a natural person or persons
in their own right will be paid at par upon the request of the person entitled to
the bond upon the dea.th of the owner or either co-owner.

1 3ee footnote 9 of Dcparl,ment Cireular No. 530 Ninth Revision (31 CFR Part 315).
2 See footnote 3 of Department Circular No. 530, Ninth Revision (31 CFR Part 315).
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(iii) A bond of Series K held by a trustee, life tenant, or other fiduciary (ex-
clusive of trustees of a pension, retirement, investment, insurance, annuity or
similar fund, or employees’ savings plan) will be paid at par upon appropriate
request upon the termination, in whole or in part, of a trust, life tenancy, or
other fiduciary estate by reason of the death of a natural person, but in the case
of partial termination, redemption at par will be made to the extent of not more
than the pro rata portion of the trust or fiduciary estate so terminated. Bonds of
Series K held by a financial institution in its name as trustee of its common
trust fund will be paid at par upon the request of the fiduciary upon the termi-
nation, in whole or in part, of a participating trust by reason of the death of a
natural person, to the extent of not more than the pro rata portion of the common
trust fund so terminated.

The option to receive payment at par under subparagraph (e) (i) and (iii)
of this section may be exercised by a signed request for payment or by express
written notice, in either case specifying that redemption at par is desired. Pay-
ment may be postponed to the second interest payment date following the date
of death, if so requested; otherwise, payment will be made in regular course.
A death certificate or other acceptable evidence of death must be submitted.
In no case of redemption at par before maturity under subparagraph (e) (12) and
(F72) will interest be payable beyond the second interest payment date following the
date of death.

Sec. 315.36 Withdrawal of request for redemplion.—An owner or a coowner
who has presented and surrendered a bond to the Treasury Department or a
Federal Reserve bank or branch or to an authorized paying agent, with an appro-
priate request for payment, may withdraw such request if notice of intent to
withdraw is given to and received by the same agency to which the bond was
presented for payment prior to the issuance of a check in payment or prior to
payment by the authorized paying agent. Such request may be withdrawn under
the same conditions by the executor or administrator of the estate of a deceased
owner or by the person or persons who would have been entitled to the bond
under subpart O, or by the legal representative of the estate of a person under
legal disahility, unless presentation and surrender of the bond have cut off rights
of survivorship under the provisions of subpart M or N.

Sec. 315.37. [Reserved]
‘ George F. STICKNEY,
Deputy Fiscal Assistant Secretary of the Treasury.

Footnotes 1 and 6 (printed in the 1965 annual report as footnote 1, page 237
and footnote 1, page 246, respectively) are revised and amended as follows:

1 All series E bonds have a 10-year optional extension period. Those bearing issue dates of May 1, 1941,
through May 1, 1949, have a second 10-year optional extension period. Series H bonds bearing issue dates of
g urtle 1, 1952, through May 1, 1959, have a 10-year optional extension period. Other bonds do not have this

eature.

6 The final interest on Series H bonds bearing issue dates of June 1, 1952, through Jan. 1, 1957, covers a
period of 2 months, {rom 944 years to 9 years 8 months. The final interest for bonds bearing issue dates of
Feb. 1, 1957, through May 1, 1959, covers a period of 6 months, from 914 years to 10 years. Bonds so dated
will contmue to earn mterest for a 10-year optional extension penod during which time interest will accrue
and be paid beginning 6 months from the original maturity date, in accordance with the provisions of
Department Circular No. 905, current revision. Since May 1, 1957, ‘the only current income bonds on sale
are those of Series H. See Depaxtment Circular No. 906, as amended for Series K.

Exhibit 7.—Third amendment, February 24, 1967, of Department Circular No. 530,
regulatlons governing U S. savings bonds

TREASURY DEPARTMENT,
Washington, February 24, 1967.

Sections 315.0, 315.2(a), and 315.16 of Department Circular No. 530, Ninth
Revision (31 CFR Part 315), dated December 23, 1964, as amended, are hereby
revised and amended, as follows:

Szc. 315.0. Applwabzlzty of regulations. These regulations apply to all United
States Savings Bonds of whatever series designation, bearing any issue dates
whatever, to the extent specified herein and in the offering circulars governing
such bonds. The provisions of these regulations with respect to bonds registered
in the names of certain classes of individuals, fiduciaries, and organizations are
equally applicable to bonds to which such individuals, fiduciaries, and organiza-
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tions are otherwise shown to be entitled under these regulations. United States
Savings Notes, issued under authority of sections 18 and 20 of the Second
Liberty Bond Act,-as amended (31 U.S.C. 753 and 754b), and offered in Depart-
ment Circular, Public Debt Series No. 3-67 (31 CFR Part 342), are also governed
by these regulations, subject to the provisions of the offering circular.! The term
‘“savings bonds’” or “bonds,” as used in these regulations, refers to United States
Savings Bonds and, as applicable, to United States Savings Notes. The provisions
of Department Circular No. 300, current revision (31 CFR Part 306), have no
application to the securities governed by these regulations.

SEec. 315.2(a). “Authorized issuing agent’’ means an incorporated bank, trust
company, savings bank, savings and loan association, other organization, or
agency of the United States qualified as an issuing agent under the provisions of
Department Circular, Public Debt Series No. 4-67 (31 CFR Part 317).2

Sec. 315.16 Pledge under Department Circulars No. 154 and Public Debt Series
No. 4-67.—A bond may be pledged by the registered owner in lieu of surety
under the provisions of Department Circular No. 154, current revision (31 CFR
Part 225), if the bond approving officer is the Secretary of the Treasury, in which
case an irrevocable power of attorney shall be executed authorizing the Secretary
of the Treasury to request payment. A bond may also be deposited as security
with a Federal Reserve bank under the provisions of Department Circular,
Public Debt Series No. 4-67 (31 CFR Part 317).2

: JoaN K. CARLOCK,
Fiscal Assistant Secretary.

Exhibit 8.—Second amendment, August 19, 1966, of Department Circular No.
653, offering of U.S. savings bonds, series E )

TREASURY DEPARTMENT,
" Washington, August 19, 1966.

Section 316.6, subsection (a), of Department Circular No. 653, Seventh Revi-
sion, dated March 18, 1966, as amended (31 CFR Part 316), is hereby amended by
renumbering subparagraph (2) as (3), and insertion of the following:

Sec. 316.6(a) Over-the-counter for cash. * * *

- . (2) Bonds registered in names of irustees of employees’ savings plans. At such
incorporated bank, trust company, or other agency, duly qualified as an issuing
agent, provided the agent is trustee of an approved employees’ savings plan
eligible for the special limitation in section 316.5(¢c) and prior ap];)roval to issue
the bonds is obtained from the Federal Reserve bank of the agent’s district.

: GEORGE F. STICKNEY,
Deputy Fiscal Assistant Secretary of the Treasury.

1 See exhibit 12,
2 See exhibit 13,
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Exhibit 9.—Third amendment, February 23, 1967, of Department Circular No.
653, offering of U.S. savings bonds, series E .

TREASURY DEPARTMENT,
Washington, February 23, 1967.

Section 316.8 of Department Circular No. 653, Seventh Revision, dated March
18, 1966, as amended (31 CFR Part 316), is hereby further amended and revised,
as follows:

Sec. 316.8 Extended terms and improved yields for outstanding bonds.~—(a)
Optional extension privileges. * * *

(4) Bonds with issue dates June 1, 1969, or thereafter.—Owners of Series E
bonds with issue dates of June 1, 1959, or thereafter, have the option of retaining
their bonds for an extended maturity period of 10 years.!

(b) Improved yields? * * *

(5) Bonds with issue dates June 1, 1959, through November 1, 1959.—The invest-
ment yield on all outstanding Series E bonds with issue dates of June 1, 1959,
through November 1, 1959, for the remaining period to the maturity date, was
increased by 4o of 1 percent per annum if held to original maturity and by lesser
amounts if redeemed earlier. The investment yield for the extended maturity period
will be approximately 4.15 percent per annum compounded semiannually for each
half-year period. See table below for redemption values and investment yields.

(6) Bonds with issue dates December 1, 1969, or thereafter—The investment
yield on all outstanding Series E bonds with issue dates of December 1, 1959,
through November 1, 1965, for the remaining period to the maturity date, was
increased by #o of 1 percent per annum if held to original maturity and by lesser
amounts if redeemed earlier. The investment yield for the extended maturity
period for bonds bearing issue dates of December 1, 1959, or thereafter, will be
approximately 4.15 percent per annum compounded semiannually for each
half-year period: Provided, however, That the Secretary of the Treasury may at
any time prior to their maturity prescribe a different yield for such bonds for
which no tables of redemption values and investment yields for the extended
maturity period have been previously published. Tables of redemption values
and investment yields, which are a part of this circular, will be published periodi-
cally for the extended maturity period for bonds bearing issue dates of December 1,
1959, or thereafter.

JouN K. CARLOCK,
Fiscal Assistant Secretary.

i See footnote 8, Department Circular No. 653, Seventh Revision (31 CFR Part 316).
3 See footnote 2, Department Circular No. 653, Seventh Revision (31 CFR Part 316).

277-468—68——14
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BONDS BEARING ISSUE DATES FROM JUNE 1 THROUGH NOVEMBER 1, 1959

Issue price________ $18.75. $37.50 $75.00 $150.00 $375.00  $750.00 $7,500 Approximate invest-
Original maturity ' ment yield
value_._._..._._ 25,000 50,00 100,00 - 200,00 500.00 1,000,00 10,000
(2) On (3) On
purchase current
price redemp-
from tion value
issue date from be-
Period after issue (1) Redemption values during each half-year period ! to begin- ginning
ate (values increase on first day of period shown) ning of of each
each half- half-year
year period ! to
period !  maturity
o
Percent Percent
First V4 year_.._... $18 75 $37.50 $75.00 $150.00 $375.00 $750.00  $7, 500 0.00 *3.75
Y5to1 year. ... 37.82 75.64 151.28 378.20 756.40. 7,564 1.71 *3.89
1to 134 years. ... 19. 19 38.38 76.76 153.52 383.80 767. 60 7,676 2.33 *3.96
144 to 2 years. ... 19.51: 39.02 78.04 156.08 390.20 780. 40 7,804 2.67 *4 01
2 to 214 years__.._ 19.90. 39.80  79.60 159.20 398.00 796.00 7,960 3.00 *4.01
214 to 3 years_ ... 20.28  40.56 81.12 162.24 405.60 811. 20 8,112 3.16 *4,03
3 to 3% years..... 20.66: 41.32 82.64 165.28 413.20 826. 40 8, 264 3.26 *4. 05
315 to 4 years._... 21,07 42.14 84.28 168.56 421.40 842.80 8,428 3.36 *4, 06
4 to 414 years._... 21.50 - 43.00 86.00 172.00 430.00 860. 00 8, 600 3.45 *4,06
414 to 5 years__._. 21,95, 43.90 87.80 175.60 439.00 878. 00 8,780 3. 53 *4, 04
5 to 5%% years____. 22.40 ' 44.80 80.60 179.20 448.00 896. 00 8, 860 3.59 *4,03
5V4t0 6 years_ ... 22.86: 45.72 91.44 182.88 457.20 914. 40 9,144 3.64 *4, 02
6 to 814 years. ... 23.32 - 46.64 93.28 186.56 466.40 932.80 9,328 . 3.67 *4,01
23.79 . 47.58 95.16 190.32 475.80 951. 60 9, 516 3.70 t4.43

616 to 7 years. ...

Redemption values and investment yields to maturity on basis of December 1, 1965, revision

$24.20

7 to 7% years._... $48.58 $97.16 $104.32 $485.80  $971.60 $9,716 3.73 4,58
7Y% years to 7 years :
- and 9months._. 24.83°' 49.66  99.32 198.64 496.60 993.20 9,932 3.78 4.86
MATURITY
VALUE

(7 yearsand 9 :

months from . _

issue date).... 25,13 . 50.26° 100,52 201,04 502.60 1,005.20 10,052 3,81 ...

Period after EXTENDED MATURITY PERIOD (b) to ex-

maturity date tended
maturity

Tirst ¥4 year.._... $25.13 - $50 26 $100.52 $201.04 $502.60 $1,005.20 $10,052 3.81 4.15
15 to1 year._. 25.65 . 51.30 102.60 205.20 513.00 1,026.00 10,260 3.83 4.15
1 to 114 years. 26.18 . 52,36 104.72 209.44 523.60 1,047.20 10,472 3.85 4,156
134 to 2 years. ... 26.73 © 53.46 106,92 213.84 534.60 1,069.20 10,692 3.87 4.15
2 to 234 years. 27.28. 54.56 109,12 218.24 545.60 1,001.20 10,912 3.88 4,15
214 to 3 years. 27.85.. 55.70 111,40 222.80 557.00 1,114.00 11,140 3.90 4,15
3 to 3% years. 28.43 © 56.86 113.72 227.44 568.60 1,137.20 11,372 3.0 4.15
3% to 4 years. ... 29.02 - 58.04 116.08 232.16 580.40 1,160.80 11,608 3.92 4.15
4 to 414 years. ... 29.62 . 59.24 118.48 236.96 592.40 1,184.80 11,848 3.93 4.15
435 t0 5 years..... 30.23 © 60.46 120.92 241.84 604.60 1,209.20 12,092 3.94 4.15
5 to 5Y% years._... 30.86 ' 61.72 123.44 246.88 617.20 1,234.40 12,344 3.95 4.15
54 to 6 years. ... 31.50 . 63.00 126.00 252.00 630.00 1,260.00 12,600 3.95 4.15
6 to 615 years. ... 32.15 64.30 128.60 257.20 643.00 1,286.00 12,860 3,96 4.15
614 to 7 years_ ... 32.82  65.64 131.28 262.56 656.40 1,312.80 13,128 3.97 4,15
7 to 744 years._ ... 33.50 67.00 134.00 268.00 670.00 1, 340.00 13,400 3.97 4.15
7% to 8 years. ... 34.20 © 68.40 136.80 273.60 684.00 1,368.00 13,680 3.98 4.14
8 to 84 years. ... 34.91 - 69.82 139.64 279.28 698.20 _ 1,396.40 13,964 3.99 4,14
814 t0 9 years. ... 35.63 - 71.26 142.52 285,04 712.60 1,425.20 14,252 3.99 4.14
9 to 935 years____. 36.37 . 72,74 -145.48 290.96 727.40 1,454.80 14,548 3.99 4,14
934 to 10 years_... 37.12 [ 74.24 148.48 296.96 742.40 1,484.80 14,848 4,00 4.15
EXTENDED ’

MATURITY

VALUE (10

yearsfrom

original matu- :

rity date?).... 37.89 ' 75.78 151.56 303,12 757.80 1,515,60 15,156 4,00 ...

- *Yield from beginning of each half-year period to maturity at original maturity value prior to the Decem-

ber 1, 1965, revision.

’rYleld from effective date of the December 1, 1965, revision to maturity date.
1 3 month period in the case of the 7% year to 7 year and 9 month perlod
217 years and 9 months from issue date.
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Exhibit 10.—Second amendment, August 16, 1966, of Department Clrcular No.
905, offering of U S. savings bonds, series H )

TREASURY DEPARTMENT,
Washington, August 16, 1966.

Department Circular No. 905, Fourth Revision (31 CFR Part 332), dated
April 7, 1966,1 as revised and amended, is hereby further revised and amended
as follows:

SEc. 332.2 Description of bonds. * * *

(d) Term.—A Series H bond will be dated as of the ﬁrs‘o day of the month
in which payment therefor is received by an agent authorized to issue such bonds.
This date is the issue date and the bond will mature and be payable ten years
from such issue date. The bond may not be called for redemption by the Secretary
of the Treasury prior to maturity, but may be redeemed AT PAR after 6 months
from issue date as provided for in section 332.10. The Treasury Department

may require reasonable notice of presentation of a bond for redemption prior
to maturity or extended maturity.

Sec. 332.8 Extended term and improved yields for outstanding bonds.

(a) Extended maturity period for bonds with tssue dates June 1, 1952, through
May 1, 1959.2—0wners of Series H bonds with issue dates of June 1, 1952, through
January 1, 1957, have the option of retaining their bonds for an extended ma-
turity period of ten years. Owners of Series H bonds with issue dates of February
1, 1957, through May 1, 1959, are hereby granted the option of retaining their
bonds for an extended maturity period of ten years.

(b) Improved yields. * * *

(3) Bonds writh issue dates February 1, 1957, through May 1, 1959.3—The in-
vestment yield on outstanding Series H bonds with issue dates of February 1,
1957, through May 1, 1959, for the remaining period to the maturity dale was
increased by four-tenths of 1 percent per annum if held to original maturity
and by lesser amounts if redeemed earlier. ‘Lthe increase, on a graduated basis,
began with the first interest period starting on or after December 1, 1965. The
investment yield for the extended maturity period will be approximately 4.15
percent per annum for each half-year period.

(4) Bonds with tssue dates June 1, 1959, through November 1, 1965.—The in-
vestment yield on outstanding Series H bonds with issue dates of June 1, 1959,
through November 1, 1965, was increased by four-tenths of 1 percent per annum

-if held to original maturiy and by lesser amounts if redeemed earlier. The in-
crease, on a graduated basis, began with. the first interest period starting on or
after December 1, 1965.

Sec. 332.10 Redemption or payment.—Prior to maturity, or extended maturity
for bonds having an extended maturity period, a Series H bond will be redeemed
AT PAR at the option of the owner, in whole or in part, in the amount of an

“authorized denomination or multiple thereof, after six months from issue date,
upon presentation and surrender of the bond with a duly executed request for
payment to (1) a Federal Reserve bank or branch, (2) the Office of the Treasurer
of the United States, Securities Division, Washington, D.C. 20220, or (3) the
Bureau of the Public Debt, Division of Loans and Currency Branch, 536 South
Clark Street, Chicago, Illinois 60605. However, a bond received for redemption
or payment by an agency during the calendar month preceding an interest
payment date will not be redeemed or paid until that date. At or after maturity,
or extended maturity for bonds having an extended maturity period, a bond
presented for redemption will be paid at par.

<

) GEORrRGE F. STICKNEY,
Depuly Frscal Assistant Secretary of the Treasury.

1 See 1966 annual report, pages 259-79.

2 See footnote 5 of Department Circular No. 905, Fourth Revision.

3 The tables incorporated herein, arranged accordmg to issue dates, show the cunent schedules of interest
payments and investment yields.
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TABLES OF CHECKS JSSUED AND INVESTMENT YIELDS FOR UNITED STATES SAVINGS BONDS OF SERIES 1{ BEARING
. Issug DaTes OF FERRUARY 1, 1957 TIROUGH MAY 1, 1959

Each table shows: (1) The amounts of interest check payinents during the original maturity period and during
the 10-year extension period, on bonds hearing issue dates covered by the table; (2) the approximate investment yield
on the face value from issue date to each interest payment date; and (3) the approximate investment yiceld on the
face value from each interest payment date to next maturity. Yields are expressed in terms of rate per annum, com-
pounded semiannually.

TABLE 13-A—BONDS BEARING ISSUE DATES FrRoM FEBRUARY 1 THROUGH MAY 1, 1957

Issue price. coooeonoeo oL 3 ) . .
Face valuO{Redergggc 8900 | 81,000 | $5,000 ) $10,000 | A pproximate investment

o 50| 1,000 5000 10,000 yield on face valuet

X . . (2) From (3) From
Period of time bond is lield after - (1) Amounts of interest checks for cach | Issue date to | each interest
. issuc date denomination cach interest [payment date
: * |payment date| to maturity*

Percent Percent
1.60 *3.35

$4. 00 $8.00 $40.00 $80 )
7.25 14.50 72.50 145 2.25 *3.38
8.45 16.90 84.50 169 2.62 *3.38
8.45 16.90 84,50 169 2.80 *3.38
8.45 16.90 84, 50 169 2.92 3.88
8.70 17.40 87.00 174 3.01 3.92
8.70 17.40 87.00 174 3.07 3. 95
8.70 17.40 87.00 174 3.12 4.00
8.70 17.40 87.00 174 3.16 4,05
8.70 17.40 87.00 174 3.19 4.11
9.90 19.80 99,00 198 3.25 4.13
9.90 19.80 99. 00 108 3.30 4.16
9.90 19.80 99. 00 198 3.35 4,19
9.90 19,80 99, 198 3.39 4.23
9,90 19. 80 99.00 198 3.42 4.29
10. 50 21.00 105. 00 210 3.46 4, 31
10. 50 21. 00 105. 00 210 3.50 4.35
10.50 21.00 105. 00 210 3.53 **4.83

Amounts of interest checks and investment yields to maturity on basis of Dec. 1, 1965 revision

9} years...oo o .o e $11.55 $23.10 [ $115.50 $231 3.58 504

10 years (Maturity). .oeoeeeeoouoaos ——— 12.60 25.20 126. 00 252 3.64 ) ..
Period of time bond is held after (b) To ex-
maturity date * Extended maturity period tended ma-

tarity$§

$10.37 $20.75 | $103.75 | $207.50 3. 66 4.15

10.37 20.75 103.75 207. 50 3.68 4,15

10.37 20.75 103.75 207. 50 3.70 4.15

10.37 20.75 103.75 207, 50 37 4.15

10.37 20.75 103.75 207. 50 3.72 4.15

10.37 20.75 103.75 207. 50 3.74 4.15

10.37 20.75 103.75 207. 50 3.75 4.15

10.37 20.75 103.75 |- 207.50 3.76 4.15

10.37 20.75 103.75 207. 50 3.77 4.15

10.38 20.75 103.75 207. 50 3.78 4,15

10.38 20.75 103.75 207. 50 3.79 4.15

10.38 20.75 103.75 207. 50 3.80 4.15

10. 38 20.75 103.75 207. 50 3.80 4.15

10.38 20.75 103.75 207. 50 3.81 4.15

10.38 20.75 103.75 207. 50 3.82 4.15

10.38 20.75 103.75 207. 50 3.82 4,15

10.38 20.75 103.75 207.50 3.83 4,15

10.38 20.75 103.75 207.50 3.84 4.15

914 years - -- 10. 38 20.75 103. 75 207. 50 3.84 4.15

10 years (extended maturity) 2. _.__........ 10.38 20.75 103.75 207. 50 3.85 [caceiieee

1 Calculated on basis of $1,000 bond. . .

* Yields on the basis of the original schedule of interest checks prior to the June 1, 1959 revision are: (1) 3.25 percent
for entire period from issuance to maturity; (2) as shown for any period from each interest payment date to maturity.

t Starting with the effective date of the June 1, 1959 revision yields for any remaining period from each interest
-payment daté to maturity prior to the December 1, 1965 revision. .

** Yield from the effective date of the December 1, 1965 revision to maturity.

§ 4.15 percent per annum yield for the full 10-year extension period. -

T At all times, except that bond was not redeemable during first 6 months.

2 20 years from issue date.
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TABLE 14-A-—~BONDS BEARING ISSUE DATES FROM JUNE 1 THROUGH NOVEMBER 1, 1957

Issue pricp,........A..,_.'__,.. . $500 $1, 000 $5,000 | $10,000 | Approximate investment
Face value: Redﬁlemptlonl and maturity 500 1,000 5, 000 10, 0600 yield on face value}
ValUe. oo

» )

. . (2) From (3) From
Period of time bond is held after (1) Amounts of interest checks for each | Issue date to | each interest
issue date denomination each interest |payment date
payment date| to maturity*

Percent Percent
$4.00 $8.00 $40. 00 $80 1.60 *3.35
7.25 14. 50 72.50 145 2.25 *3.38
8.45 16.90 84, 50 169 | 2,62 *3.38
8.45 16.90 84. 50 169 2.80 3.88
8.70 17.40 87.00 174 2.9 3.0
8.70 17.40 87.00 174 3.02 3.95
8.70 17.40 87.00 174 3.08 3.99
8.70 17.40 87.00 174 3.13 4.03
8.70 17.40 87.00 174 3.17 4.09
9.75 19. 50 97. 50 195 3.24 4. 11
9.75 19. 50 97. 50 195 3.29 4. 14
9.75 19.50 97.50 195 3.34 4.17
9.75 19. 50 97.50 195 3.38 4.21
9.75 19. 50 97.50 195 3.41 4. 27
10.45 20.90 104. 50 209 3.45 4.29
10.45 20.90 104. 50 209 3.49 4. 31
10.45 20.90 104. 50 209 3.53 “*4.76

yields to maturity on basis of Dec. 1, 1965 revision

$22.80 | $114.00 $228 3.58 4.87
22.80 114. 00 228 3.62 5.18
25.90 129. 50 259 3.68 |l

Period of time bond is held after | ‘(b) To ex-

issue date Extended maturity period tended ma-

. turity§

$10.37 $20.75 { $103.75 | $207.50 3.70 4.15
10. 37 20.75 103.75 207. 50 3.72 4.15
10.37 20.75 103.75 207. 50 3.73 4.15
10. 37 20.75 103.75 207. 50 3.75 4.15
10. 37 20.75 103. 75 207. 50 3.76 4.15
10. 37 20.75 103,75 207. 50 3.77 4.15
10. 37 20.75 103.75 207. 50 3.78 4.15
10. 37 20.75 103. 75 207, 50 379 4.15
10. 37 20. 75 103.75 207. 50 3.80 4.15
10. 38 20.75 103.75 207. 50 3.81 4,15
10.38 20.75 103.75 207. 50 3.82 4,15
10.38 20.75 103.75 207. 50 3.82 4.15
10. 38 20.75 103. 75 207. 50 3.83 4,15
10.38 20.75 103.75 207. 50 3.84 4.15
10. 38 20.75 103.75 207. 50 3.84 4.15
10.38 20.75 103.75 207. 50 3.85 4.15
10. 38 20.75 103.75 207. 50 3.86 4.15
10. 38 20.75 103.75 297. 50 3.86 4,15
10. 38 20.75 103.75 207. 50 3.87 4.15
10.38 20.75 103.75 207. 50 387 |

* For footnotes see table 13-A.
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TABLE 15-A—BONDS BEARING IsSUE DATES FROM DECEMBER 1, 1957 THROUGH MaY 1, 1958

Issue price. .. ooonoeemamaan ot
Face value{Redemption ! .and maturity
value. ... i

$500
500

$1, 000
1,000

$5, 000
5, 000

$10, 000
10, 000

Approximate investment
yield on face valuei.

Period of time bond is held after -
issue date |

(1)’ Amounts of interest checks for each
denomination

(2) From (3) From
issue date to | each interest
each interest |payment date
payment date| to maturity*

* Percent Percent
1.60 *3.3

2.25 *3.38
2.62 3. 88
2.83 13,91
2,96 3. 94
3.04 3. 98
3.10 4,02
3.14 (1407
3.22 4.10
3.28 4.12
3.33 4.15
3.37 4.19
3.40 4.25
3.45 4,27
3.49 4,29
3.52 **4,74

Amounts of interest checks and investment

yields to maturity on basis of Dec. 1, 1965 revision

834 years. $10.65 $21.30 | $106.50 $213 3.5 4.90

years... 11.70 23.40 117.00 234 3.61 5.02
914 years. - 12,55 25.10 125, 50 251 3.67 5.02
10 years (maturity) . 12,55 2510 | 125.50 251 373 Joceioaeanann

Period of time bond is held after (b) To ex-
maturity date Extended maturity period tended ma-
; turity$

36 year. . oooiieieaaaas $10.37 $20.75 | $103.75 | $207.50 3.75 4.15
1 year.__. 10.37 20.75 103.7 207. 50 3.76 4.15
114 years. 10.37 20,75 103.75 207. 50 3.77 4,15
2 years._. 10.37 20.75 103.75 207.50 3.79 4.15
214 years. 10.37 20.75 103.75 207. 50 3. 80 4.15
3 years... 10.37 20.75 103.75 207. 50 3.81 4.15
314 years. 10.37 20.75 103. 75 207. 50 3.82 4.15
4 years.__ 10.37 20.75 103.75 207. 50 3.83 4.15
414 years. 10.37 20.75 103.75 207. 50 3.83 4.15
5 years... 10.38 20.75 103.75 207. 50 3.84 4.15
51% years. 10.38 20.75 103.75 207. 50 3.85 4,15
6 years. 10.38 20.75 103.75 207. 50 3.86 4.15
614 year 10.38 20.75 103.75 207. 50 3.86 4.15
7 years. 10.38 20.75 103.75 207. 50 3.87 4.15
73% year: 10.38 20.75 103.75 207, 50 3.87 4.15
8 years__. 10.38 20.75 103.75 207. 50 3.88 4.15
814 years. 10.38 20.75 103.75 207. 50 3.88 4.15
9 years... 10.38 20.75 103.75 207. 50 3.89 4.15
9% Years.cucemmcmeamaanns - 10.38 20.75 103.75 207. 50 3.89 4.15
10 years (extended maturity 10.38 20.75 103.75 207. 50 390 boeeeicaiaaes
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TABLE 16-A—BONDS BEARING ISSUE DATES FROM JUNE 1 THROUGH NOVEMBER 1,>1958

Approximate investment

Issue price--ccocovaaaaaooas $500 $1, 000 $5,000 | $10,000
Face values Redemption ! and maturity yield on face value}
value .. .........._- L, . 500 1,000 5, 000 16, 000
(2) From {3) From

Period of time bond is held after (1) Amounts of interest checks for each | issue date to | each interest

issue date denomination each interest |payment date

payment date| to maturity*

Percent Percent

$4.00 $8.00 $40.00 $80 1. 60 *3.35

7.25 14. 5 72. 50 145 2.25 13.88

8.70 17.40 87.00 174 2.65 13.91

8.70 17.40 87. 174 2.85 13.94

8.70 17.40 87.00 174 2,98 13.97

8.70 17.40 87.00 174 3.06 14.01

8.70 17.40 87.00 174 3.11 14. 06
9.55 19.10 95. 50 191 3.20 14. 08"

9. 55 19,10 95. 50 191 3.26 14.11

9.55 19.10 95,50 191 3.31 14.14

9.55 19.10 95. 50 191 3.35 14.18

9.55 10.10 95.50 191 3.39 14.23

10.30 20.60 103. 00 206 3.4 14.25

10.30 20. 60 103. 00 206 3.48 14.27

10. 30 20.60 103.00 206 3.52 **4,71

Amounts of interest checks and investment yields to maturity on basis of Dec. 1, 1965 revision
8 years. $10. 55 $21.10 | $105.50 $211 3.56 4.84
814 years. 10.55 21.10 105. 50 211 3.59 5.06
9 years.... 12.65 25.30 126. 50 253 3. 66 5.06
946 years.......... 12,65 25.30 | . 126.50 253 3.72 5.06
10 years (maturity). .. 12.65 25.30 126. 50 253 .78 |oeccaeaiae
Period of time bond is held after (b) To ex-
maturity date Extended maturity period tended ma-
turity$

14 year $10.37 $20.75 | $103.75 | $207.50 3.79 4,15
1 year... 10.37 20.75 103.75 207. 50 3,80 4.15
114 years 10.37 20.75 103.75 207. 50 3.82 4,15
2 years.... 10,37 20.75 103.75 207. 50 3.83 4.15
214 years 10.37 20.75 103.75 207. 50 3.84 4,15
3 years__.. 10.37 20.75 103.75 207. 50 3.85 4,15
3% years. 10.37 20.75 103.75 207. 50 3.85 4.15
4 years.... 10.37 20.75 103.75 207. 50 3.86 4.15
4% years. 10.37 20.75 103.75 207. 50 3.87 4.15
5 years._.. 10.38 20.75 103.75 207. 50 3.88 415
514 years 10.38 20.75 103,75 207. 50 3.88 4.15
6 years.._. 10.38 20.75 103.75 207.50 3.89 4.15
G145 years 10.38 20.75 103.75 207. 50 3.89 4,15
7 years. . 10.38 20.75 103.75 207. 50 3.90 4.15
7Y% years 10.38 20.75 103.75 207. 50 3.90 4,15
8 years.... 10.38 20.75 103. 75 207. 50 3.91 4,15
8%¢ years 10. 38 20.75 103.75 207. 50 3.91 4.15.
vears...- 10. 38 20.75 103.75 207. 50 3.92 4.15
9J% years 10.38 20.75 103.75 207. 50 3.92 4.15
10 years (extended maturity) 2 10.38 20.75 103.75 207. 50 3.93 4.

For footnotes see table 13-A.
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TABLE 17-A—BoNDS BEARING IssUE DATES FROM DECEMBER 1, 1958 THROUGH MAY 1, 1959

Issue price. .o .ocicooecaonaon $500 $1, 000 | $5,000 [ $10,000 | Approximate investment
Face values Redemption ! and maturity 5 vield on face valuej
ValuC. - oo aaiaceen 500 1, 000 l ~ 5,000 | * 10,000
. (2) From (3) From

X . g . (1) Amounts of interest checks for cach |issue date to | each interest

Period of time bond is held after denomination each interest [payment date
issue date payment date| to maturity*

Percent Percent

$4. 00 $8.00 $40. 00 $80 1.60 3.85

7.50 15.00 75.00 150 2.30 3.91
8.70 17.40 87.00 174 2.68 3.94

8.70 17.40 87.00 174 2.88 3.97

8.70 17.40 87.00 174 3.00 4, 01
8.70 17.40 87.00 | 174 3.07 4, 05
9.45 18.90 94, 50 189 3.17 4, 08
9.45 18.90 94. 50 189 3.24 4,10
9.45 18.90 94. 50 189 3.30 4,14
9.45 18.90 94, 50 189 3.34 4,18
9.45 18.90 84. 50 189 3.38 4, 23
10.25 20.50 102. 50 205 3.43 4, 24
10.25 20. 50 102. 50 205 3.48 4,26
10.25 20.50 102. 50 205 3.52 **4,70

- Amounts of interest checks and investment yields to maturity on basis of Dec. 1, 1965 revision

734 years.. $10. 50 $21.00 | $105.00 $210 3.56 4.8
8 years.. 10. 50 21.00 105. 060 210 3.59 4,97
814 years 10.50 21.00 105. 00 210 3.62 5.24
9 years.. 13.10 26,20 131. 00 262 3.70 5.24

914 years.. 13.10 26.20 131.00 262 3.76 5, 2
‘10 years {maturity). . 13.10 26.20 131, 00 262 3.83 [comaminos

Period of time bond is held after .(b) To ex-

maturity date Extended maturity period tended ma-

turity§

1% year $10.37 $20.75 | $103.75 | $207.50 3.84 4.15
10.37 20.75 103, 75 207. 50 3.85 4.15
10.37 20.75 103,75 207, 50 3.86 4.15
10.37 20.75 103.75 207. 50 3.87 4.15
10.37 20.75 103.75 207. 50 3.88 4.15
10.37 20.75 103.75 207. 50 3.89 4,15
10.37 20.75 103.75 207. 50 3.89 4.15
. 10.37 20.75 103.75 207, 50 3.90 4.15
- 10. 37 20.75 103,75 207, 50 3.81 4.15
. 10.38 20.75 103.75 207,50 3.81 4.15
10.38 20.75 103.75 207. 50 3.92 4.15
- 10.38 20.75 103.75 207. 50 3.92 4.15
- 10.38 20.75 103.75 207. 50 3.93 4.15
. 10.38 20.75 103.75 207. 50 3.93 4.15
- 10.38 20.75 103.75 207. 50 3.94 4.15
10.38 20.75 103.75 207. 50 3.94 4.15
- 10.38 20.75 103.75 207. 50 3.94 4.15
.- 10.38 20.75 103.75 207. 50 3.95 4.15
1% years.... . 10.38 20.75 103.75 207. 50 3.95 4.15
10 years (extended maturity)® .. .......... 10.38 20.75 103. 75 207. 50 3,95 |oeoiiciaeaan

Exhibit 11.—Third afnendment, August 16, 1966, of Department Circular No. 906,
: U.S. savings bonds, series J and series K

TREASURY DEPARTMENT,
Washington, August 16, 1966.

Department Circular No. 906 (31 CFR Part 333), dated April 29, 1952, as
amended, is hereby further amended as follows:

Skc. 333.15 Payment or redemption.—

(a) Series J bonds.—Prior to maturity, a Series J bond will be redeemed, at the
option of the owner, at the appropriate redemption value, in whole or in part, in
the amount of an authorized denomination or multiple thereof, upon presentation
and surrender of the bond with a duly executed request for payment to (1) a
Federal Reserve bank or branch, (2) the Office of the Treasurer of the United
States, Securities Division, Washington, D.C. 20220, or (3) the Bureau of the
Public Debt, Division of Loans and Currency Branch, 536 South Clark Street,
Chicago, Illinois 60605. A bond presented for payment at or after maturity wili
be paid at its face amount. .
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(b) Series K bonds.—Prior to or at maturity, a Series K bond will be redeemed,
at the option of the owner, at the appropriate redemption value, upon presentation
and surrender of the bond with a duly executed request for payment to an agency
described in paragraph (a), above. However, a bond received by an ageney during
the calendar month preceding an interest payment date will not be redeemed until
that date. Prior to maturity, a Series X bond may be redeemed at par, in whole or
in part, (1) upon the death of an individual named.on the bond as owner or
coowner, or (2) if held by a trustee or other fiduciary, upon the death of any
person which results in termination of the trust. Redemption at par will be made
only to the extent of the pro rata portion of a trust terminated in part, to the
next lower multiple of $500. A Series K bond issued in exchange for matured
Series E bonds may be redeemed at par, at the owner’s option, at any time. A
bond presented for payment at maturity will be paid at par, and final interest
will be paid with the principal.

GEorGE F. STICKNEY,
Deputy Fiscal Assistant Secretary of the Treasury..

Exhibit 12.—February 22, 1967, Department Circular Public Debt Series No.
3-67, offering of U.S. savings notes

TREASURY DEPART&IENT,
Washington, February 22, 1967.

AvutHORITY: Department Circular, Public Debt Series No. 3-67, dated Febru-

ary 22, 1967, and the table incorporated therein (31 CFR Part 342), are issued
" under authority of sections 18 and 20 of the Second Liberty Bond Act, as amended
(31 U.8.C. 753 and 754b).

Sec. 342.0 Offering of notes—The Secretary of the Treasury, under the
authority of the Second Liberty Bond Act, as amended, hereby offers for- sale
United States Savings Notes which may be purchased only with the simultaneous
purchase of Series E bonds under payroll savings plans or through the bond-a-
month plan. The investment yield on the notes (hereinafter generally referred to
as ‘‘savings notes”’ or ‘“notes’”) will be approximately 4.74 percent per annum, .
compounded semiannually, if held to maturity. This offering of notes, which shall
%e effective May 1, 1967, will continue until terminated by the Secretary of the

Teasury. :

Sec. 342.1 Definition of words and terms as used in this offer.—(a) “Payroll
savings plans’ refer to voluntary systems maintained by employers whereby
their officers and employees authorize regular deductions from their salaries or
wages for the purchase of United States Savings Bonds of Series E, referred to
herein as “Series E bonds.”

~ (b) *“The bond-a-month plan’ refers to the plan whereby depositors maintaining
accounts with financial ingtitutions authorize regular monthly deductions from
such accounts for the purchase of Series E bonds.

(¢) “Participants’ refer to individuals having regular deductions made from
their salaries or wages for the purchase of Series E bonds pursuant to payroll
savings plans, or depositors having regular monthly deductions made from their
accounts for the purchase of Series E bonds under the bond-a-month plan. )

Sec. 342.2 Description of notes.—(a) General.—Savings notes bear a facsimile
of the signature of the Secretary of the Treasury and of the Seal of the Department,
of the Treasury. They are issued only in registered form and are nontransferable.

(b) Denominations and prices.~—Savings notes are issued on a discount basis at
81 percent of their face amounts (maturity values). The denominations and
purchase prices are:

Denomination Purchase

(face amount) price
s e
$75.00-. LI e0us
$100.00 oo e 81.00

(¢) Inscription and issue.—At the time of issue the authorized issuing agent
will (1) inscribe on the face of each savings note the name and address of the
owner, and the name of the beneficiary, if any, or the names of the coowners
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and the address of the first-named coowner,! (2) enter the issue date in the rlght.-

hand portion of the'note in the space provided for that purpose, and (3) imprint
thereunder, by use of the agent’s validating stamp for the issue of United States
Savings Bonds, the: date the note is actufl.lly inscribed. A note shall be valid
only if an authorized issuing agent receives payment therefor and duly inscribes,
dates, stamps, and delivers it.

(d) Term.—A savings note shall be dated as of the ﬁrst day of the month in
which payment of the purchase price is received by an issuing agent. This date
is the issue date and the note will mature and be payable at its matunty value
4 years and 6 months from such issue date. The note may not be called for re-
demption by the Secretary of the Treasury prior to maturity, and is not redeem-
able during the first year from issue date. Thereafter, the note. may be redeemed
at fixed redemption ‘values at the option and request of the owner.

(e) Investment yield (interest).—The investment yield on a savings note will
be approximately 4:74 percent per annum, compounded semiannually, if the
note is held to maturity, but the yield will be less if the note is redeemed prior
to maturity. The interest will be paid as part of the redemption value. The note
will increase in value 1 year after issue date, and at the beginning of each half-
year period thereafter until maturity, at which time interest will cease. If the
note is redeemed before maturity, interest will cease at the end of the interest
period next preceding the redemption date, except that if redeemed on a date
on which the redemption value of the note increases, interest will cease on that
date. (See table.)

SEc. 342.3 Purchase—regisiration.—(a) Purchase—Savings notes may be

" purchased only with the simultaneous purchase of Series E bonds, as provided
in section 342.0. Employers may obtain notes for participants in payroll savings
plans from authorized issuing agents ? or from any Federal Reserve bank or
branch, or the Office of the Treasurer of the United States, Securities Division,
Washington, D.C. 20220. Participants in the bond-a-month plan may obtain
the notes from authorized financial institutions. Payments for the notes may
be made in the same manner as payments for United States Savings Bonds.
Issuing agents will deliver the notes at the time of purchase, or by mail at the
risk and expense of the United States, but only within the United States, its
territories and possessions, the Commonwealth of Puerto Rico and the Canal
Zone. No mail deliveries elsewhere will be made.

(b) Registration.—On original issue a savings note (1) is limited to registration
in the name of a natural person.(whether adult or minor), alone or with another
natural person as coowner or beneficiary, and (2) must be identical in registra-
tion to the companion Series E bond purchased under the payroll savings plan
or the bond-a-month plan. -

Smc. 342.4  Limitations.—(a) On deductions. —~Deduct10ns for savings notes
shall not exceed $1.08 for each $1.00 of deductions for the purchase of Series E
bonds. In addition, deductions for the notes, under a payroll savings plan, shall
not be more than $20.25 per weekly pay period, or $40.50 per biweekly or semi-
monthly pay period, or $81.00 per monthly pay period, and under the bond-a-
month plan, shall not exceed $81.00 per month. A participant, upon discontinu-
ing his participation in a payroll savings plan or the bond-a-month plan, becomes
1ne11g11ble for further; purchases of the notes until such time as he again enrolls
in a plan
) (b) On holdings. —The total face amount of savings notes originally purchased
by or issued to any one person during any one calendar year, including those
registered in the name of that person as owner and those registered in his name
with another person as coowner, that may be held by that person at any one
time is limited to $1,350.

SEc. 342.5 Tazation.—(a) General—For the purpose of determining taxes
and tax exemptions, the increment in value represented by the difference between
the purchase price and the redemption value received for a savings note will
be considered as interest. The interest is subject to all taxes imposed under the
Internal Revenue Code of 1954. The notes are subject to estate, inheritance,
gift, or other excise ‘taxes, whether Federal or State, but are exempt from all
taxation now or hereafter imposed on the principal and interest thereof by any

1 When placing a taxpayer identifying number (an individual’s social security account number) on a
1;30{:)0 tge issuing agent should place the number on the note in the same position as on the companion Series -
on
2 Grenerally, mcorpomted banks, trust companies, and other agencies as have been duly qualified as
issuing agents of Series E bonds.
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State, or any of the possessions of the United States, or by any local taxing
authority.

(b)- Federal income tax om motes—An owner of savings notes who is a cash
basis taxpayer may use either of two methods for reporting the increase in the
redemption value of the notes for Federal income tax purposes, as follows:

(1) Defer reporting of the increase until the year of maturity, actual
redemption, or other disposition, whichever is earlier, or
(2) Elect to report the inecrease for the year in which it accrues, in which
case the election will apply also to. all Series E bonds then owned by him
and those thereafter acquired, as well as to any other similar obligations |
sold on a discount basis.
If method (1) is used, the taxpayer may change to method (2) without obtaining
permission from the Internal Revenue Service. However, once the election to
use method (2) is made, the taxpayer may not change the method of reporting,
unless he obtains permission to do so from the Internal Revenue Service. In-
quiries requesting further information on Federal taxes should be addressed to
the District Director, Internal Revenue Service, of the taxpayer’s district, or
the Internal Revenue Service, Washington, D.C. 20224.

SEc. 342.6 Payment or redemption.—(a) General—At any time 1-year or
more after the issue date, a savings note may be redeemed upon presentation and
surrender of the note with a duly executed request for payment to any Federal
Reserve bank or branch, or the Office of the Treasurer of the United States,
Securities Division, Washington, D.C. 20220, or to any financial institution
which has been designated as paying agent by the Secretary of the Treasury.

(b) Judgment creditors.—Payment of a savings note to the purchaser at a
sale under a levy or to the officer authorized to levy upon the property of the
owner under appropriate process to satisfy a money judgment will not be made
until 1 year after the issue date of the note.

Suc. 342.7 Governing regulations.—Savings notes are subject to the regulations
of the Treasury Department, now or hereafter prescribed, governing United
States Savings Bonds, contained in Department Circular No. 530, current re-
vision (31 CFR Part 315),! except as otherwise specifically provided herein.

Sec. 342.8 Fiscal agents.—Federal Reserve banks and branches, as fiscal
agents of the United States, are authorized to perform such services as may be
requested of them by the Secretary of the Treasury in connection with the issue,
delivery, redemption, and payment of savings notes. )

SEc. 342.9 Reservations.—(a) Issue of notes.—The Secretary of the Treasury
reserves the right to reject any application for purchase of savings notes, in
whole or in part, and to refuse to issue or permit to be issued hereunder any such
notes in any case or any class or classes of cases if he deems such action to be in
the public interest, and his action in any such respect shall be final. i

(b) Terms of offer—The Secretary of the Treasury may at any time or from
time to time supplement or amend the terms of this offering of notes, or of
any amendments or supplements thereto.

) JosepH W. BARR,
Acting Secretary of the Treasury.

1 Copies may be obtained from any Federal Reserve bank or branch, or the Bureau of the Public Debt,
Division of Loans and Currency Branch, §36 South Clark St., Chicago, Ill. 60605.
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UNITED STATES SAVINGS NOTES —REDEMPTION VALUES AND INVESTMENT YIELDS

Table shows: (1) redemption values, by denomination, during each successive half-year term of holding
after first year ! following the date of issue; (2) the approx1mate investment yield on the purchase price from
issue date to the beginning of each half-year period %; and (3) the approximate investment yield on the

current redemiption value from the beginning of each half-year period 2 to maturity. Yields are expressed
in terms of rate percent per annum compounded semiannually.

Maturityvalue.........._. .. ... $25.00 $50.00 $75.00 $100, 00 Approximate investment yield
Tssueprice.. ... . .. . ..... 20.25 40,50 60.75 81,00
. (2) On purchase (3) On current
price from issue redemption value
. : . date to begin- from beginning
Period after issue date - (1) Redemption values during ning of each of each half-year
: each half-year period after the half-year period? period to ma-
first year (values increase on first turity 23
day of period shown)?
' Percent Percent
eeen- $21.07 $42.14 $63.21 $84. 28 4.01 4,95
- 21.53 43.06 64.59 86. 12 4.13 5,04
. 22,03 44.06 66. 09 88.12 4,26 . 812
- 22.56 4512 67.68 90, 24 4,37 5. 20
. 23.14 46,28 69.42 92, 56 4. 50 5,22
23.74 47.48 71,22 94. 96 4. 60 5,24
16 YOArS. oo 24.36 48,72 73.08 97.44 4.67 5.25
MATURITY VALUE B
(414 years from issue date)...... 25,00 50,00 75.00 100. 00 474 ..

't Savings notes are not redeemable before 1 year from issue date.
3 Except the first half-year.
34.74 percent for entire period from issuance to maturity.

Exhibit 13.—February 24, 1967, Department Circular Public Debt Series No.
4-67, regulations governing agencies for the issue of U.S. savings bonds of
Series E and U.S. savings notes

‘ TrEASURY DEPARTMENT,

Washington, February 24, 1967.

Department Circular No. 657, dated April 15, 1941, as amended (31 CFR
Part 317), is hereby rescinded and replaced by Department Circular, Public
Debt Series No. 4-67, as follows:

AUTHORITY: Sectlons 317.0 through 317.8 issued under sections 18, 20, and
22 of the Second Liberty Bond Act, as amended (40 Stat. 1309, 48 Stat, 383
and 49 Stat. 21, all as amended; 31 U.S.C. 753, 754b, and 7570)

Sec. 317.0 Pwpose —These regulatlons prescrlbe the procedures whereby
(a) banks, trust companies, and savings institutions chartered by or incorporated
under the laws of the United States or those of any State or Territory of the
United States or the.Commonwealth of Puerto Rico, (b) agencies of the United
States and of State and local governments, (¢c) employers operating payroil
savings plans for the purchase of United States Savings Bonds, and (d) other
entities, may qualify, and thereafter act, as agents for the sale and issue of United
States Savings Bonds of Series E and United States Savings Notes, issued pur-
suant to Treasury Department Circulars No. 653, current revision, and Public
Debt Series No. 3-67 (31 CFR Parts 316 and 342), respectively.

Sec. 317.1 Deﬁmtwns of words and terms as used in this circular.—(a) “Bonds”
refer to United States Savings Bonds of Series E.

(b) “Federal Reserve bank’ refers to the Federal Reserve bank of the Federal
Reserve district in which the issuing agent, or the applicant organization, is
located, and includes branches to the extent utilized by the parent bank. In
the context of these regulations, the reference to the Federal Reserve bank is
in its capacity as fiscal agent of the United States.

(c) “Issuing agent’’ refers to an organization which has been issued a certificate
of qualification to sell and issue bonds and notes, or bonds only.

(d) “Notes’” refers.to United States Savings Notes,

(e) “Organization’’ refers to any entity described in section 317. 0 as eligible
to qualify as an issuing agent of the bonds and notes, or bonds only. :
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Sec. 317.2 Procedure for qualifying as an issuing agent.—(a) General.—An
organization desiring to qualify as an issuing agent shall obtain from and file
with the Federal Reserve bank an appropriate application-agreement form.
If the organization desires to qualify as an issuing agent for bonds only, it shall
before submission, amend the form furnished so that it refers only to bonds.
Through use of the appropriate form, the person authorized to act on behalf
of the organization will certify that it is authorized by its governing body, or
other body authorized to act in the premises, to apply for and act as an. issuing
agent under the terms of the agreement, these regulations and the circulars
offering the bonds and notes for sale, or, if appropriate, bonds only, and that
applicable Federal or State law permits or does not prohibit the organization
from so acting. The Secretary of the Treasury, either directly or through the
Federal Reserve bank, may deny qualification to, or specify the basis of qualifica-
tion of, any organization. :

(b) Bases on which stock may be obtained.

(1) Trust agreement—An organization may obtain stocks on the basis of an
application-trust agreement. Under the terms of such agreement, the stocks of
bonds and notes obtained, together with the proceeds of sale therefrom, are at
all times the property of the United States, for which the organization shall
be fully accountable. .

(2) Pledge agreement.

(i) Pledge of collateral.—An organization may obtain stock on the basis of a
pledge of collateral. Under the terms of the application-pledge agreement, collat-
eral is pledged at the cost price of the maximum amount of stocks of bonds and
notes, and the proceeds of sales therefrom, for which the organization may be
accountable at any one time.

(ii) Security.—Security which may be required under the application-pledge
agreement shall consist of either or both of the following:

(A) The amount of insurance directly available to the United States
covering the proceeds of the issuing agent’s sales of bonds and notes by
reason of the agent’s coverage by an acceptable Federal or State insurance
corporation or fund; for example, in the case of a member bank of the Fed-
eral Deposit Insurance Corporation, the amount of security would be $15,000
and would cover approximately $20,000 (face amount) of stocks of bonds
and notes.

(B) United States Treasury bonds or other direct obligations of the United
States, or obligations unconditionally guaranteed as to both principal and
interest by the United States, in negotiable form, which will be aceepted
at face value; and United States Savings Bonds of any series registered in
the name of the issuing agent, which will be accepted at issue price. Savings
bonds must be acédompanied by an irrevocable power of attorney, executed
on behalf of the issuing agent, authorizing the Secretary of the Treasury
to request payment of the bonds. All obligations deposited pursuant hereto
must be delivered to the Federal Reserve bank before stocks of bonds and
notes may be obtained. .

(3) Prepayment of stock.—An organization whose primary function as an
issuing agent will relate to the issue of bonds and notes bought under its payroll
savings plan, and which is not qualified under subparagraph (1) or (2) of this
paragraph, is required to execute an application-prepayment agreement under
the terms of which all stocks of bonds and notes obtained for its issue function
are prepaid at cost price. .

(¢) Issuing agents of bonds qualified under Treasury Department Circular No.
667, as amended.—Issuing agents of bonds qualified prior to the rescission of
Treasury Department Circular No. 657, as amended, who do not desire to qualify
as issuing agents for the notes, may confinue to act without requalification and
by so doing shall be subject to the terms and conditions of this circular and the
agreements under which they qualified in the same manner and to the same
extent as though they had requalified hereunder. '

Sec. 317.3 Certificate of qualification.—Until such time as a certificate of
qualification is issued by the Federal Reserve bank, an organization shall not
make any effort to or perform any acts as an issuing agent, or advertise in any
manner that it is authorized to perform such acts, or that it has applied for quali-
fication as an issuing agent. Upon approval of the application-agreement, the
Federal Reserve bank will issue a certificate of qualification to the organization.
The organization will be notified if the application-agreement is not approved,
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or after quahﬁcatlon, at any such time as the certificate of qualification is modified
or terminated.

Sec. 317.4 Modification or termination of qualification.—(a) By the Undted
States.—The Secretary of the Treasury, or the Federal Reserve bank, may
modify or terminate the qualification of an issuing agent at any tlme, upon
notice to that effect, and may require the immediate surrender of any part or
all of the stocks of ‘bonds and notes held by the agent for sale and not thereto-
fore issued or sold, and any part or all of the proceeds due on account of the stocks
issued or sold. The Seeretary of the Treasury, or the Federal Reserve bank,
may also regulate the amount of stocks of bonds and notes which may be ob-
tained, including temporary increases over the amount of stocks obtainable by
the issuing agent regardless of the basis of qualification, and under section 317.2,
paragraph (b), subparagraph (2) or (3), without requiring a pledge of additional
collateral or additional prepayment for stocks.

(b) By issuing agent.—An issuing agent which has fully complied with the
terms of its agreement and the regulations and instructions issued pursnant
thereto may at any time request the Federal Reserve bank to modify or terminate
its qualification. ‘

Sec. 317.5 Issuance of bonds and notes.—Issuing agents must comply with
all regulations and instructions issued by the Treasury Department or the Federal
Reserve bank concerning the sale, inscription, dating, validation and issue of -
the bonds and notes, and disposition of the registration stubs. No issuing agent
shall have authority to sell bonds and notes other than as provided in the offering
circulars and the governing regulations.!

Sec. 317.6 Accounting.—Issuing agents must comply with all regulations
and instructions issued by the Treasury Department, governing the accounting
for stocks of bonds and notes received as issuing agent and the proceeds of sales
thereof. Each issuing agent, other than an agent qualified on the basis of pre-
payment of stock, shall open and maintain, or continue to maintain, for the
Federal Reserve bank a separate deposit account for the proceeds of all sales’
of bonds and notes to be known, as appropriate, as the “Savings Bond and Note
Account,” or the ‘“Series E bond account.” An issuing agent which is also a
depos1tary pursuant to Treasury Department Circular No. 92, current revision
(31 CFR Part 203), may make payment by credit for the proceeds of its sales
of bonds and notes up to any amount for which it shall be qualified under that
circular in excess of ‘existing deposits when so authorized by the Federal Reserve
bank. 8

Skc. 317.7 Fzscal agents.-——The Federal Reserve banks are authorized to per-
form such duties and prepare and issue such forms and instructions as may
be necessary to fulfill the purposes and requirements of these regulations.

Smc. 317.8 Reservations.—The Secretary of the Tréasury may at any time
or from time to time, revise, supplement, amend, or Wlthdraw, in whole or in
part, the provisions of these regulations, or of any revisions, supplements, or
amendments thereto.

Joan K. CARLOCK,

5 Fiscal Assistant Secretary.

Legislation

Exhlblt 14. —Ali act to provide, for the period endmg on June 30, 1967, a temporary
g\crﬁaie in the publlc debt limit set forth in section 21 of the Second Liberty
ond Act.

[Public Law 90-3, 90th Congress, H.R. 4573, March 2, 1967}

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That, during the Public debt
period beginning on the date of the enactment of this Act and end- %?l;lporaw in-
ing on June 30, 1967, the public debt limit set forth in the first crease.
sentence of section 21 of the Second Liberty Bond Act (31 U.S.C. 80 Stat. 221.

757b) shall be temporarily increased to $336,000,000,000.
Approved March 2, 1967, 10:45 p.m.

t Treasury Department Clrculars No. 530, current revision (31 CFR Part 315), No. 653, current revision
(31 CFR Part 316), and Publlc Debt Series No. 3-67 (31 CFR Part 342). See exhlbxts 7, 9 and 12.
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Exhibit 15.—An act to increase the public debt limit set forth in section 21 of the
Second Liberty Bond Act, and for other purposes.

[Public Law 90-39, 90th Congress, H.R. 10867, June 30, 1967}

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That, effective Public debt
July 1, 1967, the first sentence of section 21 of the Second Liberty 1713{DS1§ ingrease.
Bond Act (31 U.S.C. 757b) is amended by striking out juic'p s’
“$285 000,000,000 and msertmg in lieu thereof “$358,000,000,-

SEc 2. The face amount of beneﬁclal interests and participa-
tions (except, those held by the issuer thereof) issued under section
302(c) of the Federal National Mortgage Association Charter
Act (12 U.S.C. 1717(c)) during the period beginning on July 1,
1967, and ending on June 30, 1968, and outstanding at any time 78 Stat. 800;
shall be added to the amount otherwise taken into account in 80 Stat.164.
determining whether the requirements of the first sentence of
section 21 of the Second Liberty Bond Act (31 U.S.C. 757b)
are met at such time. Nothing in the preceding sentence requires
any change in the ‘budgetary accounting for beneficial interests
and participations.

Sec. 3. Bffective July 1, 1968, and each July 1 thereafter, the
public debt limit set forth 1 in the first sentence of section 21 of the Temporary an-
Second Liberty Bond Act {31 U.8.C. 757b) shall be temporarily nual increase.
increased by $7,000,000, 000 during the period beginning on such
July 1 and encling on June 29 of the succeeding calendar year.

Sec. 4. Section 18(a) of the Second Liberty Bond Act (relating v
to notes of the United States; 31 U.S.C. 753(a)) is amended by g 1otes
striking out ‘“not more than five years” and inserting in lieu 49'Stat. 20,
thereof “not more than seven years.”

" Approved June 30, 1967, 10:40 a.m.

Financial Policy

Exhibit 16.—Letter from Secretary Fowler to Representative Ullman, July 12,
1966, and Representative Ullman’s letter to the President, June 27, 1966, on
ﬁscal and monetary policies and increased interest rates

Hon. Av UrLman, ’
House of Representatives, Washington, D.C.

Dear AvL: Since in your letter to the President, made public, you referred to
the extended conference Chairman Ackley and I had with you on the subject of
your subsequent letter, several comments are offered to round out the picture.

You refer to the fact that ‘““although they were most cordial and helpful, they
did not offer any sa’clsfactory hope that actions would be taken to bring interest
rates back into line.”

You have put your finger on one of the toughest problems we face today.

There seems little question that the additional demands placed upon the
economy as an accompaniment to our expanded operations in Southeast Asia
‘called for a shift from a policy of fiscal and monetary stimulus to one of restraint,
if inflationary pressures were to be minimized.

The President has made every effort to hold down expenditures in fiscal 1966
and this together with the rising revenues reduced the budget deficit for the
fiscal year ended June 30 to quote his words “less than one-half’”’ of what was
expected last January.

The President also made every effort to hold down the fiscal 1967 budget to
the bare minimum, but, as you know, the Congress seems to be in the process of
adding to it. Present indications are that Congress may add from $3 billion to
$4 billion to the President’s budget this year. As you know, with his full backing
and support, the Director of the Budget and I have been working hard to en-
courage those responsible for appropriations to hold down the levels of ﬁnal
approprla‘mons to those proposed in the budget.
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Moreover, the Congress responding to recommendations from the President
has changed our tax policy sharply away from the stimulative direction of past
years of 1964 and 1965 to one of moderate restraint. You and your colleagues
on the Ways and Means Committee have helped to accomplish this change which
was the objective of hearings before the passage of the Tax Adjustment Act in
March. As a result of provisions in that act, the speedup in collection of income
and social security taxes withheld by employers by Treasury regulation, increases
in revenues over previous estimates because of rising levels of income, the impact
of social security and medicare taxes which became effective in January and a
successful savings bonds campaign, we are drawing out of the economy this
calendar year through these fiscal measures approximately $13 billion more than
was thought to be the case last December.

This brings us back to the action of the Federal Reserve Board early last
December in the field of monetary policy which is' the burden of complaint in
your letter. In December 1965 the Board announced two actions designed in its
words “to dampen mounting demands on banks for still further credit extensions
that might add to inflationary pressures.” You are fully aware from the state-
ment made by the. President thereafter and various public comments I made
in congressional hearings and other public statements before and after these
actions that the administration opposed the action taken at the time. My own
point of view publicly held and privately urged can be summarized in a public
statement made on November 29 prior to the action. I said “it is premature and
unwise to call for further restrictive monetary action now, in order to curtail the
expansion of money and credit and raise interest rates more than the market has
already raised them. There may be room for honest differences of opinion among
well-informed and unprejudiced persons on this issue. However, it is my strong
belief that an orderly adjustment of a properly coordinated mix of fiscal and
monetary policies to deal with the period ahead calls for that policy mix to be
determined only with full knowledge of the President’s new budget.”

Then on December 5, in Austin, after the Board action, the President said:

“The Federal Reserve Board is an independent agency. Its decision was an
independent decision. _

“T regret, as do most Americans, any action that raises the cost of credit,
particularly for homes, schools, hospitals, and factories.

“I particularly regret that this action was taken before January when we
will have before us the full facts on next year’s budget, Vietnam costs, housing
starts, State and local spending, and other elements in the economic outlook.

“The decisions t0 be taken within the next few weeks by the administration
will significantly affect the course of economic development.

“My view and the view of the Secretary of the Treasury and the Council of
Economic Advisers is that the decision on interest rates should be a coordinated
policy decision in January, when the nature and impact of the administration’s
budgetary and Vietnam decisions are known. This view was apparently shared
by three of the seven Board members.

“The action has already been taken. Under the circumstances, I will continue
to do my best to give the American people the kind of fully coordinated, well-
integrated economic policy to which they are entitled, which has been so success-
ful for the last 58 months, and which I hope will preserve the price stability so
. necessary for America’s continued prosperity.”

Subsequent developments have confirmed the need for coordination—in the
fiscal, expenditure, monetary and debt management areas in order to arrest the
rapid escalation of interest rates which concerns me as much as it concerns you.
There are, and have been, pending before the House Banking and Currency
Committee a series of proposals designed specifically to minimize the highly
selective impact of monetary policy and increasing interest rates on the housing
industry about which you have expressed considerable misgivings.

The administration has supported the enactment of legislation to enlarge the -

. borrowing authority of the Federal National Mortgage Association.

In an appearance before the House Banking and Currency Committee on
May 19, I urged the enactment of a temporary restraint on excessive competition
for consumer-type savings by -banks and savings and loan organizations “both to
protect the structure of the thrift institutions and to bolster the flow of funds
to, the home building industry.” I submitted specific legislation designed to
‘achieve that objective by authorizing the Federal Reserve Board to set differing
rate ceilings on time deposits of differing amounts.
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In the light of intervening events it has seemed necessary and desirable to
enlarge this program to take into account the apparent unwillingness of the
Federal Reserve Board to exercise this power even if granted by the Congress
and the lack of authority in the Federal Home Loan Bank Board to prevent
excessive rate competition for savings among members of the Home Loan Bank
system.

Since the return of Members of the Congress from recess I and members of
my Department and others in the Administration have requested the members
of that Committee to take prompt legislative action to check the escalating
trend of interest rates for commercial bank consumer-type deposits and savings
and loan association shares. Our suggestions include: (1) a legislated temporary
ceiling at an appropriate level applying to commercial bank time deposit interest
rates and to savings and loan association dividend rates in accounts up to
$100,000; (2) discretionary authority to the Federal Reserve to differentiate
among different kinds of deposits in setting maximum interest rates for member
banks; (3) similar diseretionary authority to the Federal Deposit Insurance
Corporation to cover those banks which are not members of the Federal Reserve
System; (4) authority for the Federal Home Loan Bank Board to set maximum
dividend rates for members of that system.

I would encourage you and your colleagues to get behind these and related
egislative proposals designed to deal specifically with the problem you discussed
with Chairman Ackley and me concerning the highly selective impact of mone-
tary policy on the housing industry and the lumber industry in your district.

I can assure you of complete agreement of the Administration with your
expressed sentiment that ‘“‘every medium of government should be marshaled
to restore the healthy balance of monetary and fiscal policy required for continued
prosperity.”’

With best regards,

Sincerely,
(S) “Joe’’
Henxry H. FowLER.

CONGRESS OF THE UNITED STATES,
HouskE OF REPRESENTATIVES,
Washington, D.C., June 27, 1966.
Hon. Lynpon B. JorNSON,
The W hite House, :
Washington, D.C. .

Dear MR. PRESIDENT: As a member of the Ways and Means Committee I
have strongly supported the ‘“new economics’ of your administration, and in my
public statements have been an outspoken advocate of policies to promote sus-
tained growth in the economy. I regret very deeply that I now must strongly
differ with the administration on what I consider to be an abandonment of the
principles we have been following.

In my judgment, unless corrective action is taken soon, the tight money
policies imposed by the Federal Reserve Board and supported by recent
actions of your administration will destroy the economic gains we have made.

Within the past week, I had an extended conference with Secretary Fowler and
Gardner Ackley on this matter. Although they were most cordial and helpful,
they did not offer any satisfactory hope that actions would be taken to bring
interest rates back into line. Mr. President, the near panic rush throughout the
financial community in recent months to hike interest rates has raised a warning
of impending consequences that cannot be disregarded. Only direct action by
your office can reverse this disastrous trend. :

I submit, Mr. President, that this administration cannot afford either politi-
cally or economically to be swept along, compounding the initial folly of the
Federal Reserve Board, by engaging in such high interest policies as 5% percent
sales participation offerings and increased Federal loan rates. Every instrument
of Government should be marshaled to restore the healthy balance of monetary
and fiseal policy required for continued prosperity. Through the successes of the
past 5 years, we are on the verge of proving to ourselves and to the world that by
enlightened Government policies, a private enterprise economy can avoid the
boom and bust cycles and can accelerate growth to meet the challenges of un-
employment, expanding population, and economie opportunity for all. The lack
of gestraint in the use of monetary policy will surely bring this successful era to an
end.

277-468—68 15
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Just as a mixed monetary and fiscal policy has proved successful in generating
growth, the same mixture is essential in restraining an overheating economy.
High interest rates will not do the job., They are inflationary in themselves.
They have not succeeded in slowing invesiment in plant -capacity, nor—with
the single exception of housing—have they slowed the rising level of personal
debt. They have instead contributed significantly to higher costs that are certain
to be reflected in the consumer price index.

In the area of fiscal restraints, I recognize that the administration has made a
concerted effort to hold down expendltmes and to reduce operatmg costs to a
minimum. In addition, however, 1 hope that consideration will be given to other
fiscal tools that will go directly to the danger points in the economy. Revisions
in the investment tax credit may be in order, to make its provisions applicable
only to businesses and industries where expansion is vital to national defense or
to encourage continued growth in other selective areas that are important to
the national interest. Because of the sacrifices in lives and resources being made
to fulfill our commitment in Vietnam, it may also be appropriate to consider
means of curbing excess profits, particularly among defense-oriented industries.
A request for standby authority In these and other areas of taxation might well
provide the psychological restraint necessary to bring inflationary pressures
under control without hindering a desirable rate of growth.

You, Mr. President, are the only one who can effectively express and imple-
ment the basic pohcles and programs to meet this crisis in our economy. I urge
you to do so. i

Sincerely, '

AL UrLLman,

Member of Congress.

Exhibit 17.—Letter from the Secretary of the Treasury to the chairman of the
Senate Banking and Currency Committee, August 2, 1966, concerning -the
administration’s position on pending legislation relatlve to interest rates of
financial institutions

Hon. A; WiLLis ROBERTSON,
Chairman, Commaltee on Banking and Currency,
U.S. Senate, Washington, D.C.

Dear Mr. Cuairman: I appreciated very much your letter of July 28, 1966,
advising me of your agreement to expedite action on bills relating to financial
institutions in whichithe Administration is interested. I welcome the opportunity’
you have afforded me to advise you of the administration’s position on the im-
portant legislation pending with regard to such institutions.

As you know, there has been a great deal of dlSCUSSIOH of ways and means
to insure that a significant part of the country’s savings will continue to be
available for investment in home mortgages, and to insure stability in the
interest rate structure within the financial community. It is the view of the
administration, and T am pleased to note that it is yours also, that the present
authority of the Board of Governors of the Federal Reserve System and the
Federal Deposit Insurance Corporation to establish maximum interest rates
which may be paid on bank deposits should be broadened to enable those agencies
to establish different categories of deposits for interest rate limitations and should
be made discretionary. For example, they should be permitted to fix different
limitations for different size deposits, an authority that is now lacking.

The recent action of the Federal Reserve Board in limiting interest rates
payable on ‘“multiple maturity”’ time deposits and the fact it has recommended
enactment of S. 3627 indicates, in my opinion, a willingness on its part to take
action to limit undue rate competition. Therefore, I believe it is possible to re-
turn to the original idea of granting discretionary authority to the bank regulatory
agencies, rather than'involving Congress in legislating interest rate ceilings.

It is the administration view also that the Federal Home Loan Bank Board
should be granted standby authority to establish maximum rates of interest
which may be paid on the share accounts of savings and loan associations; and
that provision should be made for coordination of the actions of the three agencies
in the exercise of discretionary powers relating to interest rates.

In addition to these provisions, all of which are incorporated in the Federal
Reserve Board bill, 8. 3627, it is the view of the administration that (1) the
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Board of Governors of the Federal Reserve System should be authorized to raise
reserve requirements on time and savings deposits to a -maximum of 10 percent
rather than the present 6 percent; and (2) the authority of the Federal Reserve
System should be broadened so that it can purchase the obligations of any agency
of the United States. This would enable it to acquire obligations of the
Home Loan Bank Board and the Federal National Mortgage = Association,
among others. : ) ’ )

I am sure that I can speak for the entire Coordinating Committee on Bank
Regulations, as well as myself, in expressing our gratification that your sub-
committee will consider on August 2, 1966, the Financial Institutions Super-
visory Act of 1966. As you know, we believe there is a substantial need for this
legislation and we are very hopeful that it can be enacted in satisfactory form
at this session of the Congress. .

Sincerely yours,
Henry H. FOwWLER.

Exhibit 18.—Statement by Secretary Fowler, September 21, 1966, before the
Na;;ional Industrial Conference Board, New York City, on financial and economic
policy .

I am very pleased indeed to be with you upon so auspicious an occasion as
the 50th anniversary of this distinguished organization for economic research.

In my position as Secretary of the Treasury, I am often reminded of the many
and profound contributions the National Industrial Conference Board has made
to our understanding of how a free economy works—and how it should work.
Much that is embodied in public policy today is the result of your 50 years of
patient research and illuminating reports.

If T were asked to summarize your work in a line, I would say, and I think
that you would not disagree with me, that you have been engaged in exploring
the potentials of a partnership for economic well being between the government
and the business community of a free nation that wants to remain free.

I believe the idea that a free people can collaborate with their government
to get the most out of their economy is one of the most.important—and, nowadays
one of the fastest spreading—political-economic concepts in the world.

Our public-private partnership has been of unparalleled benefit to this country,
and its people, as demonstrated by your chart study made for this occasion.

I hope that before this 50th anniversary meeting closes, you will resolve to
carry your work forward at least another full 50 years, for I can see no time in
the future when the contributions to knowledge such as you make will not be
needed at least as greatly as they have been in the past.

I am glad to note, in this respect, that you have dedicated this meeting to
the future. I hope that my remarks, which deal with President Johnson’s anti-
inflation program, will throw a sidelight of some value upon your theme, “The
Future of Capitalism.”

It is my view—and your work indicates that it is also your view—that the
future of capitalism is a future of responsible economic behavior, by government,
by the public, by labor, by farmers, and, as the very existence of NI(%B suggests,
by the business community, great and small.

The President’s anti-inflation program is nothing more—and nothing less—than
a call to a new level of responsible economic behavior by all segments of the
American economy. .

It is a program for maintaining and continuing the unprecedented economic
gains we have made during the long climb over the past 6 years out of economic
stagnation.

It is a program for maintaining and extending those gains by preserving the
balance between our various demands for goods and services, and our capacity
to satisfy rising demand that has been the unique, and the uniquely beneficial,
aspect, of our economic growth over the past 6 years. :

The economy has now come under special strains that threaten that balance.
These strains arise largely, although not exclusively, from two sources: exuberant
capital expansion by business, and demands arising from our defense of freedom
in Vietnam. I do not think that any of you here today, faced with this problem
would choose to curtail the defense of freedom in order to let business plant and
equipment expansion go unchecked. Nor did President Johnson. He asked the
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Congress to suspend temporarily special tax incentives to business investment
during the next 16 months.

Nor did the President stop there. He committed himself to a strong program
to reduce lower priority Federal expenditures, including an estimated cut of
10 percent—or approximately $3 billion, depending upon congressional action
on remaining appropriation bills—in that limited portlon of the budget under
direct Presidential control.

The President’s program also pointed the way toward balance in another
important aspect of economic policy—the application of fiscal and monetary
measures in balance, whether in seeking stimulus or restraint. In this connection,
he called upon the Federal Reserve Board, in executing its policy of monetary
restraint, and our large commercial banks, to cooperate with the President and
the Congress to lower interest rates and to ease the inequitable burden of tight
mone;

He}::alled upon the whole economy, and all those responsible for it, for restraint. .

The President’s program is designed to:

(1) Contribute to a restraint of inflationary developments that are proving
disruptive of the financial markets and placing excessive strain on the eapital
goods industries.

(2) Promote a more sustainable rate of balanced economic growth in the
next 16 months and thereafter.

(3) Suspend special fiscal stimulants to investment, and thereby support
a policy of monetary restraint without incurring the burdens and without
running the risks of excessively tight money and high interest rates.

(4) Complement other measures enacted by the Congress or pending before
it and being undertaken through administrative action to reduce upward
pressures on interest rates and minimize the discriminatory impact of tight
money and high interest rates on the housing sector of the economy.

The strains on the;economy at present show up in three clearly discernible ways:

—in the money and financial markets, excessive demands for credit and
monetary restraint together have created severe tightness and a sharp rise
in interest rates, with highly selective impact on several sectors, particu-
larly single-family housing;

—in the market for capital goods, the ever-mounting flow of new orders by
business firms coming on top of an unprecedented rate of outlays for plant
and equipment is generating rising prices, rising wage rates and shortages
of some skilled labor, and is augmenting the large demands for capital
from banks and the securities market;

—the rising rate of government expenditures, Federal, State and local,
highlighted by steadily expanding defense and public works outlays is
adding steadily to aggregate demand at a high rate.

These three sources of pressure are interrelated and reinforcing. Accelerating
business spending breeds demands for credit from banks and for financing in the
‘capital market. Higher Government spending also generates credit demands—by
the Government itself, and by private firms which receive Government orders
and work on borrowed funds to fill new contracts. And tight money itself causes
additional Government spending, particularly to help finance areas of important
economic activity such as homebuilding from which the supply of private capital
has been diverted.

The program contained in the President’s message is designed to deal with all
three pressure points.

This program is primarily economic and financial in its objective and thrust.
It represents, I believe, the most carefully chosen and prudent means, consistent
with preserving stable economic growth within the framework of a free economy,
to ease the strain of the pressures described.

Let me emphasizé that the President’s proposal to suspend the investment tax
credit and accelerated depreciation for the next 16 months is not a tax reform
proposal—it is temporary in de51gn and purpose.

Let me emphasize also that it is not a revenue-raising proposal in purpose or
objective; any revenue aspects are only incidental.

This proposal and the entire program announced September 8, is basically
an anti-inflationary’action designed to relieve the pressures, clearly observable
in the money markets and capital goods sector, which have produced the highest
interest rates in 40 years, and a perceptlble trend toward a general condition
of economic instability.
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Let me relate the tax aspects to the balance of the President’s anti-inflation
program: :

The proposed suspension of special incentives to undertake major programs
of business investment should relieve the credit market by moderating business
needs for funds.

The President directed me to review all Federal security sales and present
them to the President for approval with the objective of lessening the burden
of Federal finance on the markets. The President’s memorandum to Federal
departments and agencies of September 9, calling for careful and thorough
pruning of Federal lending and borrowing activities, should reduce aggregate
Federal credit demands on the private market.

It has already been decided to cancel the sale of FNMA participation cer-
tificates tentatively scheduled for September, and to have no FNMA participa-
tion sale in the market for the rest of 1966 unless. market conditions improve.
Nor will there be any Export-Import Bank sale of participation certificates
in the market in the rest of this calendar year. Market sales of Federal agency
securities, meanwhile, will be limited in the aggregate to an amount required to
replace maturing issues, while new money, to the extent genuinely needed, will
be raised through sales of agency securities to Government investment accounts.

Another important ingredient of the President’s program is the legislation
passed last week to give the bank regulatory agencies and Federal Home Loan
Bank flexible authority to halt and hopefully reverse the harmful process of
excessive interest rate escalation in the field of consumer savings.

The announced program for reducing Federal expenditures for fiscal 1967
is yet another related measure to minimize the drain of Federal financing on the
credit market in addition to reducing aggregate demand. The President has
made clear his firm determination to hold down all lower priority expenditures
by means of deferrals, stretching out the pace of spending and otherwise reducing
contracts, new orders and commitments—a policy and program with which I
have been actively and affirmatively concerned from the initial preparation of
the January budget. ) .

Of course, any precise description of the amount and nature of the spending
cuts must await action by the Congress on the eight major appropriation bills
still pending before it. When Congress gives us the bills, we will do the job of
expenditure control. B

Let me stress that we have been exercising a vigorous control of Federal ex-
penditures all along.

_In the fiscal years 1965, 1966, and as proposed by the President in 1967,
Federal budget expenditures—including in the latter years large amounts for
Vietnam—were respectively, 14.8 percent, 15.0 percent, and 14.7 percent of
our gross national product. With the exception of 1958 and 1951, these are the
lowest percentages since 1942—sa period spanning 25 years, five Presidents,
- and a large growth in the responsibilities of the Federal Government.

When President Johnson took office, the budget under which he was operating,
that for fiscal 1964, called for $98.8 billion of expenditures. Three years later,
exclusive of the costs of Vietnam, his budget called for expenditures of $102.3
billion—an average increase of slightly over $1 billion per year. And this increase
in the total of Federal outlays is much smaller than the added costs over this
period of Federal pay raises and increases in the public debt alone.

In each of the fiscal years 1965 and 1966, the Federal deficit was lower than
the prior year. The deficit in the administrative budget in fiscal 1965 was $4.8
billion lower than the year before, and $8.5 billion below the 1964 estimate
prevailing when President Johnson took office. In 1966, despite the added ex-
penses of Vietnam, amounting to $5.8 billion, the deficit was cut another $1.1
billion below that of 1965, to $2.3 billion. In fact, on a national income and
product account budget basis, favored by many economists as the true measure
gfl %11%1 stimulus or restraint of Federal activities, the 1966 budget was in surplus

ion.

The President announced on September 8 that he had directed Federal agencies
to defer, stretch out, and othierwise reduce contracts, new orders, and commit-
ments by $1.5 billion in fiscal 1967. The total amount of the reductions which
will ultimately be required must await congressional action on the remaining
authorization and appropriation bills. But, as I indicated earlier, given our best
estimates of likely possibilities, we believe a total of at least $3 billion below
the final appropriations figures will be called for. And we are prepared to make
such reductions,
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Since his anti-inflation program was announced the President has begun imple-

mentation of his promise to seek further economies in Government by issuing to
the various departments and agencies a new six-point economy program. For
example, he has ordered a 25 percent cut in Federal overtime pay.
- Now I will turn to the part of the President’s anti-inflation program that calls
for temporary suspension of the:7 percent investment tax credit for machinery
and equipment and of the option to elect accelerated depreciation on buildings,
for the period September 1, 1966, through December 31, 1967.

As everyone here is probably well awar ¢, I have been a strong exponent of the
investment credit, having worked strenuously to secure its original enactment in-
the Revenue Act of 1962, along with the administrative liberalization of deprecia- .
tion.

Our experience to date has justified the faith I had in 1961-62 in the efficacy of
the investment credit, and my belief that it should become a permanent part of
our tax structure. Since then industrial production has increased three times as
fast as in the previous decade, real business fixed investment has increased nearly
four times as fast, and our economic growth generally has far surpassed its pre-
vious rate. This remarkable. achievement is not due solely to the investment
credit, but I firmly believe the investment credit has contributed substantially
to it. Moreover, looking to the long-term future I am convinced that the en-
couragement prov1ded to business by the credit to modernize and expand its use of
capital equipment is-essential to maintaining full employment with stable prices,
. and to keep our industry competitive with foreign goods. The Pres1dent and his
administration fully share these views.

It is therefore, as I am sure you understand, only with considerable reluctance
and after very careful study that we reached the conclusion that suspension of
the investment eredit is an appropriate measure at this time. I stress suspension—
and not repeal—since the credit should be regarded, as President Johnson’s
message indicated, as an essential and enduring part of our tax structure.

Not only do I regard the investment credit as a permanent structual component
of our tax system but also one that should be suspended only in times of active
hostilities at-least on a scale such as characterizes the present situation. Even
under such circumstances I would, as I have in the past made clear, be chary of
suspending the investment credit unless the combination of a rapidly expanding
civilian economy and increasing and special defense needs made this course
compelling. I am opposed to treating the investment credit as a countelcychcal
device, to be suspended and restored with the normal ups and downs in our
economy.

The present situation is unique and was quite unforeseeable when the credit
was adopted and stress was put—and properly so—on its permanent character.
. We then contemplated a peacetime economy and thoughts of a country engaged

in hostilities on the present scale were far from our minds. But hostilities can cut
ruthlessly across many plans and procedures designed to meet problems of a
country at peace. Wé are deeply committed to an extensive military operation in
Southeast Asia which shows no signs of early termination. Its effects on our
economy are clearly evident. We are also confronted with a monetary situation
of almost unparalleled tightness, which is producing distortions in our economy
and the highest levels of interest rates in more than 40 years.

Early in the year when the question of suspending the credit was raised in
the Senate, we hoped that this change in the law could be avoided. In March the
President invited to the White House more than 100 chief executives of companies
which, together, are responsible for making a large portion of business plant and
equlpment outlays. At that dinner the President made a strong personal appeal
to those present to carefully review their investment plans with the objective of

" screening out and setting aside for deferral whatever projects and expenditures.
they possibly could. Many of the executives did just that and wrote letters to
the President confirming their plans to moderate their investment outlays.

Nevertheless, the level of investment in both plant and equipment has remained
too high under present circumstances and it is taking place despite sharp in-
creases in interest rates paid by corporate borrowers which some thought would
restrict capital expenditures. Undoubtedly the increase would have been larger
without the influence of the President’s appeal for restraint. This made clear
the need for temporary suspension of special investment incentives, accelerated
depreciation as well as the investment tax credit.

It would be dangerous to let the economy proceed on its present course without
4 release from these ‘pressures that suspension of the investment credit and the
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companion measure, accelerated depreciation on buildings, will help accomplish
along with the remainder of the program set forth in the President’s message.

The unforeseeable escalation of Vietnam in mid-1965 gave a strong upward
thrust to the demand on our resources. In response, the policy. of the administra-
tion has .been to take fiscal steps designed to meet conditions as.they unfolded.
This was exemplified in the Tax Adjustment Act of 1966 which applied the
degree of restraint that conditions and prospects at that time required. Similarly,
we are now proposing another appropriate step again responsive to prevailing
conditions. In view of the uncertainties with which we still are confronted, we
cannot offer blueprints for future programs. The only prudent course is to
maintain a flexible, step-by-step approach which will maintain the stable growtn
and prosperity of the last 5% years, and in the President’s words, “pay for
current expenditures out of current revenues, as we are now doing.”

Exhibit 19.—White House press release, October 16, 1966, Aon memorandum to
the President from Secretary Fowler, on the current status of the economy

Before your departure to Southeast Asia to consider regional reconstruction
and development in that area, you wanted an up-to-date report on the economic
and financial situation at home.

A review of the most recent developments leads me to conclude that the U.S.
economy is in healthy and robust condition. There are some imbalances, but
measures designed to correct them have been mounted.

The economy can absorb the reasonably foreseeable demands of the Vietnam
conflict and essential civilian needs within the framework of a free market econ-
omy—without resort to the harsh economic controls that have characterized
past wars.

As a former Director of Defense Mobilization during the Korean conflict called
in 1 year after that war was underway to help administer all the paraphernalia
of limited mobilization, I am struck by the present record. It is one of remarkable
achievement in which both Government and the private sector can take con-
siderable satisfaction. This situation reflects the ability of our people to adapt
to shifting needs—to make effective use of the Nation’s productive capacity
to meet changing and enlarged requirements. It also reflects the prudent adapta-
tion of monetary and fiscal policies which have dampened inflationary forces
and minimized the inevitable imbalances that characterize a market economy
operating under heavy and shifting pressures. One of these adjustments—in

‘residential construction—has been too drastic—but both legislative and ad-
ministrative measures have been taken recently to ease this special problem.

You will recall that our recent assessment of the.economy led to your Sep-
tember 8 recommendations, to supplement our earlier anti-inflationary actions.
Congress is nearing enactment of its part of this program. The impact of the
total program has already been felt, particularly in relaxing the strain on our
money markets and maintaining confidence that the economy is moving into
less turbulent waters.

America’s capacity to produce, combined w1th the demonstrated determination
of the administration to pursue healthy growth and reasonable price stability,
is continuing to pay off:

—The $13.7 billion rise in gross national product during the third quarter
extended the period of solid advances scored during the current, record-breaking
expansion. But it also reflected a welcome moderation from the feverish rate
of late 1965 and early 1966 that produced both imbalance and excess demand
with their accompanying price pressures. At a more sustainable pace we are
still surpassing most of the other industrial countries not only in the total value
of production and incomes but in the real rate of growth as well. Corporate
profits and personal income—both before and after taxes—continue to rise ex-
tending the most steady, sustained increase in modern times. Aftertax household
income is 7 percent higher than a year ago, generating a substantial rise in real
purchasing power.

—Unemployment rates have been at or below 4 percent every single month
this year.

—Our continued increases in capital facilities, skilled manpower and pro--
ducthlty have made it possible for us to shoulder the burdens of Vietnam without
giving up rising living standards or measured advances to our social goals. Our
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strong, stable rate of growth should continue during 1967, enabling us to meet
our responsibilities both at home and abroad without undue strain.

—OQur recent price performance shows encouraging signs. The index of raw
materials prices, which moves far in advance of wholesale and consumer prices,
has dropped 13 percent since March. Wholesale industrial prices have held
steady since July. The rise in wholesale food prices has been reversed in recent
weeks. These developments should be favorably reflected in consumer prices
in coming months.

Despite the added demands of Vietnam with their psychologxcal unsettlement,
price stability during the present expansion is superior to that of the longest
expansion of the 1950’s, 195457, when there was no conflict or dislocation re-
sulting from war. The average level of consumer prices -during that period rose
excessively but thesé jumps would have been still higher had it not been for
declines in farm products and foods. During the current expansion, consumer
prices rose less, even though this time we were absorbing increases in farm and
food products.

Qur record of prlce stability in the face of. the impact of active hostilities and -
persistently enlarging defense needs is the envy of nations throughout the world.
Indeed, a major part of the consumer cost of living increases has not resulted
from inflation in our: industrial economy but from the adjustment upward of the -
income of those who have worked the land and provided services at income levels
well below those in the industrial sector.

—Even with ever higher wage incomes, rising productivity has resulted in
stable labor costs per unit of output in manufacturing during the current expan-
sion, in sharp contrast to the 1954-57 period when these costs rose strongly.

Thus, the ability of American industry to compete in international markets,
shackled by rising production costs built in during the mid-1950’s, has been
set free during the 1960’s. Merchandise exports have grown every year since
1960 and are continuing fo expand, while there was no net growth at all between
1957 and 1960. :

Despite the substantially increased foreign exchange costs of our military
expenditures associated with the enlarged activity in Southeast Asia, we are
holding our balance of payments deficit to the reduced level of 1965 which was
half the average of the preceding years.

Early indications are that the balance-of-payments results in the third quarter
will ‘be even more encouraging. However, this is a sector of our financial life
which will require the closest continuing attention and effort. We cannot afford
increased foreign exchange burdens and must constantly seek arrangements for
our external activities that will minimize cash outflows and enable us to regain
the equilibrium that is basic to a stable world monetary system so dependent
on the dollar.

—The decline in stock market averages appears to reflect more the conditions
of money and credit, the very attractive yields on debt securities, and uncertain-
ties over the course. of events in connection with developments relating to
Vietnam, than a pessimistic economic outlook generally.

—The overall level of interest rates, which had risen so sharply this year,
has recently eased. Longer term Treasury, corporate, and municipal bond interest
rates have declined from the high levels reached in August.

—Looking ahead, the Nation need not fear recession when Vietnam hostilities
come to an end. It can look forward to continuing overall economic growth,

Sources of increasing demand are clearly observable. In the prlvate sector
they are derivative from inecreasing personal mcome, more jobs, and rising popu-
lation in the family-forming sector, and surging plant and equipment require-
ments responsive to a burgeoning technology that calls for a contlnumg moderni-
zation as well as expansmn in capacity. Moreover, a resurgence in residential
housing should follow easier monetary policy and the dip in housing. The outlook
for increased State and local expenditures is clear. You are familiar with the
need to hold back and defer worthwhile Federal expenditures which can be
released after the termination of major hostilities.

Moreover, tax reductions can be employed to offset reduced military expendi-
tures and help keep demand growing in line with our productive capacity. The
percentage of GNP devoted to Vietnam expenditures is much smaller than was the
case during World War IT and Korea, assuring a much easier transition period.
Therefore, peace in Vietnam can lead to even greater progress in living standards.

I am pleased to report, therefore, that the national economy is vigorous and
thriving. But we must continue our unceasing vigilance to guard against any
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development of imbalances. We must continue to foster appropriate policies
in keeping with national economic requirements, including tax, budgetary, and
monetary policy changes if excessive inflationary or deflationary tendencies
become evident.

Particularly, the Federal budget on the national income and product accounts
basis—our best measure of the economic impact of fiscal policy—should con-
tinue—as long as there are inflationary threats—as it has thls year, to remain
in balance or in surplus.

In addition to avoiding excessive or deficient demand, economic stability and
continued prosperity will require the earnest efforts of those responsible for price
and wage determination to avoid the cost-push inflation that can arise not from
excessive demand, but from excessive greed and abuse of monopolistic power.

I am firmly convinced that the economy possesses the capacity and the health
necessary to continue rapid and stable growth under our free enterprise system
without resort to the rigidity of overall controls whlch we have successfully
avoided.

Exhibit 20.—Remarks by Secretary Fowler, November 18, 1966, before the U.S.
Savings and Loan League, New York City, on financial and economic policy

I welcome especially the opportunity to meet and talk with this group, rep-
resenting so great a portion of the savings and loan industry in our country.

During the past year I have been in touch with many of you. by letter, and
have met with a number of you in smaller groups, in a common effort to devise
public policies designed to deal with the special problems you have had to face
in recent months.

May I also take this occasion to thank you for the assistance and advice ren-
dered to the Government through the Advisory Committee on Government
Securities for the Savings and Loan Industry.

In view of the special problems facing us, I have had the benefit of consultation
with your representatives not only at our regular annual meeting with this standing
committee, but on two other occasions with ad hoc advisory groups which your
leaders were good enough to organize, to give us the benefit of their knowledge
and assistance at critical points.

It is timely to look back, and to draw the lessons from the recent past, as we
are about to turn towards the opportunities and the problems of the coming
year, and that is what I want to do here today. Let us begin, then, before we
look ahead, by looking back at the past year.

Two pomts need partlcular emphasis, I thlnk as we consider the months we
bave just been through.

One is the unusual and temporary nature of the economic setting: we are
engaged in active hostilities against armed aggression which, in addition to the
unsettling psychological impact on markets has involved a substantial and
steadily increasing allocation of real and financial resources.

The other is the fact that, while the Treasury is not in a position to direct
those monetary developments that have been, and are, your central interest,
the Treasury has been—and is continuing to be—intensely interested and actlve

" in developing especial means to minimize the effects of wartime economic tightening
of money and credit which always falls heavily upon the mortgage market and
the housing industry.

After the most grave and searching consideration, the President declded—-and
announced-—in late July 1965, that the United States must expand its commit-~
ment to the cause of freedom in Vietnam.

During the eight quarters that preceded that announcement and the bulldup
that followed upon it, our economy had enjoyed a much needed expansion that
marked the final passing of the stagnant type economy of the late fifties. That
expansion had followed a smooth and steady course, averaging approximately
$11 billion a quarter. In the 20 quarters of 1961 through 1965 there had been an
average expansion of $9.7 billion a quarter, and much had been accomplished.

In the 5 years from mid-1960 through mid-1965, our economy had grown,
in real terms—that is, in actual output of goods and services, excluding price
rises—more than 23 percent. Actually, there had been little price rise to discount:
by the middle of 1965 wholesale prices were only about 2 percent higher than they
had been in early 1961. Meanwhile, unemployment had been driven down from
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nearly ‘7 percent to ‘4.5 percent in July 1965. Corporate profits, real personal

income, and other returns to the private sector were up sharply. Private saving,

by the way, rose 46 percent from 1960 through 1965, by contrast with a rise of

19 percent in the preceding 5 years. Private nonfarm housing starts were some

250,000 units—or 20 percent—higher in 1965 than they were in 1960, whereas

in the preceding 5 years, they fell; that is, in 1960 starts were some 396, 000 unlts .
“lower than in 1955. That was a decline of approximately a quarter.

Following the President’s announcement that our effort in -Vietnam must
increase, the expansion of our economy broke away from its smooth, steady,
sustainable upward curve. It climbed sharply to a rate of some $16 billion a
quarter. That is an increase of close to_half. This steep climb absorbed a major
share of the country’s remaining unemployed and unutilized productive capacity.
And, it brought inflationary conditions to bear in an economy that had been
ma,kiug an historic rise in conditions of exceptional economic stability.

The situation was compounded somewhat by a very rapid spurt in the private
sector during the fourth quarter of 1965 and the first quarter of this year—a
spurt that could only partly be explained by increased military orders. .

In the meantime, monetary restraint had been applied, dramatized by an
increase in the Federal Reserve’s discount rate in early December 1965, that
elevated interest rates by the summer of this year to their hlghest point in 40
years.

The Treasury, as you are probably aware, is not the monetary policymaker,
nor does it stand at the focal point of policy toward the mortgage market itself.
' The Federal Reserve Board is responsible for monetary policy, and it is an
agency answerable to the Congress from which it draws its powers directly.
The Federal Home Loan Bank %oard which is an independent agency, is prin-
cipally responsible for governmental act1v1ty affecting the ability of the savings
and loan Industry to operate in the mortgage market.

However, President Johnson authorized me to set up, under Treasury leader-
ship, in the spring of 1965 a Coordinating Committee on Bank Regulation in-
cluding the Federal Home Loan Bank Board, the Federal' Reserve Board, the
Federal Deposit Insurance Corporation and the Comptroller of the Currency
Since last December the Treasury has used its good offices, through this Com-
. mittee, to encourage‘these financial agencies to devise means to mitigate the
discriminatory effects upon the mortgage market, and the housing industry, of
the economic tightening caused by war.

The intense interest, and concern, aroused by the sw1ft rise in interest rates
during the spring and summer of this year have obscured the extent to which
there has been a shift from a fiscal policy of stimulation to one of restraint since
the buildup in Southeast Asia. Fiscal measures of restraint have been affirma-
tively used to complement the use of monetary policies in a combined program
of restraint on the 1nﬂationary pressures which accompanied the increase in our
military activities.

As the President pomted out in his September 8 message to the Congress,
the Government this year—that is, the administration and Congress working
together—acted to protect our prosperity by taking $10 billion of excess pur-
chasing power out of the economy in calendar year 1966.

This included $6 billion through increased payroll taxes for social security
and medicare; $1 billion through restored excise taxes; $1 billion through grad-
uated w1thhold1ng of ;income taxes; $1- billion through a speedup in corporate
tax payments; and $1 billion through an administrative acceleration of tax-
payments.

In addition a policy of holding back nondefense expenditures beginning in the
fiscal year 1966 and carrying through until now has had real fiscal bite,

Economists regard as the best available measure of fiscal policy and its impact
on the economy the 'so-called national income and product accounts budget.
This includes the ecohomic impact of money paid into or out of trust funds—
which can have just as great an economic impact as current income taxes or
spending for defense or space programs. It also nets out the effect of accelerations
or decelerations of revenue collections by counting revenue on an accrual basis.
It leaves out of account Federal lending or loan repayments.

On this national income basis, there was a surplus of nearly $1 billion for the
fiscal year 1966 as a whole. In the January-June 1966 period alone the budget
surplus on the national income basis ran at an annual rate of about $3 billion, .
which represented a sharp shift from the $1.5 billion, in the last 6 months of 1965.
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A surplus appears to have continued into the current fisca .year through the
quarter just ended.

This is clear and undeniable evidence that fiscal restraint has been employed
throughout this calendar year. Let us look at the results.

This carefully developed and measured use of public policy to assist the private
economy -to return to a pattern of more moderate and sustainable growth—
together with stability and balance—is bearing visible proof. The recent evidence
is reassuring, and is a good sign for the future.

The annual rates of gain in our gross national product in the two latest quarters
have been $11.1 billion and $12.3 billion. The increase in the current quarter
appears to be running closer to these rates than to the excessively rapid expansion
earlier on. This is to say that there is every reason to think that we have returned
to rates of gain that we know from experience can be sustained over the long
pull and should be relatively free from the inflation that comes from excessive
overall demand.

All Americans can take pride in the fact that we have been able to accomplish
this cooling off in our economy without a recession, and can have confidence that
the economy will continue to climb next year at a healthy rate, given reasonable
and responsible economic conduct by all concerned—Government, business, and
labor—without inflation.

There is another sense in whlch I think, all of us can take real pride. This
is the fact that -we are able now to manage our economic affairs, even in the
presence of large wartime demands, without the harsh and distorting economic
controls that marked our last such experience, in the Korean war.

This is especially notable to me because I was called in, a year after the Korean
war was underway, as Director of Defense Mobilization, to help administer the
many controls that were placed upon the economy at that time. Let me just
give you an idea of what was in effect:

—a thoroughgoing system of priorities and allocation of materials and
facilities;

—wage and price and salary controls to achieve stabilization;

~—consumer credit controls.

Under the above powers, on September 18, 1950, the Federal Reserve Board
issued regulations restricting installment buying. And, on October 12 the Reserve
Board fastened controls on residential real estat