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AMENDING THE INTERNAL REVENUE CODE

JuLy 1, 1941,—Ordered to be printed

Mr, WawsH, from the Committee on Finance, submitted the following

~ REPORT
(To accompany H. R, 4168]

The Committee on Finance, to whom was referred the bill (H. R,
4158) to amend sections 3341, 3351, and 3361 of the Internal Revenue
Code) and section 309 (a).of the Tariff Act of 1930, and to repeal section
2907 of the Internal Revenue Code, having considered the same,
report favorably thereon without amendment and recommend that
the bill do pass. . ,

The Brovisions of the bill are fully explained in the report of the
House Committee on Ways and Means, which is appended to and
made & part of this report. ' - ‘ -

[H. Rept. No, 785, 77th Cong., 18t dess.]

The Committes.on Ways and Means, to whom was referred the bill (H, R, 4158)
to amend seotions 3341, 3351, and 3361 of the Internal Revenue Code (U. 8, C,,
Supp., title 28) and section 309 (a) of the Tariff Act of 1930 (U. 8. C., Supp., title
19, sec. 1309 (a)), and to repeal section 2007 of the Internal Revenue Code, having
had-the ssne under consideration, report favorably thereon with an amendment
and recommend that it be passed, = - : RN

The committee amendment is as-follows: . : '

On page 2, line 22, ingert & comma, after the word ‘‘brewety’’, and strike out all
thereafter down to and ineluding "C‘ode,", in line 24. R

GENERAL BTATEMENT "

This bill proposes to extend all provisions of ]aw for the allowance of draw-back
of internal-revenue tax on articles exported from the United States, so far as
applicab}e, to like articles upon which an _internal-revenue tax has. heen paid
when shipped from the United States to the Philippine Islands, the Virgin Islands,
Puerto Rico, Guam, and American Samos; to provide. for the withdrawal of dis-
tilled spirits, fermented-malt liquors, and wines from internal-reyenue-bonded
warehouses, brewerjes, and winerjes and bonded wine storerooms, respectively,.
for supplies of certain vessels and airoraft; and to repeal a provision g)f law requiring
colleotion of the internal-revenue, tax on.the entire quantity of distilled spirita
contained in a oase at the time of ita removal from warehouse, where.it is with-
drawn free of such tax for exportation and is found upon reinspection -at the port
of entry to have been tampered with or to have suffered any loes or discrepanacy,
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ANALYSIS OF THE BILL

Section 1 amends subsection (¢) of section 3341 of the Internal Revenue Code
80 ag Lo extend all provisions of law for the allowance of draw-back of internal-
revenue tax on exported articles, so far as applicable, to like articles shipped to
the Philippine Islands. Subsection (¢), as it now stands, so extends only such of
the provisions of law referred to as were in existence on March 4, 1915. The
proposed amendment changes the existing law only by omitting the words “exist-
ing on March 4, 1915.” The provisions of law existing on March 4, 1915, for the
allowance of draw-back of internal-revenue tax on articles exported from the
United States are those now embodied in sections 2136, 3250 (j), and 2887 of the
Internal Revenue Code, and section 313 (d) of the Tariff Act of 1930. Those
sections of law provide for the allowance of draw-hack of internal-revenue tax
upon the exportation of tobacco, snuff, cigars, and cigarcttes, stills, distilled spirits
in packages of not less than 20 wine-gallons, and flavoring extracts, medicinal, or
toilet preparations made with domestic alcohol. Subsequent to March 4, 1915,
seetion 313 (d) of the Tariff Act of 1930 was amended by section 402 of the i.,iquor
Tax Administration Act by adding thereto a provision for the allowance of a draw-
back equal to the internal-revenue tax found to have been paid upon the expor-
tation of distilled spirits and wines manufactured or produced in the United States
and bottled especially for that purpose. This amendinent of section 313 (d) of
the Tariff Act is now embodied in section 3179 (b? of the Internal Revenue Code.
The proposed amendment of subsection (¢) of section 3341 of the Internal Revenue
Code will, therefore, have the effect of adding subsection (b) of section 3179 of
the Internal Revenue Code to the several provisions of law for the allowance of
draw-back of internal-revenue tax already applicable to articles shipped to the
Philippine Islands, and thereby permit allowance of a draw-back equal to the
internal-revenue tax found to have been paid upon shipment to the Philippine-
Islands of distilled spirits and wines manufactured or produced in the United
States and bottled especially for that gnrpose or for export. )

Seetion 2 of the bill amends seetion 3351 of the Internal Revenue Code by ddding
at the end thereof a new subsection, designated ““(¢)’’, which extends all provisions
of law for the allowance of draw-back of internal-revenue tax on articles exported;
so far as applicable, to like articles shipped from the United States to the Virgin
Islands. 'i‘he existing law makes no provision for the allowance of draw-back
of internal-revenue tax paid on articles shipped to those islands, The proposed
amendment of section 3351 will give the &rgiu Islands the same status as the
Philippine Islands in respect of the allowance of draw-back of internal-revenue
tax paid on articles shipped to the islands, .

'l‘Lc first paragraph of scetion 3 of the bill amends subsection (¢) of section
3361 of the Internal Revenue Code by extending all provisions of law for the
allowance of draw-back of internal-revenue lax on articles exported, so far as
applicable, to like articles shipped from the United States to Puerto Rico, Guam,
and American Samoa. Subscction (¢) now extends only those provisions of law
“in effeet on March 4, 19156,” for the allowance of draw-back of internal-revenue
tax on exported articles, so far ag applicable, to like articles shipped to Puerto
Rico. The existing law makes no provision for the allowance of draw-back of
internal-revenuc tax paid on articles shipped to Guam or American Samoa. The
proposed amendment will have the effect of placing Puerto Rico, Guam, and
American Samoa in a status of equality with the Philippine Islands and with
the Virgin Islands in respect of the allowance of draw-back of internal-revenue
tax paid on articles shipped to them from the United States. The R}ioposcd
amendment changes the existing law by omitting the words *“in effect on March 4,
1915,” and “the island of”’ and by substituting a comma for the period after
“Pucrto Rieo’’ and adding “Guam, or American Samoa.”

The reasons for allowing draw-back of internal-revenue tax on certain articles
when exported apply with equal force in the case of shipment of such articles to
the insular possessions.  The allowance of draw-back of such tax enables shippers
of the articles from the United States better to meet competitive conditions pre-
vailing in the insular posscssions.  The proposed amendments will have the effect
of inereasing trade with the insular possessions in the particular articles, without .
materially affecting the internal revenue derived from such articles,

The second paragraph of section 3 of the bill amends subscetion (a) of section
309 of the Tarfl Act of 1930, as mncndcd‘, by inserting, after the words *‘internal
revenue tax”, a comma and the words “or from any internal revenue bonded
warchouse, from any brewery duly qualified under the provisions of section 3165
(n) of the Internal Revenue Code, or from any winery premises or bonded prem-
ises for the storage of wine, free of internal revenue tax.”
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Subsection (a), as it now stands, provides for the withdrawal, under regulations,
of articles of foreign or domestic manufacture or production from bonded ware-
houses, bonded manufacturing warehouses, or continuing customs custody else-
where than in a bonded warehouse, free of duty or internal-revenue tax, for
supplies of certain vessels and aireraft. The purpose of the proposed amendment
is 1o provide for the withdrawal of distilled apirits, fermented-malt liquors, and
wines from the buunded place of storage or manufacture, as the case may be, free
of internal-revenue tax, for supplies of such vessels and aireraft,

The amendment in the form proposed, however, appears to be susceptible of an
interpretation not entirely consistent with its purpose. The use of the phrase
“duly qualified under the provisions of section 3155 (a) of the Internal Revenue
Code’” in connection with the word “brewery”’ carries an implication that the other
establishments specified need not be duly qualified. Such an implication would
be avoided if the words ‘“duly (waliﬁed under the provisions of section 3155 (a)
of the Internal Revenue Code” were stricken out. ‘The naming of the several
kinds of premires from whieh the articles may be withdrawn, without reference
to qualification, would be in harmony with the style used in the same section to
describe customs bonded premises, and would not appear to be susceptible to
questionable inferences. Giving effect to the amendment proposed by the com-
mittee, referred to on the first page of this report, the second paragraph of section
3 of the bill will read: )

“That section 309 (a) of the Tariff Act of 1930, as amended, be further amended
by inserting after the words ‘internal revenue tax’ a comma and the words ‘or
from any internal revenue bonded warchouse, from any brewery, or from any
winery premises or bonded premises for the storage of wine, free of internal
revenue tax.' ”’ ,

The amendment will have the effect of permitting the withdrawal, free of tax,
for supplies for the vesscls and aireraft specified, (1) of distilled spirits from
internal-revenue-bonded warchouses, either in original packages or after bottling
in bond; (2) of fermented malt liquors from breweries, either in barrels or kegs
or for bottling and removal; and (3) of wines from bonded wineries and bonded
wine storerooms, either in casks, barrels, cases, or other suitable containers, This
would ¢nable domestic producers of distilled spirits, fermented malt liquors, and
wines to meet more efféctively the competition of like articles of foreign manufac-
ture whieh, under the existing law; may be withdrawn from customs custody for
such purpose free of duty.

The third paragraph of section 8 of the bill would repeal section 2907 of the
Internal Revenue Code, Section 2807 provides, in substance, that where upon
reinspection at a port of entry any case of distilled spirits bottled in bond for
export is found to have been opened or tampered with, or where any loss. or dis-
crepancy is found to exist as to the contents of any case, the tax on the spirits
contained in each such case at the time of removal from warehouse shall be colleeted
and paid, This seetion is inconsistent with section 2801 (c¢) of the Internal
Revenue Code, which makes provision for relief from tax where distilled spirits
on which the tax has not been paid are lost by theft, accidental fire, or other
casualty, while in the possession of a common carrior subject to the Transportation
Act of 1920 or the Morchant Marine Aot of 1920, It is also inconsistent with the
provisions of section 2889 of the Internal Revenue Code, which authorizes an
allowance to be made for leakage or loss of spirits from distillers’ original packages
by unavoidable accident, and without any fraud or negligence of the distiller,
owner, exporter, carrier, or their agents or employees, oceurring during transporta-
tion to the port of export. The repeal of section 2907 will have the effect of per-
mitting cases of bottled-in-bond spirits from which losses have been sustained in
trangit for export to be treated in substantially the same manner as distillers’
original casks or packages when reinspected at the port of entry.

The following letter was received from the Secrotary of the Treasury:

TREASURY DEPARTMENT,
Washington, May 22, 1941,
Hon, R. L. DovuanuroN,
Chatrman, Commitlee on Ways and Means,
House of Representatives,

My Dear Mn, Cuamnman: Referring to your lettor of March 26, 1941, and to
tho reply of this Department dated March,27, the following repart on H, RR. 4158
a bill to amend sections 3341, 3361, and 336_1 of the Internal Revenue Code anc
section 309 (a) of the Tariff Aot of 1930, and to repeal section 2907 of the Internal
Revenue Code, is submitted for the consideration of your committee,
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The first section of the bill would so amend subsection (¢) of scetion 3341 of
the Internal Revenue Code as to extend all provisions of law for the allowance of
draw-back of internal-revenue tax on articles exported from the United States,
50 far as applicable, to like articles upon which an internal-revenue tax has been
paid when shipped from the United States to the Philippine Islands, Subsection
(c), as it now stands, extends only those provisions of law ‘“‘existing on March 4,
1915,” for the allowance of draw-back of internal-revenue tax on exported articles
to like articles shipped to the Philippine Islands. The amendment would have,
the effect of adding subsection (b) of section 3179 of the Internal Revenue Code,
which provides for the allowance of a draw-back equal to the internal-revenue
tax upon the exportation of distilled spirits and wines bottled especially for the
purpose, to the several laws for the allowance of draw-hack of internal-revenuc
tax already applicable to articles shipped to the Philippine Islands, Subsection
(b) of scetion 3179 was originally enacted on June 26, 1936, as an amendment of
section 313 (d) of the Tariff Act of 1930 (U. 8, C., title 19, sec. 1313 (d)).

Scetion 2 of the bill would amend scetion 3351 of the Internal Revenue Code
by adding at the end thercof a new subsection designated ‘“(c),” which would
extend all provisions of law for the allowance of draw-back of internal-revenue
tax on articles exported, so far ag a];iplicable, to like articles shipped from the
United States to the Virgin Islands. The existing laws make no provision for the
allowance of draw-back of internal-revenue tax upon articles shipped to those.
islands, The proposed amendment of scetion 3351 will give the Virgin Islands
the same status as the Philippine Islands, in respect to the allowance of draw-bhack
of internal-rovenue tax on articles shipped to the islands. The amendment will
not only extend the provisions of subsection (b) of section 3179 to shipments of
like articles to the Virgin Islands, but will similarly extend to articles shipped to-
those islands the provisions of the previously enacted laws for allowance of internal
revenue draw-back now embodied in sections 2136, 3250 (j), and 2887 of the
Internal Revenue Code, and section 313 (d) of the Tariff Act of 1930. Thege
sections of law provide for the allowance of draw-back of internal-revenue tax upon
the exportation of tobacco, snuff, cigars, and cigarettes, stills, distilled spirits in
packages of not less than 20 wine-gallons, and flavoring extracts, medicinal or
toilet preparations made with domestic aleohol, respectively.

The first paragraph of section 3 of the bill amends, in like manner, subseotion
(¢) of section 3361 of the Internal Revenue Code by extending all provisions of
law for the allowance of draw-back of internal-revenue tax on articles exported,
80 far as applicable, to like articles shipped from the United States to Puerto
Rico, Guam, or American Samoa. Subsection (c), as it now exists, extends only
those provisions of law ‘“‘in effect on March 4, 1915,”" for the allowance of draw-
back of internal-revenue tax on exportcd articles, so far as applicable, to like
articles shipped to Puerto Rico. The existing law makes no provision for the
allowance of draw-back of internal-revenue tax on articles shipped to Guam or
American Samoa. The Kroposed amendment will have the effect of placing
Puerto Rico, Guam, and American Samoa in a status of equality with the Philip-

ine Islands and the Virgin Islands in respect to the allowance of draw-back of
internal-revenue tax on articles shipped to them from the United States,

There appears to be no reason wl\y the provisions of the draw-back laws should
not be extended as proposed. The same reasons for allowing draw-hack whon
articles are exported apply with equal foree in the case of shipment of such articles
to the insular possessions. Such extension of the draw-back laws will better
enable shippers of the articles from the United States to meet competitive condi-
tions prevailing in the insular possessions, While the proposed amendments, if
cnacted, will tend to increase trade with the insular possessions in the particular
articles, the revenue derived from such articles will not be materially lessened,

T'he second mmgra{)h of section 3 of the bill would further amend subscetion.
(a) of section 309 of the Tariff Act of 1930, as amended, by inserting, after the
words “internal revenue tax’, a comma and the words ‘“‘or from any internal
revenue bonded warchouse, from any brewery duly qualified under the provisions
of section 8155 () of the Internal Revenue Code, or from any winery premises or
bonded premises for the storage of wine, free of internal revenue tax.” Subsection
(a), as it now stands, provides for the withdrawal, under regulations, of articles
of foreign or domestic manufacture or ?roduction from bonded warehousces,
bonded manufacturing warchouses, or continuing customs custody elsewhere than
in a bonded warchouse, free of duty or internal-revenue tax, for supplies of certain
vessels and aireraft, The apparent {)ugposo of the proposed amendment is to
provide for the withdrawal of distilled spirits, fermented malt liquors, and wines
from the bonded place of storage or manufacture, as the case may he, free of inter-
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nal-revenue tax, for supplies of such vessels and aircraft. The amendment in
the form proposed, however, appears to be susceptible of an interpretation not
entirely consistent with the purpose indicated., The use of the phrase “duly
qualified under the provisions of section 31565 (a) of the Internal Revenue Code”
in connection with the word “brewery” carrics an implication that the other
establishments specified need not be duly qualified. It is suggested that such ar
implication would be avoided if the words “duly qualified under the provisions
of section 3185 (a) of the Internal Revenue Code’’ were stricken out, The naming
of the several kinds of Premises from which the articles may be withdrawn,
without reference to qualifieation, would be in harmony with the style used in
the same section to describe customs bonded premises and would create an infer-
ence that only premises established in accordance with law were contemplated.

The proposed amendment will have the effect of permitting the withdrawal,
free of tax, for supplies for the vessels and aireraft specified, (1) of distilled spirits
from internul-revenue-bonded warehouses, either in original packages or after
bottling in bond, (2) of fermented malt liquor from breweries, either in barrels
or easks or for bottling and removal; and (3) of wines from bonded wineries and
bonded wine storerooms, either in casi(s, barrels, cases, or other suitable containers,
This would ensble domestic producers of distilled spirits, fermented malt liquors,
and wines to meet more effectively the competition of similar articles of foreign
manufacture which, under the existing law, may be withdrawn from customs
custody for such purpose free of duty. The amendment will not materially affect
the revenue, .

The third paragraph of seetion -8 of the bill would repeal section 2907 of the
Internal Revenue Code. Section 2907 provides, in substance, that where upon
reinspection at a port of entry any case of distilled spirits bottled in bond for
export. is found to have been opened or tampered with, or where any loss or dis-
crepancy is found to exist as to the contents of any case, the tax on the spirits
contained in each such case.at the time of removal from warehause shall be col-
leeted and paid, This section is inconsistent with section 2901 (¢) of the Internal
Revenue Code, which makes provision for relief from tax where distilled spirits
on which the tax has not becn paid are lost by theft, accidental fire, or other
casualty, while in the possession of & common carrier subject to the Transporta-
tion Act of 1920 or the Merchant Marine Act of 1920. It is also inconsistent
with the provisions of sections 2885 and 2886 of the Internal Revenue Code,
which deal with the exportation of distilled spirits in distillers’ original casks or
packages, The latter sections provide for an accounting for any loss or discrep-
ancy disclosed upon reinspection of any cask or package at the port of entry,
but do not neccessarily require collection of the tax on the spirits remaining in
the package, The repeal of section 2907 will have the effect of permitting cases
of bottled-in-bond spirits from which losses have been sustained in transit for
export to be treated in substantially the same manner as distillers’ original casks
or imckages when reinspected at the port of entry.

The Treasury Department will interpose no objection to the proposed legis-
Iation,

The Department has been advised by the Bureau of the Budget that there is
no objection to the submission of this report to your committee.

Very truly yours,
Jonn L., SuLLivAN,
Acting Secretary of the Treasury.

CHANGES IN EXISTING LAW

In compliance with paragraph 2a, of rule XIII, of the Rules of the
House of Representatives, changes in existing law made by the bill
are shown as follows (existing law proposed to be omitted is enclosed
in black brackets; new matter is printed in italic; existing law in
which no change is proposed is shown in roman):

(Amended p;ovisions of the Intornal Revenue Code)

SEC. 3341, SHIPMENTS FROM THE UNITED STATES,
* * * * * * *
(¢) DRaw-BACK oF Tax Paw 1N THE UNitep StaTms.—All provisions of law
[existing on March 4, 1915,] for_the allowance of draw-back of internal-revenue
tax on articles exported from the United States are, so far as applicable, extended
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to like articles upon which an internal revenue tax has been paid when shipped
from the United States to the Philippine Islands.

SEC. 3351. SHIPMENTS FROM THE UNITED STATES.
* * * * * » *

(¢) Draw-pack or Tax Parp1x rax Unirep SrarEs,—All provisions of law for
the allowance of draw-back of internal-revenue tax on articles exported from the United
States are, so far as applicable, extended to like articles upon which an internal-
revenue laz has been paid when 8}zippcd from the United Stales to the Virgin Islands.

SEC, 3361, SHIPMENTS® "ROM THE UNITED STATES,
* * * * * * *

(¢) Draw-BAck oF Tax Paip N rHE UnNiTED StaTES.—All provisions of law
Lin effect on March 4,-1915,] for the allowance of draw-back of internal-revenue
tax on articles exported from the United States are, so far as applicable, extended
to like articles ugon which an internal-revenue tax has been paid when shipped
from the United States to [the island of ] Puerto Rico, Guam, or American Samoa.

(The Tariff Act of 1930, as amended)
* * * * * * *

Skc. 309. SUPPLIES FOR CERTAIN VESSELS AND AIRCRAFT.

(a) ExemprioN rrom CustoMs DurTiEs AND INTERNAL-REVENUE Tax.—
Articles of foreign or domestic manufacture or production may, under such regu-
lations as the Secretary of the Treasury may preseribe, be withdrawn from bonded
warehouses, bonded manufacturing warehouses, or continuous customs custody-
elsewhere than in a bonded warehouse free of duty or internail-revenue tax, or from
any internal revenue bonded warehouse, from any brewery, or from any winery premises
or bonded premises for the storage of wine, free o{ internal revenue tax for supplies (not
ineluding equipment) of vessels of war, in ports of the United States, of any nation
which may reciprocate such privilege toward the vessels of war of the United States
in its ports, or for sup‘plics (not including equipment) of vessels employed in the
fisheries or in the whaling business, or actually engagcd in forcign trade or trade
hetween the Atlantie and Pacific ports of the United States or between the United
States and any of its possessions, or for supplies (not including equipment) of
aircraft registored in the United States and actually engaged in foreign trade or
trade between the United States and any of its possessions, or for supplies (includ-
ng equipment), maintenance, or repair of aireraft registered in any foreign country
and actually engaged in foreign trade or trade between the United States and any
of its posossions, whoere such trade by forcign aircraft is permitted.

* * * * * * *
(Internal Revenue Code)

[SEC. 2907. COLLECTION OF TAX IF EXPORT CASES ARE TAM-
PERED WITH.]

[ Where, upon reinsfmcti(m at the port of entry, any case containing or purport-
ing to contain distilled spirits for export is found to have been opened or tampered
with, or where any mark, brand, stamp, label, or seal placed thereon or upon any
hottle contained therein has been removed, changed, or willfully defaced, or where
upon such reinspection any loss or discrepancy is found to exist as to the contents
of any case so entered for export, the tax on the spirits contained in each such case
at the time of its removal from warehouse shall be collected and paid.}
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