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e s memeaena b+ e

TO AMEND CERTAIN PROVISIONS OF,THE INTERNAL
REVENUE CODE

THURSDAY, MARCH 5, 1942

Unirep Srates Senare, CoMMITTEE ON FINANCE,
Washington, D. C.
The committee met at 10:30 a, m., pursuant to call, in room 312,
Senate Office Building, Senator Walter K. George (chairman) presiding,

H. R, 6531

The Cuamrman, We have two or three bills here this morning that
it is necessary to take up, before getting through, and the first will be
1I. R, 6531, There are a number of witnesses here to testify on that
bill, which is a bill to suspend the effectiveness during the existing
emergency of terift duties on scrap iron, serap steel, and nonferrous
nietal serap.

(H. R. 6531 is as follows:)

(H. R. 8531, 77th Cong., 2d Sess.}

AN AC'T To suspend the effectiveness dering the existing national emergency of tariff duties on scrap iron,
scrap steed, and nonferrous-metal scrap.

e it enacled by the Senate and House of Representatives of the United Stales of
America ir Congress assembled, ‘That no duties or import taxes shall be levied,
collected, or payable under the Tariff Act of 1930, as amended, or under section
3425 of the Internal Revenue Code, with respect to serap iron, serap steel, as de-
fined in paragraph 301 of the Ta iff Act of 1930 (U. 8, C,, title 19, sec. 1001, par.
301), relaying and rerolling rails, or nonferrous-metal serap entered for consump-
tion or withdrawn from warchouse for consumption during the period beginning
with the day following the date of enactment of this Aet and ending with the
termination of the unlimited national emergeney proclaimed by the President on
May 27, 1941,

The first of the witnesses we have today, I understand, is Mr,
William Husted, _

Mr. Husted, is there a spokesman for the whole group here this
morning?

My, Hustep. I think that Mr, Vigor, of the Iron and Steel Section,
War Production Board, would be qualified to act as spokesman,

Senutor Vanpenpera. 1s there any opposition to this measure?

The Cuamrman, None that I know of, but 1 thought we would
have a word of explanation by Mr. Vigor as to the purpose of the
House bill, H. R, 6531,

STATEMENT OF FRANK VIGOR, IRON AND STEEL BRANCH, WAR
PRODUCTION BOARD

Mr. Vicor. I am here on behalf of the War Production Board, and
we are urging the passege of this bill, in order to remove, as far as
possible any impediments to the importation of scrap. Accurate

1
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figures, of course, with respeet to the wmount of serap that will be
availuble during, for example, the remainder of this year, are impos-
sible to obtain; but according to our best estimate, if we sueceed in
getting as much serap as we got last year, which is doubtful, we will
still be short approximately 6% million tons of metallies neecessary to
operate our open hearth and electrie furnaces to their full eapacity.

Senator La Fornwrre, What is the present duty?

Mr. Vigor. Seventy-five cents, Senator La Follette.

Senator YanpeNsera, That is, on iron and steel?

Mr. Vicor. Iron and steel serap, and I am speaking only on those
ruterials beeause 1 represent the raw materinls seetion of the iron und
steel branch.

Senator VanoeNsenre, This bill applies to other metals also?

Mr. Vicon. It applies to nonferrous serap also, on which the duty,
I understand, is substantinlly higher; somewhere in the neighborhood
of 4 cents a pound.

Senator Vanpexsera. Four eonts on aluminum, 24 cents on lead,
per pound; and 1% cents on zine.

Mr. Vicor. I think it is 4 cents on eopper; is that not on the list,
Senator?

Senator La Forerrre, Where is the list?

The Caatraan. It isin the House report on page 3.

Mr. Vicor., We are facing this situation: In the year 1940 we
melted in the open hearth and eleetrie furnaces of the country approxi-
mately 46,000,000 net tons of serap iron,  Up to that time, that was
the largest year in the history of the industry.  Now, on top of that,
in 1941, we melted 60,000,000 tons, and of thet about 33,000,000 tons
were what we now term “home” serap, that is, serap produced within
the steel industry itself, in the process of finishing steel; and approxi-
mately 27,000,000 tons were purehased sernp.

Now, during that period of events, the inventories of serap in the
hands of dealers and in the ands of the steel companies were reduced
about 4,000,000 tons, indicating that the amount of new serap brought
in was 23,000,000 {ons.

Now, if we are successful in keeping up receipts of serap at that
rate, we are still going to be short 615 million tons of metallies. T sav
that because the shortage can be made up cither of serap or pig iron,
however, it is quite obvious that it means serap iron, becruse we,
definitely, with a degree of certainty, know what our production of pig
iron is going to be.

Now, the Bureau of Industrial Conservation, under Mr. Rosenwald,
is carrying on a number of campaigns for the removal of dormant
serap such as in the homes and on the farms, disearded objects, obso-
lete equipment, and so forth, and then, the notorious automobile
graveyards—they are, of course, on the credit side of the picture, and
those campaigns will produce & very substeniial amount of scrap.
However, on the debit side of the picture ecines the fact of the con-
version of the automobile industry to full-tinse wav basis which is
definitely going to reduce their stpply of seran {nstead ofeconomiz-
ing, a lot of material was sacrificed to symmetyy of foru in the auto-
mobile industry which was a tremendous producer uf serap; but today,
instead of making pleasure cars, they are weking jeeps and Army
cars and tanks, and if you look st thosc vehicles, the most casual
observation will show you that the amount of serap that you will
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get from these vehieles you ean stick in your eye, beenuse they are
square-cut, und there is no waste,

Now, the railrouds, with their serapping enmpuign, have always
constituted a large store of serap, bhut today everybody knows that a
car and n locomotive, us long us it can be put in serviee, will be rolling
and serving in this emergeney long past the period when it would have
heen seraped under ordinary times. So, between the red side and the
side of the new eampaigns, and considering the low production of
serap in eertain industries, we stll think that 23,000,000 tons is a
cood estimate, and, as 1 say, thut will leave us short possibly some
6 or 61 million tons of metal Tor use in open-hearth furnaces and elee-
trie furnuces.

Thercfore, we feel that it is extremely important that we hegin
now to remove every possible impediment toward the importation of
serap, and, of course, if we get all we think is available in South and
Jentral America and the Caribbean Islands, we still will not make
up the shortage.

Senator VanpensrraG, Do they not need their serap?

Alr. Vicor, No, sir; they do not, becruse they have no stee indus-
try, practically speaking; they have some foundries, but they are very
small consumers of scrap.

Senntor VANDENBERG. As a matter of curiosity, could you tell ma
how much serap was sent to Japan within the last 5 years?

Mr. Vicon. The figures are aveilable, Senator. Unfortunately
I do not have them with me, but I expeet there has been in the neigh-
borhood of six or seven million tons.  As 1 say, however, the figures
are available,

The Caarraan, We will get that back without passing any bills.

Mr. Vicor, Yes, sir; and 1 am afraid in most unweleome form,

The Craieman, Are there any further questions?

(No response.)

The Cuamaan. Thank you verymuch, My, Vigor.

Are theve any other spokesmen here?

Mr. Vicor. Mr. Husted from the War Produeticn Board has
details of the serap distribution in this hemispheve; and Mr., Allon s
here from O. P. A., the Oftice of Price. Administention, and Major
Butler is hero from the Army and Navy NMunitions Board.

Scnator VANDENBERG, Let me ask one other question:

How much loss of revenue is involved to the Treasney in this
suspension, just an estimate?

1 Mr, Vicor, Well, it we nssume that there is a millien and o half tons
that can bo brought in, the loss of revenue is a dittle more than
$1,000,000.

Senator La Forunerre. That does not even appear in any of the
sheets we have—-any more,

Mr. Vicor. The figure of $1,000,000?

Senator La Foururre. No.

Mr. Vicor. No, sir; we do not state that figure,

Senator L ForLkren, Mre, Chairman, 1 do not want to deny any
other of the esteemed gentlemen here today an opportunity to
appear before us and make a statement if they deem it advisable, but,
as fae as I am concerned, T am satisfied with Mr. Vigov’s statement,

The CHamrMAN, Are there any other members of the committee
who desire to hear any other witnesses?
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Scenator Jounson, May I ask a question?

The Cualrman, Yes,

Scnator Jounson. This pertains only Lo serap, and not to any raw
metal production whatever?

Mr. Vicon. That is right sir; it does not pertain to ore. I do not
know whether the bill has reached you, although I think in the form
it has reached you, it includes relaying and rerolling rails.

The Cuarman. Yes; it does earry that.

Mvr. Vigor. And that is extrenely important, because the Army,
for various purposcs, is desperately in need of relaying rail, and the
so-called rerolling mills, which are enaged on, I would suy, 90 to 95
percent in high rated defense business, need revolling rails. Now,
serap rails, of course, are covered by the term “serap iron.”

The Cuamraan. Will you please explain that phrase, rerolling rails?

Mr. Vigor., They are rails not suitable for further usc as rails,
that is, they are not suitable for re-laying. The rerolling mills have a
proeess by which they split the rails and use the so-called ball of the
rail, that'is, the top of the mil, as a material in rerolling and making
small angles and things of that type, and it is a very important seg-
ment of the iron and steel industry, which is not often heard of
outside but within the industry it is very important.

The CuameMan. In view of the expression indicated by the com-
mittee, I thank the other gentlemen who are here today and hardly
think it is necessary to hear anyone clse, unless someone here desires
to make a statement.

Senator Vanpennera. 1 would like to ask for the record, Mr.
Chairman, about the termination of this emergeney, as it is carried
in the act, because it says “and ending with the termination of the
unlimited national emergeney proclaimed by the President on May
27, 1041.”

How is that date fixed, by subscquent Presidential proclamation?

The CuamMan. By subsequent Presidential proclamation termi-
nating the national emergency. That is my understanding, and I
think that is correet.

Did you care to make a statement, Mr, Husted?

Mr. Husten. 1 would like to usk for this bill to be expedited so
far as possible, aud 1 have a telegram here which is one of several
we have reecived.  May T read it?

The Cramsan. Yeos.

Mr, Husrep, 1t is from the Beghlehem Steel Company, from their
Scattle Office, and says:

Seattle office advises introduction of bitl H. R. 6531 to suspend serap import
duties has frozen shipments from British Colun.bin,  Advise present status of

bill and when this question is likely to be disposed of one way or the other as it is
interfering seriously with serap movement in the meantime,

BeruLeuesM Steen Co.
L. D. GreeNE, Assistant Purchasing Agent.
The Cmateaan. You may put that in the record if you wish to.
My, Ilvsrep, We would like to stress again the fact of a terriblo
shortage and the fact that this bill has frezen the movement of serap
from Cenada and ask you to expedite the bill as far as it is humaenly
possible.
(Whereapon the committee proceeded with the consideration of
other matters,)
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H. R. 6543 AND H, R. 6273

The Crairvan. There is another bill here, I R, 6543, a House
bill to amend certain provisions of the Internal Revenue Code relating
to the production of alcohol.

Senator Gurney is present, on that bill.

Senator Gurney, will you please make such a statement to the
committee as you desire to mako? I believe you have an amend-
ment that you wish to offer.

(H. R. 6543 is as follows:) .

[H. R, 0543, 72d Cong., 24 sess.]
AN ACT Toamond certain provisions of the Internal Revenue Code rolating to the production of aleohol.

Be il enacted by the Senate and House of Representalives of the United States of
America in Congress assembled, That scction 2883 of the Internal Revenue Code
(relating to transfer of spirits at registerced distilleries) is amended by adding at
the end thereof the following:

“(d) Under regulations to he prescribed by the Commissioner and approved by
the Seerctary, distilled spirits of any proof may be removed in approved contain-
ers, including pipe lines, from any registered distillery (including registered fruit
distilleries) or internal revenue bonded warehouse to any other registered distillery
(including registered fruit distilleries) or internal revenue honded warehouse for
redistillation and removal as provided in (¢): Provided, That in case of removals
of distilled spirits to any registered distillery (including registered fruit distilleries)
for redistillation, the receiving distiller shall undertake to assume liability for the
payment of the tax on the s}girits from the time they leave the warchouse or dis-
tillery, as the casc may be: Provided further, That any such spirits of one hundred
and sixty degrees of proof or greater may be removed without redistillation from
any internal revenue bonded warehouse as provided in (¢): Provided further, That
such spirits may be stored in tanks in any internal revenue bonded warehouse:
And provided further, That sections 2836 and 2870 shall not apply to the produc-
tion and removal, and such sections and sections 2800 (a) (5) and 3250 (f) (1)
shall not apply to the redistillation and removal, of such spirits.

“(e) TRaNSFER OF SpiriTs FOR REDIeTILLATION.—Under regulations to be
preseribed by the Commissioner and approved by the Secretary, and subject to
the provisions of part II of subchapter C of this chapter, spirits of any proof may,
without payment of tax and in bond, be removed in approved containers, includin
pipe tines, from registered distilleries (including registered fruit distilleries) an
internal revenue bonded warehouses to industrial alcohol bonded warehouses and
industriel aleohol plants for redistillation and removal for any tax-free purpose,
or upon payment of tax for an}i_purpose, authorized by said part II of subchapter

of this chapter: Provided, That when the spirits are so withdrawn, the tax
liability of the producing distiller and the internal revenue bonded warehouseman,
and the liens on the premises of the producing distiller shall cease, and the tax
shall be the liability of, and the licns shall be transferred to the warehouse or plant
of, the industrial aleohol bonded warehouseman or proprietor of the industrial
aleohol plant to whom the spirits are transferred: And provided further, That any
such spirits of one hundred and sixty degrees of proof or greater, so removed and
stored in any alcohol bonded warehouse, may be removed from such warehouse
without redistillation for any tax-free purpose, or upon payment of tax for any
purpose, so authorized: And provided further, That sections 2836 and 2870 shall
not apply to the production or removal of spirits of any proof for such redistilla-
tion. This subsection and subsection (d) shall cease to be in effect upon the
termination of the unlimited national emergency proclaimed by the President on
May 27, 1941.”

Passed the House of Representatives March 2, 1942,

Attest: SOUTH TRIMBIéE,

erK.

By H. NEWLIN MEGILL.
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STATEMENT OF HON. CHAN GURNEY, UNITED STATES SENATOR
FROM SOUTH DAKOTA

Senator Gur~Ney. Thank you very much, Mr. Chairman, for
f.)l'h)wing nie to appear before the committee and briefly present the

ill.
It is of a technieal nature, and also a lawyer is needed to explain
the reasons that make the amendment necessary.

For the committee’s information, 1 have prepared copies here, and
if someone could pass them around—--

The CuarrMan, Mr. Clerk, will you please pass them around.

Scnator GurNey. 1 will present the amendment. I might say that
this bill, H. R. 6543, was introduced in the House at the same time an
identical bill was introduced in the Senate by Senator McNary. He
would be presenting the amendment this morning except that he was
called downtown, and he asked me to present it for him.

My particular interest in the bill is the fact that the War Depart-
ment has found it necessary to secure huge additional amounts of
alcohol for manufacture of powder, and they are having the beverage
industry take over from 60 to 100 pereent, in the making of industrial
alcohol out of some 200,000,000 bushels of corn and wheat. The
beverage industry now finds itself in *” ¢ position, because of the tax on
beverage aleohol, where it makes it almost impossible to operate and
make this industrial aleohol under the existing law. They have to, in
some cases, in some of the distilleries, make alcohol of 160 proof and
then transfer that to some other more modern refinery wherein they
bring it up to 190 proof, and the purpose of this amendment and the
bill, the original bill, is to relieve the first refinery from the lLiability
of the tax as it passes the spirits from the first refinery, sny, to the
bonded warehouse, and from there to a more modern refinery—and it
may go through two or three such steps. I understand that Mr.
Forest was notified that the hearing would be held this morning on this
bill, He is with the Alcohol Tax Unit of the Treasury Department,
and I expect he is present.  Also, our legislative counsel, Mr. Murph,
and Mr. McMillan, spent a half a day on this bill, and they are mucK
better prepared than I to explain the actual reasons behind the
passage of the bill.

The Cuarrman. We passed a similar bill to this some time back,
a few weeks ago, did we not?

Senator Gur~NEY, That did not cover the situation, I am informed.

The Cuairman, That did not? This is, then, in aid of the previous
legislation?

Scnator Gurney, That is right.

The Cuairzman. I sce. Proceed.

Senator GurNey. And the legislative counsel and Mr. Forrest, [
am sure, could give you a better picture than I can.

Scnator Gurrey. Senator Gurney, has this the approval of the
Depa;'hment of Internal Revenue, or are they opposed to your amend-
ment?

Senator GurNEY. Mr. Forrest, I suppose, could speak for them and
explain the reasons they have, and, further, the fact that they want
to expedite action and get everything ready to start,

The Cuamrman. Mr. Forrest, will you come forward, please?
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STATEMENT OF NORMAN FORREST, ALCOHOL TAX UNIT,
TREASURY DEPARTMENT

The CrairmaN, Does this bill and the proposed amendment—you
are familiar with the proposed amendment? '

Mr. Forresr. Yes, sir.

The Cuairman. Does it have the approval of your agency?

Mr. Forrest. The bill, as amended in the House, has, sir.  Inci-
dentally, T understood there was an amendment over on page 3
which does not appear in this copy 1 have, that has the approval of
the Department, but the two amendments do not have, and the
reason for that—by the way, these two amendments have been
discussed heretofore in the office of the Alecohol Tax Unit.

So;;mtor La ForLerre. Which amendments are you talking about
now

Mr. Forrest. Both.

Senator La ForLerre. What is the other one?

Mr. Forresr. Well, the first amendment is as to the transfers of
the lien and liability from the one distillery to another distillery where
there is a transfer from one distillery to another distillery under sub-
section (d); and the other one is as to the allowances of the losses,
whenever there is a transfer under the subsection.

The CramrmaN. Well, are the amendments you speak of now in-
cluded in the bill?

Mr. Forrest. No, sir; they are the ones the Senator——

Senator La Fouuerre. They are all on this onc sheet; are they
not? [Handing document to witness.]

Mr. Forrest. They have been rewritten, since [ saw them. Now,
the first paragraph is the one about the transfer of liens, while the
second paragraph covers allowances of losses, and the third and
fourth paragraphs are for the correction of clerical errors as to the
proper use of the words ‘‘such spirits,” and that is to prevent limiting
of the spirits covered, and to apply to all spirits moved under the
bill. To properly explain it, you have to go to section 2883 of the
Internal Revenue Code which is the old section 308, the Liquor Tax
Administration Act, in which Congress recognized the distinction be-
tween aleohol and other distilled spirits, It first recognized that in
title 111 of the Prohibition Act, passed in 1919. That title covers
distillates of 160° of proof, and up, recognizing such distillates to be
alcohol, and in 1936 Congress passed 2883, that is, 308, which recog-
nized that distinction and provided that when distillers distilled
spirits were produced in beverage distilleries at 160° of proof and
reduced to proofs ranging from 159° down to 100°, those spirits might
be removed for beverage purposes only.  The act of January 24, 1942,
added o new subsection (¢) to 2883. Subscetion (¢) provided that
disgilled spirits of 160° of proof or greater, might be removed from
distilleries, and so forth, for beverage purposes, as contemplated by
subsection (a) which was the old act, or might be withdrawn tax
free for any tax-free purposces for which alcohol might be withdrawn
and that when so withdrawn they should be subject to all applicable
provisions of the alcohol laws, including of course the laws relating
to the allowance of losses.

And, by the way, that was in the interest of production of aleohol
for national defense purposes.
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Now, this bill would add subsection () to 2883, to authorize move-
ments of distilled spivits of any proof, from one registered tHeverage
distillery to another, either diveetly or by way of first depositing the
spirits in an internal revenue bonded warchouse, for redistillation,
that redistitlation, of course, to he above 160° of proof.

However, subsecetion (d) provides that when the same is redistilled
steh beverage my be removed as provides m subsecetion (¢) -vou
have to go and find out that {¢) authorizes the removal for beverage
purposes, or aleohol purposes,

Now, our peint is this, anel we so stated in the report on this bill
sent to the Committee on Ways and Menns, and incorporated in
report 1805: The Dill does not seem to contemplate any break-down
in the internal revenue system, as between beverage spirits, below
160° of proof, on the one hand, and aleohol, of 160° of proof or higher
on the other hand; and geems to be in the interest only of facilitating
the transfer for national defense purposes.  When 1say that, [ mean
that since these spirits, if transferred for vedistillation, and if redistilled,
may be removed, cither for beverage or aleohol purposes, it does not
seem to be proper to break down another system to the extent to
transfer the lien from the one distillery to the other. We think that
the beverage distiller should be in the same position when the spirits
are removed for redistillation and possible use for beverage purposes
as if he did not remove for redistillation,

Congress might say that when the spirits are removed and redistilled,
and further removed for aleohol purposes, they should be subject to
the aleohol laws,  Then, it would require a system of bookkeeping,
a system of records, a system of earmarking, and a system of setting
aside of the spirits in substantial tubs, vats, and ecisterns, to the end
that it would result in great difficulty for the Department and probably
stow wup the work of the distillerics.

Now, when you come down to the matter of allowances, loss allow-
ances, yout have the same general proposition, and I shall not eluborate
upon that point. When spirits are distilled and removed from one
distillery to another, and until finally removed from the place of
redistillation or storage—no one knows for what purpose they will be
removed-—and it is the Department’s position, as 1 said before, that
we feel that when they ave removable for beverage purposes, they
should remain under the old beverage spirits laws, and receive the
loss allowances which the heverage spirits receive.

Now, in conncction with that, under seetion 2900 (1) (¢) of the
Internal Revenue Code or the old section 16 of the Liquor Law Re-
peal and Enforcement Act, distilled spirits which are removed in
bond from one distillery to another, and from a registered distillery
to an internal revenue bonded warchouse, will reccive their losses if
they ave transported by a common carvier and if there is no collusion,
fraud, dishonesty, or what have you, on the part of the distillers or
anyone else conneeted with them,

This is the Department’s position: We feel that we are operating
under & systemn which is in two parts-—under 160° of prool on the one
side and 160° of proof and ahove on the other, that is, alecohol; and
under the act they are going to utilize to the fullest extent the distilla-
tion processes and apparatus of the beverage distillery, but we feel
that those beverage spirits should not be freed from the limitations
of the beverage laws until they, the spivits, ave taken over and used
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under the aleohol laws; and, then, following that, that any effort to
catalog them, carmark them, separate them, or set them aside, in
order to aecord them the benefits of the alcohol laws when withdrawn
for alcohol use is going Lo present great administrative difficulties for
the Department and slow down the production processes of the
distitlories,

Now, as to subsection (¢), that is without—there is no objection to
that, there is no trouble about that; that authorizes the forthright
and direet transfer of distilled spirits from a registered distillery to
an industrial aleohol plant, and to an industrial alcohol bonded ware-
house, for the purpose of redistillation, and it follows of course that
the redistillation is to be above 160° of proof. And you will notice
that in subsection (¢) that distilled spirvits which are taken from a
registered distillery at above 160° of proof, and deposited in an in
dustrial aleohol bonded warchouse, may be removed, either tax-free
for alecohol purposes or for any purpose upon payment of tax without
vedistillation.  That simply carries forward the general idea that it
is alcohol we are working on, that we are preserving the old-time
distinetion set up in the law, and we are not going to disturb it at all.

If I may mention the amendment which is not in this copy I have
here 1 thought it was, but T know 1 saw it in the Congressional
Record and it ought to be here some place-——-

Senator Tawr. Does anybody know whether that bill passed the
House just as it is, without further amendment?

Mr. Spivcanry, Yes, sivy it was,  The amendment that Mr, Forrest
refors to was incorporated in that bill; the bill was passed out, and the
print we have before us is the bill as it was reported, but that amend-
ment was added on the floor of the House.

Mr, Fornusr, Now, that provides as to transfers to industrial
aleohol plants and warchouses. It provides that when the spirits
are so withdrawn from the distillery to the industrial alcohol plant
or industrial alcohol bonded warchouse the tax liability of the pro-
ducing distiller and internal revenue bonded warchouseman, and the
liens on the premises of producing distillers shall cease and the taxes
shall be the liability of the proprictor of the alcohol plant or ware-
house and the lien shall be transferved to the warchouse or plant of
the aleohol bonded warchouseman or proprictor of the industrial
aleohol plant to whom the spirits are transferred.

Now, that is quite clear because there is a forthright transfer from
any beverage plant to an industrial aleohol plant, from which plant
it may be taken under the existing aleohol laws,  We offer no objection
to that.

On the other hand-—I do not want to be repeating myself, but we
do feel in this Department that the two amendments to subsection
(d); one about the liens and the other about the losses, ought not to
be added.

The Cramaman. Are there any questions?

Senator Tarr, I do not understand it at all.

Senator Gurney, Mr. Chairman——

The CHamMAN (interposing). You say you do not understand it?

Senator Tarr, I really do not. Just what provision—as I see the
situation, there is an amendment in the bill; the first one is taken out
and it is proposed to substitute the one typewritten here.
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Mr. Forrest, Well, they are adding——
Senator TaFr. 1t is the same; you object to both.
Mr. Forrest. I do not object, I simply——m
Senator Tarr., That is the identical language proposed now to bhe
tilkon fout by Senator Gurney, and another proviso inserted in licu
thereof.
Mr. Forrest. No, Senator; you are simply adding 2 and 3 to the
yresent,.
! Senator Tarr. There is a proviso here beginning with the word
* “Provided” on line 3, and the first amendment of Senator Gurney’s

says: ‘“viz: on page 2, beginning with the word ‘Provided’ in line 3
strike out down to the colon in line 8, and in lieu thercof, insert the
following:”, and it gives a proviso.

The Cuamrman. Do you object to hoth?

Mr. Forurgest. May [ straighten that out by saying that while it
talks of striking out from line 3 to line 8, that part that is stricken
out there is then restored in the proviso you have on the typewritten
sheet before you. j

Scnator Tarr. You object to both?

Mr. Forrrsr. No, sir; just to 2 and 3.

Senator La Forrrrre. What is the shooting all about here?

Senator GurNey. Mr. Chairman, I believe it would clarify the
situation—we have heard the side of the aleohol tax unit; and the
industry has some representatives here this morning that, I believe,
could state their cause. Mr. Jones of the industry is here, and Mr.
Jones could probably give his reasons for the nced of this extra
amendment.

Senator Tart. 1 would like to ask one other question.

The CuairmaN. Very well,

Senator Tarr. In the amendment it says, under (2):
the distillery, cquipment, and premises of the receiving distiller shall be subject
1o the lien for the payment of the tax on such spirits in the same mauner and
to the same extent as is provided in section 2800 () with respeet to the producing
distiltery,

Now, why do you objeet to that provision?

My, Foruresr, It is all part of the same objection, to wit: If, in the
course of an ordinary commercial transaction for the production of
higher bodied whisky or higher-proofed alcohol for the purpose of
rectification, one distiller sent his taxable liquor to another distiller
to bring its proof up, we feel that there should not be any transfer of
liability, becausc it is part of a commercial transaction, and the law
has, for a great many years, imposed upon the distiller the liability
for taxes on spirits produced by him; and the law snys——

The Cuairman. Why is there not the same objection to a bill pro-
viding that the receiving distiller undertakes or assumes liability for
payment of the taxes prior to the time it leaves his warchouse?
Or maybe you want to leave the liability on both?

My, Forrest. Yes, sir; that is right; but we do feel that when one
distiller sends his material out to another one, and the second one shalt
safeguard them and put up o bond to be responsible for his spirits and
not to dissipate them or divert them or steal the taxes on them.

Senator Tarr. And you ebjeet to releasing them, becnuse that has
not been done before?
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Mr. Forrest. That is right, because that situation has been
covered for many years, - :

Now, reforring to 2 and 3, may I continue?

The CuaairmMaN, Yes.

Mr, SrincarN, Just a minute, please I do not know nearly as
much about this matter, technically, as Mr. Forrest, though perhaps
I can explain it literally in a manner that all of us can understand.

STATEMENT OF STEPHEN SPINGARN, SPECIAL ASSISTANT TO
THE GENERAL COUNSEL, TREASURY DEPARTMENT

Mr. SeinaarnN, This bill is not intended to break down the dis-
tinction between beverage liquor and industrial alcohol which has
existed since 1908, but is intended to expedite and increase the pro-
duction of industrial alcohol by extending in certain respeets the right
recently granted the beverage distillers with the right to go into the
production of industrial alcohol.

Now, my understanding of the amendments that Senator Gurne
suggoested 1s that they would go further than that and to a considerable
exient break down the distinetion that Congress has kept in the law
for 30 odd years so that beverage aleohol and industrial alcohol could
be, to some extent, merged. It is our opinion that beverage alcohol
should be treated as beverage aleohol until it becomes clear that it is
being further processed into industrial alcohol and used as such,

I think that is the ease, is it not, Mr, Forrest?

* Mr. Forrest. That is correct. )

Senator Tarr. 1t is beverage alcohol when it is transferred from one
distillery to another and the tax is not actually collected until it
reaches the second distillery, finally?

Mz, Forrest. No, sir; the tax is only collected when it is removed
from bond.

Senator Tarr. It would be removed from the second warchouse
presumably and would not go back to the first warchouse?

Mr. Forresr, No, sir.

Senator Tavr. As a matter of fact, it would not go back from the
second to the first.

Mr. Forrest. Only if the warchouse from which it was finally re-
moved was the one at which the tax was paid.

Senator Tarr. But you want to hold that lien on the first fellow,
kind of as a safety measure, and also because you have always had it?

Mr. Forresr. Yos, sir.

Senator Ta¥r. Has it been suceessful?

Mz, Foruesr. Tt has been a useful deterrent against loss; and the
producers and distillers have been pretty good, but it does hold them
up to the regulations strictly.

The Cuamman. I wondered if the money—That is paid at the
second distillery and the bond holds good there?

Mr. Fornresr. Yes, sir.

Senator La Foruerre. May I ask a question?

The Caameman. Yes.

Senator Lia Fornerte., In your opinion, as the result of your long
experience, and in view of the contemplated further inerease in the
taxes on the beverage spirits as proposed to the House committee, the
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Ways and Means Committee, does that in any way affect this situa-
tion}? 1 mean, in that it provides a greater inducement for the itlicit
use?

Mr. Forrese. Yos, sir; every time the tax goes up, the desire, and
opportunity, to trifle with it and steal inereases,

Senator La Foreerri. Does it have any such effeet on this im-
mediate proposal before the committee now, in your opinion?

Mr. Fornrxsr. No, sir; 1 would not want to say so,

Senator Ly Fonnerre, In other words, this provision which you
have always had in the law, of holding the first distiller linble, has
nothing to do with the prevention of spirits getting into the illicit
beverage channels?

Mvr. Forresr, No, sir.

Senator Tarr. How would you determine, when it was shipped to a
second distillery, whether it was going there for beverage purposes or
not?  Would there be a deelaration by the shipper?

Mr. Forrusr, No, sir,

Senator Tarr, If it were finally used for beverage purposes and there
were loss, he would be liable and fined; and tor industrial alecohol he
would not he liable?

Mr. Fourusr. The only practical way for that to be done would he
to declare it when there was a shipment; and even a deelaration under
the luw as it exists today would not be enforecable heeause the disti ler
has a right to take it out of any warchouse cither for heverage or
aleohol purposes,

Sepator Tarr., You maintain that you should retain the lien on
the first distiller whether it is ultimately used for industrial aleohol
or not?

Senator Jouxsox, When does the fivst distiller get his release?

Mr. Forresr. When the tax on the particular spirits is finally paid,
and every bit--—-

Senator Jounson (interposing). It is never paid on industrial
alcohol, isit?

Mr. Fornrest. Yes, sir; it is paid on a lot of alcohol,

The CaamrMan, 1tis?

Senator Jonxson. 1s it paid on aleohol used in the manufucture of
powder?

Mvr. Foriesr, No, sir; that will be tax-free.

Senator Jounson. When it gets to the second distillery it is still
tax-unpaid, but as soon as it is withdrawn he must cither pay the tax
or declare the particular purpose for which it is to be used if it is o
tax-free purpose?

Mr, Forrrst, Yes, sir.

Senator Jounson. Then he does not have to carey an investment of
tax in the alcohol that will finally be rebated to him, or get a rebate
later?

Mr. Forrrst. No, sir; he pays no tax until the spirits leave the
warchouse or distillery and then only if it is not for a tax-free purpose.

Senator Jounson. The only thing the bill does, as to the bonds, is
to substitute linbility ?

Mr. ¥orrest. That is right,

The CrarmMaN., You do not colleet the tax and then rebate it?

Mr, Forrest. No, sir;subscetion (¢}, which is the subsection I think
you are referring to, simply transfers from the beverage distiller to the
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aleohol fellow the tax Hiability and the lien, or to the aleohol plant or
warchouse.

Senator Tarr. What [ do not quite understand is this: You say it
requires a lnrge amount or a lot of keeping of records, 1 would think
it would be more complicated to keep separate records on aleohol
shipped to & second distillery when you did not know how it was going
to be finally used than it would be to just transfer the whole thing
and release the first distiller. You are going to release the first dis-
tiller when it goes to industrial aleobol; is that not right?

Mr. Fornusr, Thet is right,

Senator Tarr. But if it goes to another distillery, then you are
going to keep the linbility on both even though it might ultimately bo
used for indugtrinl aleohol with the idea that it could also be used
ultimately for beverages,

Mr. Fornrrsr, That is rvight.

Scenator Tarr. But 1 do not quite see the complications you men-
tion; I do not see how it would be any morve complieated to do it the
way “enator Gurney suggests,

Mr. Forrrst, The basic reason is, of course, that we are operating
on a system composed of the two parts: One, the spirits which are not
alcohol, and the other, spirits which are aleohol. Subscetion (¢),
when you transfer spirits over to alcohol, industrinl aleohol, there is
no difficulty beeause they are entirely out of the beverage field, and
that is covered entirely by the laws relating to the alcohol field; but
in the beverage field where there is o transfer between distilleries the
spirits may or may not go into aleohol, into the aleohol field, and that
is true i any distillery.

Senator Tarr, And what you want to do is to keep that liability
there while the spirits are there,

My, Forresr, That is right,

Senator Tarr, 1 mean, all whisky is not paid for-—it cither goes to
beverage purposes, in which case tax is puid; or to industrial aleohol,
which is the broadest field today.

My, Forrrsrt, Bul it is the word “either” that bothers us.

Senator Tarr. What was the word?

Mr, Forresr., Either.

Senator Tarr, Well, it should not bother you so much because o
lot of it is going to be used for industrial aleohol.

M. Forresr. We {eel that where it goes {rom one distiller to
another and it comes out heverage the old rule should not be changed,

Senator Tarr, 1 wonder why it is more complicated to take it—I
can see why you want to keep that law, but why is it more compli-
cated?

Mr. Fourresr. Well, in the first place-—do not let me mislead you -
it releases the lien and transfers the lien to the second distillery, and
the allowance of losses if adopted as propesed by Senator Gurney
breaks down the old system; and it was our idea that the bill does not
propose 1o break down the old bill by putting all spirits under one
system.  Now, assuming or presuming that the two systems are to
be maintained, then we go back to the point that we do not want to
be in the posttion of having to catalog and separate these spirits,
because that would be the only way you could work it out.

GOT26—42— - 2
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Senator Tarr. I do not quite see that. Why is there any compli-
cation? It seems that it would be simpler; in fact, there is less com-
plication if you transfer the lien and lability, when there is a ship-
ment to an alcohol distiller. Where is that any different from a
shipment to another distiller which happens to have formerly used
his plant for whisky and which plant is now to be used for industrial
alcohol?

Mr, Forrest. The answer, of course, lies in the fact that our system
is composed of two parts, one being the alcohol field and one being
what we call the beverage field.

Mr. Tarr. Now, 1 think there will be a lot of beverage distilleries
in the industrial aleohol field? '

Mr. Forrest. Well, perhaps—1 will come back to that.

As to these two sections, what the act of January 24 did was to

rovide for further utilization of the distilling apparatus of the

everage distilleries, as feeders for the production of alcohol. By
having done that, it is not mandatory, it is not required that a pro=
ducer finally turn his product out as aleohol, because subsection (d)
refers back to subsection (¢), and (¢) says that you may take spirits
out of a bonded warchouse, cither as beverage, or as alcohol. That
is, under the existing law or new law it is optional, and it is also exceed-
ingly complicated, gentlemen.

The CHamyan. May [ ask you, for the information of the com-
mittee: Is the Treasury objecting to the bill as it was passed by the
House? .

Mr. Forrest. No, sir. :

The CHatrman, Or merely to the proposed amendment offered
today by Senator Gurney?

Mr. Forresr. Merely to the proposed amendment offered by the
Senator, .

The CHairman. Is there any loss of revenue, any considerable loss
of revenue under the bill as it passed the House?

Mr. Forrest. There will be some additional cost of administration
for the reason that the bill provides that the beverage plant may
operate on Sundays, whereas under the existing law those plants may
not operate on Sundays. And it also provides that the distilleries
and bonded warchouses may make deliveries in the nighttime which is
not permitted now; and, of course, there would be the administrative
expense of additional storekeoper-gaugers employed at the distilleries
or warchouses in the Sunday work and night work; they will cost
money, but we have no way of figuring that out.

Mr. SeingarN.  The whole thing presupposes the loss of revenue
through the conversion of beverage Lo industrial aleohol plants beeause
by the conversion, as an emergeney measuge, it does not anticipate an
economy. '

The Cratrman. That is, where it is used by the Government,

Mr. SpincarN, Yes, sir,

The Caarrvan, We understand that,

Scenator Carrer. May I ask, to clear my own mind, if the Treasury
Departnient is opposing Senator Gueney's amendment?

Mr. SpincarN. Yes, sir; we were in favor of the bill as it passed
the House; and it was presented as a war measure,

Senator Carper. Tell me, again, why you oppose it?
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Mr, SeiNcarN. Briefly, it was this: The bill presented was pre-
sented as a war measure, and we are in favor of it as such. We did
not think that Congress intended that in the course of conducting the
war and expediting the production of alcohol, it also intended to break
down entirely the distinction between beverage alcohol and industrial
aleohol. If it intended to do that, I think that ought to be covered
separately in another bill and, perhaps, gone into more thoroughly in
order to hear all sides of the argument. I do not think it ought to
be done as an incident to a bill that is primarily a war measure,

Senator Tarr. I do not quite understand this breaking down that
we are hearing so much about today. You take the whisky—or I
should say—take the alcohol out of a registered distillery for either
whisky or industrial aleohol purposes,

Mr, SpiNGARN. Yes, sir. '

Senator Tavrr. The only thing it does is, if the whisky is transferred
to a second distillery where the same thing may be done and perhaps
is being done today, to transfer the lien, That is all it does, and it
does scem to brenk down any distinction between heverages and
industrial alecohol. That distinction was broken down when we
passed section (c) that provides that you can determine at any time
after you have made it whether it is going to be beverage or not.

Mr. SpingarN. Let us put it this way: To the extent it is necessary
for the expeditious production of alcohol, that the bill may cause a
break-down, but we do not want, unless it is absolutely necessary for
that purpose, in the destruction, that is unobjectionable to go beyond
the things that the bill provided for as it passed the House.

Senator Jounson. In other words, the industry is taking advantage
of defense necessities to streamline some of their regulations?

Mr. Spinaarn. | hesitate to say that.

Senator Crark. I do not see, in simply a transfer of a lien from
one to another when the beverage is transferred or when the alcohol
is trensferred, that there is any advantage to the industry except
perhaps as a matter of convenience. ‘

Senator GurNey. I would like to have the committee hear Mr.
Jones of the industry.

The CHAIRMAN, Ia&lfill you ecome around, Mr. Jones; and maybe we
can understand you a little better.

STATEMENT OF HOWARD T. JONES, REPRESENTING THE DIS-
TILLED SPIRITS INDUSTRY

Mr, Jongs. T will be very brief. The industry has no objection
whatever to tho purpose of this bill. We had no part in drawing it
and did not suggest any of its terms, because what it does is to put
the beverage business into the alcohol business, as to which we have
no objection and are perfectly agreeable to it, All we are asking in
this amendment here, and 1 am speaking of the amendment that
Senator Gurney has presented, is that while we are in the alcohol
business, which business we are in, we get the same treatment, the
same allowances and same rights and same taxes, and have the same
records as would follow were we originally in the alcohol business in-
stead of being in the beverage business and devoting our plants to
industrial aleohol preduction,
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That, in very foew wouds, is what the purpose of this bill is— to pro-
tect the beverage business.  That business, as you probably know,
has a $4 tax now and may have a $6 tax shortly, and that means a
tremendous burden and danger to the distiller, because he has o lien
on his premises, 2 bond for it, and the Government may take it at
any time.

We do not object to that, when that distiller has the right to control
for what purpose and where his goods are to be shippoed, because in
such cvent he assumes the responsibility,  Under this bill, he would
have no right to sny where it goes.  He is in war work and that is
quite all right, but that state of faets is not sufficient to give equal
relief to both sides of he picture,

Even though a beverage distiller may have been such at one tine,
if he devotes his facilities to the production of industrial aleohol, 1
think it is only proper that he should receive the same consideration
that any producer of industrial alcohol receives.

That, in a few words, covers our side, and I think XMr. Forest has
already covered the technical side.

Tho CrairMaN. Are there any questions?

Senator Tarr. What is the Joss question?

Mur, Joxes. That is quite a question with us, because we ordinarily
ship in bareels; and, of course, it is easy to control that way of
shipping.  Under this bill, it will be shipped in tank cars or tank trucks,
and if a pipe happened to pull loose, or a truck happened to pull out,
or a cur happened to move, or anything of that sort happened, while
it is being fitled with aleohol, that would be a considerable loss of the
aleohol, and originally the distiller who is shipping alcobol as industrial
aleohol gets an allowance for that loss, which is one thing that is
desired by the beverage distiller in cases where he is shipping industrial
aleohol,

Senator Tarre, If there is a loss, and then it goes on to the second
distillery, then does the tax finally have to be paid on what there
was originally, in the first distillery?

M. Jonks. Yos, sir; the beverage distiller would have to pay that,

Senator Tawr. Is it not checked again when it eomes into the
second distillery, as to the amount that comes in?

Me. Jongs, Of course, there may be some way of cheeking at hoth
sources, to guard against loss, but that ’oes present grent adminis-
trative difficulties; and, really, the objection to that is administrative.

Senator Tarr. What is the loss, in shipping from one distillery to
another, heverage distilleries, spirits that wilk be ultimately used for
beverage purposes as against aleohol or industrinl aleohol?

Mr. Jongks. Our feeling is that there will not be any loss.

Senator Tarr. Not a drop?

Mur. Jonis, Possibly something like that; but, as T say, our present
moethod of shipping takes eare of that; whereas, it ts proposed to ship
in the quickest and easiest way possible.  And the type of alcohol
that will be shipped, not a drop will be worthwhile using for whisky
even if it could be used for such.

Senator Tarr. But doesn’t that apply to bevernge or ndustrial
aleohol, ean you not make liquor out of either one?

Mr. Jonks. No, sir; the type we are dealing with here is not bev-
erage aleohol but 1s going to a second distillery for the purpose of being
redistilled, making it into aleohol: and that would not be a type
used for whisky.
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Senator Tarr, Then, under the coverage of (¢), this question dovs
not arise.

Mr, JoNes, No, sir; the way it is proposed here, with the provision
for shipping from one bevernge distiller to another distiller wha has
high proof cquipment or capaeity, who can redistill it, we have no
quarrel with (e); and if (e) were applied to (d), it would he agrecable
to us,

What we have in mind is operating the beverage distilleries that
now exist as aleohol plants, and we are not teyving to streamline or
change our rules but are merely putting in them coverage for what we
are now doing.

Senator Crark. Under your proposition, it takes the alecohol from
one plant to another, and it is treated exactly as’any other alechol
plant might be treated?

Mpr. Joxnks. Hxactly, sir,

Senator Jonxson. If you are held with a heavy liability to see that
there are no losses between the first distillery and the seeond, then
there are not apt to be any losses, are there?

Mr. Jones. There is almost a certainty that there will be losses in
this sort of movement of aleohol, but in beverage transportation,
there are practically no losses; and 1 must remind you that beverage
spirits ave handled in barrels and are very earefully cared for.

Senator Jounson. This will he controlled, too, il you have a linbility
and it has to be watehed?

Mr. Jonrs, Well, in case of movement by tank ear and sueh, that
car might be moved on the tracks while they are pnmping the aleohol
in and they might lose a thousand gallons of alcohol, and if that
thousand gallons were charged against a beverege distiller, they would
probably hold him liable for $4,000.

Senator Jornson. If he has that kind of a liability, the loss is not
going to ocecur,

Mr. Jones. I do not know whether it would oceur or not; of course,
that vailroad tank car might move, something might happen to the
truck if it were a tank truck—it might turn over-—a lot of things
might happen,

Now, an alcobol plant today would get a refund for a loss such as
that, but a beverage plant would not.

Now, what we are asking is that we be on a par with the aleohol
plant.

Senator Tarr. Is not that amendment now covering not only that
kind of a shipment but also the old type of shipments tfrom one bever-
age distillery to another, for beverage purposes?

Mr. Jonus. fenator, possibly this amendment might cover that,
beeause you cannot draw an amendment to ent that out, though we are
not asking for it.  We will be glad to eut it ouf by eaduding any
shipment which might be for beverage purposes.  We are nol axking
for that at all,  What we are asking for, in the case of shipents to
other distilleries, is that we be treated the same as an aleoho! plant,
Now, this is a little broader even than that, perbaps, but we know of
no way to limit it,

Senator GurNey. Mr. Jones, is it not a fact that in the Kentucky
flood there was an immense amount of aleohol fed to the fishes and
they are still trving to get that tax baek?
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Mr. Jongs. There was a bill introduced in Congress later author-
izing the refunding of that tax; but there is no other way to get a
refund in a case like that, except through an aet of Congress,

Senator Gurney., How aboul that train wreck, where they hnd
the same difficulty?

Mr. Jongs. 1l it is an aleohol plant, or operating as an alcohol
plant, they would get their losses; but n bevernge distiller-- wait a
minute.  In a train wreek, he would be covered in a train wreek, as
the shipment would be by common carrier,

Senator GurNey, Is it not a fact that the possible objection to it
by the Treasury is based on the fact that they have got to probubly
set up two scts of books?

Mr. Jones. Yes, sir.

Senator Gursty., And that is about all it is, an administrative
objection?

Ir. Jongs. Yes, sir; and our feeling is that they are going to have
to set up another set anyway and operate under the other procedure
because these goods will have to be taken care of in tanks, stored in
tanks or vats—-which may not be so had as it sounds, but you are
going to have a different system in any event.

The Curiuman. Are there any other guestions by any members
of the commitiee?

(No response.)

The Cuarnman. Senator Gurney, have vou any other witnesses?

Senator Gurxgey. Noue that I know of, Senator George.

The Csiamrman. 1 believe there 18 2 vepresentative here from the
War Production Bourd, Mr, Adams.

Mr. Avams. Yes, sir,

The Cramman. Would you come forward, Mr. Adams, and give
us the position of the War Production Board?

STATEMENT OF WARREN ADAMS, WAR PRODUCTION BOARD

Mr. Apams. The position of the War Production Board on this
bill is this: We wou{(l fike, of course, the bill passed as quickly as
possible, because it will add to the amount of alechol that we can
make available for military purposes.

With respect to the special aiendments that are proposed by the
distilled spirits industry, we frankly do not care one way or the other
whether tSloy are in the bill or not.

Senntor Cranx. What you are primarily interested in is making
available 2 larger amount of industrial alcohol?

Mr. Apams. Absolutely, siv, but I would like to call these two
matters to the atiention of the committee, and that is that I think
there is an awful lot of shonting about nothing, because, in the first
place, I do not think therve are going to be any shipments for this re-
distillation purpose from one beverage distillery to another Leverage
distillery.  There is not the additional redistillation capucity in the
second beverage distillerv.  In the sceond place, all o; this can be
obviated if the sccond bevernge distillery tokes out an industrial
alechol license, and that can be done very simply. The switch can
Lo made, as I understand from a Treasury Department representative,
in a matter of some 20 minutes.  Then, the first distillery would be
put in the position of shipping for redistillation, from a registered
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distillery to an industrial alcohol plant; and, thus, the tax liability
would cease, and the lien would be tru‘nsfcrrod, in accordance with the
latost amendment that the House adopted. So that, as a practical
matter, I do not think we have anything to fuss about here; but the
position of the War Production Board, of course, is that we want to
keep the distilled spirits industry happy so they won’t drag their feet
when we want them to ship their spirits for redistillation; and, on
the other hand, we do not want to make the Treasury Department
upset about the matter.

Senator La ForLerTe. You occupy a difficult position, I would say.

Mr. Apams. Not only in that regard, I fear, Senator.

Senator Tarr, May I ask: How do you get the additional alcohol?
If the alcohol happena to be in an industrial plant, does it go through
this redistillation process in a shorter time?

Mr. Apams. Yousce, the industrial plants have additional redistilla-
tion cupacity.

Senator Tarr., You may have more capacity for redistillation, but
do you have cnough to take care of the others?

Mr. Apams. I believe the munufacture of alcobol requires ferment-
ing capacity and distillation capacity, and an industrial alcohol plant
which makes alcohol from molasses, has large distillation capacity,
as against the large fermenting capacity of the beverage distiller.
And, then, 1 might also say that, as you all know, we are trying te cut
back in the use of molasses for the fermentatior for alcohol in order to
relieve the shortage of sugar.

Scnntor Tarr. Molasses is your requirement there now?

Mr. Apams. Yes, sir; in the present-day industrial aleohol plant.
So that, too, will make for an excess of redistillation capacity in indus-
trial alcohol plants. The transfer of spirits, will, 1 think—and I mean
994400 percent-—be from registered plants to industriat alcohol plants
and not from registered plants to registered plants.

The CrairMAN. Are there any additional questions, gentlemen?

Mpr. SpinGarN. Mr, Chairman, on the question raised by Senator
Taft-let us take a hypothetical case of Jiquor, of beverages or
whiskies, being shipped from one distillery to another ostensibly for
industrial alechol purposes; actually, the spirits could be removed
from the second distillery for the purpose of muking beverages, under
the bill.  Suppose that the first distillery is a large, solvent plant
and the second distillery is in a preearious finencial situation,  You
can see where there is the possibility that the Government might
suffer by virtue of the fact that the proposed amendment would
release the solvent plant or the first plant frond liabifity.

Senator Tarr. May 1 ask the gentlemen representing the industry
as teo why this last suggestion does not mect auny difficulty that any-
body can suggest where there is going to be redistillation and shipment
from onc plant to another?

Mr. Jongs. Itis quite possible that it would mest the situation, sir.

Senator Tarr. Can they do it?

Mr. JoNes. You mean switch?

Senator Tarr. Would it work both ways?

Mr. JoNug., Yes, sir.  There is one thing to be brought out about
some distilleries that are operating as distillories, regisiored distilleries,
for beverages. They can make this product which can be used for
alcohol, and, then, ﬂxey may not want to take ii out for alecohol and
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1 see no reason why they should be forced to do it; but in cases such
as he mentioned, it seewns to me that it would be right for the Govern-
ment to take the assurance that it was going to be used in some certain
way and then pass it on to the second man, the second distiller———

Senntor Gerry (interposing), Was 1t not the purpose of our bill,
which was passed about a month ago, to allow plants making beverage
alcohol to make industrial aleohol?  Was not that (he whole theory
of the bill we passed?

My, Jones. Yes, sir; Senator, that was for the purpose of redistilla-
tion; that was to permit a beverage distillery to take oul its produet
and use it as aleohol and turn it over to the Government for aleohol,
which it did not do ordinarily.  That was redistilletion.

Senator Gerry. And it you adopt the amendment suggested, that
would prevent that?

Mr. Jonus. No, sir; it covers another subject entirely, a different
phase.  One is to take the spivits out of the beverage distilleries that
are aleohol at that stage of the game and ship to another beverage
distillery for redistilling to a higher proof, whereas, on the other hand,
it is proposed to take the spirits from the beverage distillery and ship
to an industrial aleohol plant.

Senator Gerry. T understand that, but how about the amendment
that was suggested so that a plant could get a Heense—and yvou say
they get a license—to make industrial aleohol, they cannot keep on
making the other?

| Mr. Jones. That is right, sir; they cannot make beverage aleohol
then.

Senator Gerry. What has that {o do with this other? Is it not
just & question of whether you ship to a place for redistillation? 1sit
more fundamental than that?

Mr. Jongs. No, sir; there is a problem here which is presented
under (d) and not (e), how we are going to handle the transfer of
spirits and when they are to be used for beverage or for industrial
n‘cohol purposes.

Senator Genrry, I think your position is clear, but if you follow
that line of thought, then you do away with the legislation we have
just passed and you simply say “That man is making beverage alcohol,
and he can continue to do that, but if he takes a license to make
industrial alcohol, then he can become an industrial plant, but not
both’’; is that your point?

Mr. JoNes. [ see what you mean. Tt would be inoperative because
there is no way in which it could opernte.

Senator Gerry. In other words, by going ahead with this man
making beverage and not {urning his plant into an industrial alcohol
plant might defeat the bill which was puassed?

Mer. Jones. It might operate that way.

The Cuarrman. Have you anything further, Senator Gurney?

Senator Gurney. T believe you have the information, and I thank
the comnittee very mueh for considering my amendment.

The Cramrsman, Before we pass on, let us have the witness from the
Treasury Department, Mr. ¥Forest, give us his opinion on another
matter.

Mr. Forest, would vou state the position of the Treasury Depart-
ment in regard to H. R. 62737  That is a bill to amend the provisions
of the Internal Revenue Code by setting new maximum limits of
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allowances for losses of distilled spirits by leakage or evaporation
while in internal revenue bonded warchouses, and for other purposes,
(H. R, 6273 is as follows:)

[I1. R. 6273, 77th Cong., 2d sess.)

AN ACT Toamend the provisions of the Internal Revente Code by setting new maximizm limits on allow-
ances for losses of distilled spirits by leakage or evaporation while In internal revenue bonded warchouses,
and for other purposes.

Be it enacted by the Senate and House of Representatives of the United Stales of
America in_Congress assembled, That scction 2901 of the Internal Revenue Code,
as amended, is amended to read as follows:

“SEC. 2001. L.OSS ALLOWANCES,

“(a) Luakaae or KvaroraTion.—-(1) Any distilled spirits on deposit in any
internal revenue bonded warchouse on the date this amendatory subsection takes
effect, or thereafter deposited in any internal revenne bonded warchouse, may,
at the time of withdrawal of the spirits from such warchouse, upon the filing of
an applieation for the regauge of such spirits, giving a deseription of the package
containing the spirits, be regauged by a storckeeper-gauger who shall place upon
such package such marks and brands as the Comimissioner, with the approval of
the Seeretary, shall by regulations prescribe. If upon such regauging it shall
appear there has been a loss by leakage or evaporation of distilled spirits from
any cask or package, without the fault or negligence of the distiller or warchouse-
man, taxes shall be collected only on the quantity of distilled spirits contained
in such cask or package at the time of sueh withdrawal. "The allowance which
shall be made for such loss of spirits shall not exceed—

“114 proof gallons for 2 months or part thercof;

215 gallons for more than 2 months and not more than 4 months;

“3 gallons for more than 4 months and not more than 6 months;

““3Js gallons for more than 6 months and not more than 8 months;

‘4 gallons for more than 8 months and not more than 10 months;

‘414 gallons for more than 10 months and not more than 12 months;

“5 gallons for more than 12 months and not more than 14 months;

“51% gallons for more than 14 months and not more than 16 montl

“6 gallons for more than 16 months and not more than 18 months;

“634 gallons for more than 18 months and not more than 21 months;

7 gallons for more than 21 months and not more than 24 months;

713 gallons for more than 24 months and not more than 27 months;

“8 gallons for more than 27 months and not more than 30 months;

81y gallons for more than 30 months and not more than 33 months;

“9 gallons for more than 33 months and not more than 36 months;

915 gallons for more than 36 months and not more than 39 months;

“10 gallons for more than 39 months and not more than 42 months;

104 gallons for more than 42 months and not more than 45 months;

“11 gallons for more than 45 months and not more than 48 months;

1114 gallons for more than 48 months and not more than 51 months;

“12 gallons for more than 51 months and not more than 54 months;

‘121 gallons for more than 54 months and not more than 57 months;

“13 gallons for more than 57 months and not more than 60 months;

#13)5 gallons for more than 60 months and not more than 63 months;

“14 gallons for more than 63 months and not more than 66 months;

1414 gallons for more than 66 months and not more than 69 months;

“15 gallons for more than 69 months and not more than 72 months;

1514 gallons for more than 72 months and not more than 75 months;

“16 gallons for more than 75 months and not more than 78 months;

#1614 gallons for more than 78 months and not more than 81 months;

“17 gallons for more than 81 months and not more than 84 months;

“17)5 gallons for more than 84 months and not more than 90 months;

“18 gallons for niore than 90 months from the date of original gauge as
to fruit brandy, or original cntry as to all other spirits; and no further
allowance shall be made for loss by leakage or evaporation.

“The foregoing allowance shall not apply to distilled spirits which on July
26, 1936, were cight years of age, or older, and which on that date were in
bonded warechouses,

“The foregoing allowance for loss shall apply only to casks or packages of
a capacity of forty or more wine-gallons, and the allowarce for loss on casks
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or packages of less capacity than forty gallons shall not exeeed onc-half the
amount allowed on said forty-gallon casks or packages; but no allowance
shall be made on ecasks or packages of less capacity than twenty gallons,
The proof of such distilled spirits shall not in any easce be computed at the
time of withdrawal at less than 100 per ecntum,

M) Loss.—The Commissioner of Internal Revenue may, under regulations
to be prescribed by him and approved by the Scerctary of the Treasury, abate
any internal-revenue taxes aceruing on distilled spirits if he shall find that -

“(1) The distilled spirits were not stolen or intentionally destroyed but were
lost, otherwise than by leakage or evaporation, while on the preimises of a
registered distillery, during or after produetion and prior to deposit in an
internal revenue bonded warchouse.

“(2) The distilled spirits were not stolen or intentionally destroyed buat
were lost, otherwise than by leakape or evaporation, while being transforred
between buildings constituting the same internal revenue bonded warchouse
or while being transferred by a common carrier from the premises of a regis-
tered distillery o an internal revenue bonded warchouse off such registered
distiflery premises, or while being transferred by & common earrier hetween
internal revenue honded warchouses,

*(3) The distilled spirits were not stolen or intentionally destroyed but
were lost, otherwise than by leakage or evaporation, while the same remained
in an internal revenue bonded warchouse and such loss ix not allowable under
suhsection (a) hereof.

“(4) The distilled spirits were witdrawn for use in the fortification of
sweet, wines and were not stelen or intentionally destroyed but were lost,
otherwise than by leakage or evaporation, prior to such use while being
transferred to, or while stored in, the fortifying room on the bonded winery
prenuises.

“(5) The distilled spirits were lost by theft from the pres ises of a registered
distillery, or while being transferred between huildings, constituting the same
internal revenue bonded warehouse, or while being transferred by common
carrier to an internal revenue bonded warchouse off such registered distillery
premises, or while being transferred by a common carrier between internal
reventie bonded warehouses, and that such loss did not oceur as the result of
connivancoe, cotlusion, fraud, or negligence on the part of the distiller, owner,
consignor, consignee, bailee, or carrier, or the employces of any of them.

“®) The distilled spirits were lose by theft from an internal revenue
bonded warchouse, and that sueh loss did not ocenr as the result of conniv-
ance, collusion, fraud, or negligenee on the part of the distiller, owner, or
warchouseman, or the employees of any of them.

“(7y The distilled spirits were withdrawn for use in the fortifieation of
sweet wines and were lost, by theft prior to sueh use while being transferred to,
or while stored in, the fortifying reom on the bonded winery premises, and
that such loss did not oceur as the result of eonnivanee, collusion, fraud, or
negligenee on the part of the distiller, owner, consignor, consignee, hailce, or
carricr, or the employees of any of them,

“(8) The distilled spirits were unfit for use for beverage purposes and
were voluntarily destroyved by the distiller, the warehouseman, or the pro-
prictor of the bonded winery premises, pursuant to the written permission
of the Commissioner in each ease and under regulations which the Com-
mis]sioncr, with ¢he approval of the Secretary, is hereby authorized to pro-
mulgate.

“(¢) Rerunp or Tax.—When, in any case to which subscction (a) or (b)
applies, the tax is paid subsequent to the loss or destruction, as the case may be,
of the spirity, the Commissioner may, under regulations prescribed by him with
the approval of the Seerctary, refund such tax.

“(d) Insurance Coverack.—The abatement or refund of taxes provided for
by subscetions (b) and (¢) shall only be allowed to the extent that the claimant is
not indemnified against or recompenscd for such loss.

“(e) TANSFER oF Durirs,—For transfer of powers and duties of Commissioner
and his agents, see seetion 3170.”

SEec. 2, Section 2001 (a), (b), (¢), and (d), as amended by this Act, shall apply
to any claim for taxes which may accrue after the date of enactment of this Act.
Claims for taxes or tax penalties that acerued on or before the date of enactment
of this Act shall be subjeet to section 2901 of the Internal Revenue Code as it
existed prior to its amendment by this Aet, Nothing in section 2001, as hereby
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amended, shall he construed as in any manner limiting or restricting the provisions
of part TT, subebapter C, chapter 26, of the Internal Revenue Code.

Is there objection on the part of the Treasury Department to that?

Mr. Forrsr, No, sir; not if that bill was passed in the House as it
exists here,

The first seetion, the amended section 2901 (), of the Internal
Revenue Code, 1o inerease the allowances, loss allowances for distilled
spirits while in storage in internal revenue bonded warchouses—under
the old loss atlowance table or tables which have been in effeet for
many, many years-—the industry suggested that perhaps the experience
of l)):u yoars would show that there were more and different and
greater Josses, and the Treasury Department cheeked on the netual
losses and found that was true.  And this bill, the tables in the first
part represent the actual losses that we think they ought to be granted
now; and the sccond part of the bill, which is (b), beginning at the
bottom of page 5, simply is u cataloging of various types of losses of
distilled spirits after production in the handling and warchousing and
transportation, and what not, and there is no objection on the part of
the Treasury Department to the passage-of this bill.

(Whereupon the hearing was adjourned.)
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