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'l‘AX RATE EXTENSION ACT OF 1955

MarcH 1, 1955,~—Ordered to be printed

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

REPORT

[To accompany H. R, 4259]

The Committee on Finance, to whom was referred the bill (H. R,
4259) to provide a 1-year extension of the existing corporate normal-
tax rate and of certain existing excise-tax rates, and to provide a $20
credit against the individual income tax for each personal exemption,
having considered the same,;- report favorably thereon with amend-
ments and recommend that the bill as amended do pass.

The:amendments: are as follows:

1. In the first section, amend the short title of the bill to be the “Tax
Rate Extension Act of 1955, :

2. Strike out sections 4 and 5 of the bill (relating to allowance of $20
credit for each personal exemption).

3. Amend the title of the bill so as to read:

An Act to provide a 1-year extension of the existing corporate normal-tax rate
and of certain existing excise-tax rates.

I. GENERAL STATEMENT

H. R. 4259, as amended by your committee, like the House bill,
provides for a 1-year extension of-the present corporate income tax
rate and the existing rites of certain excises. The rates of these
taxes otherwise are scheduled for reduction on April 1, 1955. How-
ever, (gro‘ur committee’s bill eliminates the sections of the House bill
providing an individual income tax reduction for 1956.

The present 52 percent corporate income tax rate, without the
1-year extension provided in the bill, would revert to 47 percent as
of the 1st of this April. The excise tax rates which without this bill
glso would be decreased this April are those on alcoholic beverages
cigarettes, gasoline, automobiles, trucks, auto parts, and diesel an

special motor fuel.
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2 TAX RATE EXTENSION ACT OF 1955

The individual income tax reduction which would be provided by
the House, but not by your committee’s, bill is & $20 tax credit for
each exemption. This would be effective beginning in the calendar
year 1956, . . N
"~ Your committee agrees with the extensions of the present cotporate
and excise tax rates because the Federal budget is unbalanced for
1955 and 1956 and because it shows no expenditure reduction in 1956
to offset further tax reduction. Moreover, your committee does not
believe that an individual income tax reduction for 1956 is justified
this far in advance. The committee is not, however, closing the door
to the future consideration of an individual tax reduction for 1956 if
the financial conditions of the Treasury improve to a sufficient extent
to make the reduction of individual taxes possible without adding to

the debt.
II. ReveNvueE aND Bupger EFrFecTs

The revenue effécts of your committee’s bill and the House bill for
the fiscal years 1955 and 1956, and also on a full year’s basis, are shown
in table 1. Only the extension of the excise taxes under either bill
is expected to have any effect on budget receipts in the fiscal year 1955,
Under existing law the excise tax reductions would be effective for
April, May, and June in the fiscal year 1955 and the collections for the
fiscal year 1955 wotld reflect most of the reductions for these months,
Under both bills this decrease in revenue is avoided. The reduction
in corporate taxes under existing law would not be reflected in reccipts
in fiscal year 1955 because of the lag in corporate tax collections.
Most of the revenue effect from extending the present corporate
income tax rate for 1 year beyond April 1, 1955, will be reflected in
collections for the'fiscal year 1956, but some effect will carry over into
the fiscal year 1957. The individual income tax reduction provided
by the House bill, but not your committee’s bill, would be effective
in the last 6 months of the fiscal year 1956 (i. e., the period from
January 1 to June 30, 1956). It is estitnated’ that'individual income
taxces collected through withholding or under the declaration system
would be reduced by $815 million for the fiscal year 1956 as a result
of this House provision. The $20 per exemption tax credit would be
fully effective under the House bill in the fiscal year 1957.

TaBLE 1.—Comparison of effect of House and Finance Commillce bills on receipls

{In milllons of dollars)

In the flscal year—

On a full year's basis

1955 1050
Both Committeo| House {Committee| House
bills bill bill bil} bill
Indi&l(iifixii'{ﬁcomo tax $20 credit (House '
bl only) ..o 0 0] —-$815 0 —$2,003
Extenslon of 5"1)crcentago polints of corpo-
ratlon normal tax. ... ... . ... .......... $1,075 1,076 $1, 760 1,750
Extension of certain exclse taxes. ..oo...... $101 889 . 889 1,080 1,080
Total. ..o eeeeeeciaanacaacceonne 1901 1, 964 1,140 2,830 L1

Bource: Staff of the Joint Committec on Internal Revenue Taxation,
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Table 2 shows the effect of your committee’s bill on the budget for
‘the fiscal ‘years 1955 and 19566. . As, this;table indicatés, expenditures
in the President’s budget are estimated at $63.5 billion and $62.4
billion, respectively, for the fiscal years 19556 and 1956, Receipts in-.
the budget as provided for by existing law are cstimated at $58.8
billion and $57.7 billion for these 2 years, This indicates in both
years an excess of expenditures over these receipts of $4.7 billion.
The extension of the.excise rates as provided in your committee’s
bill decreascs this deficit to $4.5 billion in the fiscal year 1955. In
1956 the combined effect. of the. excise and corporate income tax
extensions réduce the deficit to $2.5 billion. The House income tax
cut would increase this deficit again to $3.3 billion.

TasLe 2.—Efect of the Finance Commtittee bill on the 1966 and 1956 budgets

(In blllons of dollars)

Fiscal year—

1955 1056
Expendltures, including proposed leglslatlon. . ... ooeeit e iiiiaaas $63. 5 $62.4
Receipts, extsting law only . oo i cieiiceieeiaecccaccecacaan 58.8 67.7
Difference. ............. E e e eeeeeeeiaeaiieieeeseseeseeeeees -4.7 —-4.7

Effeet of extending corporate and oxclse tax rates as In commitice bill:

Inerease In tax collection. _ L. . .. i iiiecceecennaanan- +.2 1420
Postponoment of floor-stock refunds. .. .ot o ieicacaeacans 0 14.2
Budget doficlt under existing law, adjusted for extension of PREES. e eeeeeaennn —4.5 1=-2.5

1The bUdgcte.ilfﬁmteo!the }ﬁéé{f‘ﬁh’mvonuo In Lhe fiscal year 1056 of extending tho corporate and
exciso tnx rates Is $100 million ahove.the joint committeo staff estimato, Using tho budget figures would

decrense the deficlts shown by $100 million,
?These floor-stock refunds, without the extenslons, might affect the 1956 instead of the 1956 budget.

They, however, are shown as reported in the Presideht’s budget.
Source: Staf! of the Joint Committee on Internal Revenue Taxatlon.

I1I. Reasons ror ErLimiNaTioN oF $20 INpivipuaL Income Tax
CRrEDIT ‘

The House bill would have-allowed a taxpayer a $20 tax reduction
for each exemption claimed by him with respect to himself and any
dependents he might have. A taxpayer who was 65 or over or blind
would have recéived an extra $20 with respect to each such exemption.
The tax reduction was to take the form of a credit against the tax
liability as otherwise computed but was not to exceed this tax lia-
bility. The reduction provided by the House bill would have been
effective for the calendar year 1956 and subsequent years.

Your committee’s bill deletes the provisions relating to this tax re-
duction. This reduction is omitted without intending to imply,
however, that subsequent events may not justify an individual in
come tax reduction for 1956. L , ‘

The tax reduction provided by the House bill would first become
effective some 10 months from now and it is estimated that it would
decrease revenues in the year ending June 30, 1956, by $815 million.
The full impact of the reduction,-however, would not be felt until the
fiscal year 1957, 1In that year it is estimated that revenues would be
decreased by 2.1 billion. Your committee is unable to tell this far in
advance whether the economy in 1956 and 1957 will need such a re-
duction. Moreover, your committee belicves that it would be most
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difficult to reinove such a reduction, once granted, even though sub-
sequent budgetary and economic conditions should show that such a
reduction was unwarranted. _ .

The President’s budget:presented this last January forecast a deficit
of $4.5 billion for the fiscal year 1956 and $2.4 billion for the fiscal
vear 1956, These budget figures already take into account the revenue
to be gained from the extension of the existing corporate and excise
tax rates. No forecast is as yet available for 1957 when the House
reduction would have its principal impact,. A

The 1955 budget is not reduced under either the House or your com-
mittee’s bill, ’%‘he House bill increases the 1956 deficit by $815
million, or to approximately $3.3 billion. Still more important, the
House measure would make a balanced budget in 1957 much more
difficult to accomplish, because it would decrease revenues in that
year by $2.1 billion. ‘ ‘

It is contended by some that despite the budgetary situation, eco-
nomic conditions demand a tax reduction for individuals. This has
been justified on the grounds that the gross national product for the
calendar year 1954 felflg about $8 billion behind the level of 1953. This
decline in economic activity last year, however, would not appear to
require a tax reduction next year. On the contrary, most economic
indicators  have shown an improvement in the latter part of 1954
which is continued in the early data available for 1955.

Thus, the gross national product increased in the last quarter of
1954, as also did the index of industrial production which (on a pre-
liminary basis) showed further improvement in January of 1955,
The factory workweek was lengthened in the latter part of 1954 and
declined less than is usual in January of 1955. Unemployment also
fell in the latter part of 1954. This same pattern of improvement is
repeated in various other economic indicators. Certainly the recent
improvement suggests that there is no need to rush in now to make an
individual tax reduction which will not be effective until 10 months

from now.

1V. ExrensioN oF THE CorPORATE INcoME AND CERTAIN EXCISE
Tax RATEs

Your committee’s hill, like the House bill, extends for 1 year the
present 52 percent corporate income tax rate that otherwise 18 due to
revert to 47 percent as of April 1, 1965. The 5 percentage point
reduction would occur in the 30 percent normal tax to which all
corporate taxable income is subject. The 22 percent surtax, which
applies only to income above $25,000, remains unchanged.

Your committée’s bill, also like the House bill, extends for 1 year
the present excise tax rates due to be automatically reduced as of
April 1, 1955. These include the excise taxes on distilled _spirits,
beer, wine, cigarettes, gasoline, automobiles, trucks, automobile parts
and accessories, and diesel and special motor fuel. These excises are
described more fully in table 3 which shows the unit of tax, the rates
before and after April 1, 1956, under this bill and the revenue effects
of these extensions for the fiscal years 1955 and 1956 and also on a

full-year’s basis,
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TABLE 3.—Ezcise lax rales exténded until Apr. 1, 1966,! under both the House

commillee bills

ect on revenue
Rateex | .. .. Effect
ter}dgdr for '{ Rate td“b&
Unit of tax | Poriof fKoxm ( coTe oS Full
pr. l. 1955, tive Apr. l, Flscal | Fiscal
year of
tolvilgz})r6 31, 196(?* 1955 1956 | opera-
fon
Mil- | Mil- | Mi.
lons | lions | llons
............. Per prool gallon_| $10.50.......[ $0.coaeeee.. : $89 127
.| Perbarrel.......] $9...cceeaa..n . S 21 64 8
Contalnilng [6ssthan | Per winogallon..| 17 cents. ... 15 conts. ...
14 mrpeptajoohol.
- Con lnlglg-l to2l |__... do.....c....| 67 cents..... 60 cents.....
percent alchol,
Containing 21 to 24 |..... do...oeeen.. $2.25 . .o.... L
porcant alcohol,
Continlng more |..... do..ecune-.. $16.50. ...... $0.ceaerannnn
:,2?1’234 Qorcent al" 3 7 10
Sparkling _ wiies, M-
queurs, cordiuls, eto.:
Champagne or |..... [+ [/ SN $3.40........ L X S,
sparkling wine,
Liqueurs, cordiais, {..... do.......... $1.92........| $1.60........
otc,
Artificially carbon- |..... do..caenn--.. $2.40. . ceeen.] 820 ceeanann.
: ated wines,
Tobacco taxes; Cigurettes....... Per 1,000........ 2 U, $3.50........ 46 139 185
Manufacturer's excises:
Qasoline....................| Pergallon.......| 2 cents...... 1% cents.... 31 219 250
Passenger cars and motor- | Manufacturers' | 10 percent...| 7 percent.... 37 263 300
oycles. ..o ioooiiioiiaiil sale price.
Trucks, buses, truck tratlers.|..... do.......... 8 percent....| § percent.... %7 53 60
Auto parts and accessories. _|..... [+ [/ T SO do...o..|-.... do..oans 7 49 5
Retallors’ exclses: Dlese!l and | Per gallon....... 2conts...... 134 cents.... 1 (] 7
speclal motor fuel. .
TOLB] OXCISES. - eencoeeeomecneecmaeamcme]omneeevncennnn]enrennnene o T , 880 ' 1,080

1 These rates were Incrcased by the Revenue Act of 1951 and the increases were scheduled to terminate on
Apr. 1, 1954, The Excise Tax Reduction Act of 1954 extended these rate increases to Apr. 1, 1955,

Source: Prepared by the staff of the Joint Committee on Internal Revenue Taxatlon,

In addition to extending the rates specified above, your committee’s
bill, and the House bill, postpone for 1 more year the floor stock
refunds or credits presently effective with respect to stocks of various
tax-paid products on hand on April 1, 1955. These floor stock refunds
are available in the case of distilled spirits, wines, and beer, cigarettes,
gasoline, and automobiles, trucks, and automobile parts and acces-
sories,

The rate extension provided by the bill in the case of the corporate
income tax makes the 52 percent rate applicable to taxable years
beginning and ending before April 1, 1956, and a 47-percent rate
applicable with respect to taxable years beginning and ending there-
after, A proration formula, already in the Internal Revenue Code,
provides for corporations whose taxable years overlap this date.

Your committee has provided for the extension of the corporate
income tax and the excise tax rates for another year primarily because
the present budget situation does not justify such reductions at the

resent time. Some $2.8 billion of revenue is involved on a full year’s
asis. In this connection, the President in his recent budget message

stated:

Because we must keep our existing revenues intact, I have already recom-
mended to the Congress in my state of the Union message that existing rates on
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both excises and corporate incomes be extended for 1 year. Any other course of
action would result in either (1) inadequate expenditures for national security,

or (2) inflationary borrowing.
Your committee is in accord with the President in believing that the
budget does not permit these reductions to take place in 1955,

V. CuaNGges IN ExisTING Law

In compliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, 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 italics; existing law in which
no change is proposed is shown in roman):

INTERNAL REVENUE CODE OF 1954

* * * * * * *

SEC. 11. TAX IMPOSED,

(a) CorroraTions IN GeENBRAL—A tax is hereby imposed for cach taxable
year on the taxable income of every corporation. The tax shall eonsist of a
nori‘nul (tai\ computed under subscction (h) and a surtax computed under sub-
section (o).

(b) Normarn Tax.— ;
(1) TAXABLB YEARS BEGINNING BEFORE APRIL 1, [1055] 1956.—In the case of

a taxable year boginiithg hefore April 1, [1955] 1.‘)6%', the normal tax is equal
to 30 percent of the taxable incotne.

(2) TAXABLE YEARS BEGINNING AFTER MARCH 31, [19557 1956.—In the case
of a taxable year beginning after March 31, [19556] 1956, the norinal tax is

equal to 256 pereent of the taxable income,
* * * ok * *

SEC. 821. TAX ON MUTUAL JINSURANCE COMPANIES (OTHFER THAN
LIFE OR MARINE OR FIRE INSURANCE COMPANIES
ISSUING PERPETUAL POLICIES),

(8) Imrosition oF Tax oN Muruvan ComranNies Orubr THAN INTERIN-
SURERS;—Th imposed for each taxable year on the income of every
' IC€ coIp ther thah a life or a marine insirance company or a

mpany subject to the tax imposed by seclion 831 and other than
i or reciprocal iinderwritér) a tax computed under paragraph (1)
or paragraph’(2), whicliever is the greater:

(1) If the mutual insurance company taxable income (computed without
regard to the'deduction provided in séction 242 for partially tax-exempt interest)

is over $3,000, a tax coinputed as follows:

(A) NORMAL TAX.— . i

(i) TAXABLE YRARS B NING' BEFORE- APRIL 1, [1055] 1956.—~In the
case of taxable vears beginning hefore April 1, [1955] 1956, a normal tax
of 30 percent of the mutual insurance company taxable income, or 60
percent’of the amoiint by which such taxable income exceeds $3,000, which:
ever is the lesser; L e

(ii) TAXABLE YFEARS BEGINNING AFTER MARCH 31,  [1986] t%6.—In the
case of taxable years beginhing after March 31, [19656) 1956, a normal tax
of 25 percent of ‘the mutual insurance company taxable income, or 50
Cl the _amount by which such taxable income exceeds $3,000,
ichever is the lesser; plus . .

(B): SuRTAX.—A_surtax of 22 percent of the mutual insiirance company
taxable -income ‘(coniputed without regard to the deduction :provided in
scetion 242 for partiall interest) ‘in oxcess of $25,000. =
(2) If for the taxable of incoine from interest, divi-

dends, rents and net preiiim s dividends to policyholders, minus the
interest which under section 103 is excliidéd from gross incoine, exceeds $75,000,
a tax equal to'1 percent of the amoiint so compiited, or 2 percent of the excess of
the amount so computed over $75,000, whichever is the lesser. Lo
(b) Imposttion ok Tax oN INTERINSURERS,—In the case of every mutual

insurance company which is an interinsurer or reciprocal underwriter (other than

*

an interins
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a life or a marine insurance company or a fire insurance company subject to the
tax imposed by ‘section“831), if the imutual insurardce ¢ompany taxable income
(computed as provided in subsection (a) (1)) is over $50,000, there shall bhe im-

for, each taxable year on the mutual insurance company taxable income a

{)ose it I Rt
ax complited as follows:

(1) NORMAL TAX,— ; : L . L

(A) TAXABLE YEARS BEGINNING BEFORE APRIL “I;: [10:8] 1954.—In the
case of taxable years beginning before April 1 [19556] 1956, a normal tax
of 30 percent of the inutual insurance company taxable income, or 60 percent
o'f t}le amount by which such taxable income exceeds $50,000, whichever :s
the lésser; . _

(B) TAXABLE YEARS BEGINNING AFTER MARCH 31, [1985] ss6.—In the
case of & taxable year beginning after March 31, [19556] 7956, a normal tax
of 25 percent of the mutual insurance company taxable income, or 50 percent
of the amount by which such taxable income exceeds $50,000, whichever is
the lesser; plus o
(2) SurTax.—A surtax of 22 percont of the mutual insurance company

taxable income (coniputed as provided in subsection (a) (1)) in excess of $25,000,
or 33 percent of the amount by which such taxable income exceeds $50,000,

whichever is the lesser.
* * *

SEC. 4041, IMPOSITION OF TAX. -

(a) Dieser Fuen.—There is hereby imposed a tax of 2'cents a gallon upon any
liquid (other than any product taxable under section 4081)—

(1) sold by any person to an owner, lesses, or other;operator of a diesel-
powered highway vehiole, for use as a fuel in such vehicle; or

(2) used by any person as a fuel in a diesel-powered highway vehicle unless
there was a taxable sale of such liquid under paragraph (1),

(b) Speciin, Mortor FuwbLs.—There is hereby imposed a tax of 2 cents a
gallon upon bernzol, benzene, naphtha, liquéfied petroleum gas,. or any other
liquid (other than kerosene, gas oil, or fuel oil, or any product taxable under
section 4081 or subsection (a) of this scetion)—

(1) sold by any person to an owner, lessce, or other operator of a motor
vehicle, motothoat, or airplane for use as a fuel for the propulsion of such motor
vehicle, motorboat, or airplane; or

(2) used by any person as a fuel for the propulsion of a motor vehicle, motor-
boat, or airplane unless there was a taxable sale of such liquid under para-

graph (1). .
(¢) Rate Reouction.~—On and after April 1, [1955F 1956, the taxes imposed
by this section shall be 13 cents a gallon in lieu of 2 cents a gallon.
* * * 2 * * *

* * * »

SEC. 4061, IMPOSITION OF TAX, ,

(8) AuromoniLes.—There’is hereby imposed upon the following articles (in-
cluding in each casé parts or accessories therefor sold on or in connection therewith
or with the salé thereof) sold by the manufacturer, producer, or importer a tax
equivalent to the specified percent of the price for which so sold:

(1) Articles taxable at 8 percent, except that on and after April 1, [1956]

1956, the rate shall-be 5 percent—

Automobile triick ¢hassis,

Automobile truck: bodies.

Automobile bis chassis.

Automobile bus bodies, =~ .

Truck and bus trailer and semitrailer chassis.

Truck and bus trailer and semitrailer bodics.

Tractors of the kind chiefly used for highway transportation in combina-
tion with a trailer or semitrailer.

A sale of an automobile truck, bus, truck or bus trailer or semitrailer shall,

for the purposes of this paragraph, be considered to be a sale of the chassis

and of the body.. ..
(2) Articles taxable at 10 percent except that on and after April 1, [1955]

1956, the rate shall be 7 percent—
. Automobile chassis and bodies other than those taxable under para-

. _graph (1). = v : 4 ,
Chass?s and bodies for trailers and semitrailers (other than house
trailérs) suitable for use in connection with passenger automobiles.

Motorcycles.
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A sale of an automobile, traller, or semitraller shall, for the purposes of this

paragraph, be considered to be a sale of the chassis and of the body, -

(b) PARTs AND AccessoriEs,—There is hereby imposed ppéh“%m‘t_s_‘qr acoes-
sories_(othcr than tires and inner tubes and other thanalitomobile radio and
television receiving sets) for any of the articles enumerated in subsection (a)
sold by the manufacturer, producer, or importer a tax equivalent to 8 percent of
the price for which so sold, except that on and after April 1, [1956] 19566, the

rate shall be § percent,
* * * * * * *

SEC. 4081. IMPOSITION OF TAX. )

There is hereby imposed on gasoline sold by the prodticer or importer thereof,
or by any producer of gasoline, a tax of 2 cents a gallon, On and after April 1,
[1055]) 1956, the tax imposed by this section shall be 1% cents a gallon in lieu

of 2 cents a gallon,
* * * * * *

SEC. 5001. IMPOSITION RATE AND ATTACHMENT OF TAX.
(8) Rare or Tax— e S

(1) ' In aeNERAL,—There is hereby:imposed on all distilled spirits in bond or
produced in"or imported into the United States an internal revenue tax at the
rate of $10.50 on each proof gallon“or wine galloi when below proof and a
proportionate tax at a like rate-on:all fractional parts of such proof or wine
gallon. On and after April 1, [10656] 1966, the rate of tax imposed by this
paragraph shall be $9 in licu of $10.50.

(2) ‘PrRoDUCTS CONTAINING DISTILLED 8PIRITS:—All products of distillation,
by whatever name known, which contain distilled spirits or alcohol, on which
the tax 'iiijpdéed by law has not been paid, shall be considered and taxed as
distilled spirits. | e .

(8) IMPORTED PERFUMES CONTAINING DISTILLED sPiriTs.—There is hereby
imposed on all perfumes imported into the United States containing distilled
spirits a tax of $10.50 per wine gallon, and a proportionate tax at a like rate
on all fractional parts of such wine gallon. On and after April 1, [1955] 1956,

the rate of tax imposed by this paragraph shall he $9 in lieu of $10.50.
* * * * * * *

SEC. 5022. TAX ON CORDIALS AND LIQUEURS CONTAINING WINE.
On all liqueurs, cordials, or similar compotinds®produced in the United States
and not sold as wine, which contain more than 2} 'percent by volume of wine of
an alcoholic content in excess of 14 percent by voliime (other than bottled cock-
tails), there shall be paid;in lieu of the tax imposed by section 5021, a tax at the
rate of $1.92 per wine gallon and a proportionate-tax at a like rate on all frac-
tional parts of such wine gallon until April 1, [19565} 1966, and on or after April 1,
[19656] 1956, at the rate of $1.60 per wine gallon and a proportionate tax at a
like rate on all fractional parts of such wine gallon. All other provisions of law
applicable to rzctification shall apply to the products subject to tax under this

section.
. * * * *

*

*

SEC. 5041, IMPOSITION AND RATE OF TAX,

(a) ,I,mibé'iﬁbiv.,—‘f{l‘pferq‘ is hereby imposed on: all wines, including imitation,
substaiidard or artificial wine, and compounds sold as wine, having not in excess
of 24 petcont of alcohol by volume, in bond in, produced in, or imported into,
the United States, taxes at the rates shown in subsection (bs, such taxes to bhe
. determined as of the time of removal for consumption or sale. All wines con-

taining ‘more than 24 percent of alcohol by volume shall be classed as distilled
spirits and taxed accordingly.

(b) RaTEs o TAX,— , ,

(1) On stil és containing not. more than 14 percent of alcohol by volume,

17 cents per wine gallon, except that on and after April 1, [1955] 1956, the

rate shall be 15 cents pe '

C per wine gallon; -~ =

(2) On still'wines containing more than 14 percent and not exceeding 21 per-
cent of aloohol by volume, 67 cents per wine gallon, except that on and after
April 1, [195563 1956, the rate shall be 60 cents a wine gallon;

(3) ‘On still wines containing more than 21 percent and not exceeding 24 per-
cent of alcohol by volime, $2.26 per wine gallon, except that on and after
April 1, [1955] 1966, the rate shall be $2.00 per wine gallon;



TAX RATE EXTENSION. ACT OF 1955 9

(4) On champagne and other sparkling wines, $3,40 per wine gallon, except
that on and after Aprit 1, [19567 1956, the rate shall be $3.00 per wine gallon;

and - : .
(5) On artificlally carbonated wines, $2.40 per winé gallon, except that on
and after April 1, {1955] 19566, the rate shall be $2.00 per wine gallon,
* * * » * * *

SEC. 5051, IMPOSITION AND RATE. OF TAX.

(s). Rawn, or Tux.There ls hoseby irmpdsod on all ‘hesr, bréwed or produced
and sold, or Temoved foF consumption ‘or sale, within' the. United States, or im-
I'¢ontaining not.more

ported into the United States, a tax of $9 for évery barrel dontafnini not.more
than 31:gallons, and at a like rate for any other quantity ‘or for the fractional parts
of & barrel atithorized and défined by iaw. :On"and after April 1, [)1..955] 1966,
the tax imposed by, the precedirig sentarice shall be at the rate of $8 in lisit of $9.
In estimating and computing such tax, the fractional parts’of a barrcl shall’be-—
halves, thirds, qiisrters, sixths, and eighths; and any fractional part of & barrel,
containing less than oné-eighth, shall be accounted one-eighth; mdre than one-
eighth, and not more than one-sixth; shallibe.accounted one-sixth; more than
onessixth; and not more than one-fotirth, shall be acdounted one-fourth; more than
one-fourth; and not more' than one-third,:shall be accoiited one-third{ more
than one-third and not more than one-half, shall be accounted one-half; more
than one-half and not more than one barrel, shall-be aécounted one bariel; and
more than onié barrel, arid not more than 63'gallons; shall be accotinted two barrels,
or a hogshead, The provisions of this section'reqiiiring’the accounting.of hogs-
heads, barrels; and fragtional parts of barrels at the next higher quantity shall not
apply where t})e dontents of such hogsheads, barrels, or fractional parts of baréls
are within the limits of tolerance éstablished by the Secretary or his delegate by
regulations which he is hereby authorized to prescribe; and no assessment shall be
made and no tax shall be collected for any excess'in any case where the contents
of the hogsheads, harrels, or fractional parts of barrels heretofore or hereafter used
are within the limits of the tolerance so prescribed. .
* * * * * * *

SEC. 5063. FLOOR STOCKS TAX REFUNDS ON DISTILLED SPIRITS,
WINES. CORDIALS AND BEER .

(8) GENBRAL.— With respect to any article uipon:which tax is imposed under
this part, upon which "internal revenue tax (including floor stocks tax) at.the
applicable raté prescribed has been paid. and which, on April 1, [19563 1956,.is
held by any person an nded for sale or for use in the manufacture or produe-
tion of any articl led for sale, there shall be credited or refunded to such
ggrson_ (without interest) Subject to such regiilations as may be prescribed by the
Secretary ‘or his delegate an amotibt equal to the difference between the tax o
paid and:the rate made applicable to such articles on and after April 1, [1955]
1966, if claim for such credit or refund is filed with the Secretary or his delegate
prior to. May 1, [1955 or] 1966, or within 30 days from the promulgation of such
regulations. e o , T

(b) Limirarions oN Evrigiaitity For CrEpiT or REFOND.—No person shall’
be entitled to credit or.refund under subsection (a), unléss such person, for siich
period or periods both before and after April 1, [19553 1964 (buit ‘not extending
beyond 1 year thereafter), as the Secretary or his delegate shall hy regulations
prescribe, makes and keeps, and files with the Secretary or his delegate, such
}records of inventories, sales, and purchases as may be prescribed in such regu-

(c) Orarr Lawe AppLicABLEi—All" provisions® of law, including penalties,
applicable in respect:of internal reveniie taxes on distilled spirits, wines, liqueurs
and cordials, imported perfiimes containing distilled spirits, and beer shall, insofar
as applicable and not inconsistent with this section,. be applicable in respect of
the credits and refunds provided for in this section to the same extent as if such
credits or refunds constituted credits or refunds of such taxes. ,

* * * * * * * i

SEC. 5134. DRAWBACK. e G o
(&) In the case of distilled spirits on which the tax has heen determined and
used as provided in this subpart, a'drawback shall he allowed—
(1) At the rate of $6 on each proof gallon upon which tax is paid at a rate of
$9 per proof gallon prior to November 1, 1951; o

)
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(2) at the rate of $0.50 on each proofigillon tpon which: tax.is determined at
the rate of -$10.50 per proof gallon on’ancl after November 1; 1951, . - -

(3) at the rate of $8 on each proof gallon upon which tax is determined at a
rate ‘of $9 per proof gallon after March 31, [1956] 1966, i . - .

* : * * ! P * . ok *
SEC. §701. RATE OF TAX.

. . . R . Y .
__(0)_CraAReTTS,—On cigarettis, mantifactiired in or imported into the' United
States, there shall be imposed the‘following taxes: © "~~~

res.—On oigarittes, weighing not mote than'3 pounds per

(1) SMALL TES,— Ol of
thousand; $4 pér thoisan 1 April 1, [1955] 1956, and $3.50 per thousand
ou and after April 1, [1955] 1966; U

(2) LARGB-C1GARETTES,—ON cigarettes, ;Weighiﬁg:'mq:rg than 3 poiinds per
thousand, $8.40 per thousand; except that, if more than 614 inchies in length,
they shall be taxable at the rate prescribed for cigarettes weighing not more
than 3 pounds' per thousand, counting each 2% inches, or fraction thercof,
of the length of each as one cigarette. o i

. * . . .« *
SEC. 5707, FLOOR STOCKS REFUND ON CIGARETTES.

(a) . IN GENBRAL—WIith'redPect to Gigirettes, weighing not more than 3 poiiids
per thoiisand, upoh whi¢h'tlie tax i ‘ %0

ig , '
, in which'tho tax imposed’by subseetidis (o). (1) of section 8701 has
been paid; and which,on April 1, [19553.1956, are held by any person afid litcnded
for salé, or -are in transit froin foreign countries or insular possessions of ' the
United States to any person in‘the United States for sale, there shall'be credited
or refunded to Such person (without inter 2, subjject to such. regulations as shall
be prescribed by the Secretary or his:delegate, an amount equal to the difference
between the tax "paid onsich ¢igaréttcs and the tax made applicable to such
articles on April 1,- [1956171966, if -claiin ‘for-siich: eredit or refund is filed with
the Secretary or his delegate before July 1, [1955] 1966, L '
(b) LimiTATIONS ON EriGiBiLiry For Creprr or REFUND.—No person shall
be entitled to credit-or refind under subsection (a) of this seotioh urnless such
person, for such period or periods hoth before and after April 1, [1955] 1966 (but
not extending beyond 1 year thereafter), as the Secretary or his delegate shall,
by regulition, prescribe, makes and keeps, and files with the Secretary or his
delegate such records of inventories, sales, and purchases as shall be prescribed in,

such regulations.
* * * *
SEC. 6412, FLOOR STOCKS REFUNDS,
(a8) Moror VenicLes.— . .
(1) IN geNERAL.=~Where béfore April ‘1, [19557 1966, any article subject
to the tax‘imp :by scetion 4061 ‘(a) or (b) has been sold by the manufacturer,
producer, or importer, and on such date is held by a dealer and has not been
used ‘and-is inteiided for -sale, "there shall be ¢redited or refiinded (without
e ‘manufacti oducer, or importer an amount equal to-the
oy such manufacturer, producer, or importer
inount of tax made applicable to such article

1796,

i

* * *

1o0n— RS e il
‘a wholésalér, jobber, distributor; or retailer.
erod ag_‘‘held ‘by. a dealcr’’ if title tliereto
r not delivery to him has been made),
‘to such article’or possession thereof
1y Perse her:than a dealér.
‘eseribed by the Secretary
] section may be made to the

L€ CEr,;. nporter, if the manufacturer,
produce 1porter. waives any claim’for the amount so to be refunded.

(4) ‘REIMBURSEMENT OF DEALERS,— When the oredit or refund provided for
in this subsection has been allowed to'the manufatturer, producer, oriimporter,
he shall 'remit to the dealer to whom was sold the article in respect of which
the credit or refund was allowed so much of that amount of the tax corresponding
to the credit or refund as was included in or added to the price paid or agreed

to be paid by the dealer.
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ON ON BLIGIBILITY FOR GREDIT OR REFUND.—No porson shall be
edit or réfund. under this siihseotion unless (A) he has in his posses-
ficé of the'ihventories with respect to which the eredit or refund

sion’such evidone . : { or
is olaimed as may be required by regulations preseribed under this subsection,

and (B) élaim’for such credit or refund is filed with the Sceretary or his delegate
‘before Jily 1,-[1966F 1956.

(b) GASOLINE,—
(1) IN GBNBRA
upon which tax. (i
anid whichj 8h:Ap
there shall:bé ore
who'paid the:
retary or hig'c
tax.so paid:and:the amoiin
April 1. [1956] 1956, as has:bee r.or 1
person as reimblirsement for the:tax reduction on such gasoline, ] 0
credit or refund 'is filed with the Secrctary or his delégate prior to July 1: [1955]
1966. No oredit or refund shall'be allowable under this subsection with respect
to gasolitie in retail stocks held at the place whereintetided to be sold at retadl,
nor with respect to gasolitie held for sale by a producer or importier of gz; oline.

f.claim for'siigh:

(2) LIMITATION ON BLIGIBILITY FOR CREDIT OR REFUND.—No prodice
importer shall be entitled to'a eredit or refund under paragraph (1) tinless he
has in his possessioh” satisfactory evidence of the inventorles with respect to
which he has made the reimbiirsements described in such paragraph; and cstab-
lishes 'to" the satisfaction of the Secrctary or his delegate with respect to the
quantity of gasoline as to which eredjt or refund is claimed under such para- -
granh, that ob or after April 1, [19556] 1956, such quantity of gasoline was sold
to the ultimate consumer at a price which reflected the amount of the tax reduc-

tion.

SECTION 497 OF THE REVENUE ACT OF 1951
SEC. 497. REFUNDS ON ARTICLES FROM FOREIGN TRADE ZONES.

() IMproRTED. ARTICLES — With rq;s*’;'jbjjt to any. article specified in scction
2000 (c) (2), 2800 (a), 3030°(a), or 3150‘§a).'0f the Internal Revetitie Code of 1939
(or scction 5701 (c), 6001 (a), 6022, 6041 (b), or 5061 (a)_of the Internal Revenye
Code of 1954) on which internal revenuc tax at the applicable rate prescribed
in siich section has'been determinéd plirsiiant to section 3 of the Act of June 18,
1934, as amended (U. S, C., title 19, sec. 81¢), prior'to April'1, [19556] 1956, and
which on or after.such dale is brotight from a foréign (rade zone into customs
territory of the United S d the tax so deterinined théreon paid, there shall
be credited or refunded” “intérest) ‘to the taxpayer, subject to such régiila-
tions as ‘may be prescrib 1€ sretary, an amolint equal to the difference
between the tax so’paid: ax made applicable to such articles

il 1, ch credit or refund is filed with

n vV .Wl

(h) PreVioUsLy TAXPAID LE spe
section 2000 (6) (2);2800°(a); 3030 (&), or 3150 (a) of t! 1l R
of 1939 (or seclion’ 5701 (¢), 5001 (a), 6022, 6041 (b}, or 6051 (a) of the I
Revenue” Code of '1967), ipon which internal revenue tax (including:floor stocl
tax) at the applicablé rate prescribed in such section has been paid, and'which was
taken"into a foreign trade zohe from the custoins territory of the United States
and ‘placed under the supervision of the collector .of .¢ustoms, pursuant to the
second proviso“of section’ 37of the Act of Juie 18;-1934; as amended (U.'S. C;,
title 19, sec. 81c), prior to April 1, [19553 1956, and which on or after such date
is (withou t"lb’Séi'i"E’idéi)’t.jty)‘ié'tgx'f ‘ned from g foreign trade zone'to customs territory
of the United States, there shall be credited or refiinded (without interest) to the
persoh 80 returning such article, stibject to such’regulations as'may be prescribed
by the Secretary, an amount.equal to the différence between the tax so paid and
the amoutit of tax made applicable to'such articles on and after April 1, [19363
1966, if claim for such credit or refund is filed with the Secretary within thirty
days after the return of the article to customs territory,

O
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TAX RATE EXTENSION ACT OF 1955

MaRrcH 9, 1955 (under authority of the order of the Senate of MarcH 2, 1956).—
Ordered to be printed

M r KuRr, on behalf of certain members of the Committee on Finance,
submitted the following

MINORITY VIEWS
‘ [To accompany H. R, 4259)]

Those of us who are signing this report find ourselves in basic dis-
agreement with the present national administration on a fundamental
pomtl, of national policy—the distribution of the tax burden among our
reople.

: ’the issue can be drawn clearly and briefly,

The present administration believes that tax policy should be shaped
in such & manner as to encourage vast accumulations of capital on the
theory that if the top is prosperous, some share of the prosperity will
trickle down to others.

In contrast, it is our belief that the national interest is best served
by tax pohmes which insure individual Americans maximum possible
purchasing power—the most potent force in shaping an Americs, in
which all our people will be prosperous.

The conflict between these two philosophies is the only point truly
ab issue in our effort to secure a tax reduction for m(lmdunl taxpay-
ers—wealth in the hands of a few; purchasing power in the hands of
many. We take our stand on the side of increased purchasing power

and an expanding economy.

BUDGET CONSIDIERATIONS

It is true that the present, admiri ration has seen fit to interpret
this issue in terms of balancing the biidget,  But it is diflicult to con-
sider such arguments seriously, in hght of the same administration’s
actinns when it assumed the initiative in tax legislation in 1954,

Actions frequently speak louder thian words. Tf that axiom is valid,
it is apparent that the present administration considers a tax reduction
“fiscal irresponsibility’”” only when it accrues to the benefit of low-

income wage earncers.
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Earl in 1954 the present admlmstratlon forecast a 1955 fiscal ear
deficit of $29 bllhon' This was clearly and unmlstakably a deficit,
differing from the deficit which now leads the administration to op-

ose & tax cut in only one respect—it was $500 million greater.,

And yet, the deficit forecast for fiscal 1956 did not prevent the ad-
ministration from embracing a tax reduction bill in which 77 percent
of the immediate relief and 91 percent of the long-term relief went to
corporations and large income earners,

It was not considered “fiscal irresponsibility”” to depmve the Treas-
ury of $362 million in annual revenues by extending special benefits
to those whose incomes are derived from dividends.

It was not considered “fiscal irresponsibility”” to deprive the treasury
of $1 to $2 billion a year in revenue for a period extending 18 years into
the future by granting large corporations rapid depreciation benefits,

These provisions were not approved through mere inadvertenee,
'They were enacted over the vigorous protests of the then minority
which presented an alternative plan that would have granted the
greater part of the tax relief to the lower-income brackets which stood
in the greatest need.

On this basis, it is fair to assume that the present administration
regards “fiscal respowszbzlzty” as that state of affairs in which the rich
get richer and the poor are expected to balance the budget.

Despite this precedent, however, we have no intention of emulating
the casual disregard toward the problem of budget balancing displayed
by the present administration in 1954. We recognize that this is not
merely an academic issue and we intend to deal with it responsibly
and squalcly

There is nothiifig mutually exclusive about the two concepts which
should be considered by responsible legislators—the need of our wage
earners for tax relief and the need of our budget for balancing. Pru-
dent consideration of the elements which go into each problem will
lead to a solution for both.

To this end, we advance three points for the thoughtful considera-
tlon of our colleagues

. The stimulus to our economy and the resultant creation of rev-
cnue -producing wealth that will follow a tax reduction designed to
mcwasc purchasing power among individual Americans.

The need for a reexamination of the henefits that were granted
to lmgc income earners and corporations in tho 1954 tax bill under
the theory that these benoﬁts would grant a few individuals more
monev to invest in economic expansion,

. The inadequacy of the administration’s present (and only rev-
mue -producing) proposal which would extend current excise taxes on
such items as whisky, champagne, cigarettes, and automobiles for

-only 12 additional months from April 1, 1955,

EFFECTS OF A TAX REDUCTION UPON THE ECONOMY

We are not wedded irrevocably to tax reduction in the form approved
by the House of Representatives but we are in full accord with the
spirit that motivated the House majority, We interpret the House
action as a desire to do justice to those who were bypassed last year
when tax relief was given chiefly to corpor atlons and taxpayers in the

upper-income brackets,
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However, justice, though a compelling motive, is not the sole basis
of our'case. It is our deep-seated conviction -that 4 tax reduction
granted to those in need of relief would have béneficial effects upon
our economy, bolster the trends toward prosperity, and strengthen
our Nation, i .

The evidence from every quarter indicates that such strengthening
ls nceded. .~ o e

We are not implying—directly or indirectly—that a tax reduction
is necessary to ward ofl a depression, . We know of no one who has
forccast such a staté of affairs, -Neither ‘do we intend to enter the
arena of semantic debate over such phrases as “recession’’ or “rolling
readjustmént.” Such phrases engender considerable heat but shed
little light upon the problem before us. o '

But 1t takes neither a crystal ball nor profound economic analysis
to determine that there are ‘‘soft spots’” in our economy. These
“soft spots’” amount to unemployed workers and unemployed
machinery. = 7 - . L :

The science of economics is far from exact. But one statemént can
be taken as a truism, It is that unemployed workers and unemployed
machinery produce no wealth and consequently no revenue either for
the Government or for private individuals, It is equally a truism to
state that both workers and machinery will remain unemployed unless
there is a market for the goods which they jointly produce.

The numbers of the unemployed are far below the frightening levels
of the 1929 depression, But this is cold comfort to the Kentucky
miner or the Georgia textile worker or the Oklahoma farmer facing
the problem of economic survival for himself and his family.

Furthermore, the unemployed worker represents a drag on the
entire economy, In addition to his own problems, his jobless status
restricts his participation in the consumer’s market. He cannot bu
and therefore others cannot sell. And when ‘“‘others” cannot sell,
they tend to dump new workers into the ranks of the unemployed.

We cannot agree with the attitude of the present administration
which appears to be that the problem of unemployment is so insig-
nificant it can be ignored, S »

The current trends are disturbing. Full-time unemployment in
1954 was double the leve! of 1953. Furthermore, 1954 witnessed a
& vast increase in “part time’’ unemployment—a factor difficult to
measure but as dangerous to the economy as permanent joblessness.

The statistics of recent months ‘are not encouraging, The latest
figurés show that unemployment in January 1955 was a quarter of
a million greater than during the corresponding month of 1954, The
experts hold forth no hope for a significant upsurge in employment
during the next few months, - o _

Aside from the human tragedy involved in unemployment, there
is also the factor of waste. Within that factor can be found some of
the élements that are now contributing toward an unbalanced budget.
Employed workers have the purchasing power that maintains the
businéss activity that balances a budget. Unemployed workers are
the drain on our economy that slows business activity and helps to
unbalance the budget. A ‘

. The case was stated very well by the ranking minority member of
the Senate Finance Committee in 1954 when he said on the floor of

the Senate:
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How are we to balance the budget unleas we have an ecoriomy that will enable
the people of the Nation on a per capita basis to pay for the products of the mills
and factories? * * * In this America, in this free economy, have we become
8o accustomed to luxury and extravagant spending and living that we cannot
see the long arm of the tax gatherer as it descends into the breadbasket of the

poor in this country?

We are in full agreement with this attitude toward budﬁet balancing,
The budget cannot be balanced unless our people have the purchasing
power to keep business activity at high levels. There can be no
argument with the proposition that the best way of stimulatini that
purchasing power is to grant tax relief to the lower income brackets—
the people who are the most likely to transiate their increased in-
come into increased consumption,

We know of no direct method of measuring increased purchasing
power in terms of Government revenues, Nevertheless, it cannot
be denied that such an effect exists,

Furthermore, we do not intend to dispute contentions that reduc-
tions thus far proposed may possibly be inadequate to the problem,
We do know that the proposals are a step in the right direction and
we would rather walk in the right direction that stand still,

REEXAMINATION OF BENEFITS TO LARGE INCOME EARNERS AND
CORPORATIONS

We do not intend to'decry the value of incentives to investment in
new facilities at a time when demand has outstripped production,
Nevertheless, we believe that there are a number of “‘benefits”’ granted
to corporations and large income earners in the 1954 tax bill which
could well bear reexamination, )

At this point, we will consider only three, without foreclosing the
right to examine others at any time, ‘ ,

Rapid depreciation.—This was probably the most important' con-
cession to large business in the 1954 tax bill and yet it is doubtful
whether the implications were fully appreciated at the time. According
to the tax report of the House Ways and Means Committee, H. R.
8300, 83d Congress, 2d session, page B-13, it amounts to a net revenue
loss of $19.5 billion for an 18-year period, over what we would have
lost had customary instead of accelerated depreciation been used.

The loss is distributed as follows:
Billlon Billion

Fiscal year 1986 o $1. 05| Fiscal year 1969 ..o .__.. 2.1
Fiscal year 1967 ... .. _... 1. 55| Fiscal year 1960_ ... .. ... ... 2.2
Fiscal year 1068 o omeinn. 1.9 | Fiscal year 1961 1. _____ .. ..... 2. 16

3 From this point to the end of period the revenue loss declines,
. We are implying no commitment on the principle of depreciation
no matter how rapid. We recognize that all of this loss cannot be
recovered completely without committing an act of bad faith—
especially in the first 2 years. But if the c%oice must be between tax
benefits for corporations and tax relief for individual citizens, the
decision of the 1954 tax bill should, in our opinion, be reexamined.

Dividend credit and dividend exclusion.—These provisions of the
1954 tax bill will cost the Treasury $362 million per year for an indefi-
nite period. Again, we imply no final commitment on the principle
involved but are constrained to note, from the standpoint of public
policy, there might well be a reexamination of the justice of granting
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benefits to those whose income comes from dividends while withholding
relief from those in the low-wage bracket. :

Reserves against future business expenses—Through inadvertence,
section 462 of the Internal Revenue Code of 1954 permits the estab-
lisiment of reserves against future business expenses and their imme-
diate chargeoff against current income. The repeal of this provision
would save the Treasury at least $1 billion this year.

INADEQUACY OF THE ADMINISTRATION’S CURRENT PROPOSAL

Despite the administration’s professed anxiety over balancing the
budget, it has only advanced one revenue measure to achieve thit and.
It is to extend the current rates on excise and corporate taxes rr s:idi-
tional year beyond April 1, 1956 (next month), to bring in additional
revenue of $2.8 billion.

This seems to confront Congress with the alternatives of letting the
taxes expire now or extending them in such a way as to renew the
tax fizht in"an election year,

We are in agreement with extending the current rates. However,
we do not think the proposal goes far enough. It is obvious that a
simple extension in time will maintsin Government revenues at higher
levels and that there is no necessity to permit present rates to lapse
on April 1, 1956. '

To argue that this is ‘“legislating for the future” would come with
poor grace from those who so cheerfully welcomed rapid depreciation
proposals extending forward for 18 years,

CONCLUBSIONS

1. There is ample basis in justice and economics for an equitable
tax adjustment at this time designed to help low-income earners and
to stimulate our economy. At the very least, it would correct the
injustice that was done to individual citizens through the inequitable
tax bill of 1954. , :

2. A tax reduction to those in low-income brackets would stimulate
the economy and increase revenue-producing wealth. To that extent,
it would tend foward—rather than away from-—a balanced budget.

3. The tax bill of 1954 should be reexamined carefully to remove
the inequities which favored corporations and large income earners
at the expense of low wage earners. ,

4. Consideration should be given to extending the present corporate
and excise rates to a date beyond April 1, 1956—the termination date

for the administration’s present proposal.
RoBerT S. KERR.

J. ALLEN FRrEar, Jr.
RusserLr B, Lona.
GEORGE A. SMATHERS,
LynpoN B. JoHNSON.
ALBeN W. BARKLEY.



