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EXCISE TAX TECHNICAL CHANGES ACT

-

TUESDAY, JULY 15, 1058

UNrep Srares SENA1e,
Commrrres oN I'INANCE,
Waﬂ’tinﬂton, Do G’o

The committeo met, pursuant to eally at 10:20 a, m,, in room 812,
&§¢alu.mw Oflice Building, Sonator Hurry Ilood Byrd (cl’mirmtm) pre~
siding.

Prosont : Senntors I{l’rd (chairman), Korr, Frear, Long, Ander-
son, Douglus, Macting Willinms, Flanders, Muiono, Bennett, Carlson,

and Jennor,

Also present : lizabeth BB, Springer, chief clork.

The Citairman, The meeting will come to order, The hearing today
ig on the bill IT. R, 7125, the Iixcise T'ux Technical Changes Act of
1967, Duo to the timo eloment involved, ench witness is limited to 10
minutes for presentation of his prepared statoment but he has the priv-
ilogo of submitting a written substantiuting statement for the record.
All statements for inclusion in the printed record should be received

not later than Wo.dmesdu{, July 16,
1 submit for the record the m}&gn-ts on this bill by the Department of

the T'rensury, ag submitted by Mr. Dan Throop Smith, Deputy to the
Secretary of the Treasury and the Bureau of the Budget as sub-
mitted by Phillip S, Hughes, assistant director for legislative refer-

once, Bureau of the Budget.

he reports follow:) .
Seo algo Seeurities and Ixchange Commission report, p. 244.)

Oryicy. ov THE SECRETARY 0F THY THEASURY,
Waashington, July 15, 1958,

Hon, HArny F, Bynon,
hatrman, Committee on Finance,
United Statcs Bcnate, Washington, . (.

DeAr MR, OntairmAN : This 18 in response to your request of July 8, 1957, for
the vﬁ\zg of this Department on H. R, 7125, the Excise Tax Technical Changes
Acto 7.

At the time of the enactment of the Internal Revenue Code of 1954, most of
the excire tax provisions of the law were not changed to any great degree because
of time limitations. H. R. 7120 represents a step toward revision of the technical
aspects of exclse taxes which were not considered in 1954. While some changes
are proposed in practleally all taxes, major revisions are contemplated in the
taxes on communications, documentary stamps, distilled spirits, and also in the

general credit and refund provisions.
Because of the number of proposed changes in the bill, mention is being made

of only a few of the more important ones.

The large scale revision of the taxes on communications would involve a
change of the terminology and definition of the taxable types of services. Prom-
inent among the changes are revisions of the taxes imposed on “local telephone
service” and “long distance telephone service.” These have been redesignated
as ‘“‘general telephone service” and “toll telephone service,” respectively. The
changed titles also involve changing definitions. For instance, “general telephone
service” is defined as *‘any telephone or radio telephone service furnished in con-

1
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2 NXOISN TAX TROLINIOAL OHANGES ACT

noction with an{ fixed or moblle tolophone or vadio telophono statton which may
bo connocted (diveotly or fndlroetly) to an oxchingo "l""md by a porson on.
gaged (n the business of furntshing communteation morvico, If by montiw of mich
contnection comunteation may bo estublinhod with any othor fixed or mobilo tole-
phone or tadto telophione statien he rodefinttion of loeal tolophone service han
o numbor of Shjoctives, one of which may bo montloned horo morely um an ex-
ample,  Undne prosent 1aw, commion eareforn nre oxompt from tnx on lonsod
wite sorvico used i the conduet of thole business,  Howover, chnvgos for leasad
wires weed for oral communteation which ave ontively within a loeal tolophone
area nro not exempt, sinee such sorvico In clunsifiod an Joeal tolophotio noryleo,
As tho aren oncompaasmd by local tolophonn servico I8 boing fnulunlly oxpnndod
hy techuologleal changes, the earelova find that tholy exemption for lonwod wire
servico I bolng geadually contractod,  'The noew deflnltion of general tolophone
sorvice would avold this problom by oxolmlmq lonmod wire sorvico enttroly from
ite scope us auch wires cannot bo connected, divoctly or indlrectly, with gonornl
telephone sorvive,

The proposed revialon of the documentary staump tnxos contuing both substane
tive and olorlcal chnngon, Drobnbly the most slgnifioant of thowo In the use of
actunl value for the bare of tho taxen on fssunnco nud transtor of stocks, Undor
present law thoee taxes are rolated to tho par valuo of the stock, 'I'his ar-
rangewent rosnlts in nrttitetnl distinetlons, slneo stock may bo Issnoed with n par
valuo signtficantly lesa thun the actunl value in ordor to obtaln a low rato of
tax. Umter the bitl, the tax on the transfor of eapltal stock would bo 4 conts
on each $100 (or major fraction thoreot) of the nvtunl valuo of tho cortificatos
teansforred, The tax, however, could not oxceod ¢ conts por shavo. ‘I'ho mint-
nmum tax on any teansaction would be 4 conts,  Undor presont lnw, the tax is
0 conta on éach $100 (or fraction thoreof) of the agrrognte par or faco valuo
of the cortificates transforred and 0 conts por share in tho caso of tho transfor
of ho par value atock, Where the stock, whothor par or no par, 18 xold for $20
or more por shave, the rate of tax s 0 conts rathor than 0§ conts, On origlnal
fasnance of stock the rate now s 11 cents por $100 (or major fraction thoreof)
of the par or face value of each certifieato.  Whore the stock has no par valuo
the tax iz 11 cetits on ecach $100 (or fraction thereof) of tho nctunl valuo of
each cortifieate, except that 1€ the actual value is loss than $100 por sharo the
tax 13 8 couts on vach §20 (or fraction thercof) of tho actual valuo of ench
certiftcate.  H. R. 7120 proposes fmposing a tax of 10 conts on euch $100 (or
najor fraction thereof) of the actual value of cnch cortificato,

The bill would add to the altuntions wnder which arvticles or rorvicos may be
sold tax free and the conditions and methods by which credits and rofunds of
overpayment of tax may be obtalned, A significant chango in the tax-free salos
area 1s the provizion for exemption from retailers, manufacturors, and trans-
portation and communication taxes for sales to nonproflt educational Institu-
tiong, provided the purchases are made for thelr exclusive use. At the present
time purchases of the taxed items by publle schools are exempt from tax, The
term “nonprofit educational organization” is defined by reference as a nonprofit.
educational organization which normally maintaing a regular faculty and cur-
riculum and normally has ) regularly enrolled body of students in attendance at
the place where its educational activities are regularly carrled on,

Another change in this area would grant credit or refund of manufacturoers
excise taxes where taxpaid articles have been exported prior to any other use,
Under present law, a credit or refund may be granted only where there was
knowledge at the time of the original sale by the manufacturer that the article
was being purchased for export. This provision required advance knowledge on
the part of dealers as to their export needs. Under the provision of the bill,
it is immaterial for purposes of obtaining the credit or refund whether the
article was intended to be exported at the time of its sale by the original manu-.
facturer. ..

Chapter 51 of the Internal Revenue Code relating to distilled spirits would
undergo a general revision under the terms of the bill. At the time of the enact- .
ment of the 1954 code a more limited revision of the distilled spirits provisions
was made than in the case of the provisions relating to the other alcoholic
beverages and tobacco products. At that time, however, the Treasury Depart-
ment indicated that it was engaged in a review of the distilled spirits provisions
for later submission to the Congress. Most of the proposed revisions in chapter
&1 incorporated in H. R. 7125 represent the Treasury suggestions promised in
1954. The extent of the changes proposed is such as to preclude lsting at this.
point, th one major conceptual change may be mentioned., In H. R, 7125 it is
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propowed to oliminato the prosent logal concopts undor which ning complotoly
sopiurato ontablishmonts aro nocossary to porform the activition relating to the
z»rmhwtlon storage, denaturation, procossing nnd hottling of distitlod spieits, In
hoty nmmf, provislon {n mnde for o Mingle funetionnt distilled wpirits pinnt,
Oporitions {mrmrmml prior to puyment. or dotormination of the Aixtiled spirits
tax wonld bo conductod on “honded promises,” and aporations reliuted to the

rootifientlon or hottling of distitled wpielits on which the tax has heeh pald or

dotormined would ho conductod on "hottling promises,”

T'he 'I'ronmury Doprrtiiont ballovon that n toctinleal oxcine bill has conslderable
morlt boeauso tho oxclse thx portion of the Internal Hevenne Code was not
glven detnlled conslderation during formulution of tho 1084 codo, As n mattar
of faet, nn wan Just indleatod nhove, the roviston of the provisions with respect
to Aistilled wpiritn Inrgoly roprosoity suggontions the T'roasury Dapartment
dovolopod in cooporntion with the indaostry. The same In trae of most of the
chungon nino Incorpornted in tho bitl with veupoct to the other aleoholle hever-
agon and tobneco productd,  Kartheriors, the rovenun losses resulting from
mont of tho rovonusdosing $temu in the bill are rolatively smnll and to some
oxtont nro offuot by ravenue increason {n other partd of the Wll, According to
tho roport of the Committen on Wnys and Means (11, Rept, No, 481, Kith Con-

" groan, Int sowm,), the overall net revenne lons in glven an $16 million, In this

ronpoct, tho WL ean ho conmldared nceoptable an & reform maasura and not an
a rovonue hifl,

Thore in, however, 1 Important revenue fenture not Included tn the $16 mil.
Hon entimnato, Thin 1 the proposnl In section 202 of the Wil for the inatitution
for tobneco products of a4 roturn system for the paymont of tuxes with a pre-
seribon roeturn porfod of not lows than 7 days, the first such period to begin not
Intor than August 4, 1048, 'Tho House roport estimaten thnt the revenue lows
for tho flseal yonr 1060 due to tho delay In payment proposed wonld ba $47
miltlon, Becausa of this, tho Department in strongly opposed to this provisiom,

It was recogniged during the formulation of the 1954 code that the prepaid
tax stnmp syntom usked for the payment of tnxes on aleoholle heverages and
tobaeco rewultod In the need for additional working capital by manufactirers
of such products nu contrasted with the monthly deposit or return system used
for tho panymont of most other exclse taxes, Consequently, the 1984 coda
stated that tho Reerstary could provide for the payment of the alenhol and
tobacco taxen by roturn for such period nn he wished, However, the Treasury
Departiment told the congresntonal tax committees that If it Instituted a retorn
syatom, 1t would not require less than n weekly period, Because of the revenne
loss involved, the Department has not found it possible to permit a retnm
system consistent with the minimum time paeriod it promined if such a system
wero inatituted, Dally return systems have heen provided, however, for heer,
wines, and clgars upon representation by the indnstries that they wounld be
willing to use such a syatem because of certain packaging and ecompliance con-
veniencen Involved. A simllay system is being considered for the nse of the dis-

* tilled apirits indiffitry.

The Treasury Department alsn {8 seriously concerned ahont one other pro-
vision of the hill, section 115 relating to constructive sale price for manufacturers
excises, Under present law, when a manufacturer sells at retafl, provision is
made for computation of hig taxahle price on the hasis of the price for which
such articles are sold in the ordinary course of trade by manufacturers or
producers thereof. This has generally heen interpreted as being the highest
price for which such or similar articles are sold by the mannfacturer to retaflers,
If the manufacturer makes no sanles to retallers but does sell to wholesale
distributors, the constructive price for his sales at retail is his highest price
to wholesnle distributors. Present law, however, makes no provision for read-

- Justment of taxable selling price in cases where sales are made by manuafacturers

to retallers. The bill would make several changes in the present constructive
price provision to reduce the taxable price, both in the case of sales at retafl
and in the case of sales to retailers. In the case of such sales, if the mann-
facturer also regularly sells to wholesalers, and certain other conditions nre
met, his taxable price would be the highest price for which he sells such articles
to wholesale distributors, or the price for which the articles are actually sold,

wichever is lower.
-The Treasury Department finds it necessary to object to this proposed change.

The revision, of course, would result in some revenue loss. The report of ti

Committee on Ways and Means gives an estimate of $3 million but indfcates
that this is a “subjective evaluation.” Of most importance, however, is the
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penoral prineiple duvolved,  'he proposnt involves a partinl attempt to dofine
i ormad” or fegualined” mnnutacturors selling prios,

The presont constractive price provislon applies onli/ whore mnnufaeturora
woll e rotadl, o At loms thun arme lmgth and nt losn than fade markot price,
he nttor proviston, whivh (v not afifected by the bl e to provend the munofae.
turer wetiiolntly contioling the price bolug aned an 1 tnx biwe,  'he proviston
for aduntinent of taxable prive of slow nt rotatl recogninen thut such stuntion
in not sl tothod of ¢ Mmf business by manufaoturors and that the rotull
wlco tontds to o aubatanttatly highor than the price at other lovols of dintribu-
fon at whioh manntacturers sotl,  Hincs manufincturors do not ke o lnego
xn\mlm;nun of thetr mnlen ot rotndl, not a gront deal of uxe In mnde of thik
Muvlulon,

Prlor to the votadl Jevel, manufactuvors oustomarlly perforin several dis.
teibution funetions, l\lmmf’nmumm may woll direetly to rotallors) to whole
anlors who sell (o vetindloran} and o wholoslovs who soll to other wholosilors,
T™he aame mnnufaoturer may wee abl theee mothods,  Ryon whore 2 com-
{mth\g nmanufaotaror sell ondy to wholosslors who soll to votallops, there may
W conrhidorable diterencen In the funetions of the wholeanlors in the 2 cinmos,
I one caro the manufacturer mny Pm‘t‘nrm nReent dend of advortising nud othor
worvieon for the wholeanlor, while i the othov the whole burden of dikiribution
may b on the wholesalor,  Ruch difforoncon in the dintetbuation tanotlonn enreisd
on by manufactuvers obviousty can vesntt In difforont snlon prleen by manufue-
o for comparablo products,  But In all enwon, e slon e made under n
customnry method of distetbution by manufacturors undortnlon in a manner
dosigned (o give the manufacturors thely nmxtmum profits,  Uhaw, while there
Ia an ofton vopoated bollef that the novmnl manufacturor's prico s a prics (o
L volwg whioloanlovs, this s not really the case,

Farthoriwore, there is a question ar to whethor “ogunlivation” of the fax
base boyondd that provided for In present Inw soally wonld achlove grentor
oquity,  Boavintas desipned to pat the snme amount of tax on kindod nt different
Joveda nay upsoet compotitive relationshipe rathor thun equallme thom,  Bor
Inatancy, the provision in 1, Re 7180 pravidea for (ho use, In goneral, of the
manufuctuver'a highest price to wholosnle distelbators an the taXuble prieo in
case of anloe to rotallovs and at vetnll,  One manufaetarer bas alvondy polnted
out, however, that this proposal would put M at o compotitive disadvantage,
Both he and his compotitora well to retallors and to wholosnlors wo that the
l\mmsnl In the LI prosumably wonld glve both groups a lesker tnxablo price,
3ut thia manufetnrer's competitors sell to wholesalors who provide significant
Aisteibution fanctiony, and these compotitors thevefore would recelve a signifl.
cant reduction of taxable price on sales at votndl and to rotndlors, ‘I'hin ono
nanufacturer, however, aells to cortndn wholesnloes who provide only ware
housing functions and therefore pay a relatively high price for hix products,
Thus the competitora of this one manutacturor would recelve a larger reduction
on their anles at retall and to retallors than he would, This oxawmplo glves
concrete evidence of the finely attunod compatitive rolntionships that might bo
upset hy trying to find a wnidorm baae for the manufacturers exelso tuxos,

The attampt to detine & normal or equulining price not only han conceptunl
doflcienciay, but also administrative ones. Manufacturer's involco prices ropre-
sent actual prices which are shown in the reconir of taxpayers, An oxclso tax
on the involce price can be veadily detormined. However, ohco 1 movement
away from the use of the invoive price is nnde, additional complications for tax-
payers in complying with the tax and for auditors in reviewing taxpayers' re-
turns are sure to arvise. Kithor taxpayers have to use a formula of some typo
0 adjust sales price, or they have to assume they sold at the price used in
another type of transaction. In any case, the question then arixe ) as to whether
the formula should be used, whether it was correctly used, or what adjustment
shonld be made if soe other type of sales price is substituted; with all the
condequent posxibility of conflict between taxpayers and the tax auditors,

The walidity of this objection is acknowledged in the report of the Committee
on Ways and Means on H. R. 7125, According to the report, H. R, 71205, goes
caly part way toward imposition of manufacturers excise taxes on a uniform
basis for slmilar articles hecause there are significant administrative problems
in going the full way. We believe that there are significant administrative
problems in any attempt to use prices which are not actual selling prices for the
purpose of an ad valorem tax.

We wounld also like to point out that the proposed revision of the distilled
spirit provisions contains a provision to extend the bonding perlod which is
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gulte controverstal and which was hot f}»mptmm by tho Proasry Dopnrtinont,

Indor ‘wununt Inw, which hus hoon In effect for some 60 yonrs, tux must be pnid
on dintiiled spieitn within § yours from the thne of entey ito bond. 1'he bill
’u'ovhlcm (nees 201) tor nn oxtenslon of this tax-froe bonding porlod feom 8 to
20 youre, HKueh oxtension would ho nmnllunlolu 1ot only for nr tity sntored into
z»luml nflor the offective diute of the Il but for spirits nlvendy 1 bond at such

e,
he Wrensury Dopuetment 18 not divectly concornod nx to whether the bonding
porfod 18 oxtonded or not,  Mxtending the bonding perlod would have 1ittle effect
on rovenued, nn thero mlvendy oxist mothods of avolding Im;/mom, of tnx at the
ond of the K:-yonr perlod, such un through rodistilintion,  However, the propomed
chigo can hnve compotitive offocts hotwoon difforent segments of the findustry
whivh yous committes mny winh to consldor,

Tho proposed oxtonsion of the bonding perlod wonld ennbile spirits to he sold
nfltor n tongor aglng porlod than 1 econoudently possihle undeor prosont law,
Thun producors who hinve Inrgo locka of spielte nenring the Ryear limitntion at
the proseid. Hime would he at an ndvantage §n solling produacta aged longee than
H yonrs nftor the Inw wos chitiged an proposed, In view of the faet that the
Nyonr Hmbtation has boon in offect for so mnny yonrs and the fndustry hns
oporitod on the nesamption that sueh Hhnftation would continue i offect, sotne
conniderntion might he glven an to whaether 1t would be fulrer to all concerned
to make the oxtonston to 20 yonrs effective mal;v with renpect to stocks enitored
hito bond aftor the effoctive dite of the bt Those producers who have Inrge
Hlocks neneing the Kyenr time lindt nt the present thine, and o which they did
not. wish to ’m,v tux, wonld bo able o tuke ndvintage of another provision of
the Wl whleh perndta commingling of winrehoused upirits of diffoerotit. nges with
postponemont, of tnx Lt doo on the youngest aplrits (n tho mixtare, Age repre-
aontation wonld he Hmited to (hat of the yYoungest. upirits In the mixture,

Othor pnrts of the I which the I'reasury Departiment suggents shonld he re-

vined nro ns Pfollows
1. HEOTION 101

Hootlon 101 of tho )] contains a proposed 1ist of taxable nemiprecious stones,
Wo suggont. the delotion of “cornl” from this 1ist as mout coral Is not sold tor use

nK i somipreclous stone,
2, KUUTTON 102

Hoctlon 102 would oxempt from the retaflers oxclss tax on clocks and Jewelry
(woe. 4001 of tho codo) a clock, clockceasno, or movement if it 18 part of a control
or regulatory dovice, or s sold as a ropalr or replacement part for such device,
'Phin provision Is deslgned to exompt the clock portion of thermostats, Under
prosont law, whoro n clock 18 combined in an article not subfect to manufacturers
oxclso tax, tho noller at retall of the combined article must pay tax on the part
of tho price attributable to the clock portion, The House Ways and Means
Comnitteo roport supports the proposed excemption on the ground that the prob-
lom of determining the tuxable portion by retall sellers of the control or regula-
tory device is not warranted by the small amount of ruvenue fnvolved.

. The Treasury Department belleves that the proposed exemption Is not desir-
able. Tho exemption i» intended to apply to clocks which actually are used to
toll time just as the other clocks which would remain taxable. It s true that
sellers have to detormine the taxable clock portion of the combination article.
Howevcr, the general rule followed in such cases Is that the taxable price is the
separate price of the taxable article if sold separately, or the manufacturer’s
relative cost of the taxable and nontaxahle portions of the combination article.
The latter ratio can be worked up by the manufacturers of these articles and
readily made available to the dealers seiling at retail.

3. BECTION 111

Under present law (sec. 6416 (b) (2) (F')), the manufacturer of taxabie
automotive parts and accessories may obtain g credit or refund of the tax paid
thereon (with minor exceptions) if the part or accessory is ultimately used or
resold for use for repair or replacement purposes for farm equipment (other
than taxable motor veh::les). To obtain a credit or refund, the manufacturer
must receive from the retailer a certificate that the article was used by him,
or resold by him, for the exempt purpose. The certificate must contain a list
of the names and addresses of each purchaser.
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Bwum‘ 111 of the bIE proposes thnt e paets o which eredit o refund mny
now be obtathed wpy intend be sold tax frve by mrnufaetiteern on cortifiontion
by the puvehuser that the paeta ave to be nsed o vesold for veprir or veplioe
nent Purposes oh favm o \npmem. Brovision s yuide for a alling thx-free
vertiivation provedure 1f the et purchoser vosolls o another dedter, ‘the
weotion nlry pwovides thit the manufacturer shall t?msm to by Nable for the tnx
when he solte tax feeo 18 Do by good fatth e obtrined the requirod cordifisnts,
The mlaio‘\ in the methoad vg vbtaliing exemption for theee vepule ‘mm In ntige
ported In the House w‘mvt iy the upgtinent that the present eredlt or refund
nyatem pequives go mach paperwvork that few ceadltn op m%mn\n ne elnined,

Phe Trenniry Dapartineit botleves that the proposed |twnom tenl ehangs would
veprowent an uldenttable prevadent,  In the fest plaey, the proviaton permite i
Witiintted chain of tax-froe mnlon botweon the manufnetaeer and thy ulthmite
purchasen provided proper vertiiention ts vecsived vl vl sltogn  'he trneling
of ‘Im valialty of sieh sinles contd bevoie w{ eoimplox beentiay of Uit tnek of o
it on the hambee of ths-froe tianaters,  WHIRH wisuee of exemption cer-
tinoates In punishnble dinder the Jaw, but wonld be voey hoed to prove.  Mie
Hmml\\w wesd ety yeres haa boen (o Hintt siter on 1 tix-fres hiats, often

witihg them to those diveet fom the wrnubnetaver to the consimer Whore
status fn the vise for pxemption,  Heotton 110 of the b, whivh sets dp 0 unl-
fortn kyrteit of axoemiption provedintes (for other than the siles helng constidered
here) eontinuer thir approneh of Hhoatting tax-oxempl. sides, nover poridtting
nore than one interiedinte parchaser, 1t ahowtd be polbted vut, of vourse, thnt
where the dnal parehaser (s sich thint o diveet =sate to him wnuhi linve yuntined
for tax exvtuption, & orefund or eredit e avalinble even though more than one
intermsdtinte purehnser may be nvolved,  Hoetton 111 of the b thus goes con-
ey to part exporiotice as to the teed for control over tiocesempt sitles and
wWhich tha B proposes o otherwisge retiin

Another wndeaivabie fontiee of seotion 111 g the removat of tux Habiilty from
the manufactiver who e recelved oot tith nh exelmption cortitleate from
hia vendos.  The vle whiteh har long been appliod i thnt 0 iex-exempt ande by
A wanntactieer for vesiale (2 not Auntly exempt uiters the manufacturee recolvos
nottertion within aoapecitiod tine thine n reante hne boon nide Whieh fully

walifiod the proddiet fov exeimption, 16 aueh cortifionte v tot recolved within
the prosvetbed tine by the manufuetuver, e g Habto for the tax,  "Phen i lutor
on A vesale of (e artiele f= winde for 1 tx-exempt pnrllmnn. credit or rofund
MAY ba abtained,  "This e thatt roale te retndned i soction 1O of the il for
x-axempt xates for resale i the caxe of produets other than antomoblile purts
for wee th repatring tavin equipment,

Vedtton 110 contatine ho aueh thine Thattatton beeause of the removal of any
farther Hahtitty from the manufactinrer “lm“ receipt tn good falth of an oxempe
Won cortifiente.  This azpeet of =ection 111 would further agrravate the problem
of assuring the coreeet use of oxemption cortificaton by parehnrers bocause e
manufreturer wonld have no ihcentive to choek on the bonn Qe of the tnx-fres
novement of hig produet,

4. BROTION 114

Sectton 114 in the bR propozes to tax tape or wive recordors and playorn of tho
tpe tn compeatition with phonogeaphs,  The Depaetinent muggests roviston of the
wording of the draft 1aw to make cloar that sich vecordors or players would not
e taved ag part of the radiv and phonogeraph group {£ they fall within any of tho
aategortes of tetna taxable ag husiness and stove winchines, ,

B, 8RCTION 11H

H, R, 7125 consolidates and revisea the rules for exempt sales. In so dolng,
section 113 containg a provision simtlar to that in seetion 111, nnmely, ahsolving
the manufacturer of Hability where he sells an article tax free i€ ho In good falth
aocepts certification from the purchaser that the article wiil be used by him for
one of the exempt purposes provided.  This would apply where the article is sold
tax free for uge as ship upplies, to a {tate or local government, or to a nonprofit
cdocational organization. No provision, however, {s made for collection of the
tax in the event of & later diversion to & taxable use, To assure collection of the
tax in gech casea, it 1s sugyested that a provision be ingerted in the bill to provide

that the person making the taxable sale or use shall be liable for the tax in

the same manner as If he were the manufacturer of the article. - This procedure

1z now in effect under present law where articles subject to a manufacturers’ tnx‘
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ate mold tux frog for furthor wanitaoture, 'he fnm,-m nltig tnnttaetirar onder
present lnw tn the statutory tisnafactiver of the artlele and NHable for thx 1h
Cuae b molle or dsod the artiels for other thih dn oxempt pirpose,

"'he l)nmn'l:num sy mntuwm further toview of pattion 110 na It colnlen to
tnx-froo mitlen by o manufacetirer (o d Blato o loeal goverameit,

0, ARUMON 181

Heotlon 1061 of the BN tiiken a wumbor of changes 1o the genetu) adniinlons
and enbiret taxes, 'l'l)u mimrtmmnt would ke to aumipnt ong addition to this
revtion,  Peosent lnw (Woo, 4200 (n) (1) () { wovides exeniption from the
ndiigrtons tus 1 Hie cise of ndintsslons to it aihletio ganie betweel tetimn coni-
pouned of students froim elemuntury or secondary selioolg, or colleges, provided the
onthve gross procpeds Inire to the heneiit of n hospital for arlpy ed childron,
Mivs Borvleo han riled (10 Hov, Rul, Bo-610, O, B, 1055-4, 881 ) that this exemption
only npplien where the players nte students nt the thme the gnme In pinyed.
Howevel, 1t I balleved that nn exemption for admissions to & gime whers the
Hityors warg studehtn within a rensornble time (say H tmonthy) prioe to the time

e g ta pm,vud in dentrabile und wontd he a luglenl extenstoni of the present
axomption, hare nre n nuiber of imtances in which all-star Wighi-school foots
Lt gumnen nee played nftor the close of the sehiool yent for the behefit of hospitals

for erippted elifldren, :
A 1, MrarrioN 1439

'he tax on club dues and indthution foos Includes therain by the teria of section
444 of the colde nsnessments Tor thy purpose or any paymant, contrihution, or
lonn required us n conditlon precedont Lo momborship,  Amotnty collected from
chith mombors for the {mrclmsc ot cotintruction of capltdal tactiities thus are subject
to tux, Heetlon 182 (b) of the WL proposes to exempt from tax sty assessiment
for the construction or reconsteuction of any social, athletic, or sporting facility
of o soclul elul,  Wxemption t8 Justified 11 a report of the House cotumittes on the
growndy thint construetion of tacliities or the replncemeant of old facilitios repre
Aehin o fienvy oxponso relative to thely annunl upkeep,

'he ''veawity Dopirtmont considers this prowo«f exemption undesirable, 1t
Would inveive the lnrgoest single revente loss (80 milllon) of dny section of the
bill, othes than the ona time lons with respect to the proposed change to s return
uyu{um for tobieco products, In addition, the proposed exemption would give
uh advantage to tnembers of clubs owning thely own faciiitien. Clabs using
I'ontod «pmrturu must pay for the capital invested therein through the rout &og’
mont, Thin s refloctod {n the annual or periodic dues which would contisive to b
taxable. Olub members paying for cdpital facilities in a lump wurm would be

exompted from tiux on this conat.
6, BEOTION 134

Roction 184 of the bill proposes to exempt from the tax on amounts paid for the
transportition of persons churges for so-cklied afr taxis, defined as aircraft hav-
ing n gross takeoff weight of lews than 12,600 nds ; & seating capacity of less
than 10 adults ; and not operating on an established jirie, This exemption is simi-
lar to the exomption now contained in section 4268 &b) of the code for motor
vohicles, This latter exemption applies to vehicles with a seating of less than 10
it not operated on an established liue. Bxemption is provided sccording to the
Houso roport to put the two types of “Irregular’ transportation on an equal busis
and to aid what is characterized as s new industry,

The Treasury Department belleves that the proposed exemption is undexirable,
The revenue loss of $2 million is one of the larger items involved in this techaical
bill. Furthermore, the air taxi service represents an entirely different type of
transportation than the motor vehicle service now exempted from tax. Most of
the latter is local taxticab travel. The aircraft transportation covered by the bill
represents an expensive conventence type of transportation.

: 9. SEOTION 141
(a) Transfers of capital stock
~ Under present law (sec. 4821), sales or transfers of capital stock are taxed at
the rate of 4 cents on each 3106 (or fraction thereof) of the aggregate par or
face value of the certificites transferred (or shares where no certifieate is
issued) ; and at the rate of 5 cents per share in the case of a transfer of o par
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value atock, Where a stock ix mold for $20 .or move por share, the rato v 6
couts rather than 8 conts, The hilt }woxmaoa to change tho tax to 4 conts on enich
-$100 (ov muaor fraction thereof) of tho actual value of tho cortificatos sold or
tranaforred (or of the shavea where no cortifientes ave sold or transforred), In
ho casoe, however, would the tax be wmore than 6 conts on each share,

The revised method of taxation in intended to relate the tax to the valne of the
transaction rather than some m'bltmvgr figure of par value of the shares or
cortificatos, The principle ia not earrlod through complotely hecause of tho lim-
itatlon of the wmaximui tax por shave to 0 conts, which meana that the tnx will
he the same for all shaves selllng ut $1060 or worve, It I8 understood that the
}mv o of this limitation ls to minlmive the tax on specinliats who buy and soll

or thelv own account. It was argued that spoectnliata {n high priced stocks wonld
"~ be subject to a much greater proportionnto Increano In tax 1f the shift to taxing
the actual value of shuves was {nstituted,

The Trensury Dopartment bolloves that the gonorval principloe of taxing trans.
fora on tho baals of tho actunl value of the securltion 1 an lmprovemont over
the present systom which velatos tax to par value. Howover, It has two objee-
tlona to the chauge as proposwmd by tho bill, It bolleves that the rato of tax
should -be sot at & conts rathor thun 4 conts 8o an to bo aure of malutaining the
revenue from this source,

The Trensury Depavtment also helloves that a maximum limitatlon on the
tax por shave {s undesivablo, 1If the purpose of the change s to relate the tax
to the vatuo of tho tranafor, then the tax shouwld not be Hmited becauso of the
price of an individual shave. Wo seoe no rosson why a $10,000 transaction mado
up of $1,000 sharves selling nt $10 ench should bo tuxed more heavily than a
sinllar transaction consisting of 8 shaves selling at 3,000 oach,

() Recapitalizations

In a vecapitalisation, presont lnw (sec. 4202) provides that the tax on fssu-
ance of capital atock shall be that portlon of the tax computed with respect to nll
the shares or certificates issuced in the recapitn lizatlon that the amount dedicated
A8 capital for the fivat tlme hoara to the total par value (or actunl value If no
par value stock) of the shares or cortificaton {ssued in the recapltalization,
Section 141 (a) of the LI propoesed to rovire the method of computing tax on
recapitaliaations to tax the total increase in capitnl, oxeluding nmounts trans-
ferred from earned surplus, resnlting from the recapitaligation, Under present
law, tho transfor from earned surplus to capital ts included in the bare used
for the computation of tax on recapitalixation. The intent of the rovised tax
base is to tax only amounta contrlbuted by stockholders which have roemalned
untaxed at the time of contribution and which are subsequently added to tho
capital acconnt. ,

Vhile the Treasury Department supports the intent of tho proposed amend.-
ment, it belleves that it would bo desirable to reconsider the possible effects of
the revialon. As now worded, a tranafer from surplus to capital would make it
necessary to review and analyre previous corporate transactions, ‘Thls may in-
volve an analysis covering many years, in some cases going back to the initinl
organization of the corporation. It is belloved that thils might bo an unusual
burden for taxpayers and would impose a difficult anditing problem for the In-
ternal Revenue Service. The Department, therefore, suggests that, under tho
clreumstances, it wonld be desirable to retain present law.

(o) Transfers botweon revooadle trusta

-The taxes on the transfer of capital stock and certificates of indebtedness arve
applicable where securities in one trust are transferved to another trust, II, R.
7123 proposes an oxemptlon for such transfers where the transfers are made
from one revocable trust to another revocable trust if the grantor of both trusts
is the same person and, at the time of such delivery or transfer, is the owner
(under sec. 676 of the code) of both trusts. The proposed exemption is sup-
ported in the House report on the grounds that such transfers make no reql
economic change {n the position of the grantor, and furthormore, that he could
avold the taxes by amending one trust rather than abolishing it and creating
another.

The Treasury Department believes that the proposed exomption is not neces-
sary or desirnble., As long as the taxes on transfers of stock and cortifieates of
indebtedness cover transfers as well as sales, tranufors of the type covered by
this proposed exemption clearly are reasonably sources of taxation, The creator
of the revocable trusts must derive some economnle benefits from the transfers
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bhotwoen them or olke ha would not engnge In sueh transnetions,  Bueh tynnsfers,
therefore, soom juat as fit objocta of the transfer tnxos ae other nonsale transfars,

nuoh an gifta,

(@) Ldabblity of tranafor agenis

Liability for pnyment of the docwmentnvy stamp taxen in imponed, under
provent. Inw (see, 4888), on nny parson who makes, signs, lesuen or sells any
of the documents and insteaments snhjeet to the tax, The snmo wording Is re-
tained n T T 7120, The wording of the preaent Iaw has heen Intorpreted hy
the Tronmury Depnrtment as churging teansfor agents with the vesponsibility of -
determining that the proper amount of tax hnk hoon pald with respoct to the
transfora on which they officiated, :

Undor the propored change to actunl value aw the hasiv for the tax on the
transfor of atoek, the transfor agents foresep difiienlty in discharing this re-
sponaibility in earen whore stocks qre not handled through o elenring corporation
nfiilinted with n stock exchiruge,  In such enues the cortifientes rocolved by
the transfer agont without any date to indieate when title has passed would
presont a problom of determining the actun! snles date in order to cheek on
wolling pricos,  Partienlavly diffieult probloms would he involved in the ense of
ravely tradod over the counter securition and transfors by gift or distributions
of an ostnte of atock of cloraly held compnnies, ‘Tho transter agents, therefore,
have vequoated that the perron presenting the shnres or cortificnton for transfer
ho requirad to provide cortifieation of the actunl virlue of the shares op corti-
flenten in the ty,mn of cnnes whare the transfor ngent would find it difilenit to
moet hin obligntion to determine the propor nmount of tax due, The Treasury

Department favors this proposnd,
10, RECTION 168

Heetlon 3105 of the i) proposes that where gusoline has been losat or rendered
unmavketnhle by venson of a disnstor determined by the President to ha n “major
MMunater” under the authority of the act of Septembor 80, 1080 (42 U, B, (., see,
1866), the holders of such gnroling shall ho veimbugred for the amount of the
gasoline tax putd thereon,

Although skome rovenne cont s Involved in this provision, the 'renwury Deo-
partment more particularly belioves it should not he enneted hecause of the
peineiple Involved and the precedent thut would he set,  Reetion 165 as now
writton has vory navrow application and encompnsses n smnll part of what quite
t number of proponents have heen socking for o long time, that Iw refunds of
tnx pald on garoline lost from elthoer eatnstrophios or from normal atteition,
Enuactment of the propoded refund would be n precendent for refunds for losses
from other types of entastrophies and for produets other than gasoline.

Lognen from fire, flood, theft, breaknge, ote, are normal types of business
oxponses, Tho fact that there is an excise tax Involved In the cost of products
lost nnder snech conditions weema to ho no more reason that tax rendjustments
should be made to the holdars of the product so lost than that the manufactnrers
of the produets shonld mnke reimbursement to denlers for the cost of thele labor
amd materinls embodied in the products wo lokt.  Furthermore, a concept of
giving tax rofunds to denlers fop lorses of tax pnid articles conld erente sorious
administrative difliculty It earrled to its logieal concluslon, bocause of the
hundreds of thousnnds of wholesnlers and retablers handling products subject
to manufactuvers exciso taxes and the frequent loss of an article from some
enuxe or othor. Much of the administriative advantage of manufactureres ex-
elro tixes wonld be lost under guch efreumstances,

In {aking this position, the Trensury Department realizes that the proposed
revisions of tho taxes on alcoholic heverages and tobacco products (secs. 201
and 202) contain provisions for refunds of taxes to holders of these products
when lost In 0 mator entastrophe, In spite of our genoral objection to this type
of provision, we helleve that the generally high ratex of taxes on aleoholic
beverages and tobneco products warrant an exception In this case,

There are a number of other provisions of the bill which could be fmproved
by certain technieal changes or corrections of a romewhnt minor nature, The
Treasury Department staff will be avallable to work with your staff on this
aspect, At this thme, we are attaching hereto technlenl suggestions concerning
title IT of the bill which relates to aleohol and tobacco taxes.

The Treasury Department belleves that with the sort of changes Indicated
above, H, R, 7125 would make significant improvements in the technical and
administrative provisions of the exclse taxes.
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The Buronu of tho Buwdgot hne advisad tho "tronsury Dopurtmont that thove
in 1o objection to the prosentation of this voport,

Nincorely yours,

Dan 'unoor Bmrey,
Ddputy to the Svorotary.

INTERNAL RUVENUR SKRVION, ALCONOL AND 'POBACOO 'I'AX DIVINION,

Group edlto

corroctions on typographionl orrorw, inndvortont ommissions,

AN Cross reforences,

Group 1L—Droposed technteal amonduionta for purpose of clavifluation,

BOOB (¢) (8)«. Trinsfors in bond,

BOUS (8) (1)«w Dutormluntion of tax on dlstilled spivits,
BOO8 (A) (d).. Lowsos on bondud promises,

81 (o) (1)

A) ..........i... Oonditions of warchouseman's bond,

méa (»)

0) vmvan ( -« Continuance of oxisting oporations,

51’(}3 )

U) cnannesa Ustof warehouso.
0202 () acwua. Stovage of denaturod spirits,

U050  (a)
Q

Application of stamping provisions,

J208 (n) (8).. Altixing of stampm,
5200 (4)

12 (D) eeaan -
581(5 (b), (o),

Marking of cases,
Tranafor for redistiliation,
Kxporimontal plants

1) cnaeewaa Statuas of apirits on effective date,

L S -

- -

H008 (a) ().

6008 (¢) (B)

L LT Y L

Unlawful romoval of beor,
Tobaceco Quiinttions
Short title, firearms chaptor,

od amendmonts to porfoct the intent of the bill,

Alcohol oxception from bonding périod,
Rectitying and bottling losses,
Time of filing bottling loss claims.

8008 (¢ ) ~
(D)S.Z--f-- Tentative allowances of bottling loases.

5062 (b)ewww.. Buttling for export.

8201 (b)euncaa Synthetie production of alcohol,

8208 () -wcuua Kftacement of marks and brands.

8222 (€)cenanw Reprocessing heads and tails,

5228 (¢)eew--. Use of recovered denatured spirits.

5371 (e) (8)-- Grounds for permit revocation.

- - . e ———

- - vn e 00 Sbunee

8561
8001 (a) (8)-.

Refilling of liquor bottles,
National defense exemption.
False ?ermit application,

r

201 and 204... Authority of enforcement officers,
. 1 3 § § JE—— Clarification of interim bonding extension..

208 (b)eeeeua
211 (a) (1)...

Disaster loss refunds to wholesalers.
Effective date provisions. . '

"Group IV.—Effective date changes.
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Guour II—D'ROPOSED TEOHNIOAL AMENDMENTS YOR PURPUSE 0¥ CLAMIVIOATION

{Black brackots indicate delotions; itatle tndlcaten new langunge)

8KO, 6005, PHRSONS LIABLI FOR TAX.

LI J

(o) l’uomunona OF DISTILLED SPIRITS PLANTH ~-

(2) 'l'nAuenu IN nonD—When distilled spirits are transferred in bond
in accordance with the provistons of section 8212, persons liable for the
tax on such apirits under subsection (a) or (b). or under any similay
Frlor provisions of internal revenue law, ahall be relleved of such liability,
£ proprietors of transferring and rece{vlng premises are independent of
each other and neither has a proprietary interest, directly or indirectly, In
the business of tho other, and all persons liable for the tax under sub-
lectlon (a) or (b), or under any simflar prior provisions of internal revenue

w, have divested themselves of all interest in the spirits so transferred.
i: relief from liability shall be effective from the time of removal from
the transferor's bonded premises, from the time of such divestment of in-
terest, or on [the effective date of this section] July. 1, 1969. whichever is
later. The provisions of this paragraph shall be construed to apply to
distilled spirits transferred in bond, whether such transfers occur prior
to or on or after July 1, [1058.] 1959, dut shall not apply in any case in
whioh the tax was paid or determined prior to suck date.

DISCUBSION

The purpose of this change is to make it clear that the provisions of
this paragraph shall not have retroactive effect where the tax has been
paid or determined prior to July 1, 1959.

SROC. 5008. DETERMINATION OF TAX.
(a) REQUIREMENTS.—.

(1) QGenerar.—Except as otherwise provided in this section, the internal
revenue tax on distilled spirits shall be determined when the spirits are

28884—068——2
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withdrawn from boud,  Nueh tax shall bo dotermined by such means s
the Necrotuey or hin delegato shall by regulntions preseribo, and with the
wse of much devlees and apporatas f‘nohullng but not lmlted to storage,
ganging, and bottling tanke and pipelines) an the Heerotary or his delegato
may vequive,  The tae on dstilted apteits withdrawon from the bondod
premises of a distitted spirite plant shall be detorminod wpon oomplotion
of tho pavpe for determination of tao and beforo withdrnmoal from bonded
premisos, under suob rogulations as the Seorvotury or hiz dolopate shall

presertho,
e
IMHOUMELON

This change will remove an Inndvortont inconalntoney with the pro-
vislous of section S0O8 (1) (8), and will ctavlfy the application of the
ovinions of thia paeagiaph to dsatilod aplelte withdyawn from bonded
premises of dintillod spleits plants,

SHO. 6008, ABATHMINT, REMINSION, REFUND, AND ALLOWANON FOR
LOSS OR DRSTRUCTION OF DISTILLRD BPIRITS,

(n) ‘l):m‘m.m Srinrvs Losr oR DESTHOYED IN DonD,—
L]

(4) LimrraTions.—-RHxcopt as provided in pavagraph (5), no tax shall
bo abated, remitied, eroditad, or refunded under thin subsection whore the
loas occurred after the tax was detormined (as provided in wectlon
8008 (a)) [and the diutilled spicity physteally romoved from bonded prom-
1s08,] or where the loss occurred aftor the time preseribed for the with-
drawal of the distilled apivits from bhonded promisvs under section
6000 (a) (2) Pmloaa tho loss oceurred in tho courne of physical romoval
of the splrita immediatoly subsequont to such time}]. Tho abatomont, reo-
misaion, eredit, or refund of taxes provided for by pnragraphs (1) and (8)
In the case of loss of distilled spivita by theft shall only be allowed to the
oxtent that the clabmant Is not indomnifled agalust or recompensed in
nespect of the tax for such losas,

DISOUBBION

The purpose of this chunge {8 to remove an inadvertont inconslatency
with the language in paragraph (5). It was Intended that the language
in paragraph (8) govern the extent of the n})pllcnblllty of this subsec-
tion to losses occurring after determination of tax or aftor the time pro-
acribed for the withdrawal of the distilled spirits from bonded premisen.

SRO. 5178. QUALIFICATION BONDS,
s %R
(¢) BonNDED WARRHOUSKMAN'S BONDS.—

(1) QGrRNERAL REQUIREMMNTS— * * ¢ o

(A) on the withdrawal of the spirits from storage on bonded prom-
ises within 20 years from the date of original entry for deposit in
storage in internal revenue bond, Lexcopt that in the case of -distilled
spirits entered for deposit in storage in tanks on different dates and
lawfully mingled in tanks in internal revenue bond, the Secretary or
his delegate shall, under such regulations as he may prescribe, follow
a first-in-fivst-out prineiple in computing the 20-year perlod, so that no
more distilled spirita will remain in bond than would have been the
case had such mingling not occurred,] and

DISOUSSION

The provisions in this subparagraph relating. to the computation of
the 20-year period in the case of distilled spirits mingled in storage
tanks in internal revenue bond have been deleted and, with certain revi-
slong, bave been incorporated in section 50068 (a) (2) for purposes of

more orderly presentation.
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BRO. M8, PREMINIKN OF DINPFULLID HPIRII'S PLANTH,
(0) LOOATION, CONKPIRUCTION, AND AWRANGEMENT, -
1) :llzm.mu,.»«

(¢) Notwithstanding nny other provision of this chapter reinting to
distitled spirlts plants the Bocrotary or his delognto may approve the
location, construction, Landd arrangoment, and mothod of oporation
of any establishment which was guallfled to operate on the dte preced-
ing the effective date of this eaction It he deemwu that such loeation, con-
struction, Landd artangomont, and mothod of oporation will afford

ndequnto socurity Lo the rovenuo,
DIBOURBION

"Mho pteposo of thik ehange 18 to elarity the authority of the Secrotary
or hig dolegnto to permit the continuntion of duly authoriged oxiuting
operntiond, In oxiating facllidon (on bonded premises or on botthing
premisves, a8 the cane may ho), In nny instanco whore he deems that. such
continuntion will not joopardize tho rovenne, oven though the original
outabliniment of aimiine operations conld not be nuthoriged under the
provislons of thix bill, Thix provislon recognizes the practical nocessity
of nHowing the continuance of exiating operations in oxintivg facilities,

SRO. 6178, PRIEMINNE OF DISTILILD SPIRIIS PLANIS,
(n) .Loo.:'rmn. CONHTRUOTION, AND ARBANOEMENT ~-
*

(i1) Bonpkn WARKHOUKING FAOILYTIVH ~—
vt

() Faclittion for the storage on bonded promiscs of diatilled spirits
in cnnku, packages, cased, or siinllar portable approved contalners shall
ho entablished In w room or bullding Lused wolely for the storage or
packaging of distilied spirita] wacd coolustvely for the storage, hottling,
or packaging of distillod apirita, and aotivitios rolatcd thereto,

DINCUARKION

The purpore of this change is to clarify the language of the bill §n
respoct to the use of rooms or bulldings establshed for the storage of
“Mstitled spirits In portable contnlners on bonded' premises.

8K0, 5202. SUPHRVISION OF OPERATIONS,

[ N B ] R

(d) Broraor Rooms on Buirpivas—Distilled spirits (other than denatured
diatilled apirits) on honded premlses in canks, packages, cases, or similar port-
able approved contalners must be stored in a room or building provided as
required by sectfon 5178 (n) (8) (C), which room or building shall be in the
Joint custody of the internal revenue officer assigned to such premises and the
propriotor thereof, and shall he kept securely locked with Government locks
and at no tlme be unlocked or opened, or remain open, exeept when such officer
or perdon who may be designated to act for him is on the premises. Deposits
of distilled spirits In, or removals of distilled spirits from, such room or build-
fog shall he under such supervision by internal revenue officers as the Secretary

or his delegate shall by regulations preseribe.
DISCURSION

-+ This is a clarifying change to conform the provisions of subsection
(d) with those of subsection (c¢) In respect to containers which are
required to be stored in locked rooms or bulldings.
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SI00. 5206, BTAMPS,
(a) Brampes ror CONTAINERS OF DisTILLED Brinirs,—
L3R I

(2) CONTAINKRS OF OTHER DIRTILLED BPINPTE—
[ 3 I ]

(0) distilled spirits, Inwfully withdeawn from bond, fn Immediate-
containers [required to be stamped under pnragraph (1), under section
82358, or under other provistons of internal revenue ot customs law and
regulations] stamped under othor provisions of internal rovenue or
oustoma lait or ropulations {ssucd pursuant theroto,

DIBOUBBION

The purpose of this chunge is to clarify the application of this sub-
paragraph, and to remove redundant languuge,

SEO, 5200, STAMP'S.
(a) Stamps ror CONTAINKRS OF DISTILLED BPIRITS.-—

[ I I

(8) Sramr reaunATioNs.—The Becretury or his delegate shall prescribe:
regulations with respect to the supplying or procuring of stamps required
under this subsection or section 5235, the titme and manner of applying for,
lsaulng, affixing, and destroying such stamps, the form of such stamps and.
the information to be showh thereon, applications for tho stamps, proof that
applicants are entitled to such stamps, und the method of accounting for
such stamps, and such other regulations as he may deem necessary for the
enforcement of this subsection. [Unless the container is one that cannot
again bo used after opening] I'n the case of a containor of a capaoity of &
wine gallons or loss, the stump shall be affixed in such a manner as to be
broken when the container is opened, unless the container {8 one that cannot

again do used aftor opening, ,
DIBOUBBION

This i3 a clarifying change to eliminate an iimpractical requirement in
respect to the afixment of stamps to butk containers.

SEOQ. 5206. CONTAINERS,

¢ e

(d) ApprLrcasiLiry.—This section shall be applicable [solely] coolusively with.
respect to containers of distilled spirits for industrial use, Eand] with reapect
to containers of distilled spirits of a capacity of more than one gallon for other:
than i{ndustrial use, and with respeol to oases oontaining botiles or other oon-

tainers of distilled spirite. .
. DISOUBSION

The purpose of this change is to clarify the intended application of
the provisions of the section relating to marking, branding, and identt-
fication, to cases containing bottles or other containers of distilled spirits.

SEOQ. 6211. PRODUCTION AND ENTRY OF DISTILLED SPIRITS,

Distilled spirits in the process of production in a distilled epirits plant may"
be held prior to the production gauge only for so long as is reasonably neces-
sary to complete the process of production. Under such regulations as the-
Secretary or his delegate shall prescribe, all distilled spirits produced in a
distilled epirits plant shall be gauged and a record made of such gauge within
a reasonable time after the production thereof has bheen completed. The-
proprietor shall, pursuant to such production gauge and in accordance with
such regulations as the Secretary or his delegate shall prescribe, make appro-
priate entry for— '

(1) deposit of such spirits in storage on bonded premises;

(2) withdrawal upon determination of tax as authorized by law ;

(8) withdrawal under the provisions of section 5214 ; [or]

(4) transfer for redistillation under seotion 5223; or [(4)] (5) im--

mediate denaturation.

-~
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DISCUNRION

The purpose of thly change I8 to rostore an inndvertent omission of
oxisting law and to nxmculcnllfr provide for the trunsfer of distilled
spltits from the bonded premises where produced for redistillation,
without the tochnlcul requirement for entty of the spirits for deposit in

storugo.
SEO. 8312, PRODUCTION AND USH OF DISTILLWD SPIRITS FOR BX

. en PERIMENTAL REOSHARCH. :

(b) BxveriMeENTAL DIsTiLLED Spinrrs Prants—Under such rogulations as
the Hecrotary or his dolegnto may proscribe and on the fllilng of such honds
and applications as he may require, experimontal distilled spirits plants may,
at tho discretion of the Necretary or his delegate, be ostablished and operated
lml' #pecifle flmd limited porlods of time solely for exporimentation in, or do-
volopmont of—-

(1) sources of materials from which distitled sapirits may be produced;
(2) processes by which distilled spirits may be produced or refined;

or

(8) 1ndustrial uses of distilled spirits,
~(e) _Avrnonrry 1o Bxemrr~Thoe Hecretary or his doleginte may by reguln-
tions Ewalved provided for the waiver of any provision of this chapter (other
than this nection) to the extent he deems necessary to effectuate the purposes
of thls section, oxcept that he may not walve the payment of any tax on dis-
tilled spirits removed from any such university, college, institution, or plant.

DIBOUBRION

Thin change is iIntended to clarify the procedures in walving regn-
Intory provisions with respect to the establishment and operation of
experimental fucllities provided for in section 6312,

SEO. 6816, STATUS O OKRTAIN DISTILLED SPIRITS ON JULY 1, [1058]
1960,
e

(b) Pronuced AT REGISTERED DISTILLERIES, FRUIT DISTILLERIES, AND INDUSTRIAL
Arconot. PLants.—All dlistilled spirits produced at registered distillerles, regls-
tered fruit distillerles, or industrial alcohol plants, which hefore July 1, hﬂﬁﬂ]
1950, have been entered for deposit In storage in internal revenue bond (including
distilleq spirits withdrawn for denaturation), and which [on]} immediately
prior to such date are in registered distillerles; registered frult distillerles, Indus-
trial alcohol plants, internal revenuoe bonded warehouses, Industrial -alcohol
bonded warechouses, industrial aleohol denaturing plants, and distillery denatur-
ing bonded warehouses, or in transit thereto, shall be stored, transferred, with-
drawn, and used under the same conditlons as like distilled spirits or de-
natured distilled spirits produced in a distilled spirits plant.

DISCUBBION ’ :

""I‘he purpose of this change is to clarify the language in respect to the
.. -.8tatus of distilled spirits on the effective date of the act.

SEO. 5315, STATUS OF CERTAIN DISTILLED SPIRITS ON JULY 1, [1958]
R 1959.
LI

(c) WitnprawN FroM CustoMs Custopy,—All imported distilled spirits which
before July 1, [1058] 1059, have been withdrawn from customs custody without
payment of the internal revenue tax for transfer to an industrial alcohol plant,
industrial alcohol bonded warehouse, or industrial alcohol denaturing plant, and
which Lon] immediately prior to such date are in registered distilleries, registered
fruit distillerles, industrial alcohol plants, internal revenue bonded warehouses,
fndustrial alcohol bonded warehouses, and industrial alcohol denaturing plants,
or in transit thereto, shall be stored, transferred, withdrawn, and used under the
same conditions as like spirits withdrawn from customs custody without payment
-of .tax and transferred to the bonded premises of a distilled spirits plant.
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pIsgessION

The purposo of this chiange is to clarify the language in respect to the
status of distilled spirits on the effective date of the act,

SEO, 05315, smm‘v?l OF ONRTAIN DISTILLED SPIRITS ON JULY 1,
[1008] 1959,

[ I B
(d) WrrnprAwN FRE® or TAx.—Distilled sirits which before July 1, [1968]

1959.)have been withdrawn free of tax for purposes similar to those authorised
under section 5214 (az (1), (a) (2), or (a) (8), as provided by law, by any
person holding a permit for such withdrawal, and with Lon] immediately préer
to such date are lawfully in the possession of, or in transit to, any person holding

a permit to prucure or use distilled spirits (including specially denatured distilled
spirits) free of tax or to deal in or recovery specially denatured distilled spirits,
shall bo treated as if withdrawn from the bonded premnises of a distilled spirits
plant under the applicable provisions of gection 5214 (a) (1), (1) (2), or (n) (8).

DIBCUSBION

T'he purpose of this change is to clarify the language in respect to the
status of distilled spirits on the effective date of the act.

SKO. 5674, PENALTY FOR UNLAWFUL REMOVAL OF BRER.

Any brewer or other person who removes or in any way aids in the removal
from any brewery of beer without complying with the provisions of [section
o4 and] this chuptor or regulations issued pursuant thereto shall be fined not

more than $1,000, or imprisoned not more than 1 year, or both.
DIBCUSSION

The purpose of this change is to clarify the application of the penalty
provided by this section, which is intended to apply only in case of
removals of beer from a brewery without compliance with the provisions
of this chapter or regulations lssiied thereunder.

Sko. 5702, DEFINITIONS,

When used in this chapter—

(a) MANUFAOTURED Tonacco.—*Manufactured tobacco” means tobacco (other
than cigars and cigarettes) prepared, processed, manipulated, or packaged, for.
removal, or merely removed, for consumption by smoking or for use in the mouth
or nose, and any tother] tobacco (other than cigars and oigarettcs), not exempt
from tax under this chapter, sold or delivered to any person contrary to this
chapter or regulations prescribed thereunder,

L(b) MARUFACTURER OF ToBACOO.~"Manufacturer of tobacco” means any per-
son who prepares, processes, manipulates, or packages, for removal, or merely
removes, tobacco (other than cigars and c¢igarettes) for consumption by smoking
or for use in the mouth or nose, except for his own personal consumptin or use,
and any person who sells or delivers any other tobacco, not exempt from tax under
this chapter, contrary to this chapter or regulations prescribed thereunder. The
term “manufacturer of tobacco” shall not include a farmer or grower of tobacco
who sells leaf tobacco of his own growth or raising, or a bona fide association
of farmers or growers of tobacco which sells only leaf tobacco grown by farmer
or grower members, if the tobacco so sold is in the condition as cured on the
farm. Provided, That such association maintains records of all leaf tobacco
acquired or received and sold or otherwise disposed of by the association, in such
manner as the Secretary or his delegate shall by regulation prescribe.} ,

(c)] (b) Cioar.—No change in text.

(d)JA (c) CtoaBETTE.—NoO change in text.

(e) MARUFACTURER OF CraARS+AND CIGAREYTES—“Manufacturer of cigars and -
clgarettes” means any person who produces cigars or cigarettes, except for his
own personal consumption. The term “manufacturer of cigars and cigarettes”
shall not include a proprietor of a customs bonded manufacturing warehouse with
respect to the operation of such warehouse.}

E(1)] (d) Toracco Probpucrs.—No change in text. S

(e) ANUPACTURER OF Topacco Propucrs.—‘*Manufacturer of tobacco prod-
ucts” means any person who manufactures cigars or cigarettes, or who prepares,
processes, manipulates, or packages, for removai, or merely removes, 100000
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(other tham olyars and olgarcties) for oonsumption by smoking or for use in
the. mouth .or noso, or who seills or dolivers any todacco (other thaw cigars
and oilgarctics) oontrary to this chapter or rogulations prescribed thereunder.
The term “mantfacturer of tobacco products” shall not inolude—
(1) a person who in any manner prepares tobaocco, or produces oigars or
ofgarettes, sololy for his own pcersonal consumpiion or weo; oy
(2) a proprictor of a oustoms bonded manufacturing warchouse with re-
8peot to the operation of such warehouse; or
(8) a farmor or grower of tobacoo with respeot to the salo of leaf tobaoco
of Ivis own growth or raising, if it is in the condition as cured on the farm; or
(4) o bona fide assoctation of farmers or growers of tobacoo with respect
to asales of leaf tobacco grown by farmer or grower members, 4f the
tolaoao. 80 .80l 18 in the condition as oured on the farm, and 4f the associa-
tion maintains records of all leaf tobacoo, acquired or reccived and sold or
otherwise disposed of, in such manner as the Seoretary or his delegate shall
by regulations presoribe.
)] (f) OC1aARETTE PAPER~No change in text.
) J (g) O10ARETTE PAPERS.—NO chauge in text,
)] (&) OraarkrTE TUBE.—NO change in text,
)J ($) MANUFAOTURER OF C1GARETTE PAPERS AND TUBES.—NO change in text.
)J (§) BxrorT WaAREHOUSBE.~NO change in text.
1) (k) BxporT WAREITOUSE PROPRIETOR.—No change in text.

(m)] (1) Tonacco MATERIALS.—No change In text,

(n)] (m) DeALEr 1N ToBACCO MATERIALS.—'"Dealer in tobacco materials”
means any person who receives and handles tobacco materials for sale, shipment,
or delivery to another dealer in such materials, to a manufacturer of tobacco
products, or to a forelgn country, Puerto Rico, the Virgin Islands, or a possession
of the United States, or who receives tobacco materials, other than stems and
waste, for use by him in the production of fertilizer, insecticide, or nicotine, The
term “dealer in tobacco materials’’ shall not include—

(1) an operator of a warehouse who stores tobacco materials solely for

a qualified dealer In tobacco materials, for a quallfied manufacturer of to-

bacco products, for a farmer or grower of tobacco, or for a bona fide assoclia-

tion of farmers or growers of tobacco; or

(2) a farmer or grower of tobacco [Lwho sellsd with respect to the sale of
leaf tobacco of his own growth or raising, or a bona fide association of farm-
ers or growers of tobacco [which sells only] with respect to sales of leaf
tobacco grown by farmer or grower members, if the tobacco so sold is in
the condition as cured on the farm: Provided, That such association main-
tains records of all leaf tobacco acquired or received and sold or otherwise
disposed of by the association, in such manner as the Secretary or his dele-
gate shall by regulation prescribe; or

(8) a person who buys leaf tobacco on the floor of an auction warehouse,

.or who buys leaf tobacco from a farmer or grower, and places the tobacco

on the floor of such a warehouse, or who purchases and sells warehouse

receipts without taking physical possession of the tobacco covered thereby;
or
(4) a qualified manufacturer of tobacco products with respect to tobacco
materials received by him under his bond as such a manufacturer.
(o)} (n) ReMOVAL orR REMOVE.—No change in text.
(p)} (o) IMroRTER.—No change in text.

DISCUSBION

This is a clarifying change which consolidates the definitions, “manu-
facturer of tobacco” and “manufacturer of cigars and cigarettes,” into
a single definition, “manufacturer of tobacco products,” in recognition
of-the. fact that the term “manufacturer of tobacco products” is used
throughont' chapter 52 to denote both a manufacturer of tobacco and
a manufacturer of cigars and cigarettes.

The language in the exemption as to a-bona fide association of
farmers or growers has been clarified in the consolidated definition.

The changes in the definition of “dealer in tobacco materials” have
been made to conform to the language of the consolidated definition.
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-8HOC, 208. TRCHNICAL AMENDMENTS RELATING TO MAOHINE GUNS
- AND CBRTAIN OTHER FIREARMS, -

(a) Saort TITLE, ETO.~—
(1) Subohapter B of chapter 53 is amended dy adding at the end thereof

the following new seotion:
~“SB0. 5849. OITATION OF CHAPTER.,
“This ohapter may be cited as the ‘National Firecarms Aot and any referenoe

i any other provitson of law to the ‘National Firearms Aot’ shall be held to
refer to the provisions of this chapter,”
(2) The table of sections for sudbohapier B of chapter .53 ia amended by
adding at the end thereof the following:
“Seo, §849. Citation of chapter.”
[(g) () UNLAWFUL POBSBESSION OF E’mmnus.——No change in text.
(h) J ($) CerrAIN UNLAWSFUL A0TS.—NO change in text,

DISCUSSION

The purpose of this chnange is to restore the short title of the pro-
visions contained in chapter 63, and thereby clarify the application of
49 U. 8. C., chapter 11, to the provisions of chapter 53 of the mternﬁl

Revenue Code of 1954,
Group I1I—PROPOSED AMENDMENTS TO PERFEOT THE INTEN'I‘ OF THE Bu.r.

SEOQ. 5006, DETERMINATION OF TAX.
(a) REQUIREMENTS.,—
[ I BN ]
(2) DISTILLED SPIRITS ENTERED FOR STORAGE.—

(A) BONDING PERIOD LIMITATION.—HAwocept as provided in subpara-
-graph (B), the tax on distilled spirits entered for deposit In storage in
internal revenue bond shall be determined [at the time the same are
withdrawn from bonded premises and]} within 20 years from the date
of original entry for deposit in such storage. .

(B) ExceprioNs.—Subparagraph (A) and sections 5178 (o) (1) (4)
shall not apply in the case of— '

(1) distilled spirits of 190° or more of proof;

(i) denatured distilled spirits; or [ (except that]

(##t) distilled spirits which on July 26, 1936, were 8 years of age
or older and which were in bonded warehouses on that date. [may
remain in storage on bonded premises). Imported alcohol, or alco-
hol produced in an industrial alcohol plant, which is in internal
revenue bond on July 1, 1958, shall be treated for theé purposes of
this paragraph as if entered for deposit in storage on honded
premises on that date. The provislons of section 5178 (e) (1)
(A) relating to the computation of the 20-year perfod shall apply
in the case of distilled spirits lawfully mingled in storage tanks on
bonded premises.}

(0) DISTILLED SPIRITS MINGLED IN INTERNAL REVENUE ROND.—I%t apply-
ing subparagraph (A) and section 5178 (0). (1) (A) to distilled spirits
entered for deposit in storage on different dates and lawfully mingled
in internal revenue bond, the Secretary or his delegate shall, by regu-
lations, provide for the appllcat‘ion‘ of the 20-year period to such spirits
in such mannecr that no more spirits will remain in dond than would
have been the case had such mingling not occurred.

DISOUSS!ON

" 'This paragraph has been rearranged for purpoises of clarfﬁcation.
and the provisions of the first sentence as contained’in the bill, other
“than the provisfons relating to the bonding period limitation, have been

“transferred to paragraph (1). Exceptlon to the' bondlng rertod Ymi-
tation has been provided for distilléd spirits of 160° or more 'of ‘proof

- and denatured distilled spirits, neither of which, for commercial ea-
sons, is stored in_bond for extended periods, 'l‘he exemptions are con-
sistent with exemptions in existing law for industrial alcohol, and are
intended to simplify accounting for such spirits,

\ j
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Also, the provisions in section 5178 (¢) (1) (A) relatlhg to'mingling,
a8 in the bill, have been incorporated in subparagraph (O) for purposes
<. of more orderly presentation, and have been reVised to provlde for more

flexibility in administration.
SRO. 5008. A'BATEMENT, REMISBION, REFUND, AND ALLOWANCEH FOR
. e LOSS OR DESTRUCTION OF DISTILLED SPIRITS.

(¢) Loss or DISTILLED SPIRITS WITHDRAWN F'rOM BOND FOR REOTIFIOATION OR
- y 0" .. . '
(2) an'A'non —No abatement remlsslon, credit, or refund of taxes
shall be made under this subsectlon—-
.- (A) In any case where the claimant is indemnified or recompensed
for the tax, in oase of losses referred to 4 paragraph (1) (4); or

DISCUSSION

This change will make the provision precluding credit or refund
where the claimant is indemnified or recompensed for the tax inap-
-plicable in the case of losses incident to rectifying and bottling. Such
losses are not of a character ordinarily covered by insurance, and the
application of the provision in respect to such losses would involve ad-

. ministrative difficulties, particularly in the case of custom bottling,

SHOC. 5008, ABATEMENT, REMISSION, REFUND, AND ALLOWANCE FOR,
. LOSS OR DHESTRUCTION OF DISTILLED SPIRITS.

.. (¢) -Loss oF DISTILLED SPIRITS Wm:muwn FROM BOND FOR REOTIFICATION OR.
NG.—
e
. (2) LiMrration.—No abatement, remission, credit, or refund of taxes
.. shall bs I:mde under this subsection-—
]
(B) in excess of the amount allowable under paragraph (8), in case-
of losses referred to4n paragraph (1) (B) L.}; or
(0) unless a olaim is filed, under such regulauons as the Scoretary
or his delegate may prescride, by the proprietor of the distilled spirits
plant who withdrew the distilled spirits on payment or determination
-of taw, (4) within sto months from the date of the loss in case of
losses referred. to in paragraph (1) (A), or (#) within sie months-
- from the close of the fiscal year in whiok the loss occurred ¢n case of
losses referred to in paragraph (1) (B).
The quantity of distilled spirits lost within the meaning of subparagraph ( B)
of raragraph (1) shall be determined at such times and by such means or-
methods as the Secretary or his delegate shall by regulations prescribe.

DIBCUSSION

This change will provide a specific statute of limitations, comparable
to others provided in chapter 51 under similar conditions, with respect
to losses provided for under subsection 5008 (c). In case of losses by

- accldent or disaster covered by paragraph (1) (A), the period will be
6 months from the date of such loss. In case of losses occurring by
reason of, aud incident to, the operations described in paragraph
(1) (B), tbu period will be 6 months from the close of the fiscal year
in which tho loss occurred.

SEO 5008. ABATEMENT, REMISSION, REFUND, AND A.LLOWANOE FOR.
LOSS OR DESTRUCTION OF DISTILLED SPIRITS.

(6) Losé orF stm.um SprIrITS WITHDRAWN FrROM BOND FOR Rmmcnxon OR. -

(¢ Yo
N

(8) Mmmm LOBS ALLOWANCES,~—

(D) 'rhe Secretary or his delegate may, under such regulations and
oonditions as he may prescribe, make tentative allowances: for-losses-

g
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provided for in paragraph (1) (B), for fractional parts of a yenr, which
allowances shall be computed by the procedures prescribed in para-
graphs (8) (A) and (8) (B), except that the numerical values for the
completions and for the maximum allowable losses in proof gallons in
the schedule in paragraph (3) (A) shall be divided by the number of
sush‘frfctlonul parts within the fiscal year. '

DISCUSSION

This change revises the lnnguage of this subpuragraph to make it clear
that the Secretary or his delegnte may preseribe conditions with respect
to the tentative allowances for losses, as provided therein; as, for ex-
ample, the conditioning of withdrawal bonds given undor section 5174
on the relmbursement of the United States in respect of any amount
which may he tentatively allowed in excess of the amount allowable for

the fiscal year. _
SHO. 5062, REFUND AND DRAWBACK IN CASE OI* RXPORTATION,

LI N

(b) DrawnAOk.—On the exportation of distilled spirits or wines manufac-
tured or produced in the United States on which an internnl revenue tax has
been paid or determined. and which are contained in any cnsk or package, or
in bottles pucked in cases or other containers, there shall be allowed, under
regulations prescribed by the Secretary or his delegate, a drawback equal in
amount to the tax found to have beon paid or determined on such distilled spivits
or wines, The preceding sentence shall not apply unless such distilled spirits
have been packaged or bottle especially for export, or, in the case of distilled
apirits originally bdottled for domestic nso, have been restamped and marked
eapecially for export at the distilled spirits plant where oripinally bdottled and
before removal therefrom, under regulations prescribed by the Secretary ov hils
delegate. The Secretary or his delegate is authorized to prescribe regulations
governing the determination and payment or crediting of drawback of internal
revenue tax on domestic distilled spirits and wines, including the requirement
of such notices, bonds, bills of lading, and other evidence indieating payment or
determination of tax and exportation as shall be deemed necessary,

DISOUSSION

BExisting law provides that distilled spirvits, to be eligible for export
drawback under provisions of section 6002 (b), must be bottled or pack-
aged especially for export. This provision has resulted in sttuntions
where the distilled spirits have had to be rebottled ov repackaged under
conditions where such rebottling or repackaging serves no useful pur-
pose. This change is Intended to mnke it possible for the proprietor of
a distllled spirits plant to restamp for export spirits bottled by him for
domestic use, and to mark the bottles and cases in the manner required
for spirits to be exported with benefit of drawbnck, if the spirits have
not left the distllled spirits plant where bottled.

SRO. 5201, REGULATION OF OPERATIONS:

¢ e

(b) DisTirLep SPIRITS FOR INDUSTRIAL Usks.—1'he regulations of the Secretary
or his delegate under this chapter respecting the production, warehousing, de-
naturing, distribution, sale, export, and use of distilleqd spirvits for industrial
purposes shall be such as he deems necessary, advisable, or proper to secure the
revenue, to prevent diversion to illegal uses, and to place the distilled spirits
industry and other industrles using such distilled spivits as a chemlieal raw
material or for other lawful Industrial purposes on the highest posstble plane of
sclentlflc and commerelal efliclency and development consistent with the provi..
slons of this chapter. Where nonpotahle chemical miotures containing - distitled
spirita arc produced for trangfer to the honded premises of a distillod spirits
plant for complction of proccasing, the Scorctary or his delegate may watve any
provision of this chaptor with respeet to the production of suoh mictures, and
the proceasing of such mixturcs on the bonded premises shall he deemed to be
production of distilled spivite for the purposes of this chapter.
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t

DISBOUSRION

This change is Intended to clarlty the operations with respect to the
production of nonpotable chemical mixtures containing distilled spirits,
where such mixtures are to be transforred to the honded premises of a
distilled spivits plant for completion of processing, and to make it clear
that the subsequent processing of such mixtures on the bonded proemises
constitutes production of distilled spirits for the purposes of chnptor 1.
In many cases it is impracticable, in the synthetic production of dis-
tilled spirits (for example, from petroloum dertvatives) to include the
earlor stages of the process on bonded premises. No jeopardy to the
rovenue would be involved by this change, since such mixtures require
expensive and complex equipment for comploetion of processing, and
are not. suitable for diversion to illleit channels,

SRO. §6200. STAMDS,

L 2N BN ]

(g) BFFACEMENT OF STAMPA, MARKS, AND BraNps oN EMP1IED CONTAINKRS,—
Rvery person who empties, or causes to be emptied, any immediate container
of distilled spirits bearing any stamp, mark, or brand required by law or regu-
Iations prescribed pursuant thereto (other than containers stamped under
subsection (a) or rection §238) shall at the time of emptying such container
efface and obliterate such stamp, mark, or brand[.}, owcept that the Scerctary
or hix delegate may, by regulations, waive any requirement of this subacction
as to the:offacement or obliteration: of marks or brands (or portions thereof)
whore he determines that no feopardy to the revenue will be involved.,

DISOUSKSION

This change will permit the Secretary or his delegnte to waive re-
quirements for obliteration and effacement of marks or brands on empty
pickages or distilled spivits where he detormines that no jeopardy to the
revenue will be Involved, This will permit the climination of unneces-
sary work and expense incurred in obliterating meaningless remnants
of marks on emptied packages.

SRO. 5222, PRODUCTION, RRCRIPT, RRMOVAL, AND USE OF DISTILLING

MATHRIALS,

L 2 BN ]

(6) ProckssiNGg oF D1sTiLLED SPIRITS CONTAINING EXTRANEOUS SUBSTANCRS.—
The Sacretary or his delegaie may by regulations provide for the removal from
tha distilling syatem, and the addition to the fermented or unformented distilling
material, in the production faoilitiea of a distilled apirits plant, of distilled
spirits containing substantial gquantities of fusel oil or aldehydes, or other
eatrangous substanoes.

E(c)X(d) PrNarTy.~No change in text.

DISBOURSION

This change 1s intended to facllitate the reclamation of distillates
containing aldehydes, fusel oll, or other extraneous substances, which in
some instances under existing law are required to be denatured or de-
stroyed. A related provision, in respect of such distillates recovered
from fruit spirits, is found in section 5378 (c).

SEQ. 6223. REDISTILLATION OF SPIRITS.
[ 3 B
(¢) DENATURED DISTILLED SpIriTs.—Distilled apirits recovered by the redis-
tillation of denatured distilled spirits may not be withdrawn from bonded prem-
1ses except for indusirial use or aftor denaturation thereof in the manner
prescribed by law.
DISCUBBION

This change will facllitate the recovery of denatured distilled spirits,
and the disposition of the recovered spirits by permitting the utilization
of the redistilled spirits for any industrial use.
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SBEO. §871. PERMITS,

LI . . . '

(e). SusrPENSION OB REVOOATION.—If, after notice and hearing, the Secretary or
his delega:e‘ﬁnds that any person holding a permit issued under this section—

. (B) has violated or conspired to violate any law of the United States relat-
ing to intoxicating liquor, or has been convicted of [fraudulent noncompliance
with any provision of this title] any offense under this title punishable as o
Jelony or of any conspiracy to commit suoh offense; or-

DISCUSSION

The purpose of this change is to clarify the provisions of this pai'u- ‘
graph relating to the offenses or conspiracies to commit offenses which
may form the basis for suspension or revocation of a permit issued under

this section.
SHO. 5301. GENERAL.

* % 8 .

(¢) [Reuse or] RerFILLING OF [CoNTAINERS] LIQUOR BOTTLES,—[BExcept as av
thorized under regulations prescribed by the Secretary or his delegate, no dealer
(as defined in section 5112 (a) )] No person who sells, or offers for sale, distilled
8pirils, or agent or employee of such Edenler] person, shall— . :

(1) Lreuse for the packaging of] place in any liguor botile any distilled
spirits whatsoever [any liguor bottle or other container which has been used:
for the packaging of distilled spirits under regulations issued pursuant to-
subsection (a)J other than those contained in such boitle at the time of
stamping under the provisions of this chapler; or

(2) possess any such liquor bottle [or other container 8o reused} ¢n which
any., %ls(tli;ted spirits have been placed in violation of the provisions of para-
grap ; or » )

(8) by the addition of any subdsiance whatsoecver to any liquor boitle, In
any manner alter or increasel, by the addition thereto of any substance what-
soever,E any portfon of the original contents Eremaining] contained 1n such
bottle Lor other container] at the time of stamping under the provisions of
this ohapter; or . ' ,

(4) possess any [such] liquor bottle[, or other container in which] any
portion of the [original] contents of which has been [s0] altered or in-
creased[.] in violation of the provisions of paragraph (3); ewcept that the
Seoretary ‘or Nis delegata may by regulations authorize the resuse of lquor
bottles, under such conditions as he may by regulations prescribe, if the
lquor botiles are to be again stamped under the provisions. of this chapter:
When used in this subsection the term “liguor bottle” shall mean a liguor
bottle or other container which-has been used for the bottling or packaging of
distilled spirits under regulations issued pursuant to subsection (a). '

DISCUSBION

This change restates the provisions of the bill relating to liquor
bottles for purposes of clarification and more orderly arrangement. The
change makes it clear that the basic purposes of the provisions of the
subsection are to preserve the integrity of containers of distilled spirits.
stamped under the provisions of this chapter, and to prevent the use of
such containers as instruments in the aid of fraud. The revised lan-. ..
guage emphasizes the revenue-protecting aspects of the provistons, and
is intended to specifically overcome the adverse decisions in the Eighth
Circuit . Court of Appeals which held that the existing regulations are
not applicable to the alterdtion of the contents of a liquor bottle by the
addition of water, or to the refllling of a lquor bottle with taxpaid
distilled spirits. -

SEC. 5561. EXEMPTIONS TO MEET THE REQUIREMENTS OF THH NA-

.. . TIONAL DEFENSE. - )
The Secrétary or his delegate may temporarily exempt proprietors of distilled
spirits plants from any provision of the internal revenue laws relating to dis-

tilled spirits, except those requiring payment of the tax theréon, whenever in
his judgment it may seem expedient to do so to meet the requirements of the na-

1l

‘\ [
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tionnl -defense. Whenever the Secretary or his delegate shall exercise, the au-
thority conferred by this section he may prescribe such regulations as may be
necessary to accomplish the purpose which caused him to grant:the exemption.
The authority conferred upon the Secretary or his delegate by this section shall
expire at the close of June 80, [1959] 1961, .

DISOUSSION B

This change provides a new date for termination of authority under -
this section, by striking “1959" and inserting in lleu thereof *“1961".
Without such change this section would cease to have any effect with
the advance in effective date of the revision of chapter 51 to July 1,

1959. :
SHO. 5601. CRIMINAL PENALTIES.
(a) _Ox.mfssxew-Any person who—
(3) FALSE OB FRAUDULENT APPLICATION.—engages, or intends to engage, in

the business of distiller, bonded warehouseman, rectifier, or bottler of dis-
tilled spirits, and files a false or fraudulent application under sectfon 5171

t(a)]i or
[ R ]

)

" DISOUSBION

This change will extend the penalty provided in section 5601 (a) (8)
to the filing of a false or fraudulent application for a permit under
section 5171 (b). The penalty is now applicable to the filing of a false
or fraudulent application for registration under section 5171 (a).

AUTHORITY OF INTERNAL REVENUE ENFORCEMENT OFFICERS

This change would be accomplished by amending sectlons 201 and 204
of the bill. The change involves (1) striking section 5558, “Powers and
duties of persons enforcing this subtitle,” and inserting in lieu thereof a
new 'section '6658,. as. a cross reference section, (2) renumbering exist-
ing section 7608 as 7609, and inserting a new section 7608, “Authority of
It 1 Revenue‘Biiforcement Officers,” containing the substantive. pro-
visions of existing section 5658, with revisions of language, and (3)
conforming revision of the newly designated section 7609.

New section 7608, as compared to secticn 5558 {n the bill:

[SBC. 5558, POWBRS AND. DUTIES OF PERSONS ENFORCING THIS

) . SUBTITLR.] o
BBO. 7608. AUTHORITY OF INTERNAL REVENUE ENFOROEMENT OFFI-

OERS.

LThe Secretary and any of his delegates whose duty it is to enforce] Any
{nvestigator, agent, or other internal revenue officer by whatever torm desig-
nated, whom the Becretary or his delegate charges with the duty of enforoing
any of the criminal, seizure, or forfeiture provisions of this [subtitle shall have
all the.rights, privileges, powers, and protection in the enforcement of any of
the p;:ov),p‘ons,pf law.with which they are charged, which are conferred by law
for the'enforcement of any laws in respect of the taxation, importation, exporta-
tion, transportation, manufacture, possession, or use of, or traffic in intoxicating
liquors including but not limited to]} title or of any other law for the enforce-
ment of which the Secretary or his delegate {8 responsidle, may—

(1) Lthe right to] carry firearms;

(2) [authority to] emecute and serve search warrants[,J and arrest
warrants, [of arrest, or] and serve subpenas and summonses issued under
aunthority of the United States; )

4 (8) [authority to) in respect to the performiance of such duly, make
arrests without warrant for any offense against the United States com-
mitted in [their] Ais presence, or for any felony cognizable under the laws
of the United States if [they have} he has reasonable grounds to believe

C th;:lt the person to be arrested has committed, or-is committing, such felony;

-t (4) [authority to] im respect to the performance of suoh duty, make

seizures of property subject to forfeiture to the United States. '

» .
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New section 5508 :

Seo. 56068, AUTHORITY OF ENFORCEMERT OFFICERS.—~~
For provisions relating to the authority of internul revenuc enforcement officors,

see acction 7608,
New section 7609, as compared to existing section 7608, as amended

by thebill:

8eo. 7609, OROSS REFHRENCES.
%
(b) SEAROH WARRANTS.—
LK IR ]

(2) Issuance of .search warrants in connection with subtitle E, see sec-
tio‘n §5§7 Land 55581, ‘ ~
DISOUSSION

This change restates the provisions relating to the authority of aleco-
hol and tobacco tax enforcement officers and extends such provisions so
that they will be applicable to all internal revenue enforcement officers.
The language formerly contained in section 5558 has been restated to
delete certain obsolete phraseology carried over from existing law
(section 5318 (a)) and to provide greater uniformity with comparable
provisions contained in section 7607 of the Internal Revenue Code of
1964 (as amended) relating to the authority of the Bureau of Nar-
cotics and Bureau of Customs. ‘

This section is intended to clarify the outhority of internal revenue
enforcement officers who are charged by the Secretary or his delegate
with the duty of enforcing any of the criminal or forfeiture provisions
provision of this title or any other law for the enforcement of which the
Secretary or his delegate is responsible.

Internal revenue enforcement officers are presently charged with
the duty of enforcing criminal and forfeiture provisions of certain laws
not contained in this title, such as.the Federal Firearms Act, and it
is intended that the authority provided in this section shall extend to
internal revenue officers enforcing any such provisions,

Seo. 206. BXTENSION OF BONDING PERIOD.
®x % ¥
(f) (1) The amendments made by this section shall apply with respect to—
(A) distilled spirits which on the date of the enactment of this Act are
in internal revenue bonded warehouses or are in trausit to or between such
warehouses, and in respeot of which the 8-year dbonding period hus not copired
before the date of enactment of this Act; and
* k% .
DISOUESION

This change will clarify the intent of this section by removing an
inadvertent inconsistency between the language of this subparagraph
and paragraph (2). It is clear from paragraph (2) that the provisions
of this sction are intended to apply only with regard to distilled spirits.
in respect of which the 8-year bonding period will not expire before the
enactment of this act, since a grace perfod is provided in such paragraph
for conditioning bonds in respect of distilled spirits for which the honding
period expires within the 10-day perlod starting with the date of
enactment,

Sko. 208. LLOSSES OF ALCOHOLIC LIQUORS CAUSED BY DISASTBR.
* % &
(b) To WnoM Mabe.—Any payment by this section may be mude—

(1) to the possessor, or )

(2) to any distiller, winemaker, brewer, rectifier, importer, wholesale
liquor dealer, or wholesale beer dealer who replaced (or to any distiller,
winemaker, brewer, rectifier, [or] importer, or 1wholecsale dealer who has
given credit or made replacement to a wholesale dealer who replaced) for
the possessor the full equivalent of distilled spirits, wines, rectified products,
or beer 80 lost or rendered unmarketable or condemned, without compensa-
tion, remuneration, or credit of any kind in respect of the tax, or tax and
duty, on such spirits, wines, rectified products, or beer.

|
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DIBCUSBION

In certain instances wholesalers, such as those operating as sales
agencles for manufacturers, made replacements of liquors to other whole-
stilers. This change will include such wholesalersa within the provisions
of section 208. (Losses of alcoholic liguors caused by dlsast'er.)

Spo. 211, THRE EFFECTIVE DATE aAnp RHLATED PROVISIONS,
(a) EFFECTIVE DATE—

(1) IN GENERAL—The amendments made by sections 201 and 205 [and
by paragraphs (5), (18), (18), (17), and (18) of section 204] shall take
effect in July 1 [1958.] 1959, cacept that any provision having the effect
of a provision contained in such amendments may be made effecttve at an
carlier date by the promiilgation of regulations by the Seoretary or his delo-
gate ¢o effectuate such provision, in which case the effective date shall be
that prescribed in such regulations. The amendments made by paragraphs
(17) and (18) of seotion 204 shall take cffect on July 1, 1959, Ewxoept as
provided in section 208 (f), all other provisions of this title shall take
effect on the day following the date of the enactment of this Act.

DISCUBSION

This change extends the effective date of the general revision of
chapter 51 from July 1, 1958, to July 1, 1859, but provides that any pro-
vision may be made effective at an earlier date if regulations to effec-
tuate the provision are promulgated. In such case, the earlier effective
date would be as prescribed by such regulations. The proposed provi-
sfons relating to the authority of enforcement ofticers (sec. 204 (14),
(16), and (16)) would be made effective as of the date of enactment.

GrouP IV—HKFFECTIVE DATE OHANGES

Chnqgc July 1, 1058, to July 1, 1059 :

" Page'124, line 8 ; page 127, lines 22-23 ; page 1306, line 13 ; page 143, line 23;
page 240, line 7; page 268, line 17; page 278, line 11; page 273, line 14 ; page
274, line 2; page 274, line 18; page 275, line 2, page 275, line 14.

Change January 1, 1058, to January 1, 1059
Page 429, lines 16-16.
Change June 30, 1938, to June 80, 1950 :
Page 172, line 1; page 202, line 11; page 427, lines 1-2; page 427, line 12;
page 429, line & ; page 429, line 14; page 429, line 22; page 4380, line 1.
Change April 80, 1058, to April 80, 1059 :
Page 429, line 1, !
Change May 1, 1958, to May 1, 1059 ;
Page 429, line 2 ; page 429, line 0.
Change January 1, 1958, to January 1, 1850
Page 420, line 22, .
In addition to the listed effective date changes, the committee should direc
its attention to dates in the bill, as follows: (a) Kxcise tax extension dates and
relateq floor stocks tax refund dates, as, for example, in sections 5001 and 5063 ;

(b) bottling loss effective date, in section 5008 (¢) (6). (If these loss provi-

sions are to be made effective concurrently with the effective date of the gen-

eral revision of chap. 51, as proposed, the date would be changed to July 1,

1959) ; and (c¢) tobacco return effective date, section 3708 (b),

¥xrcurive OFFICE OF TIE PRESIDENT,
. BUREAU oF THE BUDGET,
Washington, D. C., July 16, 1958.
Hon, HARRY F. BYRD, '
Chairman, Commitice on Finance
United Btatcs Senate, Washington, D, C. .
My DeAr MR, OHAIRMAN : This {8 in response to your request of July 8, 1957,
for the views of this agency with respect to H. R, 7125, the Excise Tax Technical

Changes Act of 1957,
This agency concurs with the views contained in the report which the Secre-

tary of the Treasury is making to your committe on this measure.

Sincerely yours,
PaILLIP 8. HUGHES,
Assistant Director for Legislative Refevence.
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‘Senator CarrsoN. Mr. Chairman, I have another committee meeting
at10:30. I wish tobeexcused at that time, .

Senator JENNER. L am in the same situation,
The. CHAIRMAN. Very well. The first. witness today is Mr. Don

White of the National Audio-Visual Association. Will you come
forward and present your statement § e

STATEMENT OF DON WHITE, EXECUTIVE VICE PRESIDENT,
- NATIONAL AUDIO-VISUAL ASSOCIATION, FAIRFAX, VA,

Mr. Warre, Mr. Chairman, I will speak very shortly, sir. If it
suits ‘you I will insert: the statement in the record and speak very

briefly in view of your limited time.
- The CaARMAN. Without objection that may be done.
(The statement referred to is as follows::)

STA'mth'r orF DoN WHITE, HXECUTIVE VICE PRESIDENT, NATIONAL AUDIO-VISUAL
A8BOCIATION, FAIRFAX, VA, CONCERNING SECTION 114 or H. R, 7125

The National Audio-Visual Assoclation is the national organization of com-
panies specializing in the sale of mechanical and electronic equipment for
instructional purposes in schools, churches, and businesses. We are a nonprofit
corporation organized under the laws of Illinois and our membership comprises
some 520 companies, including about 880 dealers who specializé in the sale of
audiovisual equipment, plus 140 manufacturers, film producers, and other suppliers
of audiovisual products. Our headquarters are in Fairfax County, Va., and our
mailing address is Post Office Box 337, Fairfax, Va.

Our association is concerned about the omission from part 1 of section 114
of the act of the exemption for equipment other than “of the entertainment type"
which presently is a part of chapter 82 of the Internal Revenue Code, having
béen enacted into law under Public Law 867 of the 84th Congress. We are
specifieally concerned because H. R. 7125 as now proposed would impose an excise
tax on certain specialized types of phonographs, manuvfactured by our members,
which are sold almost exclusively to educational institutions.

These phonographs are different from ordinary home-type phonographs in
several ways, First, they are much more heavily buiit, in order to withstand
the rugged usage which is encountered in educational institutions. Second, they
generally will play 16-inch transcriptions; most home-type record players will
only accommodate 12-inch records, Third, these units are invariably supplied
without record changers, and are generally supplied as complete phonographs,
including amplifiers and speakers, although there are some exceptions to this.
Tl:e attatghed sheet will give you some idea of the type of equipment involved,
prices, e
" The Bure#u of Internal Revenue already has made rulings conceérning most of
this equipment, holding it to be free of tax under the present law.

We would like to propose the insertion of a simple amendment, to be & new
paragraph under section 4143, as follows:

“Phonographs: The tax imposed by section 4141 on phonographs shall not
apply to complete transcription-playing phonographs without record changers, of
the type primarily designed for the reproduction of audio-teaching materials in
schools, churches, and industry.”

We believe that the extension of the tax to cover this type of equipment will
serve no useful purpose since we estimate that more than 90 percent of this type
of equipment is sold to schools and other subdivisions of the Stute gOVernments
which are not required to pay Federal taxes.

We most respectfully request the inclusion of the above amendment ‘We are
certain that the result will be a saving in time and money for the Government
and for all persons concerned with the manufacture, sale, and purchase of t.his
type of speclalized instructional equipment.

Mr. Chairman and members of the committee, I wlsh to thank:you on: behalf
of the audiovisual industry:for the privilege of appearing before your committee.
If you have any questions I shall be glad to'do my best to answer them.;: . ::
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Mr, Warre. I represent the National Audi-Visudl Association.
We are an association of people who manufacture and sell:electronic
and mechanical equipment for teaching purposes. . R

After this bill was passed by .the House, we discovered that it
would remove an exemption which is presently a part of chapter 82
of the Internal Revenue Code having beew passed into law by ‘Public
Law 367 of the 84th Congress. : L N =

- 'This is an exemption which says that the existing tax on phono-
graphs shall,apgly only to equipment of the entertainment type. - ..
- And, T think by error in drawing up this bill nobody realized that
it would remove this exemption. 4 B _

The phonographs that we are concerned about are of a distinct
nature and I have some pictures here, gir, that show what' I am talk-
ing about. They are much more heavily built than ordinary home-

~ type phonographs because they have to withstand very heavy usage

in educational institutions. They. generally will play 16-inch tran-
scriptions, very larﬁe records, whereas home phonographs will only
plz’zly 12-inch or smaller. ' _ -
hey are invariably supplied without record changers and are gen-
erally supplied as complete phonographs.,. -~ .~ = . ..

I mention these points in order to establish that there are particular
technical specifications that can be .used:to define this type of equip-
ment. And the Bureau has made a rule already which holds this type
of é«}uipment to be exempted under the present law, so there is no
problem about the ruling. C ‘ - g
-I would like to propose, if: it is possible, the insertion of a new
amendment to be a new paragraph under section 4143 which would
read as follows: :

Phonographs : The tax imposed by section 4141 on phonographs shall not apply
to the complete transcription-playing :phonographs without record:changers,. of
the type primarily designed for the reproduction of audio-teaching materials in
schools, churches, and industry, = ° C co

. And T might add, sir, that I have discussed this with the staff of the
joint committee and they see no objection to it. TR

I have also discussed .wijth the Internal Revenue Service and they
felt there:would be no interpretation problems, . .

The Cuamrman, Thank you very much. = : .

Your statement will receive the consideration of the committee,

Mr. Wmre. I appreciate the opportunity of appearing.

The CrammMAN: Our next witness is the distinguished junior.Sen-
ator from Nevada, the Honorable Alan Bible. \%’e are glad to have
you, sir, ,

' STATEMENT OF HON. ALAN BIBLE, OF NEVADA

Mr. Brete, Mr. Chairman, Iagpfécimté'fhé, opportunity to appear
before your.cdmmittee,,tqd?jy:and . am hers, of course, to urge that the
committee adopt my amendment numbered 7-8-57 (‘ﬁ) to H. R. 7125,

-,'The amendment, stated in its simplest form, would permit con-

aaaaa

of the Internal Revenue Codé of

_veyance of real property without payment of the documentary stamp
{’,.

tax, now required by section 436

1954, whenayer g, State or political subdivision thereof is a party to

the transaction. . -

28384—58—8
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'This amendment, as its-identifying marks indicate, was introduced
during the 1st session of the 85th Congress and was prompted by
considerable correspondence on the matter and only after I had given
careful consideration to the situation it is designed to remedy.-

As the committee is well aware, section 4861 of the Internal Rev-

-enue’ Code of 1954, now imposes a tax at the rate of $1.10 per each
thousand dollars of evaluated groperty to be paid by the grantor
-whenever a State or political subdivision through eminent domain or
condemnation proceedings acquires private property for public use.
This creates a situation in which a private citizen primarily liable for
the tax, who in many cases, is an unwilling grantor, is saddled with a
‘tax burden arising from circumstances over which he had little or no
control. This factor, in itself, is wrong in principle and one to which
I am strongly opposed as I know the members of the committee are.

With enactment of the recent highway legislation and as the need
for acquisition of additional private property in the public interest
increases in the coming years, the need for this legislation will become

more apparent. :
I am not unmindful of the fact that my amendment would result in

some slight loss of revenue to the Federal Government. It is, of
course, impossible to accurately determine how much revenue would
“be lost over & given period because of the flexibility of the factors of
area and value of land that will be taken through the exercise of State
sovereign prerogatives. ] -

The stated tax rate, however, is less than one-ténth of 1 percent
and I cannot subscribe to any reasoning in support of the tax which
is based on n premise that the tax is an indispensable source of

revenue. : o -
If for'no other reason, fairness alone would dictate that this in-
equitable tax burden be removed and I am hopeful that the commit-
tee, in its judicious consideration of the matter, will agree that the
- merits of the amendment with respect to the in(}{wdual taxpayer, far
outweigh any possible loss of revenue which might be occasioned by
its adoption. :
The CratraaN. Thank you, Senator Bible.
‘We are honored to have Representative George M. Rhodes of
Pennsylvania as our next witness,
Congressman, won't you have a seat.

STATEMENT OF REPRESENTATWE GEORGE M. RHODES, OF
PENNSYLVANIA

Mr. Ruooes. Mr. Chairman, distinguished members of the com-
mittee, I appreciate this opportunity to explain in detail one inipor-
_tant provision of H. R. 7125 with which I am particularly concerned.
I refer to section 182 (b) entitled “Nonprofit Swimming Facilities”
which appears on pages 38-89 of the bill. The purpose of this section
is to exempt under certain specified conditions from the 20 percent
excise tax dues and fees paid to any nonprofit swimming pool organi-
zation now imposed under section 4241 of the Internal Revenue Code

of 1954. : .
Those so-called nonprofit neighborhood or community swimming
pool groups are a rather recent innovation and have become increas-
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ections of the country, particularly.in subur-
t to be confused with community-owned

. and operated swammip%sools,ﬂwhich are built at the expense of local
- taxpayers and maintained through admissions and concessions,
In my own district there are now a dozen non]).roﬁt,‘ cooperatively
i

owned swimming pools serving some 6,000 families. They are also

extremely popular in the suburban Washington areas of Maryland

and Virginia and in other metropolitan suburbs throughout the

. ingly popular in many s
: ban areas. They are no

country. . : ,
They fill a distinct community need in these suburban areas, where
uate. Community tax--

local recreational facilities are usually im_a,de?’ ] ;
financed swimming pools very often receive little or no consideration

because of primary budgetary emphasis on new schools, streets, sewers,
and other necessities required in these mushrooming suburban de-.
velopments.

There would be virtually no recrentional facilities in many aveas
were it not for the initiative of private citizens who organize a swim-
ming pool group, solicit the necessary initiation fees from families
in the neighborhood, obtain a site, arrange with a pool contractor for
the construction of a modern and conveniently located swimming pool
and handle the management of the pool during the year. These
recreational facilities are (s)rivately financed and operated without
creating additional tax burdens on the local government:

They have many other values. We hear much these days:about the

- problem of juvenilé delinquency, young people who roam the streets
mn gangs, destroying public and private property, and costing local
taxpayers untold millions of dollars for ad«ﬂad police and fire pro-
tection. I am convinced that these neighborhood swimming pool
associations can play an important role in furnishing the type of
supervised recreational outlets which are so badly needed to halt the

. sinister advances of teen-age crime, vandalism, and delinquency.

Mr. Chairman, these swimming pool groups also make possible
wholesome and healthful family-type recreational activities for-our
children, young people, and their parents. They provide exercise
and relaxation and an opportunity to relieve some of the tensions of

.‘our modern day living. From what I have seen of these organiza-
tions in my own community, I strongly feel that they are worthwhile
and deserve encouragéement. - : '

In many cases the imposition of the 20-percent excise tax on
amounts paid as dues and fees to these nonprofit swimming pool
organizations has Eroved"to, be an insurmountable obstacle in the

. organization of such a project. Some families who might afford the
$100 or $200 initiation fee or stock purchase price must turn down
membership because of the additiona? $20 or $40 needed for the tax
as a result of the Internal Revenue Service interpretation of section

. 4241. - This heavy tax burden has often caused the collapse of such
swimming pool projects. It is interesting to note that this tax is
:;nothe;' qxaﬁnple oi it. wartl_mellevy wl:lich has been retained. The tax
was originally an 11-percent levy, and was raiset P '
“war tax mte?" in the Revenue Ac{’of 1943, ed to 20 porcant as s

A careful study of the tax status of these organizations convinced
ma_their many unique characteristics actually places them outside
the scope of section 4241 which levies the 20-percent-tax on amounts
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- paid as dues or fees to “social, athletic, or sporting clubs.”. It seems
“abundantly clear that Congress never intended to impose the tax on
nonprofit community swimming pool groups. The language of this
section is virtually the same as when first enacted in 1917, except for
- the percentage amount of the tax. At that time nonprofit community
* sSwimming pool groups were nonexistent, having just come into vogue
“ during the past several years, e |
- Mr. Chairman, the Internal Revenue Service has nevertheless im-
posed the 20-percent tax on these organizations under what I feel is
an erroneous interpretation of section 4241, contrary to })ublic policy.
The Service contends that nonprofit community swimming pool
groups fall within the definition of “social, athletic, or sportin
- clubs” despite the weight of evidence which' reveals the purposes o
these organizations are not predominantly social, nor are they pre-
. dominantly athletic in nature. They are unique as. to organization,
purpose, and membership in furnishing private recreational services
. not otherwise-available in: a particular part of a.community. In no
: wa{ do they resemble -ountry clubs, yacht clubs, golf clubs, athletic
- clubs, tennis clubs, or ot her similar or%anizations ‘meant to be covered
by the definitions in-section 4241 which date back more than 40 years,
., In March 1956, I introduced H. R. 10118 (84th Cong.) to mako
it clear that these nonprofit community swimming pool organizations
were exempt from the 20-percent excise tax. The bill was referred
. to the Forand excise tax subcommittee. It was subsequently amended
; and included in H. R. 12298, the omnibus excise tax technical changes
bill introduced in the closing days of the 84th Congress. Hearings
. on this mensure were held in November 1956. A number of witnesses
regzesenting these swimming pool organizations testified before the
- subcommittee and explained the unique organization and purposes
.-of their groups. The subcommittes and full committee were unani-
mous-in their decision to provide statutory exemption for these worth-
- while community organizations. The exemption was written into
. :1H5 }({ 7125 as section 132 (b) and was passed by the House on June 20,
. 9 N S0 - . A ) S o
" . Unfortunately, the effective date of this exemption, if enacted by
Congress this-year, will deny statutory relief to many of these organi-
..gations. who.paid the tax under protest. This will create a “double
standard” in the tax treatment of swimming pool'groupslwithin indi-
- vidual communities or metropolitan areas. ‘'The ideal solution would
be to make the exémption retroactive to cover the period during which
-such taxes were imposed, thus affording equity to all' nonprofit
- swimming pool groups meeting the conditions specified in this section.
No retroactive provision was included in the House bill, although I
personally feel that it is warranted in view of the erroneous interpreta-
tion of the statute by the Internal Revenue Service. =~ =
If this committee does not feel that a retroactive clause can be writ-
 ten into the bill, I trust that the legislative history of H. R. 7125 will
make it clear that Congress never intended that section 4241 apply to
. n‘onEroﬁt community swimming pool organizations; that they’are
neither “social, athletic, or ‘sporting clubs -or organizations”’ within
‘the definition of the original 1917 terminiclogy s carried forth in the
1951 and 1954 Intrenal Revenue Codes; and that continned ‘efforts of
: the Internal Revenue-Service to apply thigtax to these groups ire con-
trary to the intent of Congress.

i

i i
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Mr, Chairman, I respectfully urge that this section of H. R. 7125 .
be retained by the committee because of its many long-range benefits
to our individual citizens, the communities in which they live, our
young people, and the health and welfare of our Nation as & whole.

~The CrHARMAN. Thank-you very much. cLn
- 'The next witness is Mr. Murray B. Nelson of the Maytag Co.

STATEMENT OF MURRAY B. IilELSON, GENERAL ATTORNEY,
g , ~ MAYTAG €0., NEWION, Iowa '

Mr. Nerson. Mr. Chairman and members of the committee, I am
general attorney for the Mugtag-Co., of Newton, Iowa, manufacturer
and merchandiser of home laundry equipment and other household -
ap{)hances. ) e ; S

am appearing for the company in sup})ort of an amendment offered
by Senators Martin and Hickenlooper of Iowa to H. R. 7125, section
115, the section that provides for constructive pricitig on certain sales
made to retailers and at retail..” SRS SR
. Our company endorses the objectives of section 115 as stated in the
House report. The report recognizes the desirability of imposing .
manufacturers’ excise taxes on a uniform base price even though the .
snme article may be sold at different levels of distribution. It states
that-administrative difficulties prevent full achievement of that goal
in this bill but that as a step toward its acomplishment the bill in
general provides for a downward adjustment in the excise tax base
to the price level charged by manufacturers to wholesalers.

“"We endorse this stated objective,- But our company finds that sec-
tion 115 would accompligh that objective for our competitors, but not -
for us. Instead it would establish our constructive tax base at the
level charged retailers, rather than the price level charged wholesalers.

If section 115 were enacted as now worded, we would ke at an even
worse competitive tax ‘disadvantage under it than we are under the
présent law. ~ We aro now at’a disadvantage to some of our competi-
tors. Under section 115 we would be at a disadvantage to all.

-Here is how this comes about. : S,

Section 115 establishes as the constructive price base the highest
price charged by a manufacturer to his-wholesale distributors. . For
almost all manufacturers'of household appliances this formula pre- -
sents no problem. This is because they sell to wholesale distributors -
whio perform a complete wholesaler function. -~ - =

. These wholesalers buy the product from the inanufacturer and then,
through ‘their own sales organization, assume the full responsibility
for:its resale to retailers, This is true in our homeé laundry equipment
industry, and the price charged by manufacturers to such wholesalers -
isatrue wholesaleprice. .- - - .. o oo o

But Maytag not only sells to such true wholesalers, but-in addition -
gells to a unique class of wholesalér who employs no sales force and
whose principal service .is merely to take title to and to warehouse

-the product. . SR :

.In the proposed amendment to se¢tion 115 this special class-of whole-
saleris referred to.as'a “special dedler.” We-do their selling through .
our own sales force. - This takes care of such a substantial part of their
resale expense that they consequently pay us a substantially higher

-
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;gice than the price we or our competitors charge true wholesalers.
ur price to these “special dealers” is the same as our carload price to
ratailers. '

Under section 115, in the House bill, our constructive price base .
would be the price at which we sell to such “special dealers,” not the
price at which we sell to true wholesalers, Sixty-five percent of our
taxable sales would be taxed at the price charged these “special deal-
ers.” On this volume we have estimated that our tax disadvantage
to our competitors would be about $1 per unit. In a highly competi-
tive field, this would be a heavy burden on our company.

"I believe I should say at this point that in such a highly competitive
industry as home laundry equipment, our distribution system has been
an important factor in keeping our company successful though faced
with the full line competition of much larger competitors. Conse-
quently, we consider it necessary to continue to sell through the “spe-
cial dealers” that I have described.

Under the Martin-Hickenlooper proposed amendment to section
115, our company would experience the intended benefits stated in the
House report. e would then enjoy equalit f tax treatment with
our competitors. In simplest form their amei. .ment treats our “spe-
cial dealers” as retailers rather thun as wholesale distributors when
setting our constructive price base. Qur constructive price base would
then become the highest price at which we sell regular wholesalers—
those who do their own selling.

Senator Kerr. I would like you to explain that.

Mr. NeLson. We sell to regular distributors just as the rest of the
industry does—that is, distributors with their own sales force and
who assume the responsibility for selling the product after they pur-

chased it to retailers,
Sentaor Kerr. That third sentence, “in simplest form their amend-

ments’——

Mr. NeLsoN. The Martin-Hickenlooper amendments.

Senator Kerr. “Treats our ‘special dealers’ as retailers”—I thought
what you wanted to do was to have them treated as wholesalers in that
they paid tax only on what you would charge if you had sold it to a
wholesaler.

Mr. Nerson. No; our situation at the present time is that under
section 115, as worded, they would be treated as wholesalers and they
would be the wholesaler to whom we sell at the highest price. Conse-
quently, not only our sales to them but also our sales to retailers would
have the constructive price base under section 115 pegged at the price
that we sell these special dealers and that as I noted earlier is the car-
load price that we sell to retailers. In effect, we would be left up on
a peak. Instead of this bill pulling our price down to the true whole-
sale price level, we would be left with 65 percent of our sales taxed
at the prics at which we sell this special dealer.

Senator Kerr. All right; go ahead.

Mr. NeLson. Do I make that clear, Senator Kerr.

Senator Kerr. Yes.
Mr. Nenson. T mentioned that we had discussed this with Mr, Smith,

of the Treasury Department, and Mr. Stam, of the Joint Committee.
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Both of them, we believe, are thoroughly familiar with our prob-
lem and the proposed solution. We have also undertaken an extensive
private survey of manufacturers of household ot(zippliances of the type
taxed under section 4121, Internal Revenue Code. We surveyed 595
manufacturers by telegram and as a result of that surveéy. it would
appear that our problem is inique and that there would consequently
be no significant loss of revenue from the amendment proposed.

A report on this survey is attached to this statement and a copy of
that report has previously been made available to Mr, Stam. ere
is a COFK of that report survey attached to my statement which I
would like to make a part of the record. , ‘

The CuarmMan. That may be done without objection.

(Thereport survey referred to is as follows :)

REPORT ON TELEGRAPHIC SURVEY OF MANUFACTURERS OF ARTIOLES SUBJECT TO
Exc1sE TAx UNDER SEcTION 4121, INTERNAL REVENUE CobE

Text of telegraph sent January 24, 1958, to 595 manufacturers:

“We are making a survey of articles subject to manufacturers’ excise tax
under section 4121, Internal Revenue Code. Would very much appreciate your
answering following questions by collect telegram regarding .. 1
where manufactured by you. . )

“(1). Do all wholesalers who buy the same model directly from you perform
the ordinary and usual functions of a conventional wholesaler of such an article
in the industry?

“(2) If not, do you directly sell both conventional wholesalers and also at a
substantially higher price other wholesalers for whom in the resale of the
article you provide special services not provided conventional wholesalers?

“If szou do not manufacture any articles taxed under section 4121 please so
advise.”

Source of lists or information as to manufacturers of articles subject to tax
under section 4121, Internal Revenue Code :

The Classified Directory of Appliance, Radio, and Televislon Manufac-
turers, 1957 editlon published by Blectrical Merchandising magagine, a
McGraw-Hill publication, 330 West 42d Street, New York 36, N. Y.

The Membership Directory of the Gas Appliance Manufacturers Assocla-
tion, Inc., 60 Bast 424 Street, New York 17, N. Y.

The National Electrical Manufacturers Association, 156 East 44th Street,

New York17,N. Y. :
The Institute of Appliance Manufacturers, the Shoreham Hotel, Washing-

ton, D. C.

American Home Laundry Manufacturers Assoclation, 20 North Wacker
Drive, Chicago, 111, , :

Oil Heat Institute, New York, N. Y. ‘ )

The Lawn Mower Institute, Inc., Washington, D. C.

From the above sources lists were compiled of manufacturers of all articles,
other than electric pants presser:, subject to tax under section 4121 Internal
Revenue Code. The Msts compiled are believed to include all major manufac-
turers of such items and to be substantially complete.

RESPONBE T0 TELEGRAM

To the 595 telegrams sent, 891 replies, a 66-percent response, were recelved.

“This is considered a high percentage of replies inasmuch as the addressee was

merely accommodeting the Maytag Co. and may also have been uncertain as to
the intended use or publicity to be given an answer.

1In the blruk space was inserted the name of the products manufactured by the particu.
lar manufacturer to whom the telegram was sent that might be subject to sec, 4121,

Internal R« venue Code.
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. A substantial number, 112, of tliose answering stated that they were not sub- -
Ject to the tax. Some of these purchase a taxable article for resale as private-
label merchandise so that they are not classed as the manufacturer and do not
themselves pay the tax to the Government. Others apparently manufacture
dirticles in sizes or classifications or for uses that aré considered commercial

rather than household in type. ‘ ' ,
Lo . .. .. Tag Maxrae Co.
Senator JENNER. Is this the only organization of this kind that has

this sort'of sales force in the United States? o
Mr, Newson, Correct, . We are the only one we have been able to

. find as'tho result of that survey, R U

Senator JENNER., You must be awfully good or the other 505 must

be awfully dumb. What is the diﬂeren,ce% C

; %\Ir Nevson. I think I'might explain it this way. I don’t think it is
either, L o V S

~ Senator Kerr. Butif that is true, you prefer the former? - -

Mr. NeLson. If we were a full-line manufacturer so that we could
have distributors devote their full attention to a full line of products,
this would not have the same advantage as it does to us, - e

Senator JENNER. Aren’t you a full line? I thought you made home-
}aunld{y equipment, and you made deep freezers and stoves and so

orth o ' ' ' ‘ o o

~ Mr. Neison. We did mitke stoves.. We do not any moré. The only
thing we sell now is home-laundry equipment. And we also merchan-
dize freezers and combination refrigerator-freezers. We do not sell:
the complete line of that. We do not sell the ordinary household
refrigerator. That is the extent of our business.

. 'This device permits us to have our own sales force doing the selling.
- And, consequently, the people who depenid npon our lne for themr
Pread and butter devotd their full attention to it. = Othetywise, if we
gold through the normal distributory channels, we would likely have
their attention diverted from our line, whereas if we had & full line
that would not be the case. , S el e

We are sure that this committce would not wish either to exact &
heavy tax penalty on the Maytag Co., or alternatively to force the com-
pany to change a successful sales technique. Therefore, we are certain
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‘The next witnésg is Mr. Herman Berg, of the Fountain
Meéhtmicul (Pqnml Manhfacturéns Asauomtlom HYR ,

BTATBHENT OF HERHAN BERG FOUNTAIN PEN & HEOKANIGAL
PENCIL MANUFAOTURERS ABSOOIATION, ING,, ATLARTA, GA. .

Mr. Bera. Mr. Chalrman and members of the commlttee, my name
is Herman Berg. I am vice president for the international sales for
Scripto,: Inc., tlanta, Ga., and .appear here as actmgl chairmgn of
the foreign trade committee of the Fountain Pen & Mechanical Pencil
Manufacturer’s Association. We are concemed specifically with sec-
tion 119 of H. R. 7125 which would substantially rewrite sections 4221
through 4226 of the 1954 Code relating to procedures for tax free aales
for export and to State or local governments. :

The background of this problem is as follows:
. As is required under the Constitution, the present Internal Revenue

Code exempta. from excise taxes sales of goods for export. A smu ar
rile is applied as to the sales of goods, including pens gnd peneils, to
State or local governmepts e While there are regulations treat+
ing the problems of 4a%-free sales, most 0fthe procedures which govern
them have beend eveloped mternally within the industry throug om‘ B

years of expefience since 1951. . .
LA rkmg satlsfac rily: Moat foun—

Pen &

. In genegral, these rules are y
tain pe ‘and meohani onbil manitky turers‘li‘ ( eveloped their
own ryfes, .. These uduall W t ap r gorty
of a bona fide i

maufacturers equest infor

of 8 forelgn :

éountr ; O
(4) asworn stateinent of the ox‘el . nsxgnee sltowing receipt of

the urtlcler the manufacturer-has in his possessioh an aflidavit from
the actual exporter stating the name of the expopter, the foreign desti-
nation, & desc ion of the merchandise, and.the name and identifica-
tion of the acttﬁ&“pm\of of exportathg,as’ required in sectior. 318.26
ag above noted. s 2o

These proofs of export axe often difficult tn obtain.. As a result,
some manufacturers require anment of the tax in udvance at the time
of the jnitial purchase and then, upon recaipt of the proof of export,
make a refund of the tax previously collected in escrow. -

. In actual praqgce is advance collection of tax is a ver delxcate
matter. Compe’ition in this industry being what it is, and, the gen-
eral need for working capxtal by purchasers bemg 8o great, manufac-

-
e,
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turers are hard pressed by. purchasers to make the sale on a tix-free
basis in the first instance and to rely upon receiving the proof of
export at a later date in order to avold payment of the tax.

- Since there is now no specific statutory or regulatory means gov-
erning the furnishing of notice of intention to export, the industry-
wide practice of knowing the exporter, requiring him to advise the
manufacturer of the country of destination and other procedures help

rotect the manufacturer from selling to parties who, in fact, never
Intend or fail for FOOd reasons to export the goods.

The proposed legislation would alter very considerably the fore-
going practice. In the interest of uniformity as regards all tax-free
sales, one single system of number registration would be required.

In general, the overall effect of the proposed legislation will be to
materially ease the procedures on the part of the purchaser for making
tax-free sales, but will fail utterly to provide corresponding safe-
guards to protect the manufacturer. Whereas in the past under in-

ustry practices, documented notice of intention to export and other
requirements have to be met, manufacturers under the proposed legis-
lation would be confronted with a group of purchase orders having
a registration certificate number merely noted upon them.

The Fountain Pen & Mechanical Pencil Association is firmly of the
belief that the suggested method—simply obtaining a registration
number and stamping it on a purchase order—will stimulate danger-
ously frauduluent snles—that is, those purportedly for export but
which actually find their way into the domestic market.

The same danger would exist equally on sales purportedly for gov-
ernmental use. The knowledge that a registration number is all that
is required will upset the delicate industry balance and practice now
in effect of requiring more positive notice either of intention to export
or of sale to governmental units,

The nature of the fountain pen and pencil industry is such that it °
is extremely easy for any fly-by-night businessman to become “an
exporter.” Since these items are small in size and since they are in
great demand in all foreign countries, the incentive to make export
sales is very great.

When this fact is coupled with the possibilities of even greater
profit if purportedly export sales can be made and the tax-free items
then sold in the domestic market, we believe that this committee can
readily understand the opportunities for tax evasion in this entire
aren. The industry is now coping with this problem in the best
practical manner possible under the present law. '

As matters are now-at the moment the responsibility for the proper
records and payment of excise tax is in the hands of the fewest pos-
sible manufacturers. To remove the brakes will increase these oppor-
tunities for tax evasion and complicate, rather than simplify, the
paperwork at all points of the distribution picture.

The committee report, written under section 119, states that the
section is designed to provide “a more nearly uniform system * * *
to improve the operation of the manufacturers’ excise tax * * *”

The Fountain Pen & Mechanical Pencil Manufacturers’ Associa-
tion urges that the proposed section 119 will do needless and irrepa-
rable harm. We respectfully suggest that the present law be retained.

The CrairmMAN. Thank you very much, Mr. Berg.
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Mr. Bere. Thank you. : o S
The Cramman., The next witness is Mr, Stanley Lowell, Protestants

and Other Americans United.

STATEMENT OF REV. C. STANLEY LOWELL, PROTESTANTS AND
OTHER AMERICANS UNITED FOR SEPARATION OF CHURCH AND

STATE ‘

Reverend LowgeLL. Mr. Chairman, my name is C. Stanley Lowell.
T am managing editor of Church and State Review, with a circulation
of 60,000, and associate director of Protestants and Other Americans
United for Separation of Church and State, a national organization
with members in all the States and cooperating committees and chap-
ters in most, which is devoted to tie preservation of the constitutional
principle of church-state separation,

We are a predominantly Protestant organization whose officers
-include some of the most distinguished names known to the American
churches—a bishop of the Methodist Church and former president
of the National Council of Churches and the World Council of
Churches, a former moderator of the Presbyterian Church in the
U. S. A., a former president of the Southern Baptist Convention, and
a prominent leader of the Seventh Day Adventist Church.

Ve are concerned that certain revisions of the Internal Revenue
Code, as proposed in H. R. 7125, may create undesirable precedents
so far as our cherished doctrine of the separation of church and state
is concerned. The sections to which we allude all come under title 1.
They are section 4221 (a) (5), which exempts from tax articles sold
to a nonprofit educational organization; section 4224 (a) ( 1}, which
exempts such organizations from tax on telephone calls, travel tickets,
and amounts paid for transportation of I;)roperty to or from such an
organization; and section 163 (b) (2) D, exempting such organiza-
tions from the tax on gasoline. :

We are predominantly an organization of church leaders and mem-
bers. Yet we strongly oppose all these proposed exemptions on the
ground that they confer 2 new and special favor upon sectarinn insti-
tutions, These exemptions are primarily for Roman Catholic paro-
chial schools, a fact acknowledged by Representative Aime J, Forand
when he originally discussed them.

There would also be some reduction in excise taxes to non-Catholic
and nonsectarian private schools. . Indeed, it seams to us the definition
of ‘“nonprofit educational organization” is so loosely drawn as to
include wealthy private institutions.

Ori%inally, the report of the House subcommittee estimated the
cost of these exemptions of private schools from excise taxes would
be about $3 million a year.” We received a personal estimate that
about half of this amount would go to Roman Catholic parochial
schools. These exemptions would obviously involve a new flow of
pgx{ie’ar records back to tax headquarters.

e oppose these exemptions, first, because any exemption granted
to a sectarian school under the control and operation of a church
,i8,actually a financial concession to a religious institution. As such
it violates the spirit of the first amendment which prohibits any estab-
lishment of religion. This is conspicuously true in the case of the

Roman Catholic parochial school.
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Canon law 1874 instructs the members of this denomination not to
'send their children to public schools unless the bishop of the area is
willing to make an exceg)tion, and to send their children rather in
all instances to the church’s own private schools.

* Obedience to this canon law is basic to the practices of highest
church dignitaries, the key mission of the church. It is evident, then,
that a tax concession to the schools of this church is indistinguishable
from a tax concession to the church of which it is an integral part. It
.i8 just such practice which we believe is prohibited by the first amend-
‘ment.

It is argued that sectarian schools are placed at a disadvantage tax-
wise when compared with public schools. In a sense this is true.
This inequality 1s a part of the price' which religionists pay to insure
the private nature and control of their enterprise.

The sectarian schools are the expression of the religious conviction
of the particular church which sponsors them. The church cannot
expect to enjoy continued freedom in this enterprise if it accepts finan-
cial concessions from the State and thereby enters into a tie with the
State. To put such institutions into business, or to aid and abet their
operations is not, we believe, a proper sphere of Government activity.

Our second objection is that such exemptions as these is that they
are only part of a chain reaction of financinl concessions to separate
‘sectarian schools. The Jesuit educators of the United States, meetin
at Georgetown University on January 4 of this year, issued a deman
for Federal aid to education “made available on an across-the-board
basis, for all sudents and for all institutions,” '

It is a fact, Mr. Chairman, that most of the Federal aid bills, in-
oluding H. R. 18247 recently reported by the House Committee on
Education and Labor, provide certain benefits for these educational
missions of the church. Generally speaking, we feel that this par-
tioular bill is sound legislation but in some of its minor provisions it
does have these precedents in which we see danger. :

We contend that these exemptions in the excise tax undertake to

*do indirectly what the aid-to-education bills—some of them, at least—
do directly. They are merely different forms of benefit or subsidy to
churches, : |

The eventual objective of this effort on behalf of sectarian s¢hools
isclear: the objective is full tax support for these institutions, When
Bishop John IJ’ Cody of Kansas City dedicated St. Pius X High
Schools there in April 1957, he said :

' When we hear about Federal aid to education we wonder if we, too, are not

deserving. The law of this land prohibits Federal contributions to sectarian
“achools, but laws have been changed. With the help of right-minded men we
may look forward to help for our schools. This i8 a hope, not a threat.

Now the church benefit involved in these exemptions is not large.
Yet it is our feeling that it points in an unfortunate direction. It
lends further stimulus to a kind of subsidy mentality on the part of
church leaders which ought to be discouraged. On the part of some
church leaders, that is. ‘

The tax exemption for places of worship has become established
in our tradition; we do not advocate change at this point. It is our
position, however, that tax exemption should apply closely to the
property and buildings actually used for worship purposes and not
to educational or commercial enterprises connected therewith, To
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widen the scope of such exemption, on the one hand, or to grant direct
State subsidies, on the other, is, we believe, to emfanger the welfare
of the churches whose good is sought,. ' .

Historically, the church has suffered more from the State’s over-
indulgence than from its persecution. The phenomendn of anti-
clericalism which has been such an unpleasant reality in the hlstor,y
of many nations has been occasioned in large part by the State’s
overindulgence of the church. ,

We believe that church enterprises should be supported by the vol-
untary gifts of adherents, not by tax benefits. In that belief we
ask elimination of these sectarian exemptions. :

The CHArMAN. Thank you very much, Dr. Lowell.

Reverend LoweLr. Thank you.

The Cramman, Qur next witness is Col. Orval Matteson, Lin-

colnia Park Recreational Club, Inc.

STATEMENT OF COL. ORVAL MATTESON, LINCOLNIA PARK
RECREATIONAL CLUB, INC.

Colonel MarresoN. Mr, Chairman and members of the committee,
I am a member of the board of directors of the Lincolnia Park

Recreational Club, Inc,

Senator BENNETT. Where is it lccated ?

Coloncl MartesoN. In Fairfax County, Va.

This is a nonprofit organization created principally for the pur-
pose of providing a community swimming pool.

First of all, I wish to express the deep appreciation of all members
of our organization for your courtesy in inviting us to appear before
you concerning H. R. 7125. Although specifically representing onl
a single community, we feel we are a typical example of hundreds
of community swimming pools throughout the country in the same.
tax position and that our views are shared by them. :

e are concerned with that portion of the bill being considered:
having to do with nonprofit swimming facilities. Specifically, we
refer to section 132 (c¢) which exempts the current excise tax on dues
and fees paid to nonprofit swimming pools; and section 1 (¢) as it
apy‘i)'lies to the effective date of such exemptions. :

rusting that you are in full agreement with the position of the
House of Representatives that nonprofit community swimming pools
shoud be exempt from excise taxes, we wish to pass quickly the fact.
that it is obviously wrong to apply an excise tax on such communit
recrentional facilities. In fact the providing of swimming pools.
by groups such as ours is only an attempt by members of communities
to provide wholesome recrention facilities for their families where.
the local governments have been unable to provide them. ,

The application of this tax on top of the high cost of construction
results in a prorated cost which in many cases either results in in-
adequate facilities or prevents some members of the community from
being financially able to take advantage of the facilities.

In nonprofit organizations of this type the membership dues are
applied to the costs of the facility, hence the application of the tax
is 1n effect, n tax on the construction of the facility. Further, as
the fees are applied to o‘Femtihg expenses such g pemomwli utilities,

i

taxes, et cetera, the application of a tax on the fees is equally unjust.
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Surely, if these facilities were provided by local governments no
éxcise taxes would be applied agninst construction and operating
costs, ‘ '

" 'We are confident that you agree that the excise tax should not be.
applied to nonyl)mﬁt switlnming pools, and therefore we would like
to address ourselves particularly to the time these proposed exemptions
would become effective,

It should be noted that as presently proposed, the effective date of
the exemption of these obviously unjust taxes could be no earlier
than 60 days following the effective date of the enactment of the act.
We fail to understand why it is necessary to continue to tax for an
additional 60 days members of communities who are providing these
facilities, A _

- Please note further that unless the act is enacted prior to the end
of July 1958, the exemptions would not apply until the 1st day of Jan-
uary 1959. The point has been made that delay of the effective date
is necessary so that the Tresaury Department may have additional
time after enactment for preparation and publication of regulations
and explanatory mnteriu‘ and to coincit‘e the changes with the
quarterly reporting of most excise tunxes.

- This delay may be necessary as it affects other tax exemptions in
the bill, but it most certainly is not necessary for nonprofit swimming
pool exemptions. In the case of nonprofit swimming pools, tax
moneys ure now required to be deposited monthly in locn‘ banks to
the credit of the Government and funds are transferred to the United
States Treasury at the end of the quarter; it would take ounly a simple
announcement to terminate the depositing of such funds and as funds
on deposit are not transferred to the (ﬁxited States Treasury until
the end of the quarter, it would be relatively simple to effect & pro-
cedure to return these deposits to the credit of the organization w}nich
deposited them.

- We believe that sections 131 and 132, as they apply to nonprofit
swimming pools should be adopted and that in these cases, the amend-
ments and repeals made by title I of the act should take effect on the
first day of the quarter of enactment of theact.

With jeopardy to the preceding remarks we submit that the past
collection of excise taxes from these nonprofit swimming pools has
been unjust, and therefore moneys collected should be refunded. We
refer again to the preceding comments that it has been unfair to
app‘l’y an excise tax to community projects of this nature.

e do not feel qualified to discuss the legality of the application of
excise taxes on nonprofit community swimming pools. However, we
would like to refer to the recent litigation known as the T'win Brooks
caso in which the United States district court ruled against these tuxes
on the grounds that they should never have been applied to com-
munity swimming facilities such as ours which are not. social clubs.

This decision was appealed by the Government to the Fourth Cirenit
Court of Appenls which overruled the lower court. It is omr under-
standing that the basis of the overruling was not specifically as it re-
lated to the application of the tax against nonprofit community swim-
ming pools, but rather because the decision of the lower court, us.
worded, would have applied to other than nonprofit community swim-

ming pools, for example country clubs.

Voo
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Since this tax is applied to an individual, the cost of further appeal
would have to be borne by that individual. “Therefore, it is unlikely
that this tax will ever again be chiallenged in the courts by an in-
dividual. Only through your legislative section in this instance can
these justifiéd tax refunds be obtained. - P

Therefore, we request that approptriate changes bg made to H. R.
7125 to provide for refunds of taxes which have been collected against
dues and fees paid to nonprofit swimming facilities (sec. 132 (c)).
This in itself would not be an exceptional case since the act provides
for credits and refunds in other instances.

Again, gentlemen, we wish to thank you for your consideration in
permitting us to appear to present our views, We believe our view-

oint is the same as that of many other thousands of individuals
throughout the country in a similar position who have undertaken
to provide wholesome worthwhile community swimming and recrea-
tional facilities.

We urge all Possib]e actions to promote and encourage programs
which are aimed at increasing the opportunities for sports and recrea-
tion, Such programs are, in accor& with the National OQutdoor Rec-
reation Resources Review Commission now being established by Con-
gress and the President to facilitate recreation programs in our coun-
try. We believe the actions we have recommem{ed in this case will re-
sult in a major contribution to the effectiveness of such recreation

programs,
hank you.

The Cuamrman. Thank you very much, Colonel Mattecon,

Senator Krrr, As I understand it, you favor section 131 and sec-
tion 182 with amendments?

Colonel Marrteson. This is right, siv. However, we do not favor
the time at which the exemptions would take place.

Senator Kerr. I gathered that the changing of that time is one of
the amendments? ,

Colonel MarresoN. Yes, sir, this is the amendment which we pro-
pose; yes, sir.

Senator Bennerr. Do I understand the latter part of your state-
ment to indicate that you want all taxes refunded from the beginning
of tlhg time taxes have hoen collected against community swimming

ools

Colonel MarTEson. That is correct, sir.

Senator BEx~nerr. (ver how long a period would we go back, if we
acceded to that request ?

Colonel MaTrESON. I am not able to answer the question.

Senator BeNNETT. One year or five years$

Colonel MarTeson. It would be at least, I am sure, 5 years, because
I know of poolsin thisarea that were built 5 yearsago.

Senator BENNETr. That is all.

The Crrairkman. Thank you very much.

Colonel MarTEScN, Thank you.

The Cuairman, The next witness scheduled was Mr. John S. Bern-
heimer, of Philadel} hia, Pa. In lieu of appearing in person, Mr.
Bernheimer has submitted a written statement for tﬁe record.
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(The statement of Mr. Bernheimer follows:)

STATEMENT OF THE DELAWARE VALLEY SwIM CLUB ASSOOIATION SUBMITTED BY
JorN 8. BERNHEIMER, PHILADELPHIA, PENNA,

Statement on behalf of 6,800 families in 17 nonprofit swim clubs in Philadelphla,
Bucks, Montgomery, and Delaware Countles, Pa., in support of Passage of
Bxcise Tax Technical Changes Act of 1057 (H. R. 7125) particularly Sections
181 and 182 exempting nonprofit swimming facilities from the excise tax on
Gues, admissions, and assessments or capital contributions for construction or

improvement of such facilities

We respectfully urge the passage of H. R. 7125, particularly sections 131 and
132, These sections exempt nonprofit swimming facilities from the 20 percent
exclse tax on assessments or amounts paid for constructions of such facflities;
the 20 percent tax on dues over $10 per annum; and the 10 percent tax on ad-
missions of guests of members, A ~

In the past several years a new and necessary community facility has been
created in the form of nonprofit swimming clubs. These are private clubs
formed by a group in the community who are unable to afford to belong to
established country clubs, or who have no desire to play golf and want a place
for the family to swim and enjoy outdoor recreation.

These clubs in the Delaware Valley area are formed by a local group and
consist of 6 to 10 acres on which is built small dressing rooms for men and
women ; sanitary facilities; a wading pool for the small fry, and a swimmin
and diving pool for the more mature swimmers. Some clubs have volley ball,
badminton and shuffle board, in addition to tot lots or playgrounds for the chil-
dren. The clubs usually have a small snack bar; none in our area serve liquor
or permit its consumption, as the clubs are family clubs geared mainly for the
enjoyment of our children,

Each club has 400 families (some may limit membership to 350 and one club
has 500 families). Famlilies each advance from $200 to $300 as a loan to the
club in order to buy the land and build the facility. Often this is not enough
and clubs must borrow to complete the facility., ‘The present 20-percent excise
tax on this initial or any suhsequent assessment for further improvement is a
heavy bur.en on the middle or low income suburbanite who contributes $250
or $300 to “join” such a facllity. For it increases his initial payment by $50
or $60 and this, together with his dues of $10 per member of the family, puts
a big bite Into hls reserve.

Additionally, families forming such clubs are actually doing what the township
or county authorities perhaps should be doing and in some communities there
are such township swimming facilitles for the residents. Where there are no
such municipal swimming facilities, then it seems a burden to further tax the
good citizens who band together and form & nonprofit corporation to build such
a facility and supply a very real community need.

The history of these clubs in this area is that they are oversubseribed almost
as soon as the shovel starts digging the pool. Once the land is fourd and the
gzoning problem is hurdled, each club quickly fills its maximum and then builds
its walting list. All clubs have walting lists of fdamilies very anxious to be
admitted. Most clubs give back the original contribution to the withdrawing
member (who may be moving away to take another job) and the new member
pays the same coniribution to the club, This is again taxable at 20 percent
and again appears to be a burden on the individual family. '

As to dues. Dues under $10 per annum per member are now exempt under
resent-excise statutes. However, clubs cap barely meet their necessary over-
ead for township and county taxes, for pool maintenance and proper sanitary

conditions and adequate lifeguards, club mgnagers, and gate attendants on the
income of $10 per member of each family. To ralse dues now, with 20 percent
going for taxes, again places an inordinate burdeh on the middle and low in-
come member of these clubs. A $5 increase In dues for the two adults in the
family would enable clubs to provide better care for the Kids. This is only
possible if the 20-percent tax is eliminated ol dues. © =~ ' | S

‘A word about the 10-percent tax'on hdmissions to 'sach faeilities, - Guest
privilege are limited in clubs such as ours. Bitt we all like to and do bring
our less fortunate neighbors and their children, once in a while, as our guests.
Each time we bring a guest, we must pay 10-percent tax on all guest fees over
90 cents. Admittedly, most clubs charge less than 00 cents on weekdays for
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children guests, But on weekends, guest fees for children.and all adult guest
fees are over 90 cents and therefore the tax is payable. Here again we find a
tax burden on a privilege being supplied by private enterprise to others in the
community who just couldn't get into the club because it was oversubscribed.

No one makes a profit on our club. In fact in some of our constitutions, upon
liquidation of the club (if this should ever happen) each famlily {s reimbursed
the exact amount lent to the club, and then any balance left over after the pay-
ment of debhts is given to-charities selected by the board of directors. And, in
most cases, our clubs have enhanced in value, for the land we purchased 2, 8,
or 4 years ago {8 now worth many times what we paid for it, and in many in-
stances we have improved our land with our own efforts, so that our facilities
are worth many times the money actually paid out.

These clubs do not serve or permit liquor; these clubs have no dancing fa-
cilities; no dining room or kitchen (only a light refreshment or small snack
bar) ; these clubs consider first and foremost the needs of children; and each
cludb is privately owned by all the members who purchase certificates, and such

rtificate holders control the election of directors and the management of the
clubs, These are private clubs. Many of these clubs give free swimming les-
sons to their membership; and there is friendly competition in swimming and
diving contests between the clubs; water shows are not uncommon. This is all
a very important and healthy part of American democratic life. It should be
éncouraged and given its blessing by the Congress of the United States by being
exempt from the excise taxes enumerated here.

On behalf of our 6,800 families (and 2 new clubs are organizing now in our
area) who are members of the clubs in the Delaware Valley area of Pennsyl-
vania, we respectfully urge this committee to favorably report out for passage
by the Senate sections 181 and 132 of the Excise Technical Changes Act of 1957
(H. R. 1725) as passed by the House of Representatives.

We urge your speedy approval. Permit me on behalf of the Assocfation, to
thank you for the time given us here, and for this opportunity to express our

wishes and comments on legislation,
Respectfully submitted.
‘ JoaN 8. BERNHEIMER,
Frank W. JENKINS,
For the Delaware Valley Swim Olub Association.

The Craman. The next witness is Mr. James S. Moore, of El

Paso, Tex. .
Is Mr. Moore present? No doubt, Mr. Moore intends to submit a

statement in lieu of appearing. . .
The CHAIRMAN. The next witness is Mr. William T. Barnes, of

Washington, D. C.

STATEMENT OF WILLIAM T. BARNES, OF LYBRAND, ROSS BROS. &
MONTGOMERY, CERTIFIED PUBLIC ACCOUNTANTS, REPRESENT-
ING DOW JONES & CO:; INC,, NEW YORK, N. Y.

Mr. Barnes. Mr. Chairman and members of the committee, my
name is William T Barnes, of Lybrand, Ross Bros., & Montgomery,
certified public accountants, I am employed in the W ashington office
of this firm, and I appear on behalf of our client, Dow Jones & Co.,
Inc., of New York, N. Y., to 'discuss the necessity for a clarifying
amendment to section 42562 of the Internal Revenue Code, defining
the types of communications services which are subject to the excise
tax imposed by section 4251. The problem which I shall discuss
affects all genieral news services, although to a lesser degree than

Dow Jones. , C C e e ol
* Pursuant, to the request of this committee, I am plesséd ‘to co-
operate with the committee’s  desire to expedite these hearings by
limjting my oral presentation to s fine simmary of the problem and
of the proposed solution. I respectfully invite thd committee’s atten-
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tion to the' memorandum which I have submitted and I request that
it be made a part of the printed record of these proceedings.

The Cualraay. Withotit objeciion that will be done.

(The amendment and appendix referred to are us follows:)

Tue ExXCI8E TaAX oN COMMUNICATION SERVICES (INTERNAL REVENUE CoDE SECS.
4251-4234) Suourd BE AMENDED TO MAKE I'T CLEAR THAT Tu1s TAX Doks Nor

APPLY T0 ANY PAYMENTS FOR PUBLIC PRESS NEWS
' 1. PROPOSED AMENDMENT -

Subsection (e) of section 4252 should be amended to read as follows:

“(e) Wire AND EQUIPMENT SERVICE.—AS used in section 4231 the term ‘wire
and equipment service’ shall include stock quotation and information services,
burglar alarm or fire alarim service, and all other shmilar services, but (not
including) shall not include news tcker services furnishing a general news
service similar to that of the pubdlic press, or service described in subsection (d)
of this section. The tux imposed by section 4251 with respect to wire and equip-
ment service shall apply whether or not the wires or services are within a local

exchange arvea.” )
Effective date: January 1, 1935, being the effective date of subtitle D of 1954

code,.
. Section 4251 is the section which imposes tax on various specified types of
communication service, including *wire and equipment service.”

1I. REASONS FOR THE PROPOSED AMENDMENT

_The proposed aumendment is necessary to make it clear that the Congress
never intended to impose a communication service tax on any payments to a
press assoclation for subscriptions to its general news service. (See appendix

A).

The reason why such a clarification is necessary is because the Internal Reve-
nue Service, after having recognized the exemption for general news for ap-
proximately 18 years, has ruled in September of 1937 that all payments by the
general public to a press association for subscriptions to its general news service
are subject to tax as being payments for taxable “wire and equipment service,”
as now defined in sectlon 4252 (e), this despite the express language to the
contrary of subsection (b) of section 4233 relating to “exemptions.” (See Ap-
pendix B—History of Treasury Interpretation of Hxisting Law.) The Septem-
ber 1957 ruling in effect restated a ruling which had been issued by the Internal
Revenue Service in March of 1955 which had been revoked in August of that

year after further study of the matter.
III, IMPORT OF 1957 RULING

This 1957 ruling restricts the exemption section, 4253 (b) with respect to news
“dissemination” through a general news ticker service, to exempting only pay-
ments made by a press assoclation to a telegraph company, and as not exempting
payments to a press association by {its subscribers among the general public.
The only exemption now recognized by the Internal Revenue Service with re-
spect to payments to a press assoclation i{s an exemption for payments made by
the public press, by a radio broadcaster, or by some other general news ticker
gervice. Such payments by this limited group are already exempted by the pro-
visions in 4253 (b) relating to the “collection” of news, In other words the
1957 ruling ignores the express exemption for news “dissemination” in section
4258 (b). It is respectfully submitted that the last previous position of the
Treasury Department, overruled by its 1957 ruling, correctly interpreted the
congressional intent that no payments for a general news service should be

taxed,
The public press news itself {s what the Internal Revenue Service is now really

taxing under its 1957 ruling. (See appendix C.)

Behind the entire “public press” exemption (section 4258 (b)) lies a para-
mount public policy—that the swift circulation of news in this Nation is a
matter of such general importance as not to warrant increasing the cost of news
to the public by the-impositlon of any excise tax on those communications
services required in any of the processes of rapld news collection and dissemi-
nation. That public policy has been undercut’ by’ fhe 1957 ruling, and this
would be rectified by the proposed clarifying amendment.
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IV, PERTINENT PROVISIONS OF THE 1954 CODE ARE' SIMILAR 'tO TIIOSE OF THE' 1539
' - CODE A8 AMENDED BY THE REVENUE ACT OF 1041 o

_The content of sections 4251 and 4252 of the 1954 code had been combined in

section 8465 of the 1939 code as amended by the Revenue Act of 19041, '
"~ The content of section 4253 of the 1954 code had been in section 8466 of the
1939 code as nmended by the Revenue Act of 1041, P

The amendment now being proposed is solely to section 4252 of the 1954 code,
the definitlon section. It would simply restore the definition of “wire and
equipment” service to the very form in which it was originally stated in the
Senate Finance Committee version of the 1041 revenue bill, (See appendix A.)

V. CLARIFYINUd AMENDMENT IN PUBLIC INTEREST

* The manifest uncertaninty of the Treasury as to the meaning of the present
law, and its resulting inconsistencies in administrative rulings, has not been in
the public interest and the time has come for the Congress to clarify the situ-
ation by reaffirming that the public press news of this Nation shall not be sub-
Jeet to any communications tax, either in its collection or in its dissemination, at
any point from the original sources to the ultimate public.

ArpPENDIX A, INTENTION OF CONGRESS

The House revenue bill of 1941 sought for the first and only time explicitly to
tax news ticker services. This bill (H. R. 5147) proposed to tax “wire and
equipment services” and its definition of “wire and equipment services” expressly
included “teletypewriter service, burglar alarm service, ncws ticker services, stock
quotation and information services, and all other similar services.”

The Senate Finance Comnnittee, however, deleted the words italicized above
from the House version of the 1941 revenue bill and substituted the words “but
not including news ticker services furnighing a gencral news gervice similar to
that contained in the public press.”’

After the Senate Finance Conmnittee version of the bill had been reported
.out, Senator George, the chafr.nan of the Finance Committee, obtained on the
floor adoption of what he described as “a technical amendment” whereby the
reference to news ticker services was removed from the definition of “wire and
equipment services” and incorporated into the exemption section (sec. 8466 (b)).
(Hee Congressional Record, pp. 7270 and 7363.) The obvious purpose of this
amendment was to make it quite clenr that the nontaxability of payments with
respect to a general news ticker service was intended to apply to all payments
by u press assoclation for its ticker circuits as well as to all payments to a
press association hy subscribers for its news service itself,

The nltimate congressionnl intentfon in the final enactment of the Revenue Act
of 1941 {8 clearly portrayéd in the conference report. The conference report
accepted the Senate floor amendments and contained the following explanation
to the House on the part of the House conferees :

“Section 48 of the House bill also linposed a tax equivalent to 0 percent of
the amount pnid for (A) leased wire or talking circuit special service or (B)
-wire and equipment service (including teletypewriter service, burglar alarm
service, news ticker service, and stock quotation and information services and
nll other similar services). 'The amendment imposes a 10-percent tax with re-
spect to leased wire, teletypewrliter, or talking circuit special service and a §-
percent tax with respect to amounts paid for wire and equipment service, but

not fncluding burglar or fire alarm service,
“T'he House recedes with an amendment subjecting burglar and fire alarm

service to the §-percent tax.

“Amendments Nos. 08 and 09: The House bill in certain cases, exempts from
the taxes nnder section 3465 of the Internal Revenue Code, as amended by
geetion 548 of the House bill, any payment recelved from any person for services
or facilitlex utilized in the collection of news for the public press, or radio
broadeasting, or in the dissemination of news through the public press. The
amendments nlso exempt news ticker services furnishing a general news service
similar to that of the public press; and the House recedes” (1941-2 Cum. Bull,
at p. 515).

. Apltho&gh the first statutory mention of a general news ticker service, as such,
was ih the Revenue Act of 1041 and was there included solely by way of an
ewemption, the 1957 ruling now takeg the position at this late dale that the Con-

-gress by enacting the 1941 act intended, not to continue to ewempt, but instead
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to taw, paymenta by the public for a general news ticker service, Such a con-
clusion ignores the renlities of contemporancous legislative history., Moreover,
it 1s directly contrary to the present understanding of the House Committee ou
Ways and Means, which in its report on the present techuical changes bill (H. R.
T1208) oxplicitly states that ‘‘news services (sec, 4288 (b)) are exempted from all
tax excopt general tolophone sorvices * * " (H, Rept, No. 481, 80th Oong. 1st

sosn, at p. 44). [Italle supplied.])
Arpenpix B, HisToRY or TREABURY INTERCLETATION' oF EXIsTING LAW

Tax on communications services has boen in effect since 1082. While the
1084 code is set up differently from the 1030 code, the only significant chango in
langunge from 1082 to date was in the Revenue Act of 1041. That act contained
the first definition of “wire and equipment service” and first added to the
general “news services” or “public press” exemption sectlon the express exemp-
tlon of payments for wire and equipment service if “utilized * * * {n the
dissemination of news through * * * a news ticker service furnishing a general

news sorvice similar to that ot the public press.”

Between 1932 and 1087 the Treasury Department has issued five different
rulings on this precise point :

In 1032 it ruled that such paymeonts were partially subject to tax,

In 1040 it ruled retroactively that they were wholly exempt from tax. :

In March 10568 such payments were ruled to be prospectively subject to tax
in toto as of a future effective date to be fixed by the Service.

In August 1085 this ruling was reversed and all such payments were again
upecitically ruled to be wholly exempt from tax. i

Finglly in September of 1087, the SBervice has ruled that, effective’ November 1,
1087, such payments are deemed taxable in toto.

None of these rulings was related in tlme to the only significant change in

the law—1. e., the Revenue Act of 1041,

ArpreENDIx O. Punrio Press NEws Is WHAT THE INTERNAL REVENUE SERVIOR
Is Rearry TaxiNg UNper ITe 105377 . "Na

A typleal press aaaociitlon has, first, o worldwide orgunization of reporters

‘ and correspondents and communication facllities for the collection of news;

second, a central editorial staff; and third, a wire circuit or circuits over which
its edited news is disseminated to its subscribers.

There is just one mervice or facility of a communications nature involved in
the dissemination of news from & press assoclation to its subscribers, that is,
thé¢ wire complex running to all the teletypewriters in all the subscribers prem-
ises. ‘The press asaociation pays & telegraph company for this wire complex
as an exempt “leased wire service” The subscriber pays the press assoclation
for the same facility plus the news disseminated over it, and this payment is
fnow. regarded by the Internal Revenue Service as belng a taxable “wire and
equipment service.” . . o . .

There i8 just one volume. of news going to the subscriber. That is provided
by the press association. There is just one communication facility That is .
provided by the telegraph company. The fact that the press assoclatlon pays
the telegraph company and the subgeriber pays the press association (2 pay-
Iments) does not turn.1 communication facility into 2. Any. payment for that
::cmty the Congress intended should be: exempt if used in the dissemination

wewa, ! b 2 I S L e e T Lo

The fact that what the Internal Revenue Service by its 1057 ruling is really
taxing is ‘the news fitself .is illustrated ;by one. typical press assoclation—the
press ‘association which has been  the idirect subject .of all of the Treausry
Department’s many and inconsistent rulings. . - s s
- ‘Dow Jones is a typical press assoclation.. It has a worldwide pews collection
organization. "It has:a central editorial staff. . It has a single nationwide wire
circuit to all its subscribers. .. In one respect alone Dow Jones is not “typieal.”
It has always sought and had a fer larger proportiop, than. other: press asgocla-
tions of subscribers who are the ultimate consumers of the néws, 1. e, thé gen-
eral-public. . This, a8 opposed to subscribers who .are other press associations,
newspapers, and radio broadcasters. . Actually; every. other press association in

~ the ‘country':suberibes: to the. Doy Jones .news service, as well ag many news-
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?npers and other periodicals, But the backbone of the Dow Jones subscrip-
fon list is the general publie, the ultimate consumer.

It is this single difference that renders Dow Jones the particular target area
for the 1957 ruling,

The direct result of that ruling is thel the ultimate cousumer is directed to
pay an 8 percent exclse tax on every dollur he pays for the Xow, Jones publlie
press news., ‘ ‘

A month’s single subseription to the Dow, Jones nows service now costs $140,
This is the uniform single service price, whether the subscriber lives in Newark,
N. J,, or Bismarck, N. Dak. The cost of the cominunications facility from the
central transminsion point fn New York to the aubscriber in Bismarck greantly
exceeds the cost of transmission to the subgceribor in Newark, However, the over-
all average transmisston cost to nll Dow, Jones wubscribors I8 approximately
16 percent of the subscription revenues or approximately %20 for ench single
subseriber. The balance 1y the price of the news {tuelf, including any uet profit
to Dow, Jones, ‘Laxation of any such net profit 18, needless to say, adequately
taken care of under the income tax provisions of the Code. The significant point
is that, under the 10567 ruling, the subscriber i# required to pay an 8 percent
communlcations tax on every dollar he pnys for the news ftself. And a single
subscriber pays $120 Yor month for the news and only $20 for its transinission,

Under the 10567 rul n{; evory Dow, Jones subscriber I8 required to pay a tax
of $11.20 per month, although a true 8 percent communications tax on the actual
cost of the transmission facllity itself would have amounted only to $1.00, In
result, therefore, the subscriber is paying an additional tax of $0.60 per month,
attrlbutable to nothing in the world but an cxcise on the nows ttself. It is In
fact an exclso on what the subsceriber pays to cover the cost of the vast orgnn-
fzation involved purely in the collection and editing of suitable public press
nows—reportors, correspondents, incoming news collection wire services, edi-
torial staff, etc, Public press news does not fall on the public like manne from
heaven. In its edited and disseminated form it is.a very expensive and fi 1{shed
product. Nome of this {s the proper or intended subject matter of a tux on

communication services.

‘ . ArpENDIX D
MosT REOENT RULING DENYING ExEMPTION

- UNITED STATES TREABURY Dr:mm-usﬁq-, o
: . Washington, September 20, 1957,

Mr, Witriax F', Kenny, L ‘
: Dow, Jones & Co., Ino,, New York, N. Y, : . S e e
DeAr Me. KerBY: At a conference in the office of the Director, Tax Rulings

Division, of the Service, on July 18, 1957, you were advised that we have recon-

sidered the telegraphic ruling of August 12, 1958. In that ruling it was féund

that you werenot liable for the collection’of the tax on wire and equipment sery-

dce, now imposed -under section 4251 of the Internal Revenue Code of 1954,

Specifically, we had concluded that the exemption afforded .under section 4258,

(b) of the Code applied in respect of payments received from all subscribers to

your Dow, Jones News Service a news ticker service, regardless of the use made

of such service by such subscribers.

Pertinent to the question in-issue, section 4253 of the 1954 Code provides that
the tax on wire and equipment service does not apply in respect of any payment
received from any person for services or facllities utilized in the collection of
news for the public p{ess, or a news ticker seryice furnishing a general news
service similar to that of the public press, or radio broadcasting, or in the dis-
semination of ‘néws through the public press,-or a news ticker service furnish-
ing a' general news service similar to that of the public press, or by means of
radio broadcasting, 1f the charge for such services or facilities is billed in writ-
ing to such person. Section 130.38 (b) (8) (iii) of regulations 42, in definitivn
of wire and equipment services within the purview of section 4252 (d) 'of the
Code, specifles channels furnished between a point of origin and the subscriber's
premises over which are given stock and bond market.quotations and reports,
racing results, baseball scores and.other sporting results, news items, musical
brograms, weather reports, the time, ete. Section 130,45 of the regulations speci-
fles that.the person to whom the charges are billed must cerfify in writing that
gsel .services or facllities are utilized as presecribed under, the statutory-pro-
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. Upon reconsideration of the matter, we have concluded that the exemption
afforded by sectlon 4233 (b) of the «ode applies, in respoct to your sorvice,
only In the ease of such of your subseribots which nre 1 of the 8 medin named
in tho statute, that {8 newspapers or other publicutions representative of the
public press, news ticker services furnlehing a generul news sorvico simllar to-
that of the publie press, or radlo brondcusting statlons or networks.  Accord-
Ingly, the August 12, 1033, ruling iz modifted to conform thereto,

During a telephone conversation on July 22, 1087, yon advised that barring
unforeseen delays it will be feasible to inclndo the tax In srmtements renderod
to your subserlbers for the period October 131, which will be forwarded on
or about October 1. I'ursuant to the authovity contained In sectlon 7805 (b)
of the code, the modifleation of the previons vuling will not be applied retroue-
tively for the pevlod prior to October 1, 10087,

Vory truly yours,
Ruaskl . lanminaTon, Commissloner,

REVOCATION LErrEn RESTORING RxpMrrioNn DeNIED IN Proposkn RULING OF
Mauvon 108, 1088

UNITED STATES TREABURY DEPARTMENT,
Washington, Ootodor 12,.1953.
Mr. WuLiaMm K, Kerny, '
Vico President, Dow Jones « (o,
Now York, N. Y,

Drar Mr. Kerny : In your letter of September 22, 1055, you requested a lettor:
ruling in confirmation of our teleqraphic ruling of August 12, 1955,

The telegraphic ruling related (& the application of the exemption afforded by
section 4208 (b) of the Internal Revenwo Code of 1054, You were advised
that aftor reconslderation of the question we have reached the conclusion that
the exemption applies to payments made by all subscribers for your “Dow Jones-
News Service.” -

Section 4253 (b) of the code pruvides that the taxes on leased wire, telotype-
writer, or talking cireuit special service, and wire and equipment service.
within the scope of section 4282 (1) and (e), do not apply in respect of any
payment recelved from any person for such services utllized in the collection
of newsa for or the dissemination of news through the public press, a news
ticker service furnishing a general news service similar to that of the publie
press, or radio broadcasting. After comprehensive study of the matter in sev-
eral offices of the Internal Revenue Sorvice, it has now been concluded that the-
term “nn{ payment received from any person” encompuasses payments by sub-
geribers for a “news ticker service furnishing a general news service similar
tolthat of the public press.” This conclusion was de¢isive in the’ August 12
ruling.

We have previously held on March 15, 1064, that the exemption applied only
to payments by subscribers for “Dow Jones News Service,” who themselves quali-
fled as 1 of the 3 news disseminating mediums designated by the statute. This
ruling, as well as a secondary ruling of April 22, 19506, was revoked by the tele-

graphic ruling,

Very truly yours,
B. H. FIsOHGRUND,

Aocting Chief, Haoise Taw Branoh,

Prorosep RULING DENYING EXEMPTION PREVIOUSLY GRANTED IN 1041

UNITED STATES TREASURY DEPARTMENT,
OrricE oF COMMISSIONER OF INTERNAL REVENUE,
Washington, March 15, 1955.

In re Dow Jones & Co., Inc.

Mr. JouN L. MErrmLn, Jr.
Emmet, Marvin & Martin,
New York, N. Y. : '
Drear Mr. MerrILL: This {8 'in further reference to the question of the Hability
of Dow Jones & Co., Inc., for the collection of the tax on wire and equipment

‘service Imposed by section 4251 of the Internal Revenue Code 'of 1054, effective

January 1, 1955, from subscribers to its “Dow Jones News Service.” Section
3465 (a) (2) ( B)' of the 1039 code was applicable prior to that date. -
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We have carefully constdered your brief, left with us at ‘the concluslon of
the conferonce on Novomber §), 1904, together with other items of evidence in
file, supporting your contentlon that the exemption afforded by section 4268 (b)
of the 1004 code (kec. 3406 (b) of the 198D code, applicable prior to Junuasy 1,
1000) applies 1n respect of the service, In support of your contention you have
agserted thut the Dow Jones service I8 “n nows ticker service furnishing a
gonernl nows service slimilar to that of the publfe press.” However, we remain
of the opinfon that this point Iy not materinl to tho fssue now under consldera-
tlon, that is, whether Dow Jones is Hable for the collection of the tax from
{ts subscribers in connection with payments for the service,

Sectlon 42068 (b) of the 1954 -code designates three news disseminating mediums
na heneficlaries of the exemption afforder therounder. They are the publie preas,
news ticker wervices furnishing a general news service shudlar to that of the
public press, and radio broadeasting. No other persons or entities are desig-
nated; nor fs it impled that the exemption is to operate to the direct benefit
of uny other persons or entltles: Tt {4 concluded, therefore, that in the case
of Dow Jones “ticker” service the exemption will apply only to amounts paid
by subseribers who themselves can be {dentifled as 1 of the 8 mediums designated
by the statute,

Pursnant to the foregoing, Dow Jones & Co,, Inc., fs Hable for the collection
and return of the tax tmposed by section 4251 of the 1034 code at the rate of
R percent of all charges Incldentnl to {ts "Dow Jones News Hervice” made to
such of its subscribers who cannot qualify for exemption. Dow Jones should
notify its subscribers of such Hability and the tax should be included on state-
ments rendered for the current hilling perfod, .

The district dlrector of Internsl revenue for Lower Munhattan is helng
approprintely notified. Should you wish to communicate with him regarding
the filing of returns or other procedural matters, it Is suggested that you address
your inftial inquiry for the attention of Chief, Audit Diviston, 90 Church Street,
g;yw ztork, N. Y, (LM:A:FA: WBE ExT:egk), unless otherwise advised by the

rector,

1 wish to take this opportunity to express our apprecintion for the coopera-
tion your firm and your client have given in thix matter, and your prompt re-
sponse to requesta for additional information,

Very truly yours,
T. CoreMAN ANDREWS,

Commissioner.

AprrENDIX E. PERTINENT PROVIBION OF I'RESENT INTERNAL REVENUE Cone

SHC. 4251, IMPOSITION OF TAX.

There 18 hereby imposed on amounts paid for the communication services or
facllities enumerated in the following table a tax equal to the percent of the
amount so pnid as is apecified in such table:

Taxable service Rate of
tax

. Percent
Local toloPNoNe BOEVIOC. .o cs e e eaaeee e ae et riraeanaan- 10
Long distance telephone sorvioe. ...ce... oo ciereneimiecrercaeenreann - eeemeevees 10
ToJORTADN BOTVIC0. o o cvoceecnnanercasannencsancacetoncsaancacansenanennssemmansnesonan 10
Loased wire, telotypowriter or talking elreult special servloe. .. v eeeenieeneaeeane. . .o . 10
Wire and equipment 86rvI0e. .c..cceeeevintcmient canrmnremenncasmsennacacs eeetcena -

The taxes imposed by this section shall be pnid by the person paying for the
services or facllties,

SEC. 4252. DEFINITIONS,

(e) WIRE AND EQUIPMENT SERVICE—As used in section 4251 the term “wire
and equipment gervice” shall include stock quotation and information services,
burglar alarm or fire alarm service, and all other similar services, but not in-
cluding service described in subsection (d) of this section. The tax fmposed
by section 4251 with respect to wire and équnipment service shall apply whether
-or not the wires or services are within a loeal exchange area. .
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BHO. 4208, RXBMPTIONS,

(b) Nrwa Heaviora-—No tax shinll be fmpored under section 4281, oxcopt with
reapoct to local telophone wevvico, upon any payment vecolved from any porson
for sorvices or facllition utllived tn the collection of news for the publie prows,
or & news ticker acrvice furilshing a gonoranl newa service slintlare to that of tho
publie press, or vadlo broadeasting, or In tho dissomination of nows throngh
the publie proas, or & nowd tloker service furntahing a goneral nowa sorvice
slmilar to that of the publle pross, or by means of radio brondeanting, If tho charge
for such rovvicos or facilitlon I8 Dillod fn weiting to such poraon,

Mv, Bannrs, For convenioncs that substantiating memorandum is
attached to my propared statemont,

T might intm-polluta hove that the problem which T shall diseuss
did not exist at the time T, R, 7128 was passed by tho ITouse, This was
our first apportunity to bring it to your attention,

Senator Kenne, What cvonted it

Mvr, Barwes, Iwill oxplain that, siv,

Sinco 1082 the public press has heen exompt from the tax on com-
munioation sevvioes, reflocting the bolief of the Congress that, swift
ciraulation of naws is n matter of such general importance as not to
warrant incveasing the cost of news to the publie by the impaosition of
any oxciso tax on those communication sovvices required in any of the
processos of rapid news colloction and dissomination. Tt sooms cloar
to us that the Congress has nevor intended to impose a communication
servico tax on the payments rveceived by a press nssociation for sub-
soription to jts general nows sorvice,

This view was shared by the Internal Revenue Sevvico until lato
1057, at which time the Service issued a ruling holding that, the statu-
tory exemption applies to payments made by a press association to a
telegraph company and to payments made to a press nssocintion by
those of its subscribars who are themselves members of the public
pross, but not to payments made to a press associntion by its sub-
scribers among the goneral publie.

The effoct of this ruling is to tax the public press news itself rather
than the communicationss facilities and sovvices which collect and
disseminate the news, This fact is demonstrated in u‘)’ ondix O of our
written presentation which points out that the overall average trans-
mission cost to all Dow Jones News Service subscribors is approxi-
mately 18 percont of subscription revenues.

The remainder is the price of the nows isolf, including auny profit
to Dow Jones, and covers the cost of the vast organiaztion involved
purely in the collection and editing of snitable public press news—re-

rters, correspondents, incoming news collection, wire services,
editorial staff, otc.

In appendix A to our written memorandum we have reviewed the
legislative history of this matter, pointing out that the House revenue
bill of 1941 represents the fivst and only time when news ticker sorv-
ices specifically were sought to be taxed. )

This effort was rejocted by the Senate Finance Committee. How-
ever, the Finance Committee's first inclination in disposing of this

uestion—to provide a specific exclusion of news ticker services from
&e definition of “wire and equipment services”—was changed by
amen:Iment from the floor of the Senate to a revision of the public
press exemption section which was intended to achieve the same re-
sult. The Senate version was accepted by the House conferees and

enacted into law.
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Tnnsmuch as the Tuternal Revenue Serviee now helloves, nftor hold-
ing o difforent opinion for at leust 10 yenrs, that the lnngunge of snid
oxomption seetion (see, 4263 (l?) does not. achiove the intended result,
wo yospectfully suggost that the appronch flest talkon by the Senwto
Iinance Committes in 1041 bo roadopted and that section 133 of H, R,
7125 bo nmoended ns follows:

RO, 4262, DRIMINITTIONS,

(f) Wing anNp BouipsmeNs Bervior. -For the purposes of thin subchapter, tho
tormn "wiro and equipmont gorvice” Includen stock guotation and Informntion
sorvicos, burglar alnvm or five alarm services, and all other similar sorvicos
(whother or not orval trannsmission v Involved),  Such torma does not inehide
o nows Hokor aorvioo furnighing e goneral nows sorvico similay to that of tho
publlo proas, and odes not inolude tolotypowrlter exchnngo sorvice,

Tho italicized portion is tho portion which wo recommend to be
changed, that is the ndded language to the seetion,

I um grateful for the opportunity to appenr bofore this commities
and T earnestly solicit yonr congiderntion of this proposul.

1 have disenssed this problem with Mr, Stam and Mr, Woodworth,
and thoy ave familine with this,

The Ciiamsan, Thank you very much,

My, Bannes, Thank yon,

Tho Ciramman, The noxt witness is Mr, Lincom Tnuterstein, of tho

Matropolitan Opera Associntion,

STATEMENT OF LINCOLN LAUTERSTEIN, SECRETARY,
METROPOLITAN OPERA ASSOCIATION

My, Lavrerservin, Mr, Chairman and members of the commitiee,
I wish to thank this committeo for the opportunity to present the posi-
tion of the Mctropolitan Opera Association on section 137 of l'll. R.
7128, which woul({ provide for exeamption of certain nonprofit educa-
tional organizations from the excise taxes imposed under sections
4261, 4201 and 4271 of the Internal Rovonue Code.

Sinco the tax imposed by section 4271 has been repealed, T shall
confine my remarks to the main concern of the Metropolitan Opera
Associntion; the 10 percent tax imposed upon transportation of per-

song under the provisions of section 4261,
The proposed beneficiaries of the exemption conferred under section

187 are “nonprofit educational organizations,” The proposed law
provides that:

For purposes of subsection (a), the term *“n nonprofit organization or edu-
cational” means an educational organization described in section 508 (b) (2)
which 18 exempt from income tax under section 501 (a).

Thus, by definition the exemption is limited to:

An educatlonal organization which normally maintains a regular faculty and
curriculum and nornially has a regularly enrolled body of puplls or students In
attendance at the plnce where its educational actvities are regularly carried on,

This restrictive definition is taken not from section 501 (c) which
exempts from tax, among others, “corporation * * *organized and
operated exclusively for * * * educational purg)‘qses.” t is derived
rather from Section §03 by an organization which engages in pro-
hibited transactions. ' _ . -
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Tt i8 clear that section 137 will for the mast part serve to exempt from
tax the transportation of collegiate and secondary private school
athletic teams, - . : .

In the Revenue Act of 1951, Congress exempted from admission
tax certain organizations, which exemptions are contained in section
4233 of the present Internal Revenue Code, The exemptions were
specific and restrictive, : .

One such exemption runs to educational institutions defined pre-
cisely in the manner now proposed in section 137. However, even in_
the case of such organizations, section. 4233 sets forth specif%c limits .
on the exemption of athletic events. ' o e

Congress, in considering exemptions from the admissions tax, recog-
niged the desirability og assisting certain nonprofit organizations
which, although educational in character, do ot maintain a regular
faculty and curriculum and have a regularly organized body of pupils
or students in attendance. Thus a specific exemption was made under
Section 4283 (a) (1) (A) (iv) for

A soclety or organization conducted for the sole purpose of maintaining sym-
phony orchestras or operas and recelving substantial support from voluntary
contributions, : ‘

The Metropolitan Opera Association is an organization exempt from

~ income tax under the provisions of section 501 (a) and 501 (c) (8).

Most of the Nation’s major symphony societies are, to the best of this
witness’ knowledge, likewise exempt from income tax.

Congress, in exempting organizations of this character from income
tax and admissions tax, has indicated a recognition of the cultural
and educational service to the country performed by such institutions
and a policy of assisting them not by direct subsidy, as is the practice
in many other countries, but by reliéf from taxation. o

"The excise tax ‘on transportation represents a not inconsiderable
burden to the Metropolitan Opera Association. The Metropolitan
for contributions from publi¢-spirited citizens ani
the general public to maintain its operations. =~ = T

Since thé beginning of this century, the Metropolitan has constantly
inereased its efforts to bring to all of the people of the United States
& knowledge and appreciation 6f the finest music in the field of the
lyric theater. S s o S

More than any other such oxf'anizaﬁion it has devoted itself to the:
development and promotion of American operatic talent. Such wotld:'

_has an annual operating deficit of some $600,000 a year and must look

from members of

_reriowned singers as Peerce, Tucker, :nd Warrén ; Peters, Steber, and

‘Thebdm, to mention but a few, are major contributions of the United’
States to the world of musical culture, a contribution made possible by
- Since the earliest days of radio the Metropolitan has reached out
to'every famil 7 in:the land through its weekly nationwide broadeasts. -
Through itc meinber affilinte, the: Metropolitan Opers Guild, it has’
‘réached and informed the schoolchildren of America and countless
lovers: of music by };)ublibgtion; of the internationally famous Opera-
Through its Metropolitin Auditions program, oper-: -
ated on a nationwide basis, it “has sought out-musical talent from:
‘Oregon to Texas, from Maine to Florida.” ~ = . . vo 7077
" The Metropolitan' Opera Assdciation, however, believes that it is
the immediacy of live opers presentation which most compellingly

R
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awalkens interest in this form of musical experience. In dedication
to this principle it not only maintains a lengthy operatic season in-
New York with special matinee performances for the children of New
York’s schools, but conducts a nationwide tour of 7 to 9 weeks through-
-out the United States, producing in addition, during its regular season, '
performances in Phiiadelph_ia and Baltimore, In 1958 and 1959, the
:association will have presented performances in the following cities -
of the United States and Canada:

Boston,-Mass. Dallas, Tex. Lafayette, Ind.
‘Oleveland, Ohlo Houston, Tex. Chicago, 111,
‘Washington, D, (. Oklahoms City, Okla. Detroit, Mich.
Atlanta, Ga. 8t. Louis, Mo. Toronto, Canada
Birmingham, Ala. ~ Minneapolis, Minn. Montreal, Canada
Memphis, Tenn. Bloomington, Ind.

The expense of operating out of town performances of this character .
is staggering. Well in excess of $1 million is expended on the tour
alone for soloists, a full chorus and orchestra, corps de ballet, stage-
hands, and technical staff. Transportation costs without taxes are
close to $150,000, This year’s so-called tour net income of approxi-

- mately $80,000 is based upox;@t’hg_g}l}}lipus device of writing off all
regular administrative ex 8, rehearsal™costs, and wear and tear
against the regular

on scehery (much of j ,tributa,ble to the tour),

New York season.
With constant,

n compelled .

otropolitan has be .
i ential and

rising costs th y
audience p¥

in tour cities, thréateni
- limiting the agtessibility of i3
The transgportation tax on ,
politan Opgra’s Philadelphia, ur performynces is
fighborhogd 6T $1%! his tpay seem 4 small

-amount cgmpared with the pskporipmi ‘Yo which X have
previously referred.

with thy Metro-

Tt does] h |
-of the sofcalled ne the
‘Con b a - valin of the .
Metropolitan’s tour and of \its e

Iamn _ geleties
-or other Alerican ogeratic orgs eir proplems, alfhough
-on & smallek scale, ar Many o

tional .‘cultur
States, s

'I‘Kpical of th Geiety of New
York, Beston Symphony

‘Society, and the Chice; ant”elimjnation of the

tax on transportation of p ) ofit'the Meétropolitan Qpera
to the extent of only about one-fourth of its total transportation tax"
- bill 'of $20,000. ‘The elimination of that tax will benefit. symphony,
societies not one bit. . i L o

© Tt would .indeed _be.agll: anomaly if by adoption of section 137 of
H. R. 7125 Congress should, in effect, give a riegative subsidy to collegi-

" ate, andﬁpriivate sch:lol jathleticdéven ilwlthmi dc_)mgfa; much for the

t educational opera and symphony sotieties of America, ...
3 presont ifor%gﬁsew?r«@

nonpro .1 '
°If soction 187is, adopted in,itg present. fors, ol atipiasly,
~ will indeed ‘produce some, partioularly, interpsting situations, Uhder’
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section 4233 of the Internal Revenue Code, as I have noted, athletic
games involving educational institutions are exempt from admissions
tax only under stated circumstances. |
For example, a postseason intercollegiate football game is not ex-
empt. Yet under section 187 the transportation of the football teams
to such a game will be exempt. Again under section 4238, no specific
exemption is granted to ballet companies. Yet since most such com-
panies have ballet schools with a regular faculty and a regularly or-
anized body of students, their performances have been held exempt
rom admission tax. |
By the same token, transportation of their companies, under the
rovisions of section 187 of the ?roposed act, ig likewise to be exempt
rom t.ransqortation tax. It will indeed be a strange inconsistency 1f
touring ballet groups are exempt from transportation tax whilst tour-
ing opera companies and symphony orchestras, the specific beneficiaries
of congressional consideration so far as the admissions tax is con-
cerned, are still compell.d to pay transportation tax in connection
with their tours.
Accordingly, the Met'rogolit:m Opera Association recommends that
section 187 of H. R. 7125 be amended by rewriting subsection (b)
thereof to read as follows: '

(b) DEeFINITION.—FoOr purposes of subsection (a) the term “nonprofit educa-
tional organization” means an educational organizution described in Section 508
(b) (2) or an organization described in Section 4238 (1) (1) (A) (iv), which
is exempt from income tax under Sectlon 501 (a).

The italic indicates the proposed amendment.)

hus, section 137, as amended, would exempt from transportation
tax as #rom admissions tax “n society or organization conducted for
the sole purpose of maintaining symphony orchestras or operas and
receiving substazitial support from voluntary contributions. :

In conclusion, Mr., Chairman, I should like to thank you for per-
mitting me to testify on behalf of the Metropolitain Opera Association.
And to say that; the recommeéndation with respect to the Forand bill
was vriginally made to me in conferences that I had with Mr, Stam 2
year ago wheén we were attempting to work out that matter. It was
too late at that time to do anything with the bill in the House. I
received a leter on February 21 from Cohgressman Forand and the
last paragraph reads: E -

I would nsuggest, therefore, if you have not already done so that you get In

touch with the Senate Committee on Finance and make known your desires in
the hope that favorable action may be taken with regard to your amendment.

The Cramyan. Thank you very much.
Mr. LaotersTEIN. Thank you. o ,
‘The CuammAN. The committee will give consideration to your
statement. o o ’ | .
" The next witness is Mr. Joseph Welch, the National Association

Investinent Cos.
STATEMENT OF JOSEPH WELCH, NATIONAL ASSOCTATION OF

.. INVESTMENT COMPANIES -
Mr. Werort: T i sppearing on behalf of the Natiohal Association

of Investment Companies, of which I am’ president. I am, also, ex-
eciitive vice president of Wellington Fund in Philadelphia.

s
\
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_ I would like to present Francis Williams, chairman of our associa-
tion tax committee, and Vincent Broderick, general counsel of our

asgociation, : :
We are submitting a prepared statement which I ask your permis-

sion, Mr. Chairman, to have incorporated in the record at this time,
The Cratrman. Without objection that will be done. ,
(The statement referred to is as follows:)

STATEMENT SUBMITTED WITH RESPECT TO SECTION 141 oF H. R. 7120 OoN BEHALP
OF NATIONAL AS80CIATION OF INVESTMENT CoMPANIES, NEW YORK, N. Y.

1. THE DISORIMINATION AGAINST SMALL INVESTORS INCORPORATED INTO H. R. 7128

H. R. 7125 is a bill designed to make technical and administrative changes in
the excise-tax law. According to the report on the bill from the Commlittee on
Ways and Means these ‘‘technical and administrative changes” are “designed to
correct excise-tax {nequities and competitive disparities” (. Rept. 481, 85th
Cong., 1st sess., p. 1).

Yet this bill would triple the issue taxes payable in connection with the Issu-
ance of .Investment-comupany shares. H. R. 7120 would increase the excise tux
payable on the issuance of member open-end company shares from approxfmately
$520,000 to $1,500,000 (estimated on the basis of 1957 statistics)., This sturtling
incrense to approximately three times the present tax is due in large measure
to the fact that H. R. 7125 does not take ito account the fact that unlike com-
panies with fixed capital structures, open-end investment companies ure con-
stantly issuing new shares to members of the public. The fallure of H. R. 7126
to recognize the particular nature of open-end Investinent companies constitutes
manifest discrimination against the small investors who invest in our national
economy through the medium of open-end regulated investment companies. The
additional estiinated tax burden of $1 milllon per year may deter these persons
of moderate means from investing in the economy through the medium of in-

vestment companies,
3. INVESTMENT COMPANIES~THEIR ROLE J¥ THE NATIONAL ECONOMY

The National Association of Investment Companles represents, assetwise,
substantially all the publcly held open-end and closed-end investment companies
in this Nation which are registered with the Securities and Exchange Conuuis-
slon. Approximately 8,700,000 .shareholder accounts now hold investments in
almost i$12 billion of corporate securities through the medium of investment
companies. S . ‘ ' . .

Through the. investment company persous of limited means may pool their
funds with those’ of other persons. This pool of funds is, then invested In.a
diversified. portfolio of corporate .securities, selected and supervised by the
investment-company management, Thus the investment company providés a
medium through which persons of moderate means may invest small suws, and
still receive the benefits of diversification and professional management which,
outside of the investment-company medium, would only be available to persons
of substantial wealth. S , : L ‘ T

Investment companies encourage thrift, savings, and investment in the Na-
tion’s economy by persons of moderate means and thereby afford a new source
of funds for the capital markets. The distinctiye role in our economiy ‘served
by investment companies has been made possible in the past by farsighted
congressional policies, ‘such ag'the Investment Company Act of 1940 and sub-
chapter M of the /Internal Revenue:Code.. The policy of subchapter M. is to
provide substantially the same Income-tax treatment for those who. .invest
. through the medium.of regulated investment companies as is provided for per-
sons who invest directly in corporate securities. If the ipvestment company
distributes substantially all its net income to its shareholders, and to the extent

" it distributes its net long-term capital gains, the income and.gains are taxed to
the shareholders rather than to the Investment. company. "The small investor,
whose Interest in the Nation's economy. is owned through the medium of:the
-investment company :rather :than directly, is treated as if he were in fact a
. direct investor in the securities held by the investment company, . . .: .~ -,

*.The sound legislative philosophy underlying this so-called .condujt principle
18 that there should be no discrimination against the small investor simply
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cause he does not have avalluble to him the meany for direct Investment in a
diversified and managed selection of corporate securitios, A

In enacting the Investiment Company Act of 1040, Congress found that Invest-
ment comparies were “affected with a natlonal public interest” in that, among
other things, “auch companles are media for the investment in the national econ-
omy of a substantinl part of the national savings and may have a vital effect
upon the flow of such suvings into the capital markets” (8ee. 1 (a) (4), Invest
ment Company Act of 1040).

The wisdom of the congressional action in enncting the Investment Company
Act of 1040, and in providing for partlicularlzed tax treatmoent of Investment
compandes and thelr shareholders in subchapter M of the Internal Revenue Code,
in evident in the growth of Investment companies shnce 1040,  In 1040 mombers
of the natlonal associntion had approximately $t billlon in assets, with thelr
shares held in some 702,000 shareholder accounts, Ar of June 80, 1958, mem-
ber compniden had some $11.9 billlons of assets, held In approximately 8.7 mil-
llon shareholder accounts. This growth s In part attributable to the genoeral
growth of our economy. In great wmeasure, however, It stoms from the sound
congressional policles xet forth in the tax law and in the Investment Compuny
Act. The result has been the development of new and valuable sources for
capital funds, and the encowmagement of wider and more democratic ownor-

ship of our Natlon's eapdtal resources,

8. THE IMPACT OF THE EXCISK TAX UPON OPEN-END INVESTMENT COMPANY
SN AREHOLDKRB

The proyosed revision of the stock transfer and issue taxes, spelled out in
H. R. 7123, by its terms merely effects a change from a par-value basls to an
actual-value busis in the taxation of stock issues and transfers. With respect
to the transfer of corporate socurities by individual shareholders. or by inisti-
tutlong we underatand that no question is now raised as to the fairhess of the
revised tax, nor is any question raised as to the basle logle of the shift from

par value to actual value as n means of documentary stamp taxation.

(@) Open-enad investment companiocs . o

Open-end investment companies are unique in thelr capital structures, These
companies constantly. issue new shares to members of the public who desire
to invest, at a price which is determined by the net-asset value of the portfolio

' aasets underlying those shares. When shareholders desire to sell their open-

end company shares, they normally present them to the investment company
for redemption, at a price determined by the net value of the investment com-
pany’s assets. Thus the pattern of open-end'investment company operation
is also unique. In normal corporate enterprises stock once issued remains out-
standing and purchases ang sales of that stock take place in markets independent

"of the issuing company. In the open-end lhvestment company, on the other

hangd, the company itself provides a complete market for its own shares, at a
price which at all times reflects the net vilue of the assets underlylng those
shares. If a member of the public wishes to buy open-end investment company
shares, the shares are issued by the company. If n shareholder wishes to sell
open-end investment company shares, he submits them to the company for re-
demption, and recejves from the company an amount measured by the net
value of the assets underlying the shares he surrendered.

Thus the open-end investment company, in issuing and redeeming its shares,
is providing, in essence, 8 market in which ownership of the underlying port-
folio assets of the company can be transferred.

(0) Tho doubdle taw dorne Dy open-end investment shareholdors

The open-end investment company shareholders bears two excise taxes in
connection with his investment activities where the direct investor, and the in-
direct investor through other mediums, bears only one. This is discriminatory on
ita face, particularly in light of the consistent congressional policy to encourage

public use of the investment company medium.
The propused bill accentuates the discrimination by tripling the amount of

‘the additional excise tax. In the case of some investment companies H. R.
7125 increases the 1ssue tax by 4, 5, and even 6 times the present tax. ‘

The open-end investment company is like other investors in that it pays an
excise tax upon sale of its portfollo seciurities, This tax is borne directly

by those who invest through investment companies, since the tax reduces the
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proceeds from the sale of portfolio securities, and hence the amount avatlable
for distribution to sharcholders,

The logle of the condult prineiple which underlies all regulnted investment
company taxation requires the conclusfon that this tax upon investment con-
pany portfollo transnctiony, which is precisely the snme tax which would he
paid by a direct inveator or by a common trust fund, should ‘be the only excise
tax which {s pald with respect to an Investient company, Otherwlse the person
of moderate means who invests Indirectly through the medium of the Investment
company I8 diseriminated against as compured to the person of more sub-
stantinl means who {nvests directly in securlties, or as compured to an In-
dividual who creates a revocable trust which partielpates In a common trust fund.

“The amount of the transfer taxes pald by regulated investment companies in
connection with portfolio transactions will be substantinl under the proposed
H. R, 7125, In 19066 and 1957 portfollo sales by members of the National
Assoclation of Investment Companies totaled $1.8 billion in each year, These
sales were subject to transfer tax under present law, and would be taxable
under H, R, 7140 at 4 cents por $100 of actual value, with a lmit of 6 cents
por share. If stinflar sales are made by individual Investors the taxes pald
on such transfers will be levied at the same rates, and common trust funds
offecting such portfolio sales will also pay taxes at these rates.  However, as to
fndividual investors and those Investing through common trust funds the
transfor tax on portfolio sales {x the only excise tax levied.

On the other hand, in the case of the persons of moderate means fnvesting
through opeun-end {investment companies, in addition to the transfer tax on
sales of portfollo securities an additional excise tax on the Issuance of shares
is Imposed. This issuance tax, designed for corporations with fixed capital
structures (and considered a cost of organising or reorganizing the corporation),
li; dlaclrlmlnntory when applied to Investment companies constantly . issuing
shares,

The fssuance of shares by an open-end investment company I8 not related to
corporate organization. It is a technlque evolved, among other things, for the
protection of investors, It is a corollary to the redemption by the company of
the shares of withdrawing shareholders with n guaranty that those withdrawing
will receive full per share net asset value, It Is a different method for trans-
ferring ownership of securlties, and has been formulated to protect the investing
publie, The fssue tax, designed to apply to the normal industrial corporation
which issues Its shares -only once, is not adapted to investment company
operation and hence markedly penalizes that inode of operation, This penalty
has existed in the past, but H, R. 7125 would greatly Increase the impact of the
tax, The burden of this increase would fall directly upon those millfons who

“use the investment company as a medium of lnvestment{ gince the tax is an

- expense of operation and reduce the income which is ava

lable for distribution
to shareholders. No comparable tax is pald by the individual investor or by
the common trust fund, although the individual investor may constantly invest
new money in securities, and the common trust constantly fssues new shares
(called certificates of participating interest), The issue tax as applied to the

- shareholders of open-end Investment companies constitutes a penalty on invest-

ing through the medium of such companies.
In addition to the issue tax attaching to the fssuance of open-end investment

company shares, normally one or two transfer taxes are also Incurred as an
incident to the issusnce of the shares, as they pass from the investment company
through its distributor to a dealer and ultimately to the investor. These trans-

- fer taxes underline the inequities involved in the excse tax as it affects invest-

ment company operation, since they are merely mechanical incidents to the is-

~ suance of shares. We bellave these transfers should also be exempt from tax,

4. INVESTMENT COMPANIES SHOULD BE EXEMPTED FROM ORIGINAL ISSUE TAX

We strongly urge that the Senate Finance Committee make appropriate modi-
fication of H, R. 7125 to protect investment company shareholders against un-
fair and discriminatory excise taxation by relieving from tax the issuance of
investment company shares and transfers incldent thereto.

3The open-end investment company Industry has in the past issued securities equal to

" about 10 percent of its capitalisation each year. Thus the issue tax, which is a non-

'

recurring [ncldent to the formation or reorganisation of the ordinary corporation, becomes
ally tax on the open-end company.



i R OO

68 EXCISE TAX TEOHNICAL CHANGES ACT

Logle and equity, as well as sound natlonul policy, dictate that investment com-
pany aharcholders should be subject to the sume tax, and no greator tax, than
porsons who Invest directly in corporate securltles, Tho Investor who invests
directly I8 subjoct to no excise tax othor than that incldent to the disposal of
securities by him or for his account, Such transfor taxes are alveady paid on
bohalt of the investmont company sharcholder with respect to the disposal of
portfolio seeurities, ‘They would continue to be pald if tho excise tax law were
amended to exempt the issuance of investmont company shaves from tho exclso
tax. To ellminnte discrimination against the person who invests indirectly in
corporate securities, provision shonld be made for equating his tax burden with
that of the divect Investor by exempting from issue tax tho Issunnce of shares
by open-and Investment companies,

Logle and equity, as well as sound national polley, also dictate that iInvest-
ment company shareholders should be subject to the same tux, and no greater
tay, than those who ave beneficlartes of trusts which participate in common trust
funds, Certificntos Issued by common trust funds are exempt from jssue tax,
on the sound theory that transfor taxes are pald upon portfollo transactions of
the common trust fund. The {ssunnce of investment company shares should
be shuilarly exempt from tax, in order to ennble {nvestment company share-
holders to recelve the same treatment taxwise as the larger investor who estab-
lishes a revocable trust which participates in a common trust fund,

Directly exempting Investment companies and through them thelr share-
holders from the hnpact of issue tax would not exempt them from the exclse
tax: transfer taxes will be patd upon all portfolio snles by investment companles,
Jjust as presently and under the proposed bill such transfer taxes are and will be
paid upon portfolio sules by divect Investors and by common trust funds.

8. IF THE ISBUANCE OF SHARES RY OPEN-END INVESTMENT COMPANIES ARE NOT
EXEMPED FROM I8RUE TAX, THE ISSUE TAX APIPLICABLE 170 SUCH COMPANIES

SHOULD NOT BE INCREASED

The propused blll ls diseriminatory for two reasons: (1) It perpotuntes an
inequity whereby open-end investment company shareholders are subject to 2
excise taxes where other investors are only subject to 1; (2) under the guise of
making “technical and adwinistrative changes,” and in spite of a stated intention
of correcting “excise-tax luequitles and competitive disparities,” it greatly ine
crenses the limpact of an already discriminatory tax, thus creating noew in-
equitles and Increasing competitive disparities.

When the holder of securities of any ordinary corporation sells his shares,
he sells them to some other Investor and pays a transfer tax on the transaction,
When an investment company shareholder sells his shares, they are normally
redeemed by the inveatment cowpany which then lssues new shares to new in-
vestors,

If, since H. R. 7120 s intended to be a technical, rather than a substantive bill,
it Is felt that an exemption for investment companies should not presently be
included, we urge that this committee prevent the enlargement of the discrimina-
tory aspects of the present law, ‘Uhis can be done by ﬁxim{ the tax upon the
fssuance of investment company shares at 4 cents, the transfer tax rate, rather
than 10 cents per $100 value of shares issued by a regulated investment company
each day. While this change would not remove.the discrimination against the
investment company shareholder, it would prevent the enlargement of that dis-
criminntion to alarming proportions,

This modified rate structure (in connection with the issuance of open-erd invest-
ment company shares) would have yielded more than $620,000 in issue taxes from
open-end investment companies in 1957. This amount is substantially more than
the approximate $520,000 of issue taxes actually paid in 1957 from the funds of
open-end investment company shareholders, but is distinctly more equitable than
the estimated taxes of $1,060,000 per year which open-end investment company
shareholders would pay under the present provisions of H. R, 7125.

In the alternative, we suggest that the provisions of present law, measuring
the issue tax by par value rather than market value, be temporarily retained with
respect to investment companies. This would avold an enlargement of the in-
equities impliceit in the double tax and at the same time would permit the enact-
ment of the proposed bill with respect to those areas where inequities do not exist.

The addition of the following after the first full sentence of section 4301 (as
proposed in sec.' 141 of H. R. 7125) would accomplish this result: “Provided,
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howaover, that the rate of tax on the lssunnce of shares of reguluted investment
companies having par value shall be based upon the par value thereof.”

0. CONOLUBION

Investment companles are essential to our economy. They bring new invest-
ment resources to our eapital markets which are essentlal to the continued growth
of this Natlon, Many of the miltlons of persons who Invest through investment
companies could not otherwise invest, hecause they could not afford the diversifi-
catfon and the professionnl management which is readily available to the wenlthy
individual who Invests directly. The burden of exclse taxes on Investment com-
panles falls immediately and directly on the shareholders, The tax burden
should not fall with more force upon those with lHmlited means, Wittingly or
unwittingly, H. R. 7120 as it presently stands would penalize the man who invests
through the medium of the investment company. Such penalty i unwarranted,
and it 1s Inconsistent with the long-established philosophy of investment company
taxation, which has constantly attempted to equate the tax burden of the iuvest-
ment company shareholder with that of a dlrect investor In sccurltles,

To apply consistently the principles of investmment company taxation the 1ssu-
ance of {nvestment company shares should be exempt from exclse tax and the
fnvestment company shareholder should, as he presently does, benr his prorated

burden of the exclse tax on portfollo sales,
Accordingly, we urge the modification of I, R. 7125 by oxempting from the pro-

viglons of scctlon 141 the Issuance of shares by open-end investment companies

and transfers incldental thereto.
If the committee feels that such an exemptlon is substantive in nature and

should not presently be Included, wo respectfully urge that the committee elther
equate the tux on issuance of investment company shares to the transfer tax
by reducing the rate thereof from 10 cents to 4 cents per $100 of market value;
or that it provide for the continuation of the provisions of present law with
respect to the tax on the issuance of investment company shares, measuring the

tax by par value.

Mr. Wercn. In much less than the allotted 10 minutes I would like
to summarize that statement.

I am here to draw your attention to an inequity in section 141 which
I believe is an unfortunate discrimination against small investors,
and to urge that this committee take steps to eliminate this inequity.

Our association is composed of the great majority of the investment
companies which are registered with the SEC under the Investment
Company Act of 1946. In that act, and in subchapter M of the In-
ternal Revenue Code, Congress has recognized the importance of regu-
lated investment companies in the national economy. These com-
panies provide a medium through which men and women of modest
resources may invest in corporate securities with the benefit of
diversigca'tion of risk and professional investment management. This
diversification and professional investment management, are gener-
ally available only to people of substantial means. But investment
companies bring these advantages within the reach of every one.

This is une of the prime reasons why Congress in enacting the In-
vestment Company Act found that investment companies were affected
with a national public interest and, also, enacted special income tax
laws to insure that the income tax burden on a regulated investment
company shareholder, would be no greater than that imposed on per-
sons who invest directly. It is also the principal reason why members
of the public have opened over 314 million shareholder accounts, aver-
aging $8,200 each, and representing a total of $12 billion invested in
our national economgr.
. 'This bill is intended, I believe, to be a technical measure, to elim-
inate inequities, and competitive disparities,

28884—88——08
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So far as investmoent companies’ shaveholders ave concorned, gon-
tlomen, it porpetuntes an inequity and enlarges upon a compotitive
disparity., It {ri‘ﬂoﬂ the present tax burdon on the issuanco of invest-
moent company shaves, and for some companies it incronses this by
600 percent or move over the prosent tax.

Sonator MarriN, 1 am vory interested in this because of my om-
{)loyoos; they use this opportunity, I would like an explanation s
o just how the bill increases the tax to that amount.

fr. Weron, Sonator, historieally, the issue of shares of investment
companies, like other securvities, hus been taxed on the basis of pur
value. As we bolioved that we wore simply n medimn through which
peoplo may invest, and not the typical typo of corporate ontity, we
oustomarily just have low par values on our shaves, The tax burden,
thorefore, has been & burden but it has not beon n very gront one in
pust yoars,

Now the proposul is to change the method of taxing from par values
to actual values, and of course, wo have no guarrel with that basic
philosophy. But in the case of an investment company we believe
that the conduit type of taxation as applied in the Internal Revenue
Coade for incomo taxes should apply, and wo are taking that position
here beeause with this new rate base the tax impact is quite substantial.
It is for that renson we folt compelled to bring this problem directly
to the attention of your committee. ‘

Mr. Wrron, This bill does more than make technical changes, 1f
onacted, it will place o substantially increased tax burden on the share-
holders of investment companies.  To triple any tax is to make move
than a technieal change,

Moreover, in addition to increasing the issue tax threofold, the bill
perpotuates a discrimination agrinst the person who invests through
an vestment company. The man vho invests directly in corporate
securities pays no tax for the privilege of investing. The man who
invests through the medium oi a common trust fund mainteined by
many banks throughout the country pays no tax for the privilege of
investing. But the person who uses the investment company as a
medium through which to invest is penalized by the burden of an
additional excise tax.

An investment company pays an oxcise tax on the sales of securities
that it makes from its portfolio, and the burden of this tax is borne
by its shareholders. This particular excise tax on sales of securities
is the same tax as that paid by a direct investor and the same tax
paid on portfolio sales made by a common trust fund of a bank.

However, the person who invests through an investment company
bears the burden of a second excise tax, the tax on the issuance of
investment company shares, the impact of which is at least tripled by
the pending bill. , _ )

o require the payment of this additional tax is discriminatory
against the smaller investor. No corresponding tax is levied upon
the person who invests directly in corporate securities, and Congress
has specifically exempted common trust funds from the issue tax.

Yet the proposed bill would not only perpetuate this discrimination
but would compound it by tripling the tax burden. Such a result
would mark a reversal of long-established congressional policy with
respect to entoursiging investment by persons of moderate means in
the economy of the Nation through the regulated investment companies.

1

' i
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Gentlomen, we urge that this double la{er of oxcise tax bo elimi-
nated by placing investment company shareholders in the sume position
ns direct investors and participants in the common trust funds, This
can bo done most simply by exempting from the excise tax the issue
of shares of regulated investment companies. .

Wo bolieve this is the logical and the most equitable approuch.
Howover, if you gentlemen feel that substantive changes cannot pres-
ontly bo made, we urge that at the very least you modify the provisions
of tKo Houso bill so ts to provent n great burden of tax upon invest-
mont company shareholders,

This can be accomplished oither, (1), by continuing the present
mothod of taxing the ssuance of shares of regulated investment com-
paniey, or (2), v tho alternative, if the new basis of taxation is to
apply, by reducing the new rate of tax proposed by the ITouse bill
from 10 conts to 4 conts in the cage of the issue of shares of regulated
investmont companies,

Wo realizo there are many persons who are interested in immediate
enactment of the noncontroversinl sections of this bill; howaever, that
portion of the bill which will triple the tax burden upon the issuance
of investment company shares 1s not a noncontroversial section so
far as the sharcholders of those companies are concerned,

We sincerely trust that this committee will amend the bill to re-
move this inequity,

Mr. Chairman and gentlemen, T appreciate the chance to be here
and talk with you. Our association and ity staff will be happy to

coo’lperata with youin any way we can,
hank you,

‘The Camrman. Thank you.

The next witness is Mr. George J. Gansel, of the New York Stock
Transfer Association,

Proceed, sir.

STATEMENT OF GEORGE J. GANSEL, NEW YORK STOCK TRANSFER
ASSOCIATION

Mr. Ganser. Thank you.
My name is Geogge J. Gansel. My business address is 40 Wall
1

Street, New York City, and I am appearing on behalf of the New
York Stock Transfer Association.

This association consists of approximately 250 representatives com-
rising corporations who act as their own transfer agents, various
anks and trust companies in the United States and Canada which are

engaged in the business of acting as transfer agent of the stock of cor-
porations, including those securities listed on the various stock ex-
changes of the United States and Canada.

Our interest in H. R. 7125 is solely with respect to part IV of the
bill relatinghto documentary stamp taxes, particularly the sections
relating to the tax imposed on transfers of stock certificates.

At the present time, the stock transfer tax and the tax on the issu-
glxlma ggcitock certificates is computed on the basis of the par value of

e stock. -

H. R. 7126 would, among other things, amend sections 4801 and 4321
to provide that henceforth the tax shall be computed on the “actual
value of the certificates” in all cases and their par value would no
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longor have any signiflennco, ' Wo have no objection to this change in
the Intornal Revenue Code und, in fact, fool that it may be moro
oquitable,

Our coneern rolates to tho responstbility which the law imposos
o us a8 transfer ngonts to ses that the propor amount of tux is colloctod.

For many yoars the Internal Rovenuo Sorvico hay ruled that the
tranafor agont has the duty of roquiring ovidenco that the proper
amount of transfor tax is puid on oneh transfor which it malkos,

Thin haa baon o n\h\tivu{ simplo mutter in the pust, sinco wo noedod
to rofor only to tho par value of thy cortiflente, bndm' the provislons
of H, R, 7195, howovor, wo will need to know the notual value at which
the stoek changed handa,

"This figare mny not bo ascortainablo whors the stoek is not regularly
doalt in on a stock exchango and oven in the caso of stock oxehnngo
roouritivs, the cortifleatos may bo prosented to us for teansfor muny
months nbter the transnetion ‘was netunlly offooted and the price may
have changed drastiently in the meanwhilo,

Wo feal that our chore of checking tho transfor to seo that tho re-

wired amount of tax has beon paid should bo ensed by requiring that
the parson presonting the stock cortifiento to us for issuance of n now
cortificato cortify the actual valuo involved in the transnetion and that
our liability bo limited by giving us the right to rely on such o
cortifeation,

Without such a provision, a transfor agent may at some futuro dato
bo held linble for failiw to collect the proper amount of transfor
taxes and, to avoid such n possibility, tranafor agents will, of nocos-
sity, have to delay the prompt effecting of stock transfors till they
are furnished with adequate proof of the value or the prico of the
stock at the time it was transforred from ono party to anothor, Such
delays would havo an adverse offect on our cconomy,

Wha feol that the inclusion in 1L R, 7125 of the provision somewhat
as follows would alloviate these probloms and would furnish assur-

ance to the Treasury Dopartment that the proper amount of tax was
being collected :

Whore shares or cortificates of atock, or of righta to subserlbe for op to recolve
such shares or certificates, are presented for transfer and the tax theroon s
paid by the use of adhesive stamps, such ghares or cortifieates shall be accotns
paniad by a certifieation afgned by the traunsferor, tho tranaforce or his axent
ag tu the actual value of the shares of certificates so transferred and any cors
peration or transfer agent to whom such shares or certificates are presonted
AhAll be entitled to rely on such certification without further inquiry,

I believe that the Treasury Department will have no objection to
this addition to the bill. I have with me a memorandum dealing with
this subject in somewhat more detail and which I would like to leave

with you. .
(The memorandum referred to isas follows:)

Re H. R. 7125 (Excisk Tax TECHNICAL ORANGES ACT or 1037) SUBOHAPTER B,
Paxr I-——SALES OR TRANSFERS OF CAPITAL STOOK AND SIMILAR INTISRESTS

The above bill has been given careful study by stock transfer agents in New
York and throughout the country. In the case of sales or transfers of stock
H. R. 7123 would impose a tax on the basls of the “actual value of the certifichtes.”
In the past the Internal Revenue Service has charged transfer agents with the
responsibility of determining that & propor amount of tax has been pald with
respect to the transfers on which they officiate. Transfer agents foregee a-serious
situation insofar as their responsibility to see to the payment of the ‘proper
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nmount of tax on cortificitos rrownlml for transfor I8 concorned under the bill
s 4t pused the House, In this tiethorandum wo seok morely to point ont soime
of the pritnry difticulties in the provislons of the bill aid suggest u selation,

At the presont tiimo upproximntely 8O percout of all teansfors made by the
lutgo tennmfor agents nre of the kind on which the tax 18 pald through « atock
clenring corporation aMiinted with n stock exchange without the use of atatops,
Oonaequently, thore would be no need of ascortalning and checklng the sellin
iwlee by th tranufor agent slties the ngent does tot know the amount of tax patd,
Towover, the remainlug 20 porcont whero the certifientes are presented for
frinufor with atumps nflixed will erento o real problem 1t the corporation and
ity transfer agent nre to continue Lo be charged with o responsibiiity for detor-
niinlng the correctnioss of the nmount of tax pnld, Mo mnin difeulties cronted
by the bill ne 1t now stgds may bo summarived an follows

1. Most of the cortiflenton nre recelved by mndl and nay be presented for
transfor woeoks or montha aftor the actunl sule or othor tranufer hnn taken place.

2, It o transfer agent must vestigate ench teansfor by referenco to tho
published guotations of the stoek on the cluf on which titls appeain to have been
trannforred from traunforor to trnnsfereo 1t will bo extremoly burdensome and
contly to transfor ngenits who must hintndlo o lnrgo valuine of transfers quickly.

#. Nome stocks nre not quoted dadly and reforence to varlous ottside sources
wotlld be necessnry I order to cheek the value,

4, In many fustatices tomn are malled to o teansfer agent unnccompanied by
funds o tax stimpn,  1n such cased 1t 18 necessary to compute the tax and ndvize
the presentor of the amount which ho shiould remit, Hhowdd the market velue
of the ntack chnnge between the timo of the transfer agont's request for funds
and hiy recelpt thereof, tho transfor ngont would he short or over tunds, de-
pendent upon the Intervening fluctuation of the market,

0. In the caso of transfory provented without any date to Indlente when title to
thoe kocurity hus passed additionu! questions are presented, 1f the tranafor agent
must. chieek cach cortiflente presonted (n order to determine the rate of tax, must
the trannfer ngent inquire as to the dato of anlo or date of asslgnment or must he
require the pryment of tux on the bisls of the value on the date of transfer on
the corporation's booku? If the dite of assignment Iy to be used then the transfer
ngent would have to fnelst that all nssignmonts be dated and this would be a
departure from present practiee,

¢, Int tho casoe of tratmfers by gift or disteibutions of an estate where no sale is
involved, there may bo o conslderable length of time elapsing between the time
tho donor or executor turng over the stock to the donee or legntee and the time
tho Inttor actually prosents the stock for transfer with a consequent variation in
values botween these daten,

The foregalng will be sufliclent to Indicate a few of the problems which the bill
in its present form will crente for transfer agents and corporations. We belleve
that thoe fncluslon in 11 R. 71206 of a provision substantinlly as follows would
alloviate these problems and would not result in any loss of revenue:

“Where shares or certifieates of stock, or of righta to subseribe for or to recelve
such shares or certiicates, are presented for transfer and the tax thereon is pald
by tho use of adheslve stamps, such shares or cortificates shall be accompanied
by a certifleation signed by the transferor, the transferee, or hls agent as to the
actunl valuo of the shares or certiflcates so transferred and any corporation or
transfor agent to whom such shares or certiflcates are presented shall be entitled
to roly on such certification without further inquiry.”

Mr. Gansen, Thank you,

‘T'l.e CrtairMAN. We are very much obliged to you, sir.

The next witness scheduled was Mr, Carl Willingham of the Na-
tional Association of Chain Drug Stores. (In lieu of appearing per-
sonally Mr, Willingham has submitted the following telegram for the

record :)
New York, N. Y., July 15, 1958,

Mrs, ErizABETHt B. SPRINGER,
Ohief Olork, Senate Finance Commitice,
Senato Office Buillding, Washington, D. 0.:
George Frates of Natlonal Association of Retail Druggists will present a
statement in connection with section 161 of H. R. 7125, which represents our

views.
CARL WILLIXGHAM,

Secretary-Treasurer, National Association Chain Drug Btores.

(See p. 64.)
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The Cramaan, Tho next witness sohoduled wan Mr, George H.
Fratos of tho Nutionnl Assovintion of Rotnil Drugginta, In liou of ap-
%mm‘ing porsonally My, Frates has submitted his written statoment for

ho record.
('The statement follows:)

BTATEMENT 0 Gronar 11, FRATEN, WANUINUTON IIEPRENENTATIVE OF 1118 NATIONAL
ASHOOIATION O RETAIL Druaaisrs, WAstLINGTON, D, O,

My bhame I8 George M, Frates, T am tho Washinglon roprosontative of tho
Natlonnl Assoclation of Rotall Druggists, an orgaunlgation composed of 86,000
small, Indopendent, retall ownera of phinrmaclos practieing thelr professton in
avery State of the Uttton and thoe Distriet of Columbia,  Our local oftlce 18 nt 1108
Natlonal Press tullding,.  Our headguarters oftiee {8 loeatod at 2008 Wenst Wackor
Drive, Ohleago, 1L De, Jolin W, Daegavel {8 goneral manager and oxecutive
soctretary of the NARD, linch of the 48 State pharmucentieal assoelntlonn and
the District of Columbia Phavmacoutienl Assoclation 1 0 member of thoe NARD,

In ID8B Congress Impored a 10 percent tnx on manufactuvors’ prices for tollet
proparations,

In 1040 the taX was inereased to 11 porcent of the manufacturors' price,

In 141 0 sudden switeh ocourred and the votadl trado wan sadidiod with col-
lecting 10 poreent of the rotall price of tollotelos—gratuttously-—while the mang-
facturers wero relioved of this burden,

In 1043 the aales tax was upped to 20 porcent of the retall price,

When the Qongress imposed n 10 peveent rales tax on tolletrles {6 did so with
three objectives n mind: (1) to eronto cmorgency vevenue, (2) to consorve man-
power, and (8) to restriet the use of eritienl materiaty, Thoe latter two objectlves
are uo longer necessary. Thelr mhsslon has been necomptished,

Regulation B1 which relate to the retallers' exclse taxes was approved Sep-
tomber 20, 1041, The Regulations deal with exelse tnxes imposed by chaptor 19
and 0A of the Internal Revenue Code on snles by the rotatler of four eategorles:
(1) Jowelry, (2) furs, (3) toflet prepavations, and (1) luggage. Particutarly
are the rotall pharmaeists of the Natlon concorned with thoe sanles tax on todlet
preparations.  We use the term “sales {ax” advisedly because in reality that is
exactly what it Is. No State Impoxes such a high sales tax pereentagewlse (10
percent) as toes the Federal Government, These taxes are pnyable by the re-
tatlor who s “allowed” to collect n stmilar nmount from the customer to retmburge

himzelf at no cost to the Government,
On April 1, 10054, the 20 peveent sales tax on the 4 eategovles proviously men-

tioned was reduced to 10 percent,

Durlng the 1036 convention of the Natlonnl Association of Retall Drugglsts,
held in Cincinnatl, Ohto, September 16-21, the following vesolution was adopted &

“Bo it resoleed, That the NARD urge that the present Iaws pertaining to the
levy and azseasment of the retail exelze tux, so far an tho operators of pharmucios
are concerned, be amended to provide for a levy and assesament of such tax upon
the manufacturer rather than the retatler,”

Originally, Congress indicated in its deliberations that the exclse taxes would
be repealed ns conditions warranted,  Nine years have elapsed since the Prestdent,
by Executive order, declared that hostilities were officlally ended (June 1, 1947),
We believe that Congress should repeal the tax on tolletries. It i{s virtually
impossible for any small retailer to handle the collectlon of such taxes In a
satisfactory manner. A constant state of confuslon exists. Inequities and
discriminations are bound to prevail. In this respect, here 18 what President
iﬁéggnhower said in his message to the Congress of the United States, May 20,

“e ¢ ¢ The wide variety of existing excise rates makes little economie
sense and leads to improper discrimination between industries and among con-
sumers * * *

The huge cost of processing by Government, of many thousands of small re-
tailers’ returns are so limited in revenue that they do not equal the cost of
printing, addressing, mailing, and auditing. An elimination of the 10-percent
sales tax on toiletries, would, in our opinion, immediately increase the sales vol-
ume of these products industrywide. At present the toiletries tax is not hidden
therefore, it crehites a buyers resistance. Government would recoup most of
the revenue lost by recapturing it through income tax.
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Auldo from tho fmposition placed upon ‘the small, indopendent retadlor, Qov-
ernmont's arbitrary assessmonts loviod on hundrads of small, Indopendent retadl
pharmacists natlonwlde for altoged nonpnyment of oxeluo taxes on tolletrion hag
renchod un plavming position, o much so that 1t has cnused the concern of many
prominent Membors In the Congress,  “The power to tax contalns the power
to destroy.”  Small retall pharmuelsty soll the bulk of taxable conmetles,

The Interntl Rovenue Servico does not Issno 0 master st of taxuble ftems,
Consequently, tho rotall snles colleetor Iw In constant confuston,  Reference to
tho lnw Hself and many of the vullngs appoertunining thereto are not clear enough
for the average Inymnn fo understand,  ho code 18 Inconststont. In muany respeety
and ambiguous in othery,  or exnmple: Hen Hon Iy taxable, while chewing gum
and Lifo Havers are not,  Troot powders ean he declared taxable or not, nccord-
ing to a recommendation a8 to how they are to be used, For Instance: A foot
lotlon, powder ot crenm I8 not taxable If 1L s used as o medlenment but it i
taxable If it {8 recominended ay an antiperspirant ; common hydrogen of peroxido
e tuxable If tho sales porson should sny, In answer to an inquiry, that it could
Do used for bleaching the halr; shaving iuthmn and creams for use In softening
tho beard proparatory to shaving are not tnxable, Howaever, shaving lottons aud
creams which are recommended for uso after shaving us skin conditioner or
othor tollet purpores are held to ho tollet Vropnrutlmm within the meaning of
kectton 2402 of the code and are, therefore, subject to the tax.

Tho manufacturer I8 not required to fnform the retaller whether his mer-
chandise I8 taxnble or not,  Thin belng the ease, how In the world 14 the average
retafler to know what is and what Iy not taxable? 1RH contends that each com-
modity must bo Jndged as a sopnrate entity and ench article must be declded
#pecifiently, with the exception of a group classification set forth in the law,

Wo offer as an exhibit our own excise tnx Huyt on tolleiries, leather goods,
lugnge, ete. It was prepared In cooperation with the Internal Revenuo Bervico
here In Washington and s fssusd yenrly for the guldance of our membership,

Hmall retallers have heen arbitrarily assessed by IRS because they could not
prove to the sntisfaction of revenue agents that percentages of thefr tolletries
merchandise were lost: (1) by reason of theft, shopworn or damaged; (2) sold
for n price lower than regular sales prices; (3) returned to retailers supplior;
or (4) presented ns gifty,

There are In the nelghborhood of 52,000 drug stores in the Natlon., The
National Association of Retall Drugglsts represents the small, Independent re-
tatler as contrasted to the chain drugstores, Our segment of Industry s con-
corned about the exact record keeping, statistical data required, fnspections in-
volved and the nmotint of time consumed which should be used In the professional
nnpects of pharmaey,  The responsibiity of the collecting of the tax in our fleld
rests squarely upon the rvetall drugglst, In the absence of an officinl list of
taxable Items, he must depend upon trade journal releases, wholesalers, opinions,
or word-of-mouth Information from travellng drug salesme:. S8mall retatlers
do not possess the advantage of large concerny; they do not have certified publie
accountants to do the extra work Imposed by Government, Federal auditing
and inspection of small nccounts goes something like this, Government fleld
agents enter a retall drugstore.  They call for the drugglst’s records and review
them-~Including the amount of sales tax collected, purchases made and present
inventory. If the agents are not satisfled that a full and complete accounting
has heen rendered, they arbitrarlly assess a deficlency penalty. In some in-
stances, Involces dating back as far as 4 years are requested for inspection. Here
iy Just one example showing how revenue agents operate, It was received from
one of our members who owns a small neighborhood pharmacy. It is typleal of
many others,

‘¢ » * I wish to Inform you that the Federal Government has just finished
their report on excise tax which they say we owe for the years 1953, 1954, 1035,
and the first 6 months of 1956, in the amount of $1,807.26. When they asked for
records to make a check, they asked for data only on 1055 dealings, but they have
i?)'zlsg(;) fmi egtimnte for the years 1053, 1054 and the first 6 months of 1956 on the

asis,

“For geveral reasons I feel this 18 an unfair estimate, especially for the years
1953 and 1954 when I certainly did not do the business I did in 1955.”

We are told that when a druggist feels he has been unjustly dealt with, Federal
agents tell him he has recourse to the courts. But there are few independent
druggists in the Nation who have the finances or time for these costly court

procedures.
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It would sorve o wkoful tmr&wno to imlnt out that tnxon nro distrensingly high,
Wo aro all cogntuant of that, 1t is In the disteibution of the tax burden that tho
rotall druguists tnd a fortile flold for complaint, If wo nro moroly anked to as.
sumoe our fale sharo of the tax burden, which In porhaps unavoldaily high, wo
cantiot In good conaclonce complain,  If, however, weo ave wubjoctod to dls-
erimtnatory taxes which place a definiteo burdon upon our huslnoss opevations,
wo do not only have the right but the duty to demand an olimination of that
diserimination,  That's exacily our posltion today and has beon slnee the
Juception of the I'edoral sules taxoes,

We aulunit for tho vecord a copy of Form 720, tsaued by the Proasiry Depart-
mont for the quarterly voporting of Fodornl oxelse taxen, 1t will ho upted that
t return must be fited for onch guarter whethor or not Habtlity ts incurved, Al
Faderal snlos taxes on tollotelon are duo and payalle without assessmont or
notleo, If a votallor I tlable In :m{ month (except tho third mouth of a quarter)
for more than $100 of tho taxes Uated In Form 720, ho I8 required to doponit
auch taxes (n an authorizod local bank or a Pedornl Reworve bank on or heforo
the last day of the next wonth, Deponits for the thivd month of any quurter
and deposits of $100 or lean for the flrst and second month of any quarter aroe
perinissible.  The bank then gives tho vetaller a valldated recolpt, wo he can
attach it to and o it with his guarteely rotuen,

1t the Cougress {u its windom will not ellmlnnte the tax on tolleteles, then
wo nak that the tax be transforved to the manufacturer,

Tho luxury avgument tn support of the high taxes on tollet articlon v ob-
viously untonable. Hlectrle food choppers, lee-cronm frecrors, fiishing equip-
ment, door chimes, motion-pleture projoctors for the home, olectrie dishwarhors
and dryora aro Just a fow ltems taxed at the manufacturer's lovel at the rato of
10 porcont.  Convert these prices into retall and the tax on theso itoms would
approxhwmate § percent at rotall,

We are convinced from ux{wrlmwo that a collection of the tax at the mnnu-
tacturer's lovel would being in more incomo for Qovermment than by oporating
under the present systom, It just Isn't tatr to ask tho votallors of this country
to act as tax collectors because of the expenso to them, Right now the Govern-
ment 1s8 losing revenue by not being able to collect all the tolletries tax from
rack jobbers, grocery stores, ofl statlons, beauty parlors, barbershops, farmer
market operations and houge-to-houge canvassers,

The Natlonal Assoclation of Retall Drugglats antlelpates opposltion to our
plea to transfer the tax to the manufacturer from the Treasury Dopartment,
the Tollet Qoods Association, and the Natlonal Reauty and Barber Manufac-
turera Assoclation, The Trensury Department, however, does admit that there
are problems in the collectlon of the retnllers’ exclses. 'reasury will no doubt
inform this committeo that vavious technlecalities involving the definition of a
manufacturer make it diffienlt to determine who {8 or who {8 not the manutac-
turer at given levels, Every product that comes on the market has a definite,
certain trade name. Regardless of who does the actunl mechanfeal manufae-
turing, the manufacturer to all intents and purposes I8 the one who affixes the
label to the product bearing his trade name. The lutrinsie value of the paper
used in printing a blank check is of little or no value but when it is mado out for
a specific amount and your signature is aflixed, it immediately becomes nego-
tiable and valuable, ‘

To the credit of the Treasury Department, that agency has an open mind—
having informed the N. A. R. D. that “Testimony at these hearings might provide
information leading to a different conclusion at this point than we now hold.”

The Treasury Department’s opposition to transfer of the tax to the manu-
facturer's level because of difficulties in collecting the tax in former years should
not constitute a valld argument because “we have never heard it argued success-
fully that a man shouldn't object to being unfairly treated until he can supply
a substitute victim whose sufferings wdll be more justified.”

Arguments advanced by the Tollet Qoods Assoclation in which they state that
“the burden of collecting and reporting a retail tax s less onerous to retallers
than an excise tax imposed on the manufacturer’s level” would mount the heights
of levity were it not so serious. Since when did the toiletry manufacturers
become the mouthplece for retailers? Again, the spokesman for the toiletries
Industry said before this committee: “Where the tax is included in the retaller's
coat, such retaller must apply & markup in sales on the tax-eénlarged cost, resulting
In pyramiding of the final price to the consumer.,” That statement represents
unadulterated nonsense. 'The retailer does not determine his markup on the cost
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of tho merchandine pluk unles tax, If ho did, he would prieo himsolf out of the
market fn'a huery,

Oollocting tnxen for governmont §x cortninly n mont thanklows job, We are
Intorested only in transforeing to the manufacturor's lovel the eategory latin
tolletrion hoenuse wo feol that our proom Is woparato and distinet and shonl
bo wo connlderod,

If, tn the judgmont of Congrosk, the tollotries tax I8 to remnin, then the rotull
arugglist shonld bo relfoved of the burden of collocting the tax. Placing the tax
nt the manufacturer's lavel would not ho nenyly sn costly to the (lovernment to
adiminlator; to wit, polieing approxtmately 400,000 retall necounts agninst ahont
400 munnfacturing computations, It would have the effect of relensing Governe.
moent flold pgontn whowo attention conld he divected to other Fedoral rovenue
mittors, 'I'he votadl dreogelsts are not asking the manufacturer to abuorh the tax,
Rather, thoy are rocommeonding that he pay it directly to the Qovernment and then
bIL . through distributive channels where ulthmnately it will appenr on the
drapglat's Involes nn n hidden IFedoral tax to bo passed on to the enstomer,

The Govornment collects fnxen on Hguor, tobneeo, imntehes, and approximately
110 other ftemn,  Why not colivet tho tnx on cosmoties at the source? The
T'rennury Depnrtmont has worked out n presceiption for collecting the tnx at the
manufacturer's lovol fn the abovo entegorien, It would sgeem most cortatn that
with thelr know-how the Department would not experfence nmeh difienlty in
blueprinting an equitnble mothod of tnx collection nt the source for tofletries,

Wo are opposemd Lo the snles tnx on tollotries In its entirety hocanse it s
regronslve, Tt falls hnrdest on the lower Incomo hrackets and it hlocks the

oconomy.
y Wu'nn'mmmmly ohject to kection 161 of T1 R, 7125, "Roturn of Bxelsn T'nxes by
uppliers,”

Hore woe have n proviston permitting the Inrge door-to-door peddlers of cosmmeticn
belng priviteged to make nn agrecment with the Treasury Depnrtmont wherehy
exelne (anlen) tnxen colleeted by thelr pedlers niny he directly pald to the
Treasury Department. by the suppller, ‘o equallzo the rales, why 18 it that all
of the other manufacturers or suppllers of totietries to retafl pharmaclsts are not
lmrmmml fo pay the cosmotle exelse (snles) tax nt the source? It is clasy
eglslation to pormit one seetlon of the economy a convenlence denfed to another,
Houxo-to-house peddlers pny very few taxes to the communities in which they
travel, while estublighed retallers natlonwide carry the hrunt gratuitously,

The Cnamman. The committee will adjourn until 10 o’clock to-

morrow morning. .
(By direction of the chairman, the following is made n part of the

record :)
Roonesten, N, Y., July 15 1958,

Re ixelse Tax Technlenl Changes Act of 1057 ; Reetlon 152: Club Dues.  Pro-
posed amendment to preclude the taxation as “dues’” of charges for mafnte-
nanee, storage, or custodinl care of property personally owned by members of

clubs,

Hon. HARry K, Bynb,
Chairman, Committce on Finance,
United Btates Benate, Senate Ofice Building, Washington, D. C.

Dear Mr, CiAIRMAN : The undersigned, Thomas (. Carney, I8 an attorney with
offices at 1700 K Street NW., Washington, D. C, This letter is written on behalf
of Rochester Yacht Club, Rochester, N. Y., to secure legislative clarification of
sections 4241, 4242, and 4243 of the Internanl Revenue Code of 1954 relating to
the tax imposed on amounts paid as dues or me.nbership fees to social, athletic
or sporting clubs or organizations,

Sectlon 132 of H. R. 71205, entitled “Excise Tax Technlcal Changes Act of 1057,
now belng consldered by your committee, proposes to amend the aforementiocned
section 4241 and section 42438 and, I respectfully submit, further amendment by
your committee in this area is germane.

The imposition of a tax on amounts pald as dues or membership fees to cluhs
has long been a feature of the internal revenue laws, However, there has been
no significant amendment to the statute since the enactment of the Revenue Act
of 1041 (sec. 543 (b)). Notwithstanding this static condition of the statutory
provisions of the dues tax law, the Internal Revenue Service in the past few
years, through the medium of interpretative rulings alone, has defined and ex-
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panded the torm *“dues” to Include chargos for varlous vervices |’mm for by club
memboers which herotofore hnvo novor been conslidored within the ambit of the
stalute,

The Internal Rovenue Nervieo has not published many rullngs in this area nor
has it published rulings coverlng spoetitenlly all or some of the vartous types of
“mporting or athletle factlttion, the chnrges for which It conslders as tanxable
“dues”. Notwithstanding this fatlure to glve publie notles of the procise echnrgen
subjoet to tax, the loeal divectors of internnl rovenue aro demanding nnd collpet-
Ing “dues” taxes on charges which have nover hefore béen constdered nn amounits
constituting dues,

Wo do not dispute the proprioty of rullngs holding as tnxablo charges for the
use of club-ownoed property when such chirges are provequisiten for membership
(Roevenue ruling 177, O B, 1003-2, p. 341), nor do wo quentlon any rullngs which
ropresent a vensonable interpretation of the deelston of the Supreme Court in
White v Winchester Countey Club (315 U, 8. 82).  We do belleve, however, that
it = cloar that the Internnt Revenue Nervico W interproting the dues tax Inw in
other areas in suel o facfotehod nnd arbitenry manner that immoedtnte correction
by leglslative netion 1 the onty mothod under which taxpayoers ean obtudn effective
and Justittod vellef,

Proof of the novelty of the logal Interpretations now made by the Internnl
Revenue Serviee ar weoll an the legislative charactor of these administeativoe pro-
nouncements Is supplied by the fact that the Service usundly does not apply s
rutings retronctively but only prospectively.

Although a ruling preelsely on the point has not yet heen fsnued, othor ralings
of the Intornal Revenue Service in this nren (Revenue ruling 65- 318, ¢, B, 1065-1,
B O0D: Revenue valing BG- 620, O, B, 105G- 2, p. 834) have been interpreted to hold
that the teem “dues” ineludes amounts thnt a yacht elub mny receive In pnyment
of chiarges to an individual member for lockers {n which satls, bonting equipment,
or persotal effects nny be kept, dock or mooring spaee at the wharf, and for
spaee fn the yard to which boats arve hauled out of the water for stornge during
the winter. The Rochester Yacht Club has been required to eolleet a dues tnx
of 20 pereent from s members based on these charges and has pald such taxes,

Theso charges have no relationship whatover to amounts pakd by such mem-
bers s and for dues or membership fees in the yacht elub,  These Intter men-
tioned amounts are: $100 annually to boatowners and $60 annually to *assoclate”
members.  The latter do not own bhoats snd are allowed only the soclal privileges
of the club.  The dues tax of 20 pereent 1y, of course, pald with respect to these
amounts,

The marinn consists of a sheltered basin with docks and mooring space for the
boats of the members, The mooring wharf consists mainly of a narrow dock
between slips and guard pilings to which the larger boats can be tled. 'I'he boats
will range in size trom 20 feet overall in length to 70 feet, The charge for dock
space {8 based on the square footage of the boat of the particular member in-
volved, that is, overall length times the beam. The rate chavge also depends
upon the loeation in the basin, which in the case of the Rochester Yucht Club is
divided into three classitications and the charges per classification are 40, 85,
and 80 cents per square foot, The longer boats, of course, require prime dock
sites while the smaller boats can be maneuvered around them,

The winter storage of boats is handled as follows: Kach boatowner owns and
furnishes a cradle in which the boat rests, its size depends on the size of his bont.
The cradle is floated on to a wheeled dolly and hauled out by means of a cable
and electrie motor to a point in the yard where the cable is detached and the dolly
and cradle with the boat is moved by hand into the storage position for the winter.,
A fee is charged to the owner which covers the hauling out, winter storage, and
launching in the spring. The charge is at the rate of 45 cents per square footage
of the boat involved and, of course, each member's charge varies as the size of

the boats of the members vary.
Each boatowner may also rent a locker in which to store sails and other boating

gear, The annual rental is $40.

The foregoing charges are made to members on an individual basis and repre-
sent amounts paid for maintenance, storage, or custodial care of property per-
sonally owned by the individual member concerned. By no reasonable interpre-
tation of the Dues Tax Act can such charges be construed as dues within the
definition of that term as contained in section 4242 of the Internal Revenue Code
of 1954, or prior revenue acts,

The rulings of the Internal Revenue Service appear to rest on a strained
construction of the term “facilities” as used in section 4242, supra. Section 4242
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roads ns follown und ix still fdentlenl In ity dofinttlon of dues with the definition
contalned In sectlon 0848 (b) of the ovenuo Act of 1041 :

8100, 4242, DRFINITIONS

“(n) Durn.-—As used in this part the torm “dues” Includes any assossmont,
Irospoctive of the purposs for which made, nnd any charges for soclal privileges
or factlitios, or for golf, tennty, polo, wwimming, or othor athletic or sporting privi.
logos or tucflltleu. for any portod of more than six dnysu; * * o

Prior to the now dofinftion ndopted by the Revenue Act of 1941, the definition
wan as follows: “The torm ‘ducs’ Includes any assessmont frrespective of the
purposo for which made; * * %" (4ee, 1712 (n) Internal Rovenue Code of 1089,
as onacted.)  Ivrespective of how the torm “ducs” has been deflned in the tax
acts, the rate provislons of the dues tax lnws since tho Revenue Act of Octohor 8,
1017, sectlon 701, to the present day have contained tdentical langunge, viz.: “A
tax ecquivalent to ——— per centum [or percent) of any amount puld as dues or
membership feen * % * to any soclal, athlotle or uporting club or organtzation.”
[Mattor in brackets nnd ftalte supplled.] (oo see, 4241 (n) (1), L R. ©., 1954.)

Ax ghown nbove, the torm “facilities” flest enmo Into the Jangunge of the
dofinftion of “dues” by cnnetment tn the Revenue Act of 1941, Prior to that
timo there wan Itigatlon with respect to whether certain amounts puld by
membery of eluby were pald ¢s dues or membership feen,  ‘Phe Supreme Court
in the easo of White v, Winchoater Qountry Olul) (816 1. 8, 82) declded January
12, 12, approved the position of the Internal Revenue Hoerviee with respect to
Its contentlon that amounts pald by members of n club for “additional privileges”
and the use of addittonnl athletle or wporting facllities constituted amounts
pald as dues or mombepship fees,  (Congross tn the meantime entcted see,
648 (b) of the Revenue Act of 1041 to clnrify the matter, See 8, Rept, 073,
pt. 1, . 47, 77th Cong., 18t kess,)

The case elted, however, did not Involve any charges for facllitlen of the
charaeter that Internal Revenue Service at thiy late date Is secking to tax aw
dues,  Briefly, the issue at that timoe Involved a situation of this churscter:
A was a member of a country club paying $50 annual dues. Such dues gave
him a doclal membership, §, e., the privileges of the dining room and clubhouse,
the right to attend dances, ete. If ho wanted to use the golf facilitles, “the
privilege of using the golf links” as the Supreme Court [my italle] phrased
it, he could pay another $50 annually, The Conrt correctly declded that the
additlonal $60 was paid as dues for a1 membershiip giving him the privilege of
using the golf course (an athletic facllity),

It 18 elenr from the Supreme Court deciston and other court decisions at that
time that an athletic or sporting facility {4 a golf course, a swimming pool, a tennls
court, a skating rink, Amounts paid for the privilege of -4ing such factiities
in common with other members having the same privilege and paying the same
amount constitute dues. A privately oceupled locker, whether for golf or
swimming wearing apparel or hoat equipment, a storage rack for your golf cluba
in the ‘“pro” shop, and space for docking or winter storage of a hoat certainly
cannot be equated with the heretofore unquestioned eoncept of an athletie or
sporting facility. (8ee Trearury Regunlations 43 (pt. 2) as approved March 28,
1019, and as revised December 3, 1920, Jannary 11, 1922, and April 18, 1922.)

The Rochester Yacht Club tmposes dues of £60 per year for a social member-
ship. Dues of $100 are fmposed if you have a hoatowners membership, The
additionnl $40 I8, of course, taxable as dues under the Winchester Country Club
case and the tax statute, The sport of yachting consists of sailing a boat on
water. The hoat and the water are the facllities, The member owns the hoat
and the water i3 presumably under the public domain. The Yacht Club con-
sists of a group of boat-salling enthusiasts who form an exclusive organization
for mntual participation in the sport. For the privilege of membership in the
organization dues are pald in the amount of £100 annnally, The amount is
properly sublect to tax. The club owns property available for docking and stor-
ing the hoats when not being used in the sport. It has available for rent lockers
for the storage of boat equipment when not being used. The charges are sepa-
rate and measured by the special and personal needs of the individual boat-
owner and must vary as the needs of the boatowners vary. In no sense are
such charges paid as dues.

In the case of the Winchester Country Olud, supra, the Supreme Court cited
with approval a ruling of the Revenue Service (G. C. M. 7505 Cum. Bull. IX-2
p. 414) which correctly sets forth the legal concept of dues. That ruling indi-
cates that two requisites must be met before payments made by club members
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may proporly be vegarded as “duen or memborship foen,” Flent, the pnymont
must be made in watlnfaction of a fAxed and dofinlto charge and, second, the
chayge muat bo applicable to all momboers of ench partienlar clnsn of memhoer
aldp, It would appear that fixed and definlte chayges of this character are those
which moembors muat pay portodleally for the continunnce of any vpartleulnr
olaas of momborahip, It the porlodieal paymonts go requived nre applieably
to all membors of each particulnr clans, the two conditlons requived for tnx-
abllity are comploto,

It tn clear that the amounts pald for lockers, and for mooring and stornge
of thelr porsonalty owned bonts by members of a yneht etub would not be con-
sldored ax dues under the standavds of the shovo-mentioned Genern! Counsol's
memoratdum,

The neceanity for the length of this totter v vegretted, but the rallngs of
tho Intornal Rovenue Sorvice have adversely affectod overy privato sportin
ad athletie elub in the conntry,  ''hery rulings havo not boen widely published
and many clubg do not even know of tholy oxlstonce, Novertholess, substantinl
amomnts of tux are acevidng nnd arve belng colleeted and will continue to bo
oxacted (¢ the eulinga stand,  Titigation to establigh the Invaltdity of the ralings
ia hpos‘slhlo only aftor payment of the exactions and tho filing of clnlmn for
rofund,

1t I8 requested that the lnw be elaeified to invalldnte rulings of the chavaclor
dereribed,  Rection 182 (b)) of H. R, 7120 now proposes to elarify tho term
“dues” with respect to assesamoents mado for eapltnl improvemonts by amending
secHon 48 of the Internnl Rovenue Code.  An addittonnl sentenee could ho
added to the new subsection (b) now proposed to be added to soction 4248, or,
the deflnitton of “dues” as contalned n soctton 4242, TR, conlid be nmonded,
The nmendatory language in eithor eage need movely provide that;

ar v the term ‘dues’ does not inelude any charges pald for malntenanco,
atorage, or custadial carve of property personnlly owned by a memboer,”

Such an amendment would in no way adversely affect the Intornal Revenuo
Service In its legitimate efforts to enforco proper admintatratlon of the dues

tax Iaw.

Sincerely yours, »
TiosmAs Q. OARNEY,

Attorney for Roohester Yacht Club,

STATEMENT OF JAMER F\. Forr, AMERIOAN TRUCKING ABSBOOIATIONS, INO.

This statement 18 submitted in connectlon with proposed amendments to H, R,
7123 which would in turn result in highly desivable changes In sections 4481,
4482, and 4483 of the Internal Revenue Code. I'resent provisions of the sec-
tions were established as a result of part IT of the Fedoral-Ald Highway Act
of 1836 which provides for a special tax of $1.00 per thousand pounds on motor
vehicles having a taxable gross welght of more than 26,000 pounds.

The trucking industry is fully in support of the proposed amendments and
its position is given in this statement in the order in which the amendments are

proposed. .

Section 154 (1) would provide separate classifications for highway motor ve-
hicles used exclusively in combination with semitrallers equipped with furni-
ture van or automobile transporter bodies. This amendment would serve to
correct inequitable application of the tax in the case of two specific classes
of trucks engaged in the transportation of two specific commodities.

1t is realized that under the terma of the statute discretionary authority was
of a necessity given the Internal Revenue Service to provide a rather broad
framework for assessing the $1.50 tax. Under the classification being used,
motor vehicles have been segregated into gruss welght categorles according
to the empty weight of the power uni{, (truck or truck tractor) with each
;;elghltl egass assigned a taxable gross weight against which the rate of $1.60

applied.

Generally speaking, this has been a satisfactory method, particularly when
consideration is given the wide variety and type of motor vehicle use. How-
ever, as the assignable vehicle gross weights in relation to the empty weight
of the power units are based primarily on the density of general freight, an
unjustifiably high tax assessment has been made against transporters of auto-

mobiles and household goods.
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lloth of thoso commodition are low In density and roquire a groat donl more
vargo spaco rolutive to wolght than do tho goneral run of frefght, Tho maxt.
mugr gross londs of nutomoblle and household goodw carrlors are consldorably
boldw tho grows wolght catogorion into which tholr vohiclon fall under the tax
wehodule,  "Phin I bocnuno the ompty wolghts of tholr power units will not vary
grontly trom the ompty welghts of gonornl froight vehicles, .

Practically all trausportation of howsehold goods and automobilos I8 per-
formed by motor carriors which transport no othor typo of frolght., In addi-
tlon, tho transportntion In each cawo t8 porformed In particular types of <argo
oquipmoent.  Lusly recognlzablo teallors of distinetive typos are used by ench
clunn of carvlor,  Those unlis reudily lend thomsolves (o spocinl catogories In
the tax schodulo which would pormit the accompnnying power units to recolve
tux auucusmonts more In Uno with the grows wolghts {dentiflable with actual
oporations,  Tho developmont of such sehedulos 18 proposed In section 164 (n)
and wo urge that this nmendmeont be ndoptod,

A dlllar wltuation has arlsen, from the tax schedules currently in uwse, in
connoctlon with motor vehicles which aro not oporated at gross welghts of
more than 20,000 pownds,  Becauso, nw atated above, the grows weight for tax
PUIPONOK usod In the tax wehodilo in hused on the empty welght of the power
unit, lllllll{ such vohlelow aro subject to, and are paying, tho tax. Heetion 154
(d) would correct thiw Inoguity and we urge ndoption of the mmendment,

The loglsiative history of the Federal-Ald Highway Act of 1956 shows that
the spocinl tax of $1L.050 wan Intended to apply only to vohicles having gross
wolghts of more than 20,000 pounds, However, the tax schedule fmposed une-
dor soctlon 414482 of the Intornnl Revenue Code, which 1s based on averagos,
Is roquiring tho pnyment of the tax on muny vehicles althe <h thoy are never
oporated at gross welghts In oxcoens of 206,000 pounds,

This obviows fnequity would bo corrected undor the proposed nmendment
which provides an exemption for nny vehiclo, regardloss of its ompty welight,
which duriug the tuxable yenr did not oporate with a gross weight In excens
of 20,000 pounds, Buch an amendment would provide needed tax rellef for
vohleles which wo are cortaln the Congress did not intend to Include when §t
wroto the prevalling provision in the Fedoral-Ald Highway Act,

Rectlon 6106, installmont payments of tax on use of highway motor vehleles,
provides for an option on the part of the taxpayer to pay the tax In quarterly
installments, This In primarlly an administrative matter but one which the
Intornal Revenuo Horvice feoly 1t does not have the power to handle under the
presont statute,

In many cases, particularly those involving large fleots of vehicles, the total
annual tax amounts to thousands of dollars. Asx all units subject to the tax
must be reglstored and the tax paid on July 81, a considerable amount of money
must be “Invested” In the use tax for the tax year. A quarterly payment pro-
vision s applicablo In the case of the incomeo tax which Is declared In advance
and {8 payable in quarterly {nstallments. Such an arrangement for the special
highwry ure tax would be of tremendous value and would greatly facilitate
the taxpayment in a large number of cases. We urge adoption of the pro-
posed amendment,

Section 0423: Permanent Reinoval of Iighway Motor Vehlcles From Use,
would correct what we believe to be an oversight in the orlginal statute. The
due date for the annual tax with respect to a motor vehlcle already In gervice
18 July 81, of the tax year. There 18 a provision for prorating the tax with
regard to any vehicle put into service for the first time after July 81. How-
ever, there i{8 no provision for a credit or refund for a vehicle permanently
removed from scrvice after the tax has been paid. Thus, although there is a
prorating provision for a vehlcle coming into use there is none for a vehicle
going out of service,

Inasmuch as the basic provision is for a highway use tax, the lack of a re-
fund for a vehicle no longer in service means that there is a use tax being
pald although the use no longer exists. An extreme, but not unlikely example,
would be a vehicle destroyed by fire soon after the tax has been paid. The
tax payment, not being refundable, Is lost and if another vehicle is put into
gervice an additional tax must be paid so that for the highway use by one ve-
hicle a double tax has been assessed. The proposed amendment would correct
this by providing the necessary refund for vehicles permanently removed from
service and we urge its adoption.

It is our opinfon, after careful study of the problems arising from the special
highway use tax and following evaluation of the problems with affiliated motor
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vareler conforences of oue amovlatton, that the propoded amendments wonld
load to grontey ouu\ty I neneetient of the taxen ue well aw to gronfer oner
of adminiatentions The trueking Industey i heon spbjocted (0 Bovers dux
Iereneen (o pay R rlnee of the ey, expiided Bedorad higlivay progeam,  ho
mten and goneral tevel of the taxes iu piry for Che progenm are oderently undoer
staly, an diroctod by the Congeess, il we vendine that the fature mny bring
aome peviglowe o the meantime, changes, auely ne thore proposed i the ad-
mindateativo and toehntenl aupoeta of appliondle taxes, wileh resalt in moro
eguitalile apptication ave highly dusteable pnd we avge thele wperady ndoptlon,

HWIMMIRG 'oon Aa,
Now Yore, N Y, July 16, HIGK,

Mo, Maury Froon Bywn,
Chadrman, Finanee Commitioe
United Sinteg Nenate, \Vuahhmhm, n. o

Prean RENATOR Byant Woe widerstand that your committoo v holding honrelnga
on UL R CTIY, We are prrtioninely intorested In Noetlon 112 18 Kxemption of
Nonprott Swbwmiing ool Faetittier from the Foderal Bxelse fax on Olub Duos
and Inttintion Feex il rhionld u‘»pwvmto yourt eotmldering the followlng facly
amd plaeing thin lettor in the recowml,

An you ue undonbtediy anware, the number of uwhnmlmi pools of all (Ypos Ie
tnervarting 1t novery raphd eate, e onelored copy of our Market Itoport on the
Nwviminbige Pool Industey will glive you some faetn and® figuves on (hik growth,

WHRIN (e past few yone, the nonprotit swimming elub han hoon fitog o very
portant fanetion wad the namber of thin (ype of organbation fa growlng
vapladiy, T tmportant fanetions nve

1, 1t provides volatively tnexpensive and extremely heatthiful form of recrention,
noth for ehildven and entive tamtiten, Hoalth exporta ngree that thees s 1o better
altaround formn of exovreize thian swimming,

2. Mhat aw g bean expensive torm of ceevention Is puetenlnely important
Auring poriads of rocosston o deprosston,  Durbigg the enely 10 (Wo inve beon
publishing Swhumbng Pool Age for 32 yoara), 1 waw the oty form of veerention
mitttons of Amerieans contd aftord,

3. Nonprotit n\\'h\nnh\)i clubg are an oxtremely signttieant factor I teaching
ohildren to awitn, Thoy have doveloped tralning progeans for all ngos of young.
stotx amd ate extremely active i the fleld of compotitive swimming,

Amoriea witl aurely win Olymple swimming eventa for mnny years to como ns
A vesult of these teatntge and compotitive swinudng programa,

At the bepinning of Waorld War I, an appating pereentnge of young men
ontering the Avmed Forees wore unable to xwim,  This neceasttnted the expenyo
and thue-constmption involved in training wiltions of men to swhn and yet,
duespite this, thousands of servicomen deawned beenuse of thele inability to swine,

4, Experls in the fleld of social welfave ngree that two important factors in tho
olimination of juvenile delingueney ave hotter famlly lHfe and the diverston of
yuuug people's energies to benefielal reercation.  Certainly, the nonprofit swim-
ning elub provides hoth,

The climination of this tax cannot cause a stigniticant decrease in Government
rovenue. On the other hand, it will definitoly tend to fnerease the number of
such cluby thus providing thousands of Ameriean famities with an opportunity
to participate in beneficial, healthful sport and recreation,

Your kind consideration is appreciated,

Sincerely,
Ronkrt M. HorrMAN, Pudlishor,

(The enclosed 1958 Market Report was made a part of the com-
mittee tiles)

AMERICAN ASSOCIATION OF UNIVERSITY \WWOMEN,
Nevada, Mo., July 12, 1958.

Haxzy Frooe BYRp,
Chagirman, Scnate Finance Committee,
Senate Office Building, Washington, D. 0.
Dreaz S : As president of the Nevada, Mo., Branch of American Association of
Uaiversity Women I would like to urge that the fellowship amendment to H. R,
7125 introduced by Senator Flanders (No. 11 on the Senate Finance Committee

Calendar) be favorably reported to the Senate floor for a vote.

BEST AVAILABLE COPY



BXCIHE TAX TECHNICAL CHANUES ACT 78

Wduention hay muny ceitlenl probloms nt the presont thue,  Our associntion
haw o fine progmm of seholnrahips and fellowship funds nnd mnny woltieh recolve
ald to farthor her eduention through this progran,  Bxemption from adimissions
tux would wnke 1L possile for note wonen to recolves thig angdatatics und help
wolva the problem of whortnge of quadiied tenehiors,

Wi you plense exoreiss yorr Hiftaence in the prssago of this proposed law,

Vory teuly yours, Mus Hmuin D. Busn
i3 ‘f W 4 3 'l"l

Mivwest HrooK 19xOHANGE,
Olhdvayo, Juty 14, 1068,

o 118, 71208,
Hon, HAnny 1t Byun,
Uhabvman, Flaanoo Commiitoo,
Undted Ntates Nanalo, Waalitngion, 1. 0,

DAl Henador Bynpd When H, H TH20 was pending befors the House Hulye
commtitors on Wxelse Taxed, Goorgoe 1, Burnes, the then chidrman of the board
of the Mldweost Hloek Bxchmnge, testifled bofore the subcomtnittes and suggested
cortuin chungen I the stock transfor tux provislons,  Qur objections have heen
situlted by soctions 4820-4820 of the bill as pussed by the Houxe of fep-
rosenttivon,

Phe purpone of this lotter (which we respectfully request ho inctuded in the
record of tho hearings before your connnittes) is to urgo that the Wil ag passed
by thoe Hotwe be reported out by your committeo for pussngo with no changes in

thiore sections,
Mr. Bornes hus rond thig lettor and divects mo to Inform you that he concurs,

Vory tiruly yours,
JAsMEs B, DAY, Prestdent,

Onstmn——

e, Wine CoNprunsce oF AMERICA,
Washington, D, O, July 14, 1054,

Ro 1L R 7126,
Hon, Hauny Froon Byun,
Chatrman, Gommitlee on Finunee,
Nonato Ofloe Nudlding, Washington, . 0.

DAt Benaror Bynn: This statoment fs in support of the provisions of the
nbove Ml desling with wine, particularly title 11,

It 1s nubiitted on hehalf of the member assoclutions of the Wine Conference of
Amorlen,  'Tho conforence conslsty of the 21 prinelpal wine associntions repre-
senting the producers, Linporters, hottlers, and distributors of over 95 percent of
tho wine =old in this country. 'Mie numes of these 21 associations are printed on

tho roverso slde of this stationery,
The wine provislons of ., I, 7126 have the full support of the United HStates

witie trade,

In addftion, since H, R. 71256 was introduced, there has been digctiasion between
ourselves and the Alcohol and Fobacco Tax Division of the Internal Hevenue
Horvice with regard to certain technical changes in language. Our support of
this blll before the cominittee Includes these technical changes thuat will be
predented to you on behalf of the 'T'reasury Department through the Aleohol and
Tobucco T'ax Diviston of the Internal Revenue Service,

Wa Lope that the provistons of the bill concerning our industry will be favor-
ably veported by the Committee,

Bincerely yours, JoWARD W, WooTTEN, Sccretary.

STATEMENY OF NEW YORK STOCK EXCHANGE SUBMITTED BY
Joun R. Hamgg, V. P, New Yorx Ciry, N. Y.

BTOCK TRANSFER TAX

Section 141 of the Excise Tax Technlcal Changes Act of 1957 (H. R. 7125)
provides for a change in the methos of computing the documentary stamp tax
imposed on stock transfers. (See sec. 4321, p. 58, line 5.) It provides for a tax
of 4 cents on each $100 of the actual value of the total stock involved in a
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transaction, with a maximum tax of 6 conts por share (the maximum per share

tax under the presont aystem),

The %opond tax rate of 4 cents per $100 of market value was adopted by the
House Ways and Means Committee after considoration of statistical data pre-
sonted by the New York Stock Wxchange in Decembor 1080, This duta (soco ox-
hibit A attached) indlcated that a rote of 4 cents per $100 of actual value would
yleld an estimated 8 to 6 percent Increase in revenue from this tax and was a more
equitable rate than a rate of § cents per $100, which would have resulted in an
increaso of 88 percent in the stock transfer tax burden borne by milllons of
Amerlean investors. The 'I'reasury Department had previously testified in
January 1080 that it favored the 0.cent rate since a atudy of stock prices in
November 1088 indicated that thoy wero “historleally high” and might deeline,
thus reducing revenuo from a tax based on market value. In Novamber 1058
the Standard and Poor's 800 Common Stock Price Index stood at n lovel of 44.96
{November avomqe of dally closing index). The average level of this index over
the intervening 81 months has been 44.08. On June 30, 1068, the indox closed
at 45,24, These figures indlcate that stock prices over the past 2-% yoars have
remained at levels which wotld have maintained or slightly Increased stock
transfer tax revenue had a rate of 4 conts por $100 of market value been in

effect an provided in H, R, 7128,
Exumnr A.-—Keatimatoed Fedoral stook transfer taocs

Incronse in Fodofal
stock-tranafor tax

1st 9 months,| Full yoar —
1056 (projected)
Dollars | Percont

......................

1. Now York S8tock Exchange reported atock volume:
Prosont stock-transfer tAX. ..o e iiinananan 46,077, 000 $8, 103, 000
Kstimatod Foderal stook-transfer tax at rato
of § cents per $100 of market value............ 8, 187,000 10, 916, 000
Estimated Foderal stook-transfor tax at rate

of 4 conts per $100 of market valuo and with
6 conts per charo maximum..,............... 6, 406, 000 8, 841,000 438, 000 8
I1. All sccurities transactions exmmd through Now
York S8tock Exchange member firms:
Presont stook-transfer tax........oceceien...s 113,500,000 | 16,700,000 |....csueuveanacfeareoces
ant‘lznmog sml'tl a'toekgen:nsrfr tax ot rate 4 16,000,000 | 22, 500, 000 8, 800, 000 85
oonts per of market value............ , ,
RBstimated 'l‘odoml stock-transfor tax at rate
of 4 conts per $100 of markot value and with
6 ocnts per share MaximMuM...u.conrcaananaes 1 18, 300, 000 17, 700, 000 1, 000, 000 6

¥ Actual Federal stock-transfer tax pald through New York Stock Ex¢hango 8tock Clearing Corp.
8 Estimated by applying percentage increases on reported stock volume to actual tax payments on all

Roznert Gourp Co.,
Ctnoinnaté, Ohio, July 9, 1958.

Hon. HARrY F. BYRD,
Chairman, Committee on Finanoe,
United States Senate, Washington, D, 0.,

Dear SeNATOR BYsp: This communication in addressed to you in support of
H. R. 7125, now before your committee; a measure which it is hoped will be
reported favorably. ‘

Over the years, since the repeal of prohibition, we have continuously functioned
as brokers of warehouse receipts for bulk whisky. It is the practice of our
ofice to keep apprised of the daily offerings of distillers, rectifiers, bottlers,
brokers, and others in the industry, for the purchase or sale of all of the various
types of distilled spirita, These regular contacts throughout all the States of
the Union, where the sale of bulk whiskies is permitted, have enabled us to con-
summate transactions embodying large quantities of bulk whiskies and to remain
ever cognisant of all major sources of supply and demand. The foregoing is
recited to indicate to your committee that the writer is in a position to garner
t.:d possess such information as would support the observations herewith directed

you. R

Our attention has been directed to several positions, taken by a very limited .
tumber of the firms engaged in the distilling industry, in relation to thig proposed -

t
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legislation, which contentions are as follows: (1) Tho enactment of H, R, T12R
will afford cortain segments of the industry great competitive advantages in the
marketing of over 8-year-old merchandise; (2) the comingling provisions of part
2 of H, R, 7125 embrace adequate reliaf as to the present burdensome forceou
provisions of the law, !

If 1t be true that the above-stated contentlons have been mnde by others, we
wish to take tho firin viow that these contentions are basically unsound, May
wo plense, in this connectlon, direct to you the following personal ohservations:

I, R, 7120 will not create any insurmountable competitive advantages to any
sogment of tho industry. It is the writor's unqualified opinion that today there
{s avaflable for purchase, by anyone who would wish to enter into the marketing
program of whiskies whfch are over 8 years of age, huge quantities of distilled
spirits currently the subject of offerings., We can find no reason, therefore, for a
contention that the enactment of H, R, 7120 will give any competitive advantage
to any particular member of the industry, or to any particular group,

The findings embraced in the report of the United States Tariff Comminaslon
in its investigation of the distilled-spirits industry, which was recently filed
with your committee, disclosed that thore are great quantities of older whiskies
available and that there {s no concentration of aged goods in the hands of any
particular group. )

An a broker, this writer s in close contact with many of the smaller distillers
and thereby is apprised of thelr respective holdings and of their present marketing
{n'ogmms. Many of these small distillers are in great distress today hecause they
iave an overabundance of aged goods. They are particularly in need of the rellef
afforded by the elimination of the bonded period and belfeve that they would be in

_ a much improved competitive position were H. R, 7125 to be enacted into law as

now written,
Now we consider the second contention of others, as above recited, and to which

contention we earnestly take exception. We approach these unfounded conten-
tions made by others with relation to the comingling provisions of part 2 of
H. R. 7120 with great concern. We belleve that this proposed law, as adopted hy
the House of Representatives with relation to the bhonding perfod, is most im-
portant, particularly to the smaller people in the industry. It is our position
that the comingling provisions nf the law alone will not afford adequate and
suficlent remedy to meet the present burdensome forceout provisions of the
law, and we support these views by the following observations:

In order for one to take advantage of the comingling provisions of the l1aw, he
must efther possess or acquire the same type of wbiskf manufactured by the same
distiller, so that he will have the younger goods with which to commingle his
inventory approaching the forceout perfod. There are &8 number of independent
distillers who have no young whiskies. In order for these licensees to take
advantage of the comingling provisions, they would be burdened with the require-
ment of going into the market and purchasing the younger whiskies of like dis-

" tlllatton, thus increasing their inventory, and, instead of being able to look to

comingling as a remedy, might well find themselves with further burdens.

Another segment of the industry which is deserving of consideration, is the
number of independent warehousemen. If consolidation or comingling of whiskies
were to be the only remedy for the forceout burdens of the present law, then this
congolidation would greatly reduce In number the actual barrels being ware-
housed. The resulting effect of such consolidation would increase the available
warehousing spaces and thereby greatly devalue the potentials of the independent
warehouseman and the value of his warehous{ng properties.

From the broker's viewpoint, there is a more serious objection to the confining
of the rellef of the comingling provisions of H, R. 7125. Over the course of the
years we have, through experience, been able to classify and grade the value of
the various inspections of whiskies of a given distillery. It is not uncommon in
the industry that a certain production of a given season may differ considerably
in quality with goods produced by the very same distiller in another season.
These things are known in the trade, and a particular season’s inspection of a
given distillery is graded and valued according to its quality. Now, if comingling
were to be the, only remedy available for forceouts, the destruction of whisky

‘categories and types and the elimination of those quality standards established

over the years could well serve to be a further deterrent to an already distressed

‘market. The comingling would be all ﬂ%ht for that distiller who is going to use
shed package. It would be harmful from -

‘a banking viewpoint, where the banker might justifiably question the quality of
the coriingled produet, and it would be harmfil to the broker who could not easily

28384—58—6
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Identify tho eategory or quidity tn muking a salo to o bottler othor than the dix-
titlor who cmnlnsﬂml the purticulnr gooda,

Therefore, atthough under cortaly clrcumutnnees, thore are somo advantages
whileh wight neerue from tho comingling fentures of 1 1, 71206, at the sgamoe thne,
wo munt emphationlly rectte that equitabto romedy from the prosent burdensomo
provisionn of the mnfmn 8-yonr-old bonding pordod enn be best eftected, with tho
grontont fulrnesn to all, with the Inetusion In the lnw of the ullmmnt‘nn of the
now obsolete bonded perlod.  The two provisions, 1, o, comingling, with the un-
limited bonded porlod, will together bring about the much neoded retlef,  Go-
minging, stinding alone, cun do further hurw,

With the expressed hope, therofore, that House Resolutlon 71206 ns pnused by
tho House of Representatives will recolve the eacly upproval and support of your
committee, am

Goentinoly yours,

Rouewt Goutn,

ConuMptAN CAntion Co,,
Now York, N. Y, July 11, 1068,

Re H. R, 7120,
Hon. HArgy 1, Bynp,
Chairman, Nondte Binance Conmitioe,
NSenate Ofloe Building, Washington, D, O,

My Drar SENATOR ByYirb: One of tho provislons of the above indleated Houso
bill, alvo known an the Forand bill, which I8 seheduled for enrly connlderation by
your comnitten }mnmmﬂ. nmong other things, to manko the actunl value of shitrey
or cortifleaten of corporate stock tho hase for the documentary stamp taxes -
pored upon origlnnl isxies of sueh shaves or cortiflentes nd upon tratsfors
thercof, Kunactment into law of thut provision would correct o isweriminatory dix-
tinetion betwoeen par-value and no-pav-vatue shutres which has been held unfaiy
by purchusers and sellors of no-par-value shares nimost alnee 1te inelusion in
the Rovenue Act of 1017,

The shares of stock of Columbian Oarbon Co, wore origlnnlly tssued, and are
still, on a no-par-value basis, It has seemed sound principle to the company's
directorate that market or book value I1s more correctly rovealing to elthor un
actual or progpective investor thun any arbitrarily assigned value. While no
actual or prospective investor in Columbinn shavea hay ever taken issuo with
that view, many have compluined that our adherenco to prineiple burdens them
with the penalty of disceiminatory fasunnve and transfer taxes,

The above-diseussed proviston of H, R, 71208 1a only one of tho many it proposes
for reviston of excise taxea as the result of recommendations submitted jointly
by the staffs of the Joiut Committee on Internnl Rovenuo Taxation and the 1'reas-
ury Department, Most of the provistons appenr to be noncontroversinl, The
House Ways and Means Committee scems to hold that the slight loss of rovenue
from enactinent of the bill into law would be more than compensated for by In-
ereased fairness and equity and by huproved admintsteation of exclse taxes.

In these circumstances, T trust that you will not take it amiss that, on hehalf
of the directorate, management, and n large body of stockholders of Oolumbian
Carbon Co,, I urge your committee to conslder and report the bill to the Senate
in due time for its enactment during the current session of the 86th Congress.

Sincerely,
0. K. KAYBER,
CeLANESE CORPORATION OF AMERIOA,
New York, N. Y., July 11, 1958,
Re H. R. 7125,

Hon. Harry F. Byro,
Chairman, Senate Finance Committeo,
Scnate Ofice Building, Washington, D. 0.

DEAR Sexator Brrp: Having heard that the Forand bill, H. R. 7125, may be
acheduled for early consideration by your committee, we are writing to urge that
efforts be made to take it up in the near future with a view to its enactment in
whole or in part prior to the expiration of the 85th Congress.

This seems particularly desirable in view of the fact that the bill has been the
subject of extended hearings and study covering a perlod of nearly 2 years by
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the ITousy Wayu and Means Committee and fts Forand subcommittee, which
resnltod, nsd you know, in fte passngo by tho Houso, "I'he bill ropresents n long
overdus comprohenatve revislon of the exclse-tnx lnw which would bring ahout
fnerennod falrness and equity and botter ndminiatration of exclse taxes,

Our compnny I8 partieatnrly interested fn mection 141 of the bill, which would
amond sectlonn 4301 and 4821 of the Intornnl Revenue Codo so ns to make the
actunl value of shures or cortiflenten of corpornto stock the hawe for tho docu.
montary stamp taxes hinposad by those sections upon orlginal Isuues and transfors,
und thus nbollsh the present distinetlon hetween par-value and no-par-valuo stock
In tposing such faxed, While this distinetion mny hinve had some meaning when
Inltinlly ndopted fn the Revenue Act of 1917, nt a time when most pnr-value shares
woere Insued for n subseription prico equivilent to the par value, this reason has
disnppenred n the current practico of Ismulng stock at a par valtle representing
otily n fraction of the subscription price. ‘This confusing practice 18 doubtless
due o part to the digerlimluntory utammp tax distinetton efween par-value and
no-pie-vittue shnres, 'Chus, for example, if o company 18 abott to tugue 100 shares
nt $100 por whinre, It can reduce (e mgtinmp tnx to 11 cents by setting o par value
of ®1 n whuare, a8 agninst n tnx of $11 which it would pay If the shares were
funtted b no pure value, Thus, shinres which have the same market value will be
wubject to n 100 timen greator tax if they nre fusued with no par value rather than
with a pur value,

Tho common stock of our corporation, which 18 tended on the New York Stock
Mxchnnge, 18wt no par value. We feol that no-par-value stock prevents un-
necensnry confusion nnd deception to investors, which would arise from assigning
pir valuo which might have no reluttfon to the nctual value of the atock. Never-
tholews, ni n result of thiy, we and our sharcholders suffer a substantial unneces-
sty lown in tuxes on the lwwunnee of new shares and the transfer of already
Jaued shares,

Tho stamp tax provislons are examples of the increaned falrness which will
result from the ennctment of this bill, Many of its other provisions are non-
controvorsinl in nature and will greatly improve the fairness and administration
of exclre tnxen, In view of tho great amount of work which preceded the enact-
ment of tho bill in the Houso, we feel It most desitable that your committee
consatder und report it to the Scnate, with or without committee amendment, in
timo to bo enncted before the oxpiration of the 86th Congress.

Yory truly yours,
LAwRENOE 8. Arsry,

Uenoral Attorney.

CoNaOLEUM-NAIRN, INO,,
Kcarny, N. J., July 10, 1968.

Ro H. R, 7128,
Hon, Harwy ¥, Bynp,
Chatrman, Senate Finance Committce,
Renate OMee Building, Washington, D. 0.

Drar Senator Bynn: On behalf of my associates on the board of directors and
fn the management of Congelenm-Natrn Inc.,, I respectfully solicit your per-
gonul support of the-Forand bitl-for the revision of Federnl excise taxes, which
I understand is scheduled for early conslderation by your committee.

Congoleum-Nairn Inc. 18 a New York corporation with 1,239,860 shares of com-
mon stock, no par value, outstanding ; all fully listed on the New York Stock
Exchange and owned of record by approximately 7,800 stockholders.

My associates and I have long been of the opinion that the present distinction,
for Federal excise tnx purposes, hetween par-value and no-par-value stock is
inequitable, fllogical, and arbitrary, being totally unrelated to market value or
book value. Under the clrcumstances, it seems to us that an unjostifiable finan-
cial hardship has been and is belug finposed upon the holders of no-par-value
stock, from the standpoint of the significant additional expense to which they
are subject, in the event of tranafer or sale,

We respectfully urge that your: committee favorably and promptly report the
Fou}:ldi blltl e(t’o the Senate, to the end that the existing Inequity in question may
‘be eliminated,

Very sincerely yours,
y F. J. AxDRR.
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MeConMior DisrrLing (o,
Woston, Mo., July 18, 1048,

Bonator XIawry K. Bynn,
Ohatrman, Senale Commitive on Minance,
Senate Bullding, Washington, D, 0,

Dran 8enaTor: Wo hiave been advired that the S8enate Financo Committoo s
to hold heavings Tueaday and Wednesday of noxt week, July 16 and 10, on the
Forand bill which has boen passed by the House (X1, R, 7180),

We are a vory small distlllery oporating at Weaton, Mo, tho present man-
agement coming into possomalon of the propoerty In 1050. The opoeration In a
family-controlled buslnosa with not asxots of approxtmately 000,00 pald in,
To date the company hax made no profits although having oporated for some
8 yoara, In the year 10086 It was necensary for un to tax pay some $8050,000
for purchared whiskles which had reached ‘the ago of R yenrs, and for which
tax had to be pdd or the whiskles deatroyed. Thin waw a vory definito havd-
ahip on our company but that pertod we havoe survived,

At the prexent time wo have in our warchouson approximately 10,800 harrels
of whisky having beon produced in the yoars 10080 through 1080, Of this

wantity of aging products, rome 4,400 barvols reach the 8-yonr age during
this and next your and if our anlos continue as at provent it will ho nocessary
for us to tax (;\y hotwoen 2,800 and 8,000 barrels of morchundine which wiil
come of age. Thia wiill necomattuto tax paymont of botween $700,000 and $1,-
000, which ia impossible for a company of our sixe.

Due to the continnation of the wartlme tax of §10.80 per proof gallon on dis.
tilleq apirita, thin Industry hag not progressed with population inerouses ar hun
othor commodities. Thin, togother with forced anlen of 8yonr old whiskles at
loas than production coate, to avold tax payment, has worked a hardship on
the fndustry. One salen, therefore, have not approached onr estimates or ox-
pectations and although weo are making progress through increaned anles, we
shall have a definite surplua of 8-year-old whiskion for the next 2 years,

In February of 1087 wo had a dirastrous fire in tho distillory which prevented
onr produeing any whlak’y during the 1087 year, with the reault that wo will
have a definite ahortage In 1004, and if tho bond extenslon porlod {s granted
we feol that we can offeet thiy foss of production by using some of our older
whiskiea, If the bonding period extenslon is not granted, we undoubtedly will
have to dispose of our 8-yecar-old whiskies at subatantinl losses, or destroy the
produet entively as we do not have facllitles to ahdp out of the country to avold
tax ?\ymont; if, on the other hand, the extension 8 granted we know thnt we
will be able to tax pay all of the barrels weo have in storage and will keep our
continuity of whiskieg for the trade which we ave developing,

We are fully tamiline with the controversies in tho distiiling induatry and
concur fully with the attitude of the Distilled Spirits Institute which provides
for comingling of spirits and/or tho extenston of the bonding perfod, but without
the right to claim: age over 8 years if the tax Is not paid, as we feel thit no
group should receive special benefits as a result of the present oversupply of
aged whiskles. We also realize that the Alcohol Tax Divialon of the Treasury
Departiient has proposed many changes In the distilling industry which are
fucluded in this bill which will not only reduce expenses to the Government,
but will stmplify procedure fn the industry,*This portion of the bill is long
overdue and badly needed by both Treasury and industry.

In summatton, therefore, as a amall business concern we trust that your com-
mittee will approve the bill including the recommendations of the Distilled
Spirits Institute as we feel it i3 a fair approach to the bhonding extension needs.
However, we &8 well as others need relief and we feel that if the changes as
a ted by the Distilled Spivits Inatitute are not approved, then of necessity

“the bill in its present fotm should be accepted.

Respectfully submitted. :
iy Croup L. CraY, President.

v, CUNNINGHAM, PRESIDENT, AMERIOAN SOOIKTY OF Comosmis,
AvuTHORS, AND PUBLISHERS, NEW YORK, N. Y,

The American Society of Composers, Authors, and Publishers (ASCAP) {s an
unincorporated association conslsting of some 4,000 writers of musical compo-
sitions and their 1,000 publishers. On behalf of {ts members, the soclety licenses
performances of copyrighted musical works to users engaged in performing these
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works publicly for profit, Tho royalties rocolved from these users are distributod
among the socloty's membors in necordunco with eritortn ontublished by the meme
borship,  Among thone usors aroe roof gardens, cabuarots and sindlur estub:
1ishiments frequently operated in connection with hotolws,

In 1048, tho cabaret tax was raised from B poercent to 20 porcent,  'hin rlao
contributed to the Inerense in unomployment of muslelnnn and entertntners, who
nlrendy were finding it difleult to socturo omployment as a resnlt of technologlenl
changes which had oceurrod in the entertainment flold nn u result of mechnhizn.
tton, mechanieal reproduction, the rive of ks communteations moedin, and the

ke,

The eabnrot, while 1t provides foud and deink to its patrons, t-vrtnlnly attracts
customora Inrgoly on tho baaln of the entortulnment It provides, 'I'he enter-
tuinors who appens in theso extablishmonts are primnrlly people of tho theater,
and In fact the snmoe ontertalners frequently present much tho snme enter-
tainmont at canbarets as beforo audlences In theators, It would certninly ap-
pear that tho eitertainment In cabarots khonld bo tuxed at no highor rato than
tho entertninmont in thenters, namely 10 percont ad vilorem,

1f only ontortalnmont were furnished In o cabaret, the 10 percent rate would
apply.  Whoro only food and boverages are served, no oxelso tux is collected,
Where entertainmeoent, food, and baverages nre combined, howovor, the 20 percent
ritto v lovied, Thin s clenrly diserhminatory, sinco any of the services or
rofroshmoent supptied to clonts stngly I8 taxed otthor at a lowor rate or not nt all,

"Todny, tho securlty and woll-boing of the Natlot's wreltors of musienl works
and tholr publishers depend to un incereasing extent on the publle performnancees
of tholr musleal pro!mrty. rather than tho snle of printed coples of these worka,
Howovor, tho opposition of the Amerlean Soelety of Composors, Authors, and
Publishora to a continued eabaret tux of 20 porcent in not due to a narrow con-
corn ag to the level of porformance roynlties recelved from cabarets,  Our support
of the reduction of the cabarvet tax to 10 percent Is based on our convietion that
thin reduction in nocessnry to the maintonance of a healthy nnd prosperous
ontortalnmont Induatry, no segment of which should bo diserlminated agnlust
by Fodornl law or regulntion in favor of any othor, 1t Is axtomntic that our
popular arts can flourlsh only In an atmouphoero of oconomie stabitity and
opportunity.

For theso reanons, the Amerlean Roclaty of Componors, Authors and Pablish-
ord Jolns othor ropresontativen of the entertainment industry in urging your com-
mitteo to take rmmpt stops to reduce this onorous and dikeriminutory 20 percent
tax agalnst eabarets to the 10 percent ad valorem level generally prevalling in

compnrable flelds,

Huaror 8wism Crus, Ino,
Havertown, Pa., July 14, 1958,

Ro oxcluo tax adminiutrative ehanges bl I, R, 7126 (sces. 131 and 182)

BeNATE FINANOK COMMITTEE
Senate Ofloe Bullding, Waahington, D, O.
(Attontion : Mra, Biizabeth B, 8pringer, Chief Clerk)

GENTLEMEN ! We are happy for the opportunity to submit the following state-
ment In support of sections 181 and 132 of H. R, 7125 as passed by the House
of Representativen,

We strongly urge support of the above bill and particularly sections 131 and
132 exempting nonprofit swimming facilities from the 20 percent excise tax
on initintlon fees and dues and the 10 percent exclse tax on admissions.

The Hlilltop Swim Club, which has a membership of 450 families and 1s lo-
cated in Haverford Township, Pa., 18, we belleve, a typlcal nonprofit swimming
organization which would meet the exemption provisions of the above-mentioned
sections, The membership of the Hilltop Swim Club is representative of the
residents of Haverford Township who have, by the formation of the swim club,
sought an opportunity for healthful activities on behalf of the members of thelir
familles. In these days of juvenile delinquency and great tensions, people
throughout the country have become more and more consclous of the need for
facllities providing for sunshine and healthy exercise. Too frequently these
facilities are not adequately provided by the political areas in which we live,
Haverford Township, for example, has no public swimming facllities. As a
matter of fact, in order to establish a swimming club considerable time and
effort on the part of those wishing to do so is required to overcome objections
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to the location of such a club in almost any aren of the community, Unfortu-
nutoly, soning roquiremonts present an obstacle to the construction of such
facllitios even dn relatively isoluted areas notwithstanding the fact that the
taxpuyer Is rolloved of the tax burden which would bo present should public
fucttitios be malntuined,

Tho exclse tax as now constituted I8 an additional obstucloe to both tho estab-
Hshment and oporation of swhn clubs sinco it dfscouruges participation for

obvious economie rensons,
Tho exemption from the tax will do much toward promoting healthy recre

ational opportunities made avaitable by switn elubs,
Roespectfully submitted,
GrrALD L, Batrrar, Prestdent,

g sro—

At TRANBIONT ABNOOIATION,
Washington, D, ., July 14, 1938,

Subject: Sectlon ta4 of I R, 7126,

Hon, Hanrry K, Bynn,
Chairman, Finance Commitice,
Unitod States Senate, Washington, D. 0.

DEAR Mr, OHAtRMAN ¢ On behalf of our mombership, the cortificated afrlines of
the United States, wo respectfully urge the inance Committeo to approve section
164 of I1. R, 7120 in tho form in which it now appeurs In that bill,

Section 104 would permit buik users of gasoline for nonhighway purposes to
recelve quarterly refunds of the i-cent increasoe in the Federal gasoline tax im-
posed by the Highway Revenue Act of 1066,  The Houso vorsion of the bill which
became the Highway Rovenuwe Act of 1066 provided for an exemption from the
fucreased tax for nonhighway users, ‘I'he S8enate versfon altered this provision,
providing for a refund of the tax to nonhighway usors, a guarterly refund to
nonhighway users of more than 100,000 gallons of fael per quarter and an annunl
refund to all other nonhighway users,  In conference thls proviston was modifled
to provide an annual refund to all nonhighway users regardless of the amount of
gusoline consumed,

During the fiscal year 1057 the alr transport industry wsed approximately
1,200,000,000 gallons of gasoline and thus accumulated a $12 miliion annual refund
during that year. In fiscal 1968 it is estimated that the alr transport Industry
used approximately 1,400,000,000 gallons of gasoline and thus accumulated an
annual refund of $14 million. At the end of fiscal year 1967 several of the larger
airlines each had sums well exceeding §2 million tied up in refundable tax col-
lections, which they were not able to recover from the Treasury Department until
after the close of that fiseal year. The amounts so tied up nre larger for fiscal
1938, due to the substantial increase in the gallonage used by the industry. A
similar situation exists with regard to the smaller nirlines which, although having
8 lesser amount of refunds involved, likewise have proportionately smaller
amounts of working capital avatlable to them. The gasoline consumption of the
airlines is rising rapldly each year and, consequently, uunless relief is afforded
from the annual refund provision, the amounts of working capital tled up in
annual refunds will increase substantially each year,

With the airlines' financinl resources strained to the utmost to finance the
conversion from piston aircraft to jet aircraft, this “freezing” of substantial
portions of our working capital imposes a serious and unwarranted hardship,

The former chairman of the Ways and Means Committee, the Honorable Jere
Cooper, explained the purpose of section 164 of H. R. 7125 as follows:

“The committee believes that more frequent refunds should be available to
large volume users in this category, so that the moneys to which they are entitled
will be more readily available for use by them as working capital. To accomplish
this, the Committee amendment retains the present yearly refund arrangement
in section 6421 (c) of the Internal Revenue Code, but adds a provision permitting
a claim to be filed for a calendar quarter by any ultimate purchaser who 18 en-
titled to a refund of $1,000 or more with respect to gasoline usea during such
quarter for qualifying nonhighway or local transit purposes, Limiting quarterly
refunds to claimants in this category will avoid the considerable administrative
problems that would he created if they were made avaflable to all persons eligible
for refunds.

. s, * * . * .

“This amendment {s not expected to have any revenue effect.” (Page 8748,
Congressional Record of June 20, 1957.) »
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In vlew of tho foregoing this assoclation respectfully urges the Finance Com-
mitteo to approve sectlon 164 of H, R, 71205,

Cordially,
8. G. Tieron, President,

AMERIOAN COUNOIL ON BDUUATION,
Waashington D, 0., July 15, 1068,

Senator Harny Froon Bynp,
Ohatrman, Committeo on Pinanoo,
United Ntates Bonato, Washington, D. 0,

Deaw HenAror Byan: T jun the comptroller of the University of Notre Dame,
and I i writing to you as o member of the commuittee on taxution and flscal
reporting to the IFedernl Uovernment of tho Amerjean Council on Education,
The council has authorized mo to represent the committee in predonting to you a
statemont concerning I, R, 71206, leglslation that would provide exemption from
exclae taxes for all nonprofit educationnl institutions, ‘I'he Ameriean Council
mombership Includes 140 nationnl and reglonal educational assoclations with
intorests In edueantion at all levels, and 1,028 inatitutions including nearly all the
teeredited junfor colleges, colleges, and universities in the United States,

I am authoriged tlvo to writo ne spokesman and representative of the Associa-
tion of Amerlenn Colleges, which 18 the natfonal organization of collegen of the
Hberal arts and sclences, with 708 mombers all of which are accredited 4-year
Hberal arty colleges.

The committee on taxation and fiseal reporting to the Federal Qovernment
bolloves that the prlnclplp of tax exemption of colleges and universities 18 hased
upon the publie services rendered by these nonprofit institutions, Any fmpair-
ment of this principle would have tragie consequences. The greatest sorlal need
In this day of lacrensing enrollment {g to increaso the resources of these public
wervice Institutions In order that they meet the growing demands upon them.
It 18 with this In mind that T should llke to direct my comments to the exclse tax
technieal changes bill, IT1, R, 7126, already passed by the House of Itepresentatives,

This bill provides, among other things, for the exemption of manufacturer's,
retall, transportation, and communications exclse taxes for colleges and uni-
versitlies operated by nonprofit organizations,

Our committee has spent considerable timo discussing these taxes, and feels
strongly that the provisions tn H, R. 7125 concerning these exemptions are both
desirable and sound,

The American Council on Education and the Assoclation of American Colleges
have adopted resolutions urging the Senate of the United States to take favor-
nble actfon on the provisions Included in the exelse tax technical changes bill,

The committee hns discussed the diseriminatory nature of these taxes,
Colleges and universities, both privately and publicly supported, have been
traditionally exempt from taxes; yet, in this instance, excise taxes are levied
against the privately supported institutions but not against the publicly sup-
ported Institutions,

Almost half of ull the students enrolled in institutions of higher education are
enrolled in privately supported colleges and universitics. These schools already
are generally hard pressed to meet thelr operating expenses in fulfilling this
important public responsibility. With the prospects of enrollment dnubling by
the year 1970, it is all the more urgent that privately supported colleges be given
every sound means of assistance and encouragement tv afd them in meeting thelr
part of the increasing demand for higher education. The savings to privately
supported institutions by the exemption from excise taxes has been estimated at
$3 million a year. This amount, although not large, would be of significant as-
sistance to most of these institutions,

It 18 our judgement that privately supported colleges and universities shonld
enjoy the same tax exemption privileges as publicly supported colleges ¢>.4
universities, and that the private institutions should be relleved of an unfair and
burdensome Federal tax, We belleve this to be in the public interest and
earnestly hope that you will lend your support to this legislation.

Sincerely yours, .
G. B. Haswoob,
Oomptroller, University of Notre Dame,
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STATEMENT OF INTERNATIONAL DBUSINKNS MAOmiNEs Cone, BunMITIED ny DANIKL
: M. GninnoN, Wasttinaton, D, O,

Tho imrponen of this statoment are to urgo tho ennctment of sectlon 117 of
I, R, 7128 and to suggest to the committeo certain desirablo nmendments to that
soctlon in order to ncuomPIIsh slgnificant improvements in the adminlstration ot
the exclso tax provisions dealing with lenses of taxablo articles, _

1, Seotion 117 of H. R, 1125 wounld removo tho prosont disorimination in the cwolso.

taa law against leasea of taaablo artloles

The manufacturers’ excise tax 18 o tax on snles; In the manner of an aftor-
thought, it summarily declures that a lonse “shall bo consldored n tnxable sale”
(rees 4217, Internal Revenue Code of 1054) and fmposes the applleabte rate of
tax on ench and every lease pnyment mnde throughout the entire o of a leused
artiele, oven though the total taxes pald may far oxceod the tax that would be
due upon the sale of that same article. A lease, however, diffors from n sale in
sovoral vital reapects, and the law should be amended to recognive this difforence
8o that a lease will not be taxaed more heavily than a sale.

IBM i3 vitally concerned with thiy matter because it leares thousands of busls
nesy machinea to its cuatomers,  Although slnce January 1, 1007, all 1BM ma-
chines have been avallable for purchage, the majority of its customers to date are
continuing to lease. Therefore, the diserimination agalnst leases In the present
Inw will continue to be n major problem for IBM and its customoers unless Con-
gress correets the situntion,

Muany businesses are dependent upon installations of business machines, I1f a
customer choosges to purchase an inatallation,- the total exclso tax on the sale
would be limited to 10 percent of the sale price of the fustallntion, DBut if a
customer choosea to lease an installation, the law requires that an exclge tax of
10 percont be pald on each and every lease pnyment. 1In tho average case there
will, in approximately three years, be pald as much exclse tax as would have been
paid had the installation been purchased outright, As long thoreafter as the
customer continues to lease the installation, additional taxes will continne to be
pald over and above the amount that would have been pald upon a purchase of
the installation. ,

Moreover, the Revenue Servico takes the position that under the present law
it a customer which firat leased an installation should lnter declde to purchaso
the installation no credit will be allowed against the 10-porcent exclse tax that
will be due on the purchase price. In addition, if another customer leases or
purchases the installation after it has heen used by the first customer, the full
excise tax on lease payments or on the purchase price will still be exacted. This
is not true in the case of a lease of a business machine which has once been sold
or the secontd sale of A business machine. Such machines under the present law
are completely free of further exclse tux; in other words they are taxed once,
not twice or forever. .

The eternal taxability of the lense arises from the awkward—and apparently
unintentional—wording of the present section 4217 which categorically requires
that “the lease of an article * * * ghall be considered a taxable sale of such
article.,” This language was put into the law for the sole purpose of preventing
evasion of the tax “* * * by a lense contract which does not involve passage
of title"” (8. Rept. No. 685, 72d Cong., 1st sess. 44 (1032)). Unfortunately its
effect has been to penalize lessors and lessees and place them at a substantial
disadvantage compared to those who sell and purchase shnllar articles.

Section 117 of H. R. 7125 would remove this unintended discrimination in the
law. It recognizes that a lease is not a one-time transaction llke a -sale but
that it can go on indefinitely. The initial lease of an article is approximated to
a sale and a total tax is computed at that time, so that whether a manufacturer
sells or leases its product, the excise tax will be the same. Such recognition of
the true nature of the lease has already been put into law for one group of
taxpayers, namely, the manufacturers of utility trailers for passenger cars.
Subsection (d) of section 4216 of the Internal Revenue Code of 1954, which
was added to the law in 1955, permits the manufacturer who leases a utility
trailer for use with a passenger car to pay a total tax on each leased trailer
on the same basis as if the trailer had been sold. An amount equal to the ap-
plicable tax rate applied to each rental payment is paid until an amount has been
paid which is equal to the total tax that would be due on a sale. Thereafter no
tax is due, whether the trailer remains subject to the same lease, & new lease,
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or In xold. If the trailor is sold beforo tho total tax is pald, a tax equal to the
difforence betweon tho total tax and tho amounts previously pald is due,

There is no reason why this treatment should not he extended to all leased
articles, and this i precisely the purposo which would be accomplished by
section 117 of M. . 7126, It does o by repenling subsection (d) of section 4216
and by adding to wection 4217, tho section which now merely provides that a
leaso sholl bo considered a salo, new subsections (b), (¢), and (d). New sub-
soction (b) extends the “total tnx" treatment to “any lease * * * of an article
taxablo tnder this chapter * * * " Ax iy indlcated in the report on exciso
taxes to the Committeo on Ways and Means from the Bubcommittee on Exciso
Taxes (House of Representatives), dated December 81, 10860, at page 12, thiy
approach 1s agreed to in prineiple by the Treasury and joint committee staffa,

o ytrongly urge that this committee approve section 117 of H. R, 7126 as the
only fuir method of treunting leased articles under the manufacturers’ excise

tax law,
2, T'ho scotion should bo ameonded to provide cqual treatment for lcascs of new

and used arttolos

In advortently, it would secem, tho leglsintlon passed by the House to correct
the discrimination against leasos under present law provides one basis for
computing the tax on the lense of a new artlele and a different basls for com-
puting the tax on the lease of a similar article which has bheen used.

In the cano of the first lease of an article, section 117 provides, In a new sub-
seetion (c¢) to sectlon 4217, that the total tax shall be computed on the ‘“con-
structive snlo price” of tho article, which 1s essentially the price at which the
article would be sold at wholesale.

The flrst excise tax technical changes bill (H. R. 12208) consldered by the
House Ways and Means Subcommittes contained a somewhat similar provisfon
which would have computed the total tax on the bawis of the “fair market
value” of the article, that is, on the same basis now applied to utility tratlers.
This basis was changed to the “constructive sale price” in section 117 of H. R.
7125 insofar as it relates to leases of new articles, but in the provision of the
gection relating to leases of used articles, no comparable change was made,

Sectlon 117 provides that where an article has been leased before the

effective dato of the act, and where the first lease to which the act applies is not
the first lease of an article, the total tax is to be compited on the “falr market
value” of the article. It seems clear that the purpose of the Ways and Means
Committee in adding a separate provision for leases of used articles was to
provide for a lesser tax upon the lease of a used article than would be due upon
the lense of a new article. The House report (H, Rept. No. 481, 86th Cong., 1st
sess, (1087)), for example, states at page 26 that “the proper maximum or
‘total’ tax in the case of leases should be the amount of tax that would be due
it the article had been sold at retall,” 1. e, the constructive sale price.
. The dificulty {s that the “fair market value” provision fails to carry out this
purpose. The constructive sale price—or wholesale price—of many leased
articles is 60 percent or 70 percent of the retail sale price of such articles. If
it 1s assumed for illustrative purposes that such artlcles depreciate, say 10
percent a year, the fair market value will exceed the constructive sale price
for 8 to 4 years after the article has been placed in use. Accordingly, if section
117 is passed in its present form, a greater tax will be due upon articles that have
already been lensed up to 8 or 4 years than would be due if the same articles
were leased new.

The ideal solution would be to base the tax upon used articles at their con-
structive sale price. The House report indicates that such a method may not
be administratively feasible because of individual variations in used articles
arising from age and conditions of usage. This administrative dificulty, how-
ever, hardly justifies exacting a greater tax upon the lease of a used article
than would be imposed upon the lease of the same article new.

It would, therefore, seem fair and in keeping with the purpose of the legislation
to provide that the tax due upon the lease of a used article shall in no event
exceed the tax that would be due if the same article were leased new. The -
constructive sale price, or wholesale value, of the article when sold at retail
new would be the “maximum tax” to be collected. If the tax computed on
the fair market value of a used article would be less than the maximum tax on
@ new article, thelesser amount would be due. :

- There is attached hereto as appendix A a suggestion as to how section 117
could be amended to provide equal treatment for leases of new and used articles.
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8. The seclion shonld be amended to olarify the requirement that the lossoy be
enpaged tn the sale of similar taeadle articles

Nection 117 provides In subatance that the lenso of an artlelo may not be taxed
as n sale uilesn the |‘|e|‘sun mnking the lenso I8 alro engnged In the business of
solling the leased artlele,  In explination of this requivement, the Houso report

ptatoa it pagoe 27 .
SYour cotnitive heltovor that whoere manufacturers only lense partlentar types

of taxable nrticles and do not ulso =ell thom, competitive Inequatitios do not extst
to u degree suflivient to waveant the involved administeative burden of detor-
mintng a proper tax biee on new netleles where no sales were made.”

Subzection (1) (1) of rectlon 4217 ns passed by the ouse requires that a
manufacturer, to obtaln the benenits of section 17, must not only sell the same
type of avticle but algo the sume model of that avtlele,  We bellove that this
additional vequiremoent will introduce uncertninty nnd confuston into the admin-
fatration of the law and 18 unnecorsney to a full necomplivhment of ity purposes.

Wherever o mnnufacturer sells the snme type of article us it loases, it should
be entitled to (he henefits of seetlon 117, Model differences are, in some cnxes,
minor n nature and often oeetr with considerable frequency, A8 improvements
to a partientae type of artlele are doveloped, they become standerd and arve
Incorporated into all models theronftor marketed, In many instances, accord-
fngly, earller models of n particular type of article are no longer manufactured.
Cortatnly the lossees of such eartier models should not be penalived becuuse they
are leasitg an older model no tonger in production,

If the manufacturer-lessor were required to bo ongaged in the business of
selling, tn arm'a length transactions, the same type of article that it leases, tho
purpoze of section 117 would be fully accomplished,  Moreover, elimination of the
requiremient that the manufacturer be engnged In selling the same model will
make It unheceszary for taxpayers and the Revenue Service to conslder tn detadl
the varfous improvements and developments which may or may not amount to
a difterent model of the same type of article.

There {8 attnched hereto as appendix 1B n suggestion na to how reetlon 117 could
be amended to elarify the requirement that tho manufacturer bo enguged in the

business of selling leased articles.
RECOMMENDATION

The committee iz urged to approve section 117 of 1L R, 7120 with the nmend-
ments explained above and set out in appendices A and B,

APPENDIX A

PROPOSED AMENDMENTS 10 SECTION 117 T0 ProvibE EQUAL TREATMENT HOR LEABES
OF NKEW AND USED ARTIOLES

(Only subsections affected by proposed changes ave met forth, Material to be
deleted s enclosed in black brackets, new matter in italle)

SRC. 117, LEASKES OF CERTAIN ARTICLES SUBJECT T0O MANUFACTUR-

KRS EXCISE TAXES.
L ] * » L [ ] » *
(¢) DEFINITION OF TOTAL TAx.—For purposes of this scction, the term ‘*‘total
tax” means-—

(1) [except as provided in paragraph (2),J the tax computed on the con-
structive sale price for such article which would be determined under section
1216 (b) if such article were sold nctwe at retail on the date of the first lease
to which subsection (b) applies; or

(2) if the first lease to which subsection (b) applies is not the first lease
of the article, the tax computed on the fair market value of such article on
the date of the first lease to which subsection (b) applies, if such computation
wonld result in a lower tax.

Any such computation of tax shall be made at the applicable rate specified in this
chapter in effect on the date of the first lease to which subsection (b) applies.
{(d) SpeciaL RULES—
. . . * * ] *

(4) TRAKSITIONAL RULES.—For purposes of this subsection and subsec-

tions (b) and (¢), in the case of any lease entered into before the effective

date of subsection (b) and existing on such date—
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(A) such loase shall be constdored ng hnving been entored into on
wieh dnte

(18) the total tax shall be computed Lon the falr market value of the
nrtlelo on sueh duted as provided in anbaeotion (o) nnd

(O) the lonse pnyments under such lonse shall inelude only pnyments
attributuble to pertods on nnd after such date,

Arvenmx B
Prorosrn AMENDMENT 10 NrortoN 117 1o Cranivy HetLing REQUIREMENY

(Only subrections affected by proposed changes nro set forth, Materlnl to he
deleted 18 enclosed 1n blnck brackets, new matter in ftnllex)

RIC, 117, LWABIH O ORRTAIN ARVIICLISK SUBJICT 1'0 MANUFACTUR-

IR DXOINN TAXEH,

[ * * * L L] [ ]

(d) Hrroran RuLegs.—
(1) LepsOR MUST ALEO DK ENGAGED IN BELLING,— Hubsection (b) shall not

apply to any loase of un article unless nt the time of making the lease, or
nny Prlor lonso of sch nrticle to which subsection (b) applles, the person
itk ng the lease or prior lease was nlso engaged in the business of selling
in arm's length transactions the snme type Land modelY of article,

SpatEsmENt of O, A, JENKRING, CHAMMAN, JEwrLry INntsray Tax CoMMiITree,
INO, o 1w H, I 7120, A Bier 10 MAKE 120 R1CAL CHARGYS IR 11k FrorRAL

Kxciar 1'Ax LAwWS AND ror Orien PURPOBES

This statement I8 filed on hehalf of the Jewelry Induatry Tax Comnmittee, an
organization repregentative of ull lovels of the Jewelry industry—munufacturers,
wholesnlern, and retallers alike, 1t hus heen estimated that the number of Jew-
olory retaflors in the United Htates exceeds 40,000,  And it will be shown here-
nfter that with very fow exceptions they come, quite definitely, unlder the Gov-
ernment's elnustflcation of small businesy.

1t 18 the purpose of this statement respectfully to alert this committes to &
diserimination in the administration of the Federnl exclie-tax laws which s
Just about as flagrant and inequitable as could he concelved and to urge finine-

diate leglslution to correct it.
THH ISBUE

In two recent decistons, Nathan Gellman, et al. v. Unitcd Hiatesa (235 Fed.
(24) 87) and Torti v. United Htates (249 Fed. (2d) 628), the United States
circeult court of appenls held that certain types of sales were not subject to the
Federal excise tax on jewelry. These were, generally speaking, sales made for
distribution by the purchaser as prizes, premiums, awards, etc. For instance,

in Gellman the types of transactions held not taxable were

1. Bales made to lodges, churches, and clubs for disposition by these custom-
ors a8 prizes,

2. 8ales made to bars, taverns, and cafes to be disposed of as prizes.

8. Snles made to industrial concerns to be disposed of in the following man-
ners:
(@) As premiums in connection with the sale of other merchandise.

(b) As incentive awards to employees.
(0) As awards to employees or preferred customers.

4, Sales made to operators and concessionaires (as in amusement parks) for
disposition as prizes on games played.

Generally, similar types of sales were involved in the Torti case.

As of March 18, 1958, the Internal Revenue Service of the United States Treas-
ury Department issued Revenue Ruling 58-1235, stating in part:

“The Internal Revenue Service will recognize the decisions in the cases of
Nathan Gellman, ot al. v. United States (235 Fed. (2d) 87), and Torti v. United
States (249 Fed. (2d) 623), as precedents in the disposition of other cases in-
vol;lng thg meaning of the term “sold at retail” for purposes of the retailers
excise tax.'

On April 21, 1958, a ruling was requested, on behalf of the Jewelry Industry
Tax Committee, “making it clear that wherever a sale made by a wholesaler
would be exempt from excise tax, under Revenue Ruling 58-125, a similar sale

made by a retailer will likewise be exempt.”
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As of Mar 20, 1008, a telegraphlc ruline was Issued by the Internal Revenue
Servico stating ihut the Gellman ruling, above reierred to, was not applicable to
retallers and that on the contrary, sales made in miy of the varlous categorles
enumerated in the Gellman case are subject to the Federal retafl excise tax if
made by retai’ars. '

It 18 respecifully submitted that the last mentloned telegraphlie ruling makes
an unwarranted distinction between wholesalera and manufacturers on the one
hand and retailers on the others, a distiunction which cannot be justified under

the law or under elomentary principles of equity.

TIHEK LAW INVOLVED

It Is the plain fmport of both the Gellman and the Tort! declslons that it is
the character and purpose of the sales there involved rather than the type of
seller (eo. g, whether he was a wholesnler, a manufacturer, or a rotailer) which

rendered them not subject to Federal retall exclse tax.
Referring to sectton 2400 of the Internal Revenue Code, the Oourt in Gellman

stated:

“The decisive Issue in this case 1s whether the sales described In catogorles (1)
to (4), Inclusive, were sales at retall within the meaning of the applicable ex-
cise tax statutes.”

The trial court had interpreted the phraso “sold at retail” as being the equiva-
lent of “sale for a purpose other than resale.” The circuit court held this to be
reversible error stating that the said interpretation was “opposed to the inter-
pretation given ‘retail’ by the Supreme Court in the Rolland Co. case, and is
not supported by any standard dictionary definition of the term or by any other
persuasive authority”, 286 F. (2d) 87, 01).

Nowhere in reaching this conclusion does the Court Indicate any concern with
who made the sales in question-—whether he was a retaller or a wholesaler. On
tho contrary, after calling attention to the fact that tho Government in its brief
concedes that the sales to customers In category (8) supra, (involving purchases
to he given as premiums, as incentive awards to employes and as awards to
employees and preferred customers) are not retail sales, the Court states:

“There are apparently no specific regulations pertaining to the transfer of
merchandise by concessionaires, punchboard operators, and the like. We serl-
ously doubt whether the prizes awarded in connection with games of skill or
chance at fairs, carnivals, clubs, and bars are transferred with a -donative or
charitable intent. A charge is usually made for the privilege of playing the
games and the prizes are used to induce the players to spend their money. It .
seems clear that the prizes are purchased and used for business purposes. The
offering of door prizes is anlso usually motivated by business purposes, such as
increasing the admissions at the door, or increasing the number of participants
in any enterprise that may be In progress. We can see no sudstantial distinction
dotween Category (3) customers and Calegories (1), (2), and (4) customers
80 far as the use made of the merchandise purchased from the taxpayers {8
concorned” (235 F. (2d) 87, 92). [Itallc supplied.]

It 1s on this barls—on the basis of the motives of the customer in making his
purchase, the use to which he puts the purchased merchandise—that the Court,
in Gellman, predicated its declsion that the sales In question were not subject
to excise tax. The rationale in Torti was similar,

To sum up, it is plain that sales which are not “sales at retail” are not subject
to the instant excise tax. It is further plain that Torti and Gellman held that
sales of the type falling into the categories here under consideration, were, in
fact, not “sales at retail.,” They were 50 held not because of the business level
of the seller, but because of the motives of the customer in making his purchase
and the use to which the the acquired goods was put. Hence, under Gellman
and Torti, purchases so motivated and so used are not ‘“sales at retail”, and
cannot be subjected to the exclse tax on such sales—no matter who makes {hem.

THE DISOBIMINATION INVOLVED

‘Confinement of Gellman and Torti to wholesalers and manufacturers places
the retailer under decided competitive disadvantage and would in all prob-

ability stxfip him of an important market.

-~
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For docades, retallers have been compoting with wholesalers and manufac-
turers for “Gellman” and “Tortl” type sales, The telegraphic ruling of May
20, above referred to, would effectively deprive them (i, e, retnflers) of any
possibility of continuing to compete for this market. It would say to conces-
slonnlres, industrlal concerns, bazaars, churches, etc, “Avold the retaller in
buying your prizes, For 100 watches bought from hlin is a ‘retail sale’ and will
cost you 10 percent more than the same watches bought from anyone else.” In
principle this is the same as telling the wholesaler he can make retall sales—i, o.,
!t:o the ultimate consumer for hls direct personal satisfactlon--without exclse
ax,
The Inequity involved hereln is compounded by the character of the parties
against whom it {s perpetrated. From an economle point of view, they constitute
generally speaking, the weakest element in the industry, The best avallable fig-
ures indicate that the average annual sales volume of jewelry stores is somewhere
In the nelghborhood of $60,000; and that more than 87 percent of all retail Jewelry
stores do an annual volume of less than $100,000. A recent survey indicated
that the typleal Jewelry store had a net profit in 1050 of slightly over $3,200.
Truly, this constitutes “small business fn the purest sense of the word., And
yot here through an arbitrary distinctlon between them and thelr suppliers,
thoy are belng stripped of one of their substantial prospects for income, and
those prospects are being delivered over to the larger stronger (although fewer
in number) segments of the Industiy, thereby Increasing the now existing di.:
parity. It would seem that the Inequity Involved here needs no further elabora-

tion.

NO VALID REABON HAS BEEN ADVANCEL YOR THE DISORIMINATION WIHICH 18 THE
BUBJECT OF 1THI8 BTATEMENT

There have been discussions with the Internal Revenue Service concerning
this matter. As a result, it is suspected that the only excuse for the instant
discrimination is that the Service foresecs difficulties in administration 1f retail-
ors as well as wholesglers are glven the benefit of the Gellman decision and of
the revenue ruling of March 18, 1958, supra, recognizing same. One is tempted
to become trite on this score—to propound such questions as whether this is a
government of men or a governinent of laws. S8ince when, in the United States,
have executive and administrative officials been able to say that in order to re-
duce possible administrative complications, the law as handed down by Congress
or the courts will be applied to the benefit of one class of citizens and not to
another? Certainly, such an attitude would constitute obvious abuse of discre-

tion.

In this connection, it is noteworthy that it is not the custom of the Internal
Revenue Service to apply the retall excise tax on the basis of who makes the
sale, A transaction has always been a ‘“retail sale"” or not depending upon the
character of the sale. If a wholesaler makes 2 sale which is properly definable
as “retail,” he is taxed. Conversely, If a retaller makes one which, under ac-
cepted decisions, is not so definable, he has not been taxed and should not be.
A transaction which is intrinsically not a “sale at retail” cannot become such
simply because it is made by A instead of B.

The retail jeweler has, for years, contended that the excls¢ tax constituted
an unfair and unwarranted burden upon his industry. Certainly, it should not
now be so administered as to cause him special hardship—as to assure that its
impact on him wil]l be even more oneroug than it fs on other segments of the
Jewelry industry—as to make certain, by very virtue of inequitable imposition
of the tax, that definitive and important markets in which he formerly partici-

pated will be handed over to others.
| CONOLUSION

Under the law, as expressed and interpreted by the courts, on the basis of
every principle of equity and fafr play, in support of basic governmental policies
regarding small business, the discrimination which is the subject of this state-
ment should be corrected. It is respectfully urged that legislation making the
principles of Gellman and Torti applicable to retailers as well as to wholesalers

and manufacturers should be promptly promulgated.
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STATEMENT OF Riciianp }), Davky oN DBruawr o ™k OL,us MANAGKRS
AHEOUIATION OF AMERICA ON M. R, 7125

My namo {8 Richard 1. Daloy. I am past prosident of the Olub Manngors
Auwsoclation of Amorien, ropresonting more than 1,700 mnnngors of businoss,
soclal, and country clubs In tho Unlted Statow,

An_chateman of thoe assoctation's govornmontul affalrs commitioe, I havo boon
uskod to preseut to thiv committoo our asyocintion's viows on soveral important
provintong of H. . 7128 which will benofit hundrods of community clubs and
thousands of taxpnyoers across the country, 1 shall montion thesoe only brlofly.

ANHKHNMENTS FOR OAPITAL IMPPROVEMKNTA

Our nsgocintion strongly supports tho enactmont of that portion of section 182
of II. R, 7120 exomptiug from club dues tax any assossmont paid for tho con-
struction or veconstruction of any soclal, athlotle, or sporting facllity (or for
tho construction or reconstruction of any capital addition to, or the eapital
improvement of, any such rucllltf)

The spiraling costs of capltal improvomonts make it alost financlally fm-
posaible for many smnll (and large) clubg to maintain thelr athlotle facilitios
fn satlatactory oporating conditlon, and the 20 percont club dues tax on any
assessmont for construction or reconstruction of such facllitles adds matorially
to these costs. An oxemption of these assessmonts from tho club duos tax
would be of vital help to many of our clubs now trying to raise funds for nocos-

sary hmprovements to thelr physteal facillties,
LIFK MEMDERSHIPS

Briefly, our association is pleased to noto from the report of the Committee
on Wayas and Means (M. Rapt. No. 481, 85th Cong,, 1st sess.) that there is full
agreement a change should be mnde tn the annnal tax on life memborships in
soclal clubs, The present taxing system may result in a tax bearing no rela-
tionship to the amount paid for the life membership or the value of the per-
quisites, Many life memberships in clubs aro owned by members who, by
neceasity, have become absent or nonresident membors, never able to take an
active part in the club. In many cases the dues tax on such memberships must
be paid by the clubs themselves because of cominitinents made many yoars ago
when the clubs were initially soliciting investment capital to begin oporations.

Our assoclation strongly endorses section 182 (a) of H. R, 7125, which pro-
vides that the annual tax on life memberships be equivalent to the tax on the
annual dues and membership fees of the .type of annual membership providing
privileges most nearly like those of the life memberships For example, where
a life member is wonresident, he should be required-to-pay only the club dues

tax required of a regular nonresident member.
HONORARY MEMBERSHIPS

Revenue Ruling 65-198, Internal Revenue Bulletin 1955-14, 25, as amended
in Internal Revenue Bulletin 105542, 28, has caused considorable concern and
confusion among taxpayers. In this ruling, the Commissioner of Internal
Revenue has now defined “life membership” in a club to include “an honorary
member of a club who is entitled to the use of the facilities of the club for a
period of indefinite duration.”

The revenue ruling uses us example (d) “all members who have been active
resident annual members of the club for a period of 40 years or more.”

In Revenue Ruling 55-108, the Commissioner has misinterpreted the term
“life membership” as it appears in section 4241 (a) (8). Originally, the term
was meant to include those memberships which are granted for life as a result,
for example, of a substantial initinl contribution by the member, this initial
contribution not being- subject to the club dues tax. Section 4241 (a) (8) was
intended to charge the club dues tax on that membership 8o long as the life
member continued to use the club actively without paying any further dues on
which the club dues tax would apply.

The Commissioner has now taken this term “life membership” and stretched
it to include this unique situation where, after 40 years of contributions and

-~
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paymonts of club dues tnx, o mombor is roleaned from puymoent of any furthor
duos, This Is difforont from life moemborshipys, hecauwo for the 40 yours prior
t‘o nu(teh honorary memborshlp, the membor has pald hoth club dues and club
duos tax,

Muny clubs have provided for such honorary memboerships aftor long and
activo partleipation by membors, not only beenuse of the honor, but also be-
causo many oldor membors 75 or 80 yeurs of nge usunlly have very little occa-
slon to uso the club, It I8 alko true that such membors may no longer huve
the Incomo to pay dues and tax, Undoer Rovenue Ruling 68-108, it would be
nocessary In wuch sltuations to ask tho member to withdraw from the club if
he could not pay tho club duoex tux.

For example, In a soclal club whero the dues would ho $150 per year, the club
duos tax would ho $80 per year whether or not the honorary member over ut-
tondod tho club, Howover, it s now understood the Internal Revenue Service
will pormlt, the ciub dues tax to apply to n lesser nmount of ducs estnblished
by club bylaws whore it can bo shown that the 40-year members use the club
substantially loss than actlve rosldent membors.

The Intornal Rovenuo Service has aldo recently amplified Rovenue Rullng
nr-108 by tho publication of Revenno Ruling 68-188, Internal Revenue Bureau
1008-17, 23, which tolds that a 20-year non-dues-paying membership given to a
mombor who has reached 70 years of age und has been a member for 20 yeurs
I8 not a “Hfe memborship” within the menning of section 4241, This is onuly a
purtial solutlion to the tax problem Involved,

We thorefore respectfully urge that tho tax be based upon the actunl amonnt
of dues pald, as recommoended In nection 132 (n) of H, R, 7125, which provides
in part that “No tax shall bo panyable under this paragraph on any life member-

ship for which no charge s made to any porson,”

MINISTERIAL AND BPROIAT, MEMBERHITIPH, AND HONORARY MEMBERKHIPE GRANTED
TIHE WIDOWS OF MEMBERM

What has been snfd above regurding the fnequity of the club dues tax on
honorary memberships after 40 years of active membership also applies to the
other classes of memberships lsted as examples (b), (¢), and (e) In Revenue
Ruling 60-108, To tax such memberships as full active resident annual mem-
berships {s unfair and fnequitable.

Our associntion recommends that where no club dues are assessed upon such
honorary members, no club dues tax should be required to be paid.

DUES TAX ON LOCKER ¥EEH

One nujsance tax which causes serious confusion and difffculty has heen the
so-called tax on locker fees announced by the Internal Revenue Service in
Revenue Ruling 55-318, Internal Revenue Bureau 1955-21, 33,

In that ruling, the Internal Revenue Rervice held that charges for lockers
for a period of more than 6 days came within the meaning of “dues” as defined
in section 1712 (a) of the Internal Revenue Code of 1939 (now sec. 4242 of the
1054 Code). The assessment and collection of this de minimis type of tax has
caused more administrative expense and losg of time on the part of club man-
agers than almost any other tax. The revenue collections under this fnterpre-
tation of the term ““dues” are negligible,

The Internal Revenue Service has also ruled that not only are locker rentals
subject to the tax, but the tax must also be paid on charges for cleaning of golf
clubs. Since this charge is usually about $1.50 per month, the club managers
are charged with a responsibility of collecting 80 cents club “dues” tax per month
from only those members who ask for the cleaning service.

Our association recommends the elimination of this type of nuisance tax by
a change in the Internal Revenue Service position noted above, or a legislative
change In sectlon 4242 to make it clear that “dues” refer to assessments or
charges for social or athletic privileges or facilities, not “housekeeping” neces-

slties.
REDUCTION OF THE 20-PERCENT CLUB DUES TAX

More importantly, however, we are seriously concerned with the continuation
of the 20-percent club dues tax rate which'long ago should have been reduced to
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the 10-percent level which would have been in effect if the Exclse Tax Reductton.

 Act of 1054 had been enacted as passed by the House of Representatives,

You will recall that prior to World War II the tax on club dues and initiation
fees .was 10 percent, Immedlately after the outbreak of the war these taxes
were increated to the 20-percent rate! As club managers we were more than
glad to cooperate in collectlng as much increased revenue as possible for deféense
purposes, with the understanding these emergency increases would be eliminated
upon the termination of hostilities, '

Unfortunately, the 20-percent rate was not reduced after World War II, and
it remained with us during the postwar years as well as the Korean emergency.
Again, during the Korean hostilities, we clearly understood the need for addl-
tional revenues from all possible sources, and we were more than willing to
asslst in collecting the 20-percent tax.

The time has now come, however, when this “substantial inequality” (ds a
House subcommittee described it) should be removed. Like many other excise
taxes which were Increased ag war measures and later reduced, the maximum
rate of the club dues tax should not exceed 10 percent in peacetiine, The grow-
ing importance of clubs in the community and civie life of our country has done
away with the notlon that the club dues tax is a tax on a “luxury.” The wide-
spread memberships in and activities of community and social clubs have made
ggm an active and Integral part of American family life for middle-class

xpayers. " ‘

The expenses vncludlng Federal, State, and local direct and indirect taxes)
of operating business and family clubs have constantly and substantlally in-
creased in recent years, and, in turn, the amount of club dues taxes paid to the
Government has increased proportionately as the dues are raised to-cover the
additional costs, This growing spiral of costs and taxes can be slowed down
considerably by .a loglcal and reasonable reduction of the club dues tax to 10
percent. '

Our association respectfully requests this committee to recommend that the
club dues tax be lowered to 10 percent. The effective date of the amendment
could be January 1, 1059, so that a loss of revenue to the Treasury, if any, would

be postponed until 1959 and 1960,

By Dr. Anna L. Rose Hawkes, president, AAUW, Washington, D. O,, and Dr.
Elizabeth 8. May, chairman, fellowship program committee, AAUW

The American Assoclation of University Women, a nonprofit corporation,
long ago recognized the importance of providing graduate scholarships to en-
courage gifted women to continue advanced study. . .

Two years ago the assoclation published Investment in Creative Scholar-
ship, 1890-1956, which tells the story of the fellowship program of the asso-
clation. “Funds for fellowship of the American Association of University
Women have come almost entirely from women of modest means—the members
of the association,” says the author, Ruth Wilson Tryon. Since 1890 the fund-
raising program has been organized through chairmen in the 48 States and
1,398 branches. Support has been nationwide. Annual contributions have
increased each year. The association has given more than $2 milllon in
awards to enable some 1,200 women to carry on graduate .and postgraduate
study. “The story of how the money to support such a program was raised
is not only impressive as a chapter in the history of the association,” says
Mrs. Tryon, “it is significant in the annals of American women as a story of
practical idealism and organizational achievement.” .

Currently the funds available for fellowships and grants for advanced study
exceed $200,000 per year., It is estimated that between one-fourth and one-
third of this amount is raised by the sale of tickets on which admiasion taxes

}Bee General Statement in House Report No. 1807, 833 Cong., 2d sess,, which states:
‘Those excise tax rates which are now above 10 percent aie reduced to 10 percent under
this bill. The committee belleves that this reduction will stimulate business and employ-
ment, not only in those industries directly affected by these taxes, but also in other in-
dustries, since consumers will pay less for many of these taxed items and have more mone
available for other purchases. me ‘of these taxes énter diréctly into business costs an
a reduction of such costs is dglrablo. Furthermore, this change provides a more equitable .
ose rates which are now excessively high and thus removes

tax ltunulg. 3.6 ing down
'glé. 543 (a) of th® Revenue Act of 1041 increased the tax from 10 percent to 11
percent, Sec, 302 of the Revenue Xct of 1948 increased the tax from 11 l]))%rcent to 20

percent as a ‘‘war tax rate”
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fire cliarged for siich’ as ‘theater benefits, Gilbert and.Sullivan. operas, panto-
mimes, Punch and: Judy shows;-and the ke, In many communities the mem-
bers of' AAUW aré responsible for bﬂnglng valunble educatlonal events which
would otherwise not bg avallnble. .

These awards have contributed to the careers of many dlstlnxmﬁhed women——
teachérs ‘in - colleges: dirdl - univorsities, reseafch scientlsts, .women In gamm.
ment posts, in independent writing, and other professlonal work,

The fellows have carried on thelr work in the. widest range of subjects,
from  cancer to 17th- century Spanish. drama; from electromagnetic wayves.in
the fonosphere to primitive peoples in South Afrlca and economic developments
in Japan; from anrcient pottery of the Near Hast to contempomry poetry and
the newest clementary particles of nuclear physics, .

A study ninde 8 years ago of 404 fellows showed that three-fourtha of them
had served on the:staffs  of Ingtitutions of higher education. The lst included
. a college president, -7 academic deans, and 97 full professors; 48 had been

chajrmen of their departments:; And many of the .404 were recent tellowa
who had yet to reach the peaks of thelr careers,

Thus the fellowships are helping and will help to meet the shortage of
trafned personnel,’ helping. to.prepare teachers who are masters of their sub-
Jects and resenrchers who are equipped to extend the boundarles of knowledge.

Private organizhtions which-have long engaged in substantial educationsl

work can be encoutraged by constructive tax policy. Useful work by existing
well-éstablished organizations: will encourage other organlzatlons to develop
similar actlvities.
. Great emphasis_has been placed in recent congressional henrlngs on educa-
tion and mnationai’ defense;, particylarly, the fmportance of offering scholar-
ships: and fellowships: to well-qualified students to enable ‘them -to prepare
themselves for professional work and to strengthen the educational system
of the country. Encourngement to: private organizations which have long been
raising funds for scholarships and fellowships will give them leverage and
strengthen an important public purpose.

Benefits for the fellowship fund, for a time, were exempt from ndmlulons
taxes under section 4283 of the Intemal Revenue Code. In 1956, however,
the Internal Revenue Service reviewed exemptions under this sectiom and
reversed this ruling, so that these. activities are no longer tax exempt. The
association attempted to prevail upon the Service to restore this exemption.
It was not until after H. R. 7125 had passed the Ilouse that we were advised
to seek congressional action. In view of the assorintion’s tax-exempt status
and the status of the fellowship fund, the AAUW believes that the fellowship
fund should again have tax-exempt status as provided by Senator Flanders’
amendment.

It is estimated that the adoption of Senator Flanders’ amendment to H. R.
7125, as far as the assocliation is concerned, would cost the Government less
than $5,000 a year. On the other hand, it would be a great. incentive fo the
members of the association and encourage them to raise even larger amounts
if this additional sum was available for their fellowship. program. It would
gtimulate attendance at these benefit performances on the part of the public
when they realize that the admission ticket which they purchased was. tax
free. The exemption is limited 8o as to apply only to performances the pro-
ceedn of which inure exclusively to a foundation, trust, or organization de-
geribed in section 801 (¢) (8) which is exempt from taxes under sectlon 501

(a) of the Internal Revejiue | Code

NEW BNeLAND TELEPHONE & TELEGRAPH CoO,,
Boston, Mass., July 16, 1968

Hon. HArRRY Froon BYRD,
‘ O’hatrman, Senate Committee on Finance,
Washington, D. C.

"DEAR SENA'!‘OB Bynrp: Attached here to is a statement submitted on behalf of
the telephone companies of the Bell Bystem which it is respectfully requested
be made a part of the record in the hearings which are being held currently
bef;g;? your commlttee on H. R. 7125, the Bxcise Tax Technical Changes Act
of
. We are gratiﬂed to note that section 133 of H. R. 7125 incorporates a number
of the proposals presented:over the past severdl years by the Bell-System to the
Subcommittee on Excise Taxes of the Committee on Ways and Means of the

28384 —58——17 ,
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House of Representutives and to myrmntntlvou of the Jolnt Comuittes.on

Internnl Rovenuo Maxation und the Tronsury Depurtmont, In its present form

the bill contalus many improvometits and its enactment will matorinily 1(‘;;;;1&!;3;«;
(

the adminlstration of the communientions oxolse-tax Jaw. Cortnin
problem areus will romaln, however, und §f thme Is avallable for further work
on the bill we should appreciate conslduration of the suggestions contained in

the attached statemont,
though we bellove that section 118 of H, R, 7128 will matevially facllitate

Al
the administration of the conununientions exclsetax lnw, wo wish to emphusize
that it has long been the position of the tolephone Industry that the Federal

oxcive tax on commutiication sorvicow v diserlinatory, that it eonstitutes an
t. should bho ropenled,

unjust buvdon on usors of tolophono services, ang, é

Our iimmediate concern, however, liea in thu.-damm} it will boconio n porma-
nelit part of tho tax structure and no longor be conmldored atomporary monkuro
resulting from emergency conditions, We therefory utge that n section be added

to H. R\ 7128 providing u termination dato for this tax.
Sincwrely yours, A

R. V. Jonks,
Viva Proatdant and Compirollar,

BrarEMeENT Frisp sy Robent V. JONkR, VIO Puesinent AND CoMmereonuer, New
BNOLAND TRURPHONE & 'rurorarnt Oo, Witit REGOMMENDATIONA % THE BELL
TREEPIONE BYNTEM FoR MOMFIOATION oF 110 Hxo1sr TAx TronNIoat. OHANGES

Actr or 1007 (I IR, ¥120),
1. Qlaviftontion dy statule of the atatus, rvighta, ond dutics of porsons ohargod

Witk the colleoton of exolso teaea S e .
Bxcise taxes on gervices and facllities, of which the communientions tnx is
ohg, differ from most othor exclses becanse the remm furnlshing the sorvice or
facility i not the taxpayer. He uwets aw n collocting agont for thoe Govern.
ment.  His duty to collect the taxes, mnke veturns und pay the taxes over to
the Qovertument 18 clear, DPennltles ave provided for fatlure to do so.  'Phin duty

must bo performed in situntions of uncertninty due to roversed or modifled
rulings and where regulations or rullugs are lmlug challongaed,  'I'axpayors
orth tho classtftentton of

frequently diffor with regulations or rulings sotting
the sorvices furnished them In such nrvens of controversy the collecting ngent

is In the position of hnving to perform his functions um best ho may without
specific atatutory guldance or protection, ,

A method of providing at least partlal protection to collecting agents could
be adopted by adding a new section to subchapter B of chapter 83 of tho In-
ternnl Revenue Code of 1054, which might bo entitled “Liabitity and Indomnifl.
cation.” ‘This proposed method is suggested hy section 8102 () of the Internnl
Reovenue Code of 1084—Chapter 21: Fedoral Insurance Contetbutions Act—and
section 3403—Chapter 24: Colleetion of Income Tax .at -Sourco on  Whagoes,
These two sections, taken together, contain lnngunge concerning the indemnifl
vation and lability of employers in respect of socinl gecurity and income tnxen
deducted, withheld, and paid. . . .

Such a new section should contain appropriate statutory langunge to the
effect that the person receiving any payment for services or facllitles on which
a tax is imposed upon the payor thereof and who makea a collection of the tax
from the person making such paywment, and -pays it over to the Government,
shall not be liable to any person by reason of having made puch collection, and
shall be indemnified against the claims and demands of any person based upon
the ground of such collection having been made,

2. Estadlishment of a statutory period of limitations on orodita and rofunds of
egcise taxres where a collecting agency (8 involved

Conslderable uncertainty has existed in recent years regarding the period for
which a collecting agency may give credit or refund of excise taxes.

- For many years the Bell System used a rule, supported by Internal Revenue
Service rulings, that credit or refund could be made (and subsequently claimed)
for taxes billed within a 4-year perlod ending with the date upon which the

customer clalmed the credit or refund. .
In 19535, it was learned that the Revenue Service had determined that the date
upon which the collection agency filled its return wae tontrolling. Thus, tele-

phone companies. could claim credit only for taxesfrcluded in returns filed
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within the ¢-yoar ‘mlod‘ next preceding the Aling date of the veturn in which

the oredits are clalmed. (Rovonue Ruling K488, O, 1B, 1046-3, A12,)

An 4 ronult of this change i position, refund procadures have heen conslder.
ably complicated, The porsonnel who handle the customer contract are not
in possomsion of the information required to determine the period for which
refunds or oredits aro allowablo since the returns are prepared and filed from
A central point, Computation of refunds and explanation of Anch computa-
tlona to the matintaction of customers thus present dificult problema,

This ruling, which was made undor section 8818 of the 1080 code, haw also
been applied under section 6811 of the IO code, Huch an mtorprefauon fm-

Iles that the collacting ngency is the taxpayer, which would be directly coun-

rary to soctlon 8407 of the 108D code und soctlons 4261 and 4201 of the 1054
codo, - However, an additionn} umwrtalut{' hap arison recently becnuse of the
Qdurt of Olnlms docision th Armor v, U, N, While we have not studied
Abin holding and its fmplicptions fully, it seomw clear that the court docs

ot "ﬂm’ with the Rovonue Bervieo'w interprotation, Further, we understand
tl;:tlt 10 ponttion taken by the court waw that ndvocated by the Government

Rttornoys,

Tolophone companies are currently faced with the problem of dotermining the
nl{mllcnblo porfod of Hmitatlons undor the 1004 code. It should he pointed out
that the codo 1s not at all clear au to what such perlod should he where a collect-
ing ngeney i Involved. Tho 1080 code provided s specific perlod of Hmitations
for oxciso taxow, whoreas tho 1084 codo establishes a uniform perfod of Jimita-
;iontn'»"tar all internal revenue tuxes In soction 0611 (u), which provides in part
an follows

“Olatm for crodit or refund of an overpayment of any tax imposed hy this
titlo In respect of which tax tho taxpuyer is required to filo a veturn shall be
filed by the taxpayor within 8 years from the time the return was required to
bo Mled {dotormined without regnrd to any extension of time) or 2 yonrs from
tho time the tax wau ‘mld. whichover of such porlods explres the Inler, or if no
rot'u‘r't‘\ wan filed by the taxpayer, within 2 years from the time the tax was
prid, :

« Baction 8407 of the 1080 code nnd section 4261 of tho 1054 code provide that

tho oxclus taxos “shall be pald by tha person paying for the services or facilities,”

The collecting agency under both codes muat collect the tax from the person
making paymont for commusniention sorvice or facllities (1939 code, sec, 8467
(b) ; 10084 cado, sec. 4201). Rection 4201, In describing the tax which must be so
collected, rotors to the tax ns "Imposed upon the payor" or “any payment for
facllitles or norvices,”

Soection 6611 (a) of the 1084 code would seem to fmpose a 2-year Hmitation
on claims filed by a taxpayer (customer). It would also seem to provide a
2-year Hmitation on the making of refunds by a collecting agency. To hold
the 8-yenr lmltation applicable would require a construction oither that the
collecting agency I8 the tnxpayer, which would he directly contrary to sections
4201 and 4201 of the code, or that the return made by the collecting agency in a
:'otgrn totr each and every taxpayer (customer) whose tax payments are included

n the return.

Thense problems can be eliminated if the appropriate gections of the 1954 code
are amended to provido:

- 1. That a collecting agency may give credit for, or make refunds of, excise
taxes billed to, or paid by, the taxpayer (customer) within the year
period next preceding the date of presentation of his claim to such collect~
ing ngency, and the collecting agency should he permitted to clafm the full
amount of stich refund or credit on a timely return subsequently filed.

. 2. That a collecting agency be required to collect tax on charges for serv-
fces anad facllitles billed during a poriod of years dating back from
the date the tax is found to be payable.

The code also should provide that where a refund of amounts paid for com-
munication services and facilities Is made by a public utility pursuant to a final
order of a regulatory authority, the nionnt of excise tax Involved, together with
any interest thereon may be refunded to customers pursuant to such order, and
may be taken as a credit on a subsequent timely return without regard to any
gtatutory perfod of limitation upon the refunding or crediting of any such fn-
ternal revenue tax,

On occasion, a regulatory authority will make a determination under which
a Qubllc utility is required to refund to its customers certain charges for services
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which were collected during. preceding: perlods, Including Yederal exclss taxes
which were imposed with respect to such charges. Tho period coverod by'such
refund orders may well extend bheyond the statutory perlod of limitationifor |
Which refunds of taxes may bo made and credits therefor claimed on. oxciso-
tax returns. While, under a {)mctlce which has hitherto been accepted, protoc-
tivo rofund clalns may be flled by the utility in behalt of itsolf and its cus-
tomors to save tho utility and its customers from loss in this respect, addittonal
work and expenso is jncurred by both the Government and the public utility
where rolmbursement for refunds relating to such prior perlods is delayed until
tho protective refund claims have been processed aud allowed by the Internal
Revenue Sorvice. No tax revenue losses would be involved if the suggoated
modification wore made.

3. Hlimination of the “catohall” proviston in the definition.in H. R. 7185 of “wiry

miélcage service”

The definition of ‘“wire milenge sorvice” as contained in I, R. T125 is such
that it would be difficult to apply. This I8 becauso an effort has appurently been
made to designate “wire mileage service” a catchall for sorvices not covered by
other subsections. Ilxperience has shown that such definitions lead to incon-
slstent and orroncous interpretatlons, A major arca for controversy In thls
particular case arises in connectlon with application of exemptions to services
furnished customers who are exempt from tax on wire mileage service but not
general or toll services. It is suggested that section 4262 (e) be redrafted sub-

stantially as follows:
“(e) WmRR Mixaor Serviox—For purposes of this subchapter, the term ‘wire

mileage service' means

(1) any radio or telephone service, and}

(2) any other wire or radlo circuit service] '
tho furnishing of wiroe or radio ciroutis of whaitcver nature not included in any
other subsection of this section, except that such term does not include services
or faollities used exclusively in furnishing a wire and equipment service."

4. Amplification of the definition in H, R. 7125 of “wire and equipment sorvice”

Wire and equipment services are primarily furnished by firms who lease, In
whole or in part, circuits and facilities from communications common carriers
which they use in rondering such services, and tax at the wire and equipment
service rate on the entire charge for the servico is collected by such firms. How-
ever, & problem arises when, by interpretation, circuits and facilities furnished
by a communications common carrier, not used by the lessee to furnish a wire
and equipment service, are held to be in the wire and equipment service catogopy
solely because of the use which is made of such circuits and facilities by the
lessee.

In our proposal much of the language used in the present statutory definition
of wire and equipment service has been retained. However, language has been
added to make it clear that the tax is on the service and not upon the com-
ponents thereof such as wire, wire mileage, and equipment. In addition, pro-
vislons have been added the purpose of which, as i{s apparent from thelr con-
text, is to delineate clearly the wire and equipment service category and avold
confusion between that category and the wire mileage category.

The following wording, we believe, supplies adequate definition:

“(f) WIRE AND EQUIPMENT SERVICE~—Kor purposes of this subchapter, the term
‘wire and equipment service’ includes stock quotation and information services, -
burglar alarm or fire alarm service, and all other similar services (whether or
not oral transmission is involved). The ta® shall dbe computed on the total
amount paid for the service, without regard to the components, such as 1wire,
wire mileage and equipment, utiliced in rendering such service. Wire and
equipment gorvice, as defined herein, furnished by a communications common
carrier shall be taxed as such; provided, however, that the lerm ‘wire and
cquipment service' shall not be consirued to include any wire mileage which s
included in paragraph (e), and provided further, that wire mileage and related
facilities supplied to a lessee by a communications common carrier shall not be
deemed to conatitute wire and equipment service furnished by a communications
common oarrier solely because of the use whioh {8 made of such wire mileage
and related facilities by such lessee. Such term does not include teletypewriter

exchange service.”

-
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& mari)’!‘oauow of ' the asiatus of emtonsions oommeoted to a private dranoh
- eochango

11t 19 suggested that section 4202 (a) (1) of H. R, 7125 be changed to read :

"o 4(1) any privato branch exchango (and any fixed or mabile telephone or
radlotelephono station connected, directly or indirectly, with [such an} o
- private dranoh exchunge), and”, c,

* “This chango 18 thought desirable because the words “such ah exchange” could
tefer elther to a privato branch cxchange or to a regular telephone exchange

ment;oned in section 42062 (a).

BTATEMENT IN BUrront or RebucoTIiON oF FEDERAL XX0188 TAX ON MANUFACTURED
. TouvAcco, SupMIrTED BY THE ToBACCO INSTITUTE, INO, WaASHINOTON, D, O,

Manufacturers of smoking tobacco, chewing tobacco, twist, and snuff are
rapldly finding themselves in an untenable position. Costs of raw material and
othor production expenes involved in the manufacture of these products have
risen steadily. For example, the averago price of burley tobacco, the principal
ingredient, has increased from 22.2 cents per pound in the 1984-88 period to 60.3
cents per pound in 1037, or 171 percent,

On the other hand, consumption of these manufactured tobacco products has
declined constantly as is shown by the fact that in the decade 1011-20 an aver-
ago of 446 million pounds were manufactured. In 1957, production of these
products had dropped (to 170 milllon pounds—a decrease of almost 60 percent.

" Approximately 8 mlﬁlon persons in farm familles are engaged in the growing
of. tobncco and thousands of production workers earn their livelihood in the
manufacture of tobacco products. In order to provide a healthy market for the
growers of leaf tobacco and continued employment for the factory workers who
process the raw leaf into usable products, such as smoking tobacco, chewing
;ob{xcco, twlst, and snuff, 1t is evident that rellef 18 necessary for the manu-

acturers,

* The Congress can provide this relief by lowering the Federal excise tax on
manufactured tobacco products from the present rate of 10 cents per pound to
4 cents per pound. This much-needed rellef would affect the Federal revenue
only to the extent of $10 million.

The 'Pobacco Institute, Inc, in behalf of the producers of smoking tobacco,
chewing tobacco, twist, and snuff, respectfully urges the favorable consideration
by tho Senate Finance Committee and the Congress of this request.

BTATEMENT IN BUPPORT OF AN AMENDMENT TO H, R, 7126 TO PROVIDE FOR MORE
EQUITABLE TREATMENT OF MANUFAOTURERS OF CIGARETTES AND OTHER TOBACOO
PRODUCTS IN THE PAYMENT OF THE FEDERAL EXCISE TAXES

This statement is submitted 1n behalf of the Tobacco Institute, Inc., a non-
profit organization, comprising practically all the manufacturers of cigarettes
and other tobacco products except cigars.

Exclse taxes on tobacco products in the United States came inuto being about
the  mniddle of the 10th century, and manufacturers of the products were ro-
quired to purchase and affix to the products stamps of appropriate denominations
before the products were sold. Long afterwards, excise taxes were imposed on
a variety of other products, made payable after their sale without the use
of stamps and reported, usually quarterly, by the manufacturers to the Internal
Revenue Service. This latter class of exclses did not follow the pattern of
the. earller tobacco products excise taxes requiring advance payments of the
taxes. They were adjusted to more modern and efficlent business procedures
of tax accounting by return. The archaic stamp prepayment excise tax system
on tobacco products long before the sale of the product still continues and
gives rise to a discrimination against tobacco manufacturers. The prepay-
ment system makes it necessary for the manufacturers to borrow funde or
tise thelr resources to purchase the required Federal tax stamps before the
texed merchandise is sold. The industry has In excess of $150 million tied
up at all times because of such requirements.

" By the -Internal Revenue Code of 1954 Congress sought to end this dis-
crimination against the tobacco manufacturers by provision in section 5703 (a),
gibchapter A, chapter 52, for the payment of tobacco excise taxes by return,
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| meothuam txes are pald. - To ‘implement {hisichangeover, . the . act pavs

£ the Treasury power to promuigate regulations to..carry out
: 8,80 expressed. To (ate, no.such regulations have been
promulghted by | . Abd thus the intent of the act.to.establish the
return gystem’ for the induistry has ot been effected.

In December’ 1950, a memoranddm wu ﬂled by the tobacco manufaoturerl

: ays and. Means of the House of
g:bkem m in’ impport o ‘a petltl n asklng that the Congress direct the

carry out the ineent of the Congress.b;

mltting manufacturers of tobacco products to pay their Federal exclueytapxee::
ln the same manner as other payers of excige taxes.
.. In response to the petition, H. R, 7125, which is now, under consideration.by
9011? oommlt world revisé section 5708 (b) in part as follows: .

“s 08 th otary ‘or his delegate shall, by regulations, prescribe the
‘perlod or evept for which such return shall -be made, the information .to be

farnishéd on such. rétarn, theé time for making such return, and the time for
payment of auéh taxes; except that he shall institute for manufacturers of
t bacéd bx‘od cts g return’ aystem with a prescribed period of not less than
;7 days, " 'The first such périod shall begin riot later than August 4, 1058 * * ».”

' The’ general ‘practice has*long been to defer manufacturers’ excise tax. pay-

tnehta untfl after sale of the product and payment by the customer absorbing
the tax, 16 7-day provision of H. R. 712%3 ‘does not bring the tobacco excise

gpk ents in confor,nlb ‘with this geéneral practice. Despite protracted

by appropriate congressional committees, no good rea-

on this matter
ed payments: procedures generally

" boh has ever been advdnced why the dela
ederal excise taxes should not be

enforced in-the case of other important

made applicable to tobacco excise taxes as well,
submit that the bill under consideration by your commit-

‘We_respectfully.
tée, H, B.p,?lcl% ahouldnﬁécordlngly be amendéd to provide for a return system
rescribed perlods for payment of not less than 1 month after

of payment. with
the tax aceruing fhe previous month, making unnecessary in such case the use -

of stamps, : This would -cause recurrln; savings of between 8 and 5 million
dollars annually to the Government, as represented by the cost of prlntlng, shlp~
ping, storing, handling, selling, and acconnting for such stamps,

‘This could be accomplished by amending H. R. 7125 as follows:

In section 5703  (b), page 881, lines 11-15, strike out “except that he ‘shall
lnst!tuto for mannfactnrers of tobacco products a return system with a pre-
scribed period of not 9% than 7 days. . The first such period shall begin. not
later than August * and insert “except that he shall institute for manu-
facturers of tobacco products a return system with a prescribed period of not
less than one month, with the payment of the tax to be required no sooner than'
the last day of the month succeeding the period covered by the return. The
nrst such period shall being not later than S8eptember 1, 1958."

~In section 5708 (c), page 382, lines 4-8, strike out “If the Secretary or his
dolmte shall by regulation provide for the payment of tax by return and” and
insert “If the Secretary or his delegate shall, in the regulations providing for.
the payment of tax by return * * *,

‘This does not xepresent a requeat for tax reduction—all that I8 lnvolved is a
1-month. nonrecurring tax lag, not a tax loss, in order-to put.the tobacco induktry;

_ on tho same basis as most other major industrles subject to exclse taxes,

. —-————‘

Mmuumnmo Onmxs'm' Aosoowrxoxv, INo.,
Waahmgton, D. 0., July 18, 1958

1. .. Ohatrman, Oommmoa Finance,
“ 'Umcd States smto. ‘Washington, D.0O
Dm Mg, OmAmMAN: . The industrial alcohol technical committee ot tho
llannfacturmg Ghemists' Association, Inc., reepectfulliy% requests. the Committee
on:Finance to give favorable consideration to H. R the Hxcise Tax Tech-
‘nical Ohanges Act of 1957, and to incorporate in the- bill the proposed: correce
‘to-perfect-the intent of the bill which we understand have
beenmeom 10 your committee by the Treasury Department.
.This bill ‘1s of particular jnterest-to the manufacturers of indnstrlnl "alcohol
#ince the provisions of title II amend the internal revenué laws relating to

‘dmumd spirits and make related changes in subtitle B (procedure and ad-

-
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ministration). ' The changes recommended by the Treasury Department in thls
portion of the House bill are needed for technical clarification and perfection
of - the intent of a highly technical and voluminous regulatory statute. We
have given detailed study to all of these recommended corrections and changes,
a copy of which is attached,' and we strongly urge their adoption. i
" The Manufacturing Chemists’ Assoclation, a national chemical trade group
with 169 member companies, represents more than 90 percent of the chem{cal
~ productive capacity of the United States. Our industry committee making this
request was. formed at the suggestioh of the Alcohol and Tobaceo Tax Division

of the Internal Revenue Service and.is composed of representatives of all the
strial' ethyl- alcohol.. This committee has worked

printipal’ producers of. 1? :
closely with the Alcohol Tobacco Tax Division on drafting the recodifica-
tion of the technical and administrative provisions of the Internal Revenus

Code as they relate to alcohol. The Alcohol and Tobacco Tax Division has.been
most cooperative in this endeavor and has given industry adequate opportunity
to present its views with respect to the provisions of interest.to the industry.. We
feel that Alcohol and Tobacco Division has done a commendable job of mod-
ernizing the alcohol revenue law through H, R. 7126 to provide, in-the words of
Mr. Dwight B, Avis, Director of the. Alcohol and Tobacco Tax Division of the
Internal Revenue Service, “a more efficient system of regulatory control and
to permit industry to take advantage of technological developments.” .
- In the past two decades ethyl alcohol has become a major industrial chemical
and is produced for the most part synthetically from petroleum gases, A
smaller quantity 18 produced from grain and other agricultural products. In-
dustrial -alcohol' producers: and users need the modernized legislation to permit
them to adopt new processes, to lower costs, and to improve production tech-

niques in this growing industry. , .

Our {ndustry believes that the Trefisury Department’3-recommended amend-
ments to H. R. 7125, and the bjit"amended as proposed, are ndvegsary to permit
the issuance of modernized #idustrial alcohol regulatfons, and we_ accordingly
urge that H. R 7125 ang the proposed Treasury Department améndments be
approved by the Commjltee on Finance and Senate.

Respectfully submitted,

Re exemption of spare parts for farm ¢
Hon. HArry F. BYBD, ‘
Ohairman, Qommittee rn
Senate Qffice Building,
DEAR SENATOR|BYRD: It

the manufacture of farm eqyipmen

taken thé positiop that the ‘f;? : g parts and
does apply to the sule of spa rts and accengories foriyse on farp

if the parts and acdessories are suitable for-tise\on or {h connecttbn with agto-
. mobiles or trucks, e¥en:thongh not pgjnm’rolly adapted fd
. There is, of course\the same justffication for dxemp ppia '
repair of farm equipmdpt as there o&egcmptl g the same parts when used
in the manufacture of hew farm equipment. ™ rthermore, Congresg” actually
attempted to provide the 8ame treatment in 1951. In the Revenue Lct of 1961
Congress authorized a credit oy refund of the tax in the case of pérts “used or
resold for use as repair or replacement parts or accessorleg-for farm equip-
ment,” . ‘This provision 18 contained In-sgction 6416 (b F') of the Internal
Revenue Code of 1054, - « R : :
Unfortunately, the procedure provided for administration of the credit or
refund provision now contained fn the law has been 8o complex as to be com-
: plete‘ly'unworkable. There are many thousands of retail farm-equipment deal-
ers, ' Each year the average dealer makes thousands of separate sales of repair
parts—both of parts which are initially taxable and of those which are not. The

17The recommendation ot the Treasiry Departmen ' . ,
1n the record by the chairman at the Spcniae o the nﬁw 1a°the formal report inserted
¢ . KN "w ...\

-
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different fuemeequipment repuir purts (tuxablo and nontaxable) used on ouch
bratd of farm cquipment number in thoe tons of thousnnds,

© Ninee the spare-pirts tax i 0 manufnoturor's tax, the rotull dealor does not
know whothor or not a partientar farmsogulpmoent spare purt wan Inltlally tax.
uble fn the hands of the manufacturer, It would be a tremendoun burdon if
rotadl farmeequipment detlern wore to bo teguired, on ench wile of o fart-ogulp-
went paet, est  to ascertain whother the paet. was inltlally taxablo or non.
taxable, and, 1t taxable, to make a weltton record of the wiale, and finally to
assomblo all the records of sich snled and teansmit them perlodically through
trndo chunnels bitek to the parta manufacturor, Furthormore, if the rotall dealor
handlos only favin equipment, ko that. all or substantinlly all of hiv snlos of
ApRRe parts aro for use on farm equipment, an v generally the case, thiy bur-
donsome tefand procedury would by complotoly unneeessnvy and polntloss,

The mnnufacturear’s prive on thoe average tnxable farm-equipment upnre part
is substantinlly loxs thun $1. The tax s, therefore, only n few conty, 'The
tux saving ts obvionsly not adequate for the cost of clevient tnbor which would
be Incwrred In compiying with the burdensomo vofund procedury which has
been provided under section G416 (h) (2) (I'), the prosent eredit or refund
provision, Thin fx not to gpoenk of the administeativo cost which would be
Imporodl oh the Intorna! Revenue Service I refunds wore elnftied undor this
provision and it the Service actunlly undertook to examine and wudit the fme
tm\,‘ns\\ volume of cortifteaton which would have to e filed pursunnt to ity pro:
anlures, :

A a natter of fact, 80 far av we have beon able to determine, no refunds
have been minde wnder the terms of the crodit or refund provision sinco its
ametmoent in 10561,

The newd for a realistie and workable exemption of farm oquipmont spare
parts and accesxorios has beon recognised by the Committee on Ways and Menns
and by the House of Representatives.  Such an oxemption is contiined In soctlon
1t of M. R, 71208, the exclse-tux tochnical-changes bill, which s now before
the Comndttee on Binanee,  Seetion 111 makes eftective the rellef from tax
intended by present law by pormitting the sale of parts and nceensories on o
tan-froe basiz when thoy are to bo used or resold for use ar repoir or replace-
ment parts for tarm equipmoent,

Wa hoartily endorse section 111 of FL R 71208 and wrge that it be approved
by the Sennte Committee on Finnnce and enncted into Inw,

The Committee on Wayas and Means has estimated thnt enactiment of secetion
111 whl rexult fn only o negligible revenuoe loss, We concur in this eathuate,
Furthermorg, it should be noted that tho tax now belng colleeted on parts and
fecessorfer for farm equipment ts being kept by the Government merely because
of the unworkable nature of the credit and refund machinery provided under
the 1951 law, .

Please include this letter in ‘he printed reeord of the July 15 and 16 hear-
ings by the Committee on Finance on H, R, 7124,

Respectfully submitted.
Warrer P, Kavr,

Dircotor, Tax Dopartment.

Horrin Hiuns COMMUNITY ABSOOIATION,
Fairfao Qounty, Va., July 15, 1968.

Re section 132 of H. R. 7125, exemption of community swimming pools.

Hon, Hawry F. Byrp,
Chairman, Scaate Financo Commitiee,
United States Senate, Washington, D. O.

DEAR SIr: On behalf of the above-named community association, I am writing
with reference to H. R. 7125, the excise tax technical changes bill, which is
presently before your committee., As owner of a community-type swimming pool,
we are interested in the provisions which would exempt such swimming pools
from the excise tax on admissions and club dues,

I wish to call your attention to the provisions of section 132 (b) (8) of that
bill which might have unintended effects on organizations such as ours. That
section provides that dues paid to a club providing swimming facilities for its
members shall be exempt from excise tax if “such organization is not controlled
by, or under common control with, any other organization.”

-
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- 1t In bollovedd that the Intent of this Innguage is correctly. stated on page 41-
of Houno Roport No, 481 which accompuniad the bl in tho Iouso:

"Farthermore, tho exemptlon shoulil not go to facllities which aro part of, or
connectad with, other orgniwations, If the latter condition were not impowed,
it would bo posnible to separate the swimming facliitios of, say, & countey club,
wideh 16 I8 Intonded should continue to ho taxable, and ohtitin tnx oxomption
on yueh purt of the overall totul of tho country club factiition,”

Howovor, the Inngunge appears to go furthor than necesunry to prevent this
avamjon, It Is rospoctfully suggouted that the proposed mection 4248 (e) (4)
would bo fully uw offective 1f 1t woro amendod to rend as follows:

“(4)' wuch orgnnisntion 48 not controtlgd by, or under common control with,
any other organlzation the dues or fnftintfon foon of which would bo subjoct to
the tax Imposed by xectlon 4241 (n).”

Tho roamon for our Interost in thin (s ax follows : Our assoclntion I8 o community
axsoctation with numerons activition 1 addition to tho ownorship of n swimming
pool, Pheso nctivitios include muintenanceo of purk ureas, instullution of street
sguw, control of fmprovoments by homeownors In the area, representation of
our subdivislon in county muttors, ote,  We currently imposoe duces on an annual
por-famlly basls to support thesoe purposes, These dues are clenrly not subject
to duos tax, However, wo were Informed by counmel that If wo operated 8
wwlimming pool and chiarged annunl dues for It use, even If the swimming pool
dues wore bllled sepitratoly and on an optlonal hawls, the Intornal Iovenue
Norvico might contend thnt our entire dues were subject to exclse tnx., To avold
this problem our community swimming pool {4 operated by n separate member-
ship corporntion.  I'his soparate corporation has a stightly different memberstiip
than the community amsociation, but since 80 percent of tho members are the
snmey, 16 might ho held under the present Innguage of sectlon 182 (hy (8) to be
“under conunon confrol with” the community associntion and thus not eligible
for dues oxemption, Because of the differonce in membersbip which has grown
;l,p, it wonld he quite diffienlt for us to consolldate the two corporations at this

mo,

In view of the tax rensons which compelled us to set up separate orgunlzations,
it seemn qulto possible that there would bo other community groups with the
snme problem, It s respectfully submitted that these problems could be solved
by the amendment suggested above which would hring the language of the
bilt Into accord with the infent of tho Cominittee on Ways and Means as ex-
pressed In tho Houxe report.

1 hope very much that this polat can recelve favorable consideration. .

Plenso Insert thiy letter In the pricted record of the Finance Committee hear-

ings on IT, R, 7120,

Respectfully submitted.
HpMunp BRUNNKER, President.

STATEMENT oF EvAN HoOWELL, ATTOBNEY ¥YOB THE MANUFACTURERS O STBXCIL-
Curring MACHINES UseEp IN MARKING FRFEIGEBT SBHIPMENTS

Mr, Chalrman and members of the committee, my name {8 Evan Howell, Iam
attorney for Marsh Stencil Machine Co., Belleville, 111, Ideal Stencil Machine
Co., Belleville, Ill, and Diagraph-Bradley Stencil Machine Co., of Herrin, Ill.
I am appearing for them in support of an amendment offered by Senator Dirksen,
of Illinois, to H. R. 7125.

The attached petition, which has previously been placed in the hands of every
member of this committee, sets forth the position of the stencil machine com-
panies and points up the merit of their claim to be included in the provisions of
this act “to make technical changes in the Federal excise tax laws, and for
other purposes.”

This petition has previously been considered by the Joint Committee on Internal
Revenue Taxation and by letter dated April 18, 1958, Mr. Colin F. Stam, Chief
of Staff, advised Hon. Aime J, Forand that “* * * the petition * * * has general
merit * * *"” On May 18, 1958, Mr. Forand introduced H. R. 12481 in the
exact form as the amendment now pending before your committee, introduced
by Senator Dirksen,

I respectfully submit that the amendment is necessary to express the real
intention of Congress, that it is germane in every sense of the word, and that,
upon the basis of its universal acceptance by the Members of Congress in both
bodies, it should be adopted by the committee in executive session.
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PETITION 0%, BYENOLL-M AOHINY  MANUFAOTURRRE YOU' mmummxon -on mxoxn
» n'PAx. ON T'HEIN PRODUOT

.ln 'Behulf ut Dlagmph-l)radley Stoucll Machino Oov,, Ilorrln, 111, Ideal Stom.ll

' Machine Co,, Bolleville, 1N, Marsh Stencll Machine Co., Bellovllle, 111,  (May

-+ 14, 1008)

Tax reforred to: Internnl Revenue Code of 1054 ;,Bubchapter K, other items;
Part I, Business Machines ; section 4101, Imposition of tax.

This section of the codo originally npponrod a8 sectlon 8040 (n) (0) Businoss
and Store Machines (Revenue Act of 1041) which included a number of business
and store machines Including cash registers and stonell-cutting machines. Under
the Internal Revenue Code of 1084, section 4101 included stencll-cutting machines
and a new section 4192 was added oxomptlng cash reglaters,

Paw ¥4 didoriminatory
The stencil-cutting machine reforred to in the law {8 actunlly a typowriter used

tor dutting mimeograph stonells for ofico use,
the tlu'eo titloners cut stenclls in

The stencil machines manufactured b?'
heavy carboard, sizos ranging from 3%, %e, %, %, %, 1, and up to 1%, inches

high for factory use.
Thus in marking large freight shipments the machines made by Diagraph,

Idenl, and Marsh should not be included in the category of “Busiuess and store
machines” for the reason that they are used in the factory and shipping depart:
ment along with scales, trucks, tape sealing machines and other material han-
dling equipment which are not subject to excise tax.

Taa is hardship on throe small companics

The margin on stencil machines {s so small that tho amount of the tax might
mean the difference between profit and loss to the manufacturer in normal years,
Stencil machines must compete with other forms of marking such as tags, labels,
crayons, etc,, on which there Is no exclse tax.

In the 1l-year period 1830-40 only 800 machines per year were sold by the
aibove 8 firms. During the war years 1041-45 all stencll machines went into the
war effort. Sales at the present thne are 1ess than 2,000 machines per year.

Amount of taw {s insignificant
Two thousand units at an average tax of $10 per unit would amount to only
$30000 per year, which represents an ‘Insignificant amount to the Treasury.

Ouemom of doudt as to appuoabtmy of taw

When the tax became effective the three stencil-machine mnnul’acturers pro-
tested: to the Commissioner -of Internal Revenue that their machines were not
;:og:ered by the langunge contained In section 8046 (a) (6) of the Revenue Act of
' Certain individuals in thé Miscellancous Tax Unit of the Treasury Department
were of the opinion that the shipping-roomstype of stencil muchine made by

Diagraph, Ideal, and Marsh were not taxable,
However, the Commissioner as a matter of policy concluded to follow the

broad wording of the statute, and the three stencil machine manufacturers
began paying the excise tax, '
‘War production rule upheld petitioners position re classification

The War Production Board o August 11, 1042, ruled “stencil cutting ma-
chines of the type made by you are not included in item (2). Your stencil
machine is not classed as office machinery and jurisdiction over the manu-
facture and distribution of such machines lies with the Consumers’ Durable
Goods Branch of the War Production Board.” (Copy of letter below.)® . ‘

1 8ee the following letter: WAR PRODUGTION ﬁomo

MagsH STEXCIL MAcnmn“ga.l. . Washington, D, 0., Aupust 11, 1948
R {.X
GERTLEMEN 'rms 18 in answer to your letters regarding the restrictions im 1xlaosed by
general limitation order L-54—c on the production and distribution of the stencil-cutting
machine which you manufacture
stencu-cutung machines of the made bv yon are 7} included in item (2), st B,
order L-54-¢. Your stencll machine i1s not ¥ ice machinery and jurisdiction
th the Consumers’ Durable

over thg mannttctnre and distribution of such mAchlne 1ie¥ with
Goods Branch of the War Production Board. -. You shonld refer any further inquiries to

that Brv.enehfffourl’con‘édm on. N. G. BURLRIGH.
o L]
Ty traly yours, Ohief, Seroioes Branoh,
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Reooneon for no oontest in 1841 oo _, oo .
*The~three stencil-machine manufactyrers did not protest the inclusion of
thelr product ns a business and storé, machine at the time the act of 1941

became effectivo beenuse most of thelr machines were going into the war effort,
exempt from tax and quite justifinbly they expected tho tux to be removed
at the end of the war, Up untll this time no determined offort’has been made
to call tho nttontion of Congresu to the fact that they were erroncously included.
Since these companies are all small, it iy imperative that they now usk Congress

for remedial relie?,
Bimplo amendmeont would correot injustice and clarify intention of Oongreses

Rection 4192 should be amended to read as follows:

YSKC. 4102, EXEMPTIONS, .
“No tax shall be imposed uander section 4101 on the sale of cash registers
of the type used in registoring over-the-counter retail sales, or on the sale
of stenoil-cutling machineco of theo type used in shipping depariments in making
oulout amwm%r marking froight shipmoents,”
See H. R, 12481 by Mr, Forand Introduced May 13, 1048,

AMERIOAN ABBOOIATION OF STATE HIGHWAY OFFICIALS,
Uolumbdia, 8. 0., July 15, 1958,

Hon, HArry Froon Bynn,
Ohairman, Senate Finanoe Oommitteo,
Senato Ofloe Building, Washington, D, 0.

" DmAR Mr, CnramMmAN: My name is Claude R. McMillan, chief highway com-
mlssloner of the State of South Carolina, I have the honor of being the prest-
dent of the American Assoclation of State Highway Officlals and as such I am
speaking for the State highway departments in this statement,

I regret that I am unable to appear personally before your committee as it
holds its hearings on H. R. 7125, but time and the workload of keeping the big

road program moving will not permit it at this time,
Our mnjor interest in H, R, 7125 centers in the Bible amendment which ix
subpuragraph B of section 4302 of subchapter O on conveyances which reads

as follows and which we support :

“Conveyances by or to the State or local government: The tax imposed by
section 4301 shall not apply to any deed, instrument, or writing to which a
iBtnte o;t- '.F,errltory or political subdivision thereof, or the District of Columbia

8 4 party, _

While the money involved in the interstate highway program is in the approxi-
mate figure of some $7 million, the real and valid objection to the documentary
real estate stamp tax by the State highway departments lies in its adverse
effect upon successful negotiations with property owners for the acquisition of
property for needed highway rights-of-way at a reasonable cost.

It 18 the property owner who must buy and affix the documentary stamp at
'ght:tmte of $1,10 per $1,000 of property value when title is transferred to the

. .
All too often, after lengthy and otherwise successful and cordial negotiations
with the property owners, the advice that he must buy $10, $20, or $30 of stamps,
ends the negotiations and acquisition is completed in the courts under a condi-
tion of strained relations, Many times acquisition through the courts is not
the most economical manner to acquire property.

One must keep in mind that in obtaining property for public highways the
transaction is almost always with an “unwilling seller,” which complicates the
nuisance effect of the stamp-tax requirement.

In testifying before the House and Senate Public Works Committees, I have
discussed this problem and we are happy that your committee s now giving
consideration to our problem,

The State highway departments first recognized the problem in 1950 and the
matter has been the subject of formal action and protest every year since that

time.

The extent of property needed for the interstate highway program and the
large number of property owners involved, which may reach as high as 2 million
people, makes the problem extremely serious and dictates relief.
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roquent the repoal of the real eatnte doocumontary stamp
m‘um of titlo of property takoen for highway puezmm h;
Hible anondment. o

We roupeotfull
requireiieit on the
the ohavtment of the

Sinvorely,

O, 1t MUMILAN, Pyonidand, '

UARTON Iarintang Qo .
Ravdatown, Ky, June 8, 1058,
Inra: I KT
M, Juasanwiar BrunuRn, \
mcn{)om». Commitice on Mlnanoo,
ntted Statos Nonate, Washington, D, 0.

Dran Mapamt 1 am envloning herowith the brief whieh you have nuggosted
In your lotter in How of porsonnl Mn‘mnm\m in counevtion with 1, 1t 7188, L i
alro oncloalng herowlith o copy of the lotter contatning the Uots proponal and s
followup lotter reforeing to the kinmo suggestion ro that you may have & complote
e on the proposnd and the belef, ‘

Woulil yon be ro kingd as to submit the enclosed briof and proposnis to the peopor
LY o that they witl recolve thelr careful connlderation,

Youe mnp\\.mt\ou n thin matter Ik vory stneerely appreefntod,  Plonso ndvine
whon a definite dute for the honring har heen sot,

Moat sincorely yYours,

1

Oavan Qiere, Proatdont,

Drak S1v: Tam addressing this lotter to you In the hopo-that the necurate huoeke
ground knowledge it contains with referonce to Fodora) dlutulml‘n‘)h‘lln oxelne
taxation will be of wse to you whon aaeh taxation v again consldoved by Gongross,

lotter could have been sent to you earlior in the fom'. but I wirhod to nvold any
inforence of gpecial p\mullm{ while 1087 tax tegisintion was belng considored,

Wo of the distilled-apivita Industey feol sluceroly thut prosent edoral distillod-
spivits oxvlse tax rates are too high, but thia ll,‘ of course, n mattor for tho
Qongeeas to deelde,

There are, however, two historieal lnacenraeles regarding Hguor tuxation whiek
have gained general curvoncy and which, 1 hellove, ghould b ¢orroctod, One
fs that oxelse tax rates on aule of distilled apieits have slowly Ineronsed sinco
the foriation of the Republie, The other ia that these rates havo always gono
wp Auring war poriods and rematned up aftor cossation of houtilitios,

The history of United States liquor taxatlon, 1701-1087, londs to contrary
conclusions,  Documents in the Oscar Getr Library of tho Barton Musoum of
Whisky History at Bardstown, Ky, show that tho following has boon the
pattern of taxation alnce 1701 ‘

Jan. 28, 1701 ———— 0 ctzents tc; 25 conts a gallon according
o proof.

May § 1792 ... P aemn T :onts tg 18 conts a gallon according
0 l‘OO ‘. - . ¢

July 1, 180 maan ———— ——————— All Iﬂmor oxclso taxes abolished,

Sept. 19, 1814 ... —emmmanm——————————. 20 ceuts per proof gallon,

Decemder 181 Tamucmncunnnnanennnacacns All liguor oxcise taxes abolished...

181862 e -— wewe= No liquor exclise taxes.

Aug 1, 1982 . ———————————— 20 cents per proof gallon,

Mar. 7, 1964, . GO cents per proof gallon,

July 1, 1S64_.. — e $1.50 per proof gallon,

Jan. 1, 1865, - --- $2 por proof gallon.

July 20, 1868 e cvncamnn e n - 6550 cents por proof gallon.

August 1872 - 70 cents per proof gallon,

Mar. & 1875 e cccccccmmmm e m e 90 cents per proof gallon. e

Aug. 2T, 189 e craccmc e $1.10 per proof gallon,

Jan. 16, 18920 ... - National prohibition. ,

Jan. 12, 1934 = $2 per proof gallon. Co

Jaly 1, 1038. .. --- $32.25 per proof gallon. e

July 1, 1940 : ‘ - $8 per proof gallon,

Oct. 1, 1M1 _ . «--. $4 per proof gallon,

Nov. 1, 1942__ ' --- $6 per proof gallon. -

Apw. 1, 1944 —==~. $0 per proof gallon. PR

Nov. 1, 1951 -~ . ~ $10.50 per proof gallon.. AR

At present_ ... - $10.50 per proof gallon. :
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Far from rising steadlly through the docades, our ¥oderal distilled-spirity
‘tax rates have fote op precipitately, beyond whaf had beea tradisional, only it
recent yearn, fore that, for 147 yoars—during war periods and periods of
‘qeonamle oriely ullke~-the tax rato had rewsaived in the navrow rasge of
canty to §3.20 por prood gallon, 1t will bo noted thiat the (ax was sbolisbied
after the War of 1412 nud thut It was reduced from n war higl of $2 Lo a rate
of only B0 centw geveral years ufter the end of tho War Botween the intes,

Hhess factn sro offored solely ns necureato background Infortnution which muy
':vell' prfov‘o usefal to you when Federald distiiled:spiritn tux rates are considered

n the future,

1 do have ond numimllon te make, howovor, Iegurdlosy of whathor or not the
prosent 31000 rato Iv complately Justified, 1 belleve it shonld be kept fn mind
thint presont distilled-spirits wales totals fwhlch havo incroasod moderately In
Jhw Jast 2 yoars) ate possiblo only 1h a porfod of unparalieled national prowpetity.

on in this prosperily, we of the industry feel that the tax rate, by pricing lov.
lnceme consumarn out of tho murkot, has acted aw n forin of sociat prohibition
Jand han brought about n dangorous amonnt of bootlexrlng‘

.M'\' nuguestion, howover, deals not with this Lt with the very seriots effects a
sudden cconontle downtnrn wonld havo on tha industry, In stich A eonunxm’y.
zuleu would drop so vharply (in largo part becauso of tho present rale) that in

matler of u fow monthe, the livelthois of many thowsunds of disteibutor
pernonnel, retnilere, nnd distitlery workers wonld be threatened,

VA ader prescnt excine-fax legisintion, as I undorstand ft, the tax yate wonld
remnln In effeet for n full year, 1In that poriod of time, with the tax rate
Sronan” during a powsible ccunomio recesxon at an unrealistle tovel, the Indus.
try'n employment statny would bo frreparably injured ang thousands of amall.
Suinluen nien would be foreed aut of business,
. _Would it not he ponsible, tharcfore, tn writlnf tho noxt (as bYl (regardiess
(M awhathor tho tax rata itaelf fs chunged) to fnclude a clause providing for
ufﬂk oxecutivo wtfon to lower the rato when and if, tir the ndgiment of the
?roahl«;‘l:t. thh; beento necessary hoenuse of economic conditionn?
) neerely, ,
Bawrox Piwtitring Co,,
0Os0AKn Urry, President,

Grar '1AX PRGrosat Kuwtiiram

‘Joxeph Palester, Barton Distiling Co., Ohleago, 11L; Clark (Javin Associaten,
, New York, N,

Grawing intereat in thi proposal of Oscar Gete, president of Barton Distflling
Co,, that Congress vest tke FPresident with power 1o Jowar the exclse tax on dis-
‘thled:wplrits in tho event of an economic emergency, has led to an Informal ruling
‘on the condftions under which such tax action could be taken,

Mr. Getz had pointed out In an open letter to all members of the Unfted States
‘Benate nud Houss of ilepresentatives that under present law the exeise-tax rate
must remain In effect for a full year. In the event of even a mulerate recession,
‘he sald, many retallors--the small-business men of the Industry—wonld be
rulnoed untess tho tax could be lowered overnight, This conld be avoided §f tho
Presldent were glven cmergency powers, Many Members of both Houses have
said they will support the proposal.

Colin I, 8tam, chlef of staff of the Joint Commu.:ttee on Internal Revenue Taxa-
tlon, has now outlined, in a letter to Mr, Uetz, the legal procedure which 1t would
be riacessary to follow fu biringing about. the needed reform.

“Under present law,” he said, “the Preasident is given autbszity to vary the
tax rates In the fleld of tariffs and when desling with foreign governments who
tax American citizens. These 1aws are bedged about with suffcient criteria so
gtont ‘there would be no unlawful delegation of legislative authority by the

ngreas,

“I do not belleve that merely stating that the President may lower a tax if
he feels économic conditions warrant it would be a sufficient criteria to prevent
siuch a measure from being an unlawful delegation of legialative authority.
© “If the law provided that the President must find that certain relevast facts

must exist before the rate may be lowered or ralsed, then the law wounld not

vlolate the rule against unlawful delegation of autbority.”

1
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ot

Comimenting on Mr, Btam's anatystis, Me, Gots nald ¢ R
“This cleara the way for ennotment of the proposal for emorgency exeoutive

‘mmau At the next senslon of Congress. in retnflers’ hohalf, "Thore i 1o lewal

rrler and an ovident willingnoss in both Houses to act on the proposal. The
industry should now certainly do everything in {ta power to oo the proposal

"‘throngh.”
. N L L]

Baer Re Grrs PROPORAL FOR I'ILING Wit BRNATE QOMMITTES ON BINANGK AND
WaAxs anp Mreaws CoMMmyrren or 1ix Housk o REPIKNKENTATIVER .

namo 18 Oscar Gots, T am prosident of Barton Distiliing Co,, Chlougo, L.,

and Bardstown, Ky, and foundor of the Barton Museym of Whiskoy History at

Bardstown,

I am very much concorned with one phase of ponding exolse-tax logislation
in ro distilled apirita,

The pross has reported Prostdent Blaonhower's roquost that Oongross reoneaat
the gmaont $10.50-a-proof-gallon exclse on palo of all dlstilled spirits, Thoy hiave
further reported the virtual certaiuty that Congross will comply with this

requeat, , , ,
In thin connection—and ospecinlly because of favorablo }trospocts for resnact-
nment of the $10.60 rate—I wish to urge, as forcofully as I can, that your com-
mittee consider vory serlously a proposal I made somo time ago that a “safoty
valve" be written into leglslation applylug to tho distilled-spirita oxelso, In be-
half of wany thousands of retailors in my industry, small-business mon who are
threatensd with ruin if they must bear for a full year the burdon of thiy high
exclse in a &\orlod of continuing and possibly worsening rocession, s

As excise legislation 1 written, tho rates fixed muat remain in offect for a full
vear, Membors of Congress have told me that uny attompt to altor rates through
legialative action during such a year, after a tax bill has become law, would
be burdensoms and well nigh lmpossibit.

Two years ago, at & timo when the Natlon was enfoying record prospority but
at which time I thought T discerned sigms of a coming economle downturn, I
memorinlinedd each Member of Qongress personally in behalf of distilled-spirits
retatlers, I suggeated that Congress vest the Prosident with power to lowoer the
excise tax on distilled spirvits in the eveut of an economic emorgoney. My open
letter at that time, of which you recelved a copy, pointed out that under prosent
excise-tax legialative procedures the oxcise tax rate must remain in effect for a
full year. In the event of even & moderate recession, I warned, many of my in-
dustry's small-business men might well go bankrupt, This could ba avoljed if
the President were given the emergency power I recommended. Many Membeors
of hoth Houses said that they would support the proposal,

Colin F. Stam, chief of staff of the Jolnt Committeo on Intornal Revenue
Taxation, kindly outlined to me the legal procedure which it would be necessary
to follow in bringing about the needed reform.

“Under present law,” he saild, “the President is given authority to vary
the tax rates in the fleld of tariffs and when dealing with forefgn governments
who tax American citizens, These laws are hedged about with sufficient criteria
a0 that there would be no unlawful delegation of legislative authorlty by the

Congress, ‘
“T do not believe that merely stating that the President may lower a tax If

he feels economic conditions warrant it would be a sufficlent criterla to prevent

siich & measure from being an unlawful delegation of legislntive authority.

“If the law provided that the President must find that certain relevant facts
must exist before the rate may be lowered or ralsed, then the law would not
violate the rule against unlawful delegation of authority.”

The situation is now such in my industry that the emergency does exist. - At
the moment it affects only a small minority of retailers but the problem may
very well become acute in a full-year perlod of continuation of the $10.60 excise.

I would like to sketch out briefly (but will elaborate if you wish) the clrcum-

stances peculiar to this industry which lead me to this serious conclualon:

1. The $10.50 excise represents (on any bottle size) well over half of the
price pald by the consumer. This I8 not even remotely true in any other

industry affected by excises. . e
2. In the States reporting direct sales at retall, apparent consumption of
distilled spirits was down 4.9 percent in the January-through-March quar- .

ter. Most {ndustry executives fear, objectively, that.the situation will
worsen in coming months,
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. 8. Fower than 80 ;»feroont of all retaflers Heenxod-to moll dintilled wpitits
i (thera.aro roughly 105,000 on-nmbnml’romlm rotailors. in the Nation) ac-
¢ count for approximately 90 percont of salos. volumo, . Contrary to a guite
gonoral assumption, lquor rotalling {s, for most retallors, not a very peofits
able ocoupation) ! lntlllod-s})lr ts snlon, the averngo rotaller witl gross
- only-ahout §25,000 annually. . He I8 subject to tho genernl inflationary. cost
rlses common since the end of World War I1 and still continnlng.: - -1 .
On & costeprofit basls, Hterally thousandu of theso rotailers inve been for
sovoral yours on the borderline, . : ' R
A Bpervaent deoreado in sales, If continned—and the powsibility of .an even
sharper drop---will push thomover tholine, - . ‘
'I'his, I bollove, would be unfair 1f caused primarily by an artificial ele-
mont over which the retafler has no control—n high excise tax rate which,
however justifinblo fn normal timew, s diseriminatory in a period of.eco-
nomle emoergoncy, o A , .
May I ronow my plen, theroforo, thnt fn the tax bill, when {t is written, and
assuming that tho $10.80 rate wlfl bo reenncted, the “wnfety valve” powers I
have rocommended bo included to prevont, if the omergency becomoen more acute
hefore July 1, of 1080, a catastrophic and complotely unnecessary debaclo among
distiNed-spivity rotallors,

————————

UNITED HEATES CONFERENCE, OF MAYORY,
Waashington, D, 0., May 27, 1858.
Mry, 10rasamerit B, NpriNove,
Olork, Bonato Committeg on Financo,
Washington, D, 0, .

DrAr Mus, Bprinar{ The United States Conference of Mayors Is very much
interestod in II. R, 7120, the exclue tux toachnical changes bill, now pending be-
fore the Senate Committee on Financo., The conference hopes that the com-
mittee might act on this bill in the very noar future so that it may be con.
dldered by the Senate during this sesston,

The conforence {8 particularly interested in the enactment of section 4221,
relating to tnx-freo sales of tires and tubes on original equipment, and section
4222, dealing with registration of Stato and local governments to eliminate use
of tax-exemption cortificates, .

We hope that this letter might bo placed in the files of the committee so that
the members might know of our interest in this matter.

Very truly yours, ‘
' HarryY R. BrrTERS, Foccutive Direotor,

TR WEsTERN UNION TrLEGRAPH CO.,
New York,N. Y., May 20, 1958,
Hon, HARRY ¥ BYRD, ,
Ohatrman, Sonate Finance Commitice,
Washington, D. O, .,

DrAR Senator BYrp: The Western Union Telegraph Co, wishes to express its
general accordance with sectfon 188 of H, R, 7125 (p. 40) (86th Cong., 1st sess.)
to the extent that the said section relates to the Federal excise taxes on the
services which the telegraph compan{ furnishes to the general public, namely,
(1) telegraph, (2) wire mﬂeage, and (8) wire and equipment.

The only qualification we make to the foregoing approval of the relevant
section of H. R. 7125 is based on the conviction personally expressed by Western
Union Vice President G. Stewart Paul on February 7, 1038, to the Committee on
Ways and Means of the House of Representatives (hearings, 85th Cong., 24
sess,, pt. 8, p. 85568) that it would be in the public interest to eliminate the
volume-destroying exclse tax on telegraph communications imposed by section
4201, et seq,, of the 1004 Internal Revenue Code.

. The Telegraph company recognizes that the definition of “general telephone
service” contained in section 4252 (a), as amended by section 138 of H. R, 7125
(p. 41), will deny to the telegraph company, common carriers, radio brosd-
casters, telephone companies, and the public press an exemption which they
now ?'njoy for certain telephone circnits which extend beyond a “local exchange
area.
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. Desplte this ptovision, the Western Union Telegraph Co. hevertheless roapoct-
fully submits tﬁat the umendments to the.existing: oxcise tuxes on communica-
&m\m&:‘m proposed by H, R, 7128 should be enncted during the current session

4 h . AL .

. Amm ﬂ the following atatement may be repetitive of thut submitted Novem-
ber 40, 1000 (see hearings bofore mubcommities of Oommittee on Ways mxd
Means, House of Representatives, 8dth Uong,, 4d sexw,, vn exclse taxos, p. 1080),
it. in. debmed expediont to submit to you a succinet exposition of the grounds
underlying the toleﬁmph compiny’s general approval of 14, R, 7180,

The inegquities affocting the to ozmrh company which this bill would remove
were the subject of thorough and painstuking consideration by ropresentntives
of the communication industyios and the governmental departments intorested
in the subject mattor, ' o,

- Ina formal prexentation to the Ways and Means Committoe on August 10,
1053 (hearings, 832 Cong, 1st sess, pt. 8, pp. 1021-1080), the Lelegraph Co.

(1) that the oxemption uccorded Instnllution charges in connection with
local telephono svrvice be exténded univorsally to all lnstalintion chnrges
made in connection with transmission sovvices, whether tolephonie or tele

gmghlc;
(2) that chavges billed for salnrles of operators (primarily private wire

sorvice) be exompt;
~ (8) that the exemption necorded In tho existing law to common carviors
tilizing the toleplione compunies’ tolotypowrlter oxchange service ('1'VWX)
be extended to tolegraphic message service j and .
(4) that chinrges for “Intrafax” (fncaimile) wot¥ieo be exempt from
tax, on the ground that it was essentinlly an fnterdominuniention and in-
© -tepdor system, and ar such did not fall within the falk intendment of the
exeise tax as originally imposed,

It will be recalled that the Ways and Mennhs Committee in 10083 had under
consideration r complete revision of the Internal Revenuno Code. In all, 40
distinet topics were the subject of publie heavings, By venson of time Hmita-
tiony, thé committes, In executive sessions, restrictod ita deliberations to matters
of substance and recommended the ehactment of what we now know as the

Internal Revenue Code of 1004,
In recognition of the fact that it took no afirmative action with rvespect to

inequities oxisting under the varlous exclse ‘tax uncts, the succeeeding Congress
appointed a subcommittee of the Committee on Ways und Means to dovote
specific attention to excise-tax probles, S

On October 138, 1055, a representative of the Western Unlon Telegraph Co.
testified before the subcommittee, urging the same four changes which were
presented to the full comuittee in 1003, In addition, the commlttee’s atten-
tion was directed to the fact that the Telegraph Co. was belng deprived of an
exemption from tnx on wires leased from telephone companies (forelgn ex-
change trunks) through an automatic expansion of a “local exchange area,”
by reason of an extension of the dinl system (hearings before subcomnittee
of the Committee on Ways and Means, House of Representatives, 84th Cong,,
1st sess, on excise-tax techhical and administrative problems, pp. 451-403),
- Priot and subsequent to the formnl presentation to the subcommittee on
Oectober 13, 1955, several conferences wore held with represeitatives of tho staft
of the joint committee, the Treasury Department, and the Internal Revenuo
Service, at which conferences the telegraph and telephone companies cinrified
their respective contentions find submitted economic dita requested by Gov-
ernment representatives. '

Since the Inequities of which we have coniplained aro all of long duration,
have deterred the public's (and, more particularly, businessmen’s) use of
telegraph service with resulting deleterious effect on the volume of telegraph
business, and have exerted an unwarranted competitive handicap, we enrnestly
arge the Senate Finance Committee to approve and enact . R. 7120, '

The comprehensiveness of the recorded and unreported considerations glven
th the technical changes in the excise-tax law affecting communicattons should,
we respectfully submit, induce afirmative action by the Senate Finance Com-

mittee respecting H. R. 7126,
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. -1t.48 requosted that this lotter be incorperated into the.offclal record.of the
Nenalg Finance Committe hearings on X1, R, 7120, :

Yery truly.yours, By J. A, O, MoGanw
. ’ ¢ 4

Ausslatant Tao Attorney,

Ty

NATIONAL ANKOUIATION 0¥ CHUNTY OPvIoIALS,
Washington, D, 0., May 19, 1068,

Hon, Rusaskrit 13, BPRINGKS,
Olork, Senate Iinanoco an;mmuo.
aahingdon, D. 0. .

Dap 'Mus., Srxiyaes: ‘e Nationnl Amsoclation of County Qfficlals. is very
;r;‘a% Shtorosted: laﬁlthmblm 1% R, .7126,-partieularly sootion 4281 and-seation
Bection 4221 rofors to tho tax-froe siatus of tires which comes as original
oQuipment on nutomotive equipment. Hoctlon 4222 would authorize counties,
oities, 8tates, and other locul government units to register with the Department
of Internnl Revenue and recelve a registration number in lleu of the premsent
very complicated time-consuming procedure of filing n separaie writien request
for every Instant where tho local government unit seceks oxemption from a Fed-
oral oxclso tnx,

Both of theso provisions are of extreme importance to our county officials and
we would appreclato it very much §f the Benate Finance Committes would
nuthorizo the openiug of the record so that our nssociation and several others
in.tho local-government fleld could submit writton statements on hehalf of these
particular provisions fn this omnibus bill.  We would, of course, not.want to take
.tho Hanato Rluance Committes's extremely valuable time for oral testimony. since
01" a technleal matter of this nature, we feol written statementa would he suffi-
clent, '

"Thank you very much for your continued kind cooporation,

Bincerely yours,
Byanann ¥, HILLENBRAND,

Exccutive Director.

AMERIGAN HORPITAL ABBOCIATION,
Washington, D, (., May 16, 1058, -

Hon, HarRy I Bygp, .
Chairman, Benate Finance Oommitiec, : .
) Waalington, D. 0. :

Dear SEnaTor Bysn: On behalf of private nonprofit hospitals of the eoul&tw
we-wish to-call to your attention -what we think an unfortunate discrimiation
agalust those hospltals, and to urge that H, R. 7125, now pending before your
committee, be so amended as to eliminate the discrimination. That blll, as you
know, would exempt norprofit educational institutions from certain Wederal
exciso taxes, and thus put them on a parity in this respect with public educa-
fllonnllt !lnstltutlons; but it would grant no similar relief to private nonprofit

ospitals,

The Ways and Means Committee rested the proposed exemption of nonprofit
educattonal institutions on the ground of the exlsting discrimination between
them and. public. institutions, (See H. Rept. No.. 481, pp. 14, 29, 81.) - We be-
lieve that the case for equnl treatment of hospitals of the 2 kinds Is as strong
as the case for cqual treatment of educational institutions; in some
indeed, we think the case for nonprofit hospitals is the stronger of the 2.

The public importance of the private nonprofit or “community”. hospitals of
the country needs no demonstration. Its recognition by Congress and by State
leglslatures I8 attested, not only by the many tax exemptions already accorded
to such {nstitutions, but also by the public aid of other sorts which has been
glven them-—most notably, the grants under the Hospital Survey and Construe
tlon Act which have by now totaled nearly $1 billion and have gone about equ;l'l{
to public and private nonprofit institutions. As has been well said, if these pri.
vate nonprofit hospitals did not exist Government would be compelled to provide
a-substitute. - As compared with public institutions, private institutions, in fa
plpy.a larger part.in the field of general hospital care than they do in the flel

28384 —58——8
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‘of educdtion, It wo excludo hosplitals'opornted by the Tederal Gpvoi‘umbnt‘f«{;
the beneilt of pavtioular groups, thore nre nearly-thred times as mnn( privite
nonprofit hospitals lstad by this assoclintion as thore are-public hospituls,

In addition to their primury function of caring for tho sick, hospitals both
ublia ‘und private, though they do not gonerally nweot the definition of "eduop- .
ohal institution” contalned in H, R, 7125, actually pluy a major educationil

role and might woell on this basls nlone be accordod the same trentmont as
dohools. ‘Hoapitals are the centors of gruduato medieal oducation through In-
tornships and residoncies, and of tho advanced tralning of ropearch speclulists;
they traln most of the country's professionnl nurses; and thoy conduct mdhy
othor educational netivities, Ineluding tho traming of prictieal nursos and a
great virlety of laboratory and other technieinns,

© Kor all of these rensons we holleve that tho same cquitien advanced on bohalf
gtnt;xtm‘mm educational institutions apply with at loast equal force to nonprofit

ospitals, -

I tako tho lberty of onclosing suggested amendmonts to H. R, 7120 to earry

out the recommendation in thix letter. The definition of ‘nonprofit hospltul”
which wo suggoest s derived from section 803 xb) (0) of the Intornal Rovenue
Code. It weo can glve you any further information, or othorwise bo of ansistance
to your committeo in constdering this proposal, we should he happy to do so.

It wounld be appreciated it you would fneludo this lottor in the record of your

hoarings on M, R, 7120,

incorely youea,
* Kenmerit WILLIAMAON,
Assoclate Dircotor,

Prorosen e\M»Ntvmnnr 10 H. R, 7125, Kxowe Tax Trountoar Quanars
Aor or 1ONT

Scotion 108

Page 6, line 13, after the lotters “tions” insert tho words “and nonprofit
hospitals”,
n l’uﬁg ‘0 'lluo. 19, atter thoe word “orgunizations” inrert the words “and nonprofit

ospitala”,

Page 7, lino 2, after tho word “organization” insert the words “or nonprofit
hoapital”,

N l&glz. line 4, after the word “organization” fnsert the words “or nonprofit
osp ;

Pago 7, line 8, aftor the words “section §01 (a)” insert the following

*; and the term ‘nonprofit hospital’ means an.organisation. the principal
purpose or function of which is the providing of hospital care, and which is

axempt from income tax under section 8501 (n)".
Page 7, line 11, after the lettera “satlons” in the second unnumbered line

{mmediately succeeding line 11, insort the words “and nonprofit hospitals”,

Sectéton 119
Page 23, line 5, after the word “organisation” jnsert the words “or nonprofit

hospital”,
Page 28, line 10, after the word “organization” insert the words *; nonprofit

hospital”.
Page 20, line 14, after the figures “501 (a)" insort the following :

“; and the term ‘nonprofit hospital’ means an organisation the principal
purpose or function of which is the providing of hospital care, and which is
exempt from income tax under section 501 (a)".

Section 137 .
Page 51, line @, after the word “organizations” insert the words “and non-

profit hospitals”.
Page 51, line 12, after the word “organisations” insert the words “and non-

profit hospitals”.
P:‘g&gl. line 17, after the word “organization” insert the words “or nonprofit

Page 5i, line 18, after the word “organization" insert the words “or hospltai".
Page 52, line 2, after the word “organl_mtlon" insert the words “or nonprofit

hospital”.
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'age 52, line 0, aftér the Words “section 5601 (a)’ insort the following:

#3 and the torm ‘nonprofit homspital’ means an organization the principal
purpose or functlon of which 1x the providing of hospital care, and which' is
exempt from Incotne tax under section 501 (a)", L a

Pago 62, line O, after the letters “tlons’ in (he second unnumbered Aine fin-
mediately aucceedlng iine 9, fnxort the words "and nonprofit hospitals”,

STATEMENT or Itavromp HALL, ExeouTive Bronrrany, AMXutoAN NATIONAL CAT-
TLEMEN'S ASSOUIATION, DENVER, (010, HELATIVE T0 IPROPOBED AMENDMENTS
© HL R 7128, 'To RepxAl Froxnat Bxoisy TAXes ON TRANSPORTATION -

I'he Amerlcan Natlonal Cattlemnen’s Assoclation was organized in 1898, Itisa
volutitary associntion of commercial cattlemen and cattlemen's associations.
'gwanty-lelght Htate cattlemen’s associations are affiliated in the American

ational,

In January, the American Natlonal Cattlemen’s Association held its 61st an-
nual convention In Oklahoma Olty, Okal. During that convention the following
policy was approved without a dissonting voto

"Wae wrgo Congress to enact legislation to achieve the following :

“(a) Ropeal of transportation taxes; ¢ ¢ ¢

Wo could burden the record with sevetal pages of statements in support of the
rex')eal of theso taxes, however, it would, we belleve, be repetitious as constder-
able evidence has already been adduced for the benefit of the committee.

Wao thereforo ask that the name of the association be added to the substantial
itst of Individunls and organizations requertipg the repeal of this wartime im-.
posed tax which is now serving as a depressant on the economy of our Nation,

Davipsox CoLrrorx,
Davideion, N, 0., April 14, 1958.
Hon, 8axM J. KBvIN,
United Btalce Henate, Washington, D. U,

Dxar HSxxator Kavin: I am writing for your advice and assistance in con-
nection with something which seeins to me to be very important to our country
and particularly to our private educationat fnstitutions. -

You are probably familiar with the fact that the House passed last rear the
oxclse tax technical changes bilt (H. R, 7128) which would, among other thiugs,
exempt privately supported colleges and universities from excise taxes. It ia my
understanding that this bill has not yet been reported out of the Senate Finance
Committee. It seems to me that this particular provision of this bill deserves
the enthuslastic support of all of our Senators and Representatives, It seems
obvious that the exemption of private educational institutions from this tax
would be in the public interest. Statc-supported institutions do not, of course,
pay any lederal excise tax. The private institutions which provide education
for a sizable proportlion of our college and university population do not recelve
financial support from the State or ¥Federal Government for thelr expenses.

There has been a great deal of discussion in recent months about ways of get-
ting purchasing power at work to fmprove our economy. It seems to me that
the repeal of this particular part of the excise tax would be one of the most
cffective ways of getting purchasing power into actlon immediately. Our private
colleges and universities could and would immediately expand their expenditures
in direct proportion to the relief received from excise-tax payments.

Your help in achleving this objective would be deeply appreciated by all of us
who are concerned with private institutions. I would be very gratefal if you
would give me any suggestions you have which might be helpful to us in achiev-
ing this objective.

I had the pleasure of a brief visit with Sam, Jr., at a recent meeting of the
Catawba Valley Davidson College Alumni chapter which I had the pleasure of
attending.

Sincerely yours,
D. GRIZR MARTIN,
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v JRFERRNON MBANDARD Diarn Insunanog Oo,
threenabaro, N, O, April 18, 1088,

Ro &L R 7200 (vojosed ),
Nonntor NAMURE J. HIRVEN,
Wenite Oftow Building,
Wanhington, D, 0.

DRAR NENATON JURVAN Lkt your t wroto you about tho above-captionod biil
whteh Wi & broposed ninonduiont to the oxelse tax lnwas whiteh would spooiit
cully axompt & donpeotie uwhmuluﬁ pool faellity from the 20 pereant ¢lub duos
\u\ I wan Informed that ik bIIL war plgvonhioled In Nonntor Iyrd's com-
mitten ponding fuvthior study of tho entive tax structure,  No votlon was taken
on it dueing the st sesslon of Uongrons, Inxofar an 1 hnvo beon able to

niue
*@mv&«mmumn, Quiltard YW Park, Ine, dincussed the possibility of an
oaxciw tax on o orgnubsation with the locul Buroau of Intornal Rovenue.
Ab that tiwe thete opinton wan that stieo wo wore ench donatiug $100 aw a
nohintovestiigebonring loan ne & moais of mluln? the nocossury rovonue to gone.
atenet the bullding, and aluco our duen would bo undor the taxable amount,
wo would not bo faeed with an oxelso tax,  In good falth, wo, thovofore, rafsod
over QB0 amd bhulle & swimming poot in oue 1m|gl|hm-fmml. Wo have some
(0 wembera thoreof,  Last month the Mourth Glreult Gourt of Apponds ro-
voraat the care Unéted States v, Aladntpre, whilch had to do with the Rockville
Quator, Md, communtty pools The Fourth Olvendt Court hotd In that cano that
this type swindug pool ovgandsation wae a soolnt olub and as sueh would
bo aubjeet to the 20 porcont oxolsy tax on the e mombiorshilp feo puld by
et ntanben,

Noodlosa to atate, thin comen na a sovere blow to our organbantion, 1If It
fe. ontereed apaninst un, (G wlll cost an approximntoly 7,000, which sum wo
Qo not vy, and, theeretory, the voralt would be rathor dbanstroun,

T the captioned bill, under Section 33 Olub Dues, Nubparageaph O---Nop-
profit Swimming  Kacllitien, the propored law would spectfiently exompt our
ogaidaation feom xieh tax,  We bullt our olub around this pavtlenlar logis-
tation hoping that {C wontd he passad and mnde offoetive ek lnst May 1 or 2,
the date {6 wan introduead in the Jlouse, 'Thero are four other clubs of
simtlar natare in Qeeenxbore tn vivrlous stages of progress toward comploting
swinaning pool taeititios an the 2nme basls,

Tast night we held Joint meotings of oxecutivo boards and folt that it would
be very, very holptul ¢ thia bl wero passed by Qongross this torm and made
oftective on May 2, 1037,

We ave proparing potitiona for the siguntures of our mombors; thoro are
sove 2400 mumnbors of these § colubs in Qreonsboro alone, Thiy will be a
rather steong volce from- the grasseoots of your constituoncy. Weo propose to
bring these to Washington porsonnally to deliver them to our dolegates in
Congress, This will porbaps occur within the noxt soveral weoks, In the
fntorimi T am weiting you on ehalf of our clubs sollelting earncstly your
fnedinte support of this bill, It you can pry this bill out of Senator Byrd's
comtnittes, we will covtainly appreciate it.

Therv ate corthinly sociolagical and sogregation aspects behind a club of
our typan However, since thoy are not common to the South alone, and in
fact bagan in the North, we feel that the juventle delinquency combating meas-
ures afforded by these clubs fur outweigh any seltish motives on our part,. We
feel that every other nonprofit swimming pool organisation will wholeheartedly
support this legislation. We plan to contact as many of them as we can to
salicit letters aud petitions from the other clubs throughout the country to thelr
delegation in Congress,

In cloting I wounld like to again urge you on behalf of 2,400 of your con
stituents to promptly support our plea. :

Yours very truly,
N. B, BoNEY, Jr,, Atliorney.

BEST AVAILABLE COPY
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AMKRIOAN FanM BuskAy FEorsaTIoN,
Washington, D, 0., Marok 10, 1868,

Hon, Hanay ¥roon 13yay,
Unittod Bitaton Nenate,
Waskingion, D, 0.

Doan Buxaton Byan: Your favorablo consldoration rmlpﬂctlllltl{ recoms
mondod of (he nmondmont to IL 18 7128 flled by Senntors Magnuwon, Hmathers,
and othora to torminite the transportation tax,

The argumonts ngninstitho tennsportationitax. havo booniprosonted to m .
of the Bonato Financo Committoo on numeorous occaslons, and we will not’ try
to olnborato thono urguments in this lotter. The transportation tnx i a tax on
a nocossity, on the flow of commorco. 1t's discriminatory ns hotweon nreas and
un hotwoon for-hiro and privato carrlngo. It artitielally ineroases the economie
distanco hotwoon varloun aronw of our counitry. Weo bolleve ita tormination
should have a priority In any tax rovislon progeam,

Your connldoration will bo stncoroly apprecinted,

Vory sincoroly,
Cuantes B, H1numan, Prosidont,

AMERIOAN I'ARM BUBKEAU FEDERATION,
Wanshington, D, 0., June 20, 1967,

1Ton, Hanuy Froon By,
Chatrman, Sonato Commiétoo on Finanoo,
Nonato Oftoe Rullding, Washinyton, D, U,

Duan Benaton Byun: Wo would Hke to subinit for the constderation of the
Flnanco Gommitteo a rocommendation that nn additionnl section be Incorporated
in I, R, 7120, ronding n)»proxlmntoly an follown ;

“Phnt soction 1420 of tho Intornal Reventis Code of 1054 (relating to gamoline
used on farme) Iv amended by relottoring subsections (£), (g), and (h) as (%),
(h), mll(l (tll), rospectively, and by insorting nftor subsection (o) the following
new subnection ;

" ‘zt) AGHEEMENT WrTIT STATEN,
“1(1) Requircmenrs, The Secrotary may, at the request of any ftate, enter

into an ngreomont with such Hiate under which the State agency which admin-
intors the refund of gasoline taxes imposed by the Btate will make the payments
provided by subxection (a) to the persons covered by the agreement.

“H(2) Frnana ov Oraims, Ko, The time and method for making claims and
aymonts under paragraph (1) shall be determined under the agreement entered
nto under such paragraph. It is hereby declared to be the policy of Congress

that such agreemonts should be negotlated by the Secretary wherever administra.
tion of the provisions of this section may effoctively and economically be accom-
plished theroby, and that each such ngreement should provide, to the fullest
extent practicable, that claims for payment under this subsection shall be made
at the same time, and on the same return or claim form, as claims for gasoline
tax refunds under the law of the Btate with which the agreement s made.
Subsection (b) shall not apply with respect to any claim filed with a State

under an agreoment entered into under this subsection,

“4(8) REIMnUBSBEMENT oF StATKS, Hach State which bas an agreement with
the Secrotary under this subsection shall be entitled to receive, in advance or by
way of reimbursement, as may be mutually arreed upon, the cost to the State of
carrying out the agreement under this subsection.

“¢(4) AprrLioABLE LAWS. All provisions of law, including penalties, applicable
in respect of claims and payments made under this section without regard to this
subsectlon shall (to the extent not inconsistent with this subsection) apply o
respect of claims and payments made under an agreement entered into under
this subsection.' "

It is our bellef that the State agency which is currently making refunds to
farmers of State gasoline taxes could also handle the refund of Federal gasoline
taxes more economically than the Federal Government. Only one form would
be needed and no great amount of extra work would be involved in processing
both refunds at the same time.

In addition to the savings in the cost of administering the Federal gasoline tax
refund, the change would also mean a substantial saving in time and trogble
for each applicant. We do not suppose that any large number of States would
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bo immedintely we{mml to onter into such an agrovmont with the Nocrotary of
the DMrennury, Probubly In mont enpen Btnte loginlution would be required, Ono
Btate, Town, has alvendy enunetod toglelution anthorining a Ntato n nog {o make
mich Federal vofuntds 1f n satisfuctory arrangomoent cnn by worked out with the
United Btates Mrensury, 1t 18 our bellef that i¢ Federal leglslation, an sug
gented above, were enncted, thnt muny Ntates would take such petion ae may bo
um:?smry to authorise such action,

The abiove suggested Innguage I8 an exact um;{ of the provistons of 11, 13, 2708
by Oon?mmmu Ounningham of 1owh, und H, R, 8008 b{ Oongrossmian Scliwen-
gel of Towi, I do not know of any rearon why the House Ways and Mouns

Jompmittee might be oppored to the proposul, It was not consldored by the Ways
and Means Comittes In connectlon with 15, R, 7126, 1t did not oceur to Qon-
grasamon Gunnihghnm or Sehwebhgel or to us that thelr proposinl might be appro-
eiately Included in L R, 7185 until IL 0 7128 hnd reached the flooy of the
oume With / cloasd rule,

It the Boehate Flunncs Committeo decldes to hinld honrings wo would be happy
to appear to answer any quostiond that the committee may have in connoction
with the proposal, although this lotter may sorve tho same purpose.!

Very slueorely, Marmr T'ntaas
Anatatant Lepislabive Dircotor.

RAN Fnanonoo Onamner o CoMMERUN,
Nan Franotaco, Calif,, March 18, 1008,

Subject: Repeal of tax on transportation of persons nnd proporty,

* Hony HARRY Froon Byry,

- Ohadrman of the Committec on Fnance,

Nenate Offica Bullding, Washington, D, 0.

Duan 8eNATOR Bynd: The Ban Francleeo Ohamber of Qommerce hay gono on
record many times sinee the end of World War 11 as being opporad to the con.
tinuance of the Fodeval excise tax on teansportation of persons and property.
Spectal reference s made to our letter to Hon, Atme J. Yorand, Ohnirman of the
Subcommittee on Exvize Taxes of the Committee on Ways and Means of the
Houwe of Reprexentatives, dated ‘November 12, 1950, and our letter of May 8,
1007, addressed to the members of the satne cominittee, renflivming our position,

Today, we are addressing a letter to Hon, Warren G, Magnuson, Senator from
the State of Washington, chairinan of the Senate Committee on Interstate and
Foreign Commenrve, connuending him and Senntors Smuthers, Schoeppel, Purtell,
Pagtore, Monroney, Bible, ''huavmond, Bricker, Butler, Potter, Payne, Cotton,
and Morse on thefr Joint sponsorship of an amendment to H. R, 7125 to ropeal
sections of the Internal Revenue Code of 1854 as amended, thereby doing away
with the tax on transportation of porsons and property. Also, we comtnended
Senator Smathers, chairman of the Subcommittee on Burface ''ransportation
for his clear and concise statement of the facts underlylng this proposed amend-
ment as contained in the Congressional Record of February 24, 1908,

“We, therefore, respectfully request that the attached stntement of position of
the 8an Fraucisco Chamber of Commerce urging innmediate repeal of the tax on
transportation of persons and property and setting forth the reusons therefore
be made part of the record of the Finance Committee currently conslidering the

amendment to H. R, 7125,
Sincerely,
: A. K. BRowWNE, Prostdent, -
. Maron 11, 1958,
Subject : Repeal of tax on transportation of persons and property.

Hon. WARREY G. MAGNUSON,
Senate Ofice Building,
Washington, D. C.

Dxan SExaTor MaeNusoN: Please accept our congratulations on the amend-
ments to bill H. R. 7123, jointly sponsored by yourself-and Senators Smathers,
Schoeppel, Purtell, Pastore, Monroney, Bible, Thurmond, Bricker, Butler, Potter,
Payne, Cotton, and Morse which repeal the sections of the Internal Revenue

© A Mr. ' Triggs subsequently requested this letter be put in record of hearings in lleu of
appearance, C , ‘ .
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Ghida enling with the tax ou tranuportation of porsons and proporty, 1t I8 par-
lmu,inrl,v gralitylng to nofe that uflomumbur» of the Bubcomuliteo on Hurface
:ﬁnqgsmwmtlon gpotmored tho nmendirent an woll as the balunce of the membor-
‘ |n» of the Committes on Iiteratate and Forolgn Commerco, , , \
onntor Bmnthers' statemont cor ‘alned In the Gongresstonal Record of Febe
rinry. 44, 1008, presonts an outdlanding aualysis of the facts in support of the
ropait! of the warthne emorgency tax on (ransportation of porwons and {roporty.
I dw onre undorstunding that this mattor has now beon reforred to the Com-
witteo on Ploannes,  Wo are, thotofore, nddrossing n letter to Hon, Harey Flood
Byrd, chalrman of the Committeo on Finance, United Htntos Bonnto, restating
the posttion of the Hun Feancluco Chnmber of Gomnerce in support of immediato
repend of the tax on (eanuportation of persons and property, Copy of our letter
tg altnched for your information,

, - Hlncorely
: ' . A, K, Browne, Prosidont,

NrATRMENT OF POSITION 08 1118 BAN FHANGIRCO CIIAMIES OF CoOMMEROK ON REPEAL
ok Fevenat, Wxorsn I'Ax ON 'I'RANSFOITATION

rho Han Francisco Chamber of Commorce urgon immedinte repenl of the tax
on' tho transportation of persons and property for thoe following reasons:

. (1) Fedoral tnxes on transportation were imposed as wartimo emergency
mensure, ‘The tax lnwe wore amended to ‘pmvmo ft tax on the transportation
};r porsons und yroperty for the purposo of creuting additional revenue and to
filkcourago nonmititary uno of passongor fucilftion. I'he tax on passenger trans-
Pormt)on wau flrwt enacted In 1041 and amounted to I percont, It was increased
n'gM;‘to,jo porcont und {utrensed agnin in 1044 to 16 porcent, In 1004 the tax
on' teaneportation of persons was reduced to ts presont lovel of 10 percent. (

Tax on transportation of property of 8 porcent was enncted in 1.942 and has
romnhnwl it 8 porcent to the present day.

(2) 'T'ho tux o} tranuportution of persons and property am it now oxists in a
flat porcentago tnx and an such f8 discriminatory to long-haul shippers and pret-
orentinl to short-haul shippors.

(8) There have beon 12 soparate and distinet freight rato Increnses authorized
by the Interstate Commerce Commission since 1942, Therefore, Federal exclse
tuxey on tranwportation have been automatieally increased hecause of the very
nature of the tux. 1In our opinfon this is contrary to the apparent intent of Con-
gress whon snid law wds enactod in 1042, :

(4) Fedeoral exclso tax on transportation of property is a recurring tax. ¥For

example, tranaportation tax I imposed on the movement of the raw materials
from the source to the manufacturer, nagain from the manyfacturer to the dis
tributor, again from the distributor to the wholesaler and again from the whole-
salar to the rotailer or user. To the best of our knowledge this is the only excise
tax imposed by the Federal Government, which is a recurring tax. In all other
instances the oxciso tax 18 assessed only once,
1 (), The.tax on transportation is only imposed on transportation of persons
and property by the public for hire carriers, No transportation tax is imposed
on,persons and property transported by private carriers. It is therefore discrim-
inatoy and preferential as to the type of carrier used, This discourages the use
of public transportation which {s a vital arm of national defense and encourages
the use of private transportation facilities,

(8) The wartime emergency, which was the basis and reason for the creation
of the transportation tax, no longer exists, Therefore the continuance of such

tax program is no longer justified.

o . ‘ METALS AND CONTROLS CORPORATION,
Attleboro, Maass., November 5, 1957.

Rebill H, R. 7125,
Hon, HAreY, Froop BYRb,

.. Ohairman, Senate Finance Commitice,
. -+ . United States Senate, Washington, D. C.
- Sm: It has come to our attention, through NEMA, that a hearing on bilt
H: R. 7125 18 to be held, the bill proposing an amendment to the Internal Reve-
nue "Code which, among other things, would repeal the tax on refrigeration
components, This tax is presently embodied in section 4111 of the 1954 Internal

Revenue Code.
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Wo wisli to place on record:-tho faot that we bellove that refrigoratiofl controly
sold as compononts should bo exompt from this tax, Our reasons are as follow :

Rom?nm lon cotnponents are dofluxl ns cabinots, compressors, condensors,
condenaiug units, ovaporators, expansion units, absorbors, and controls for, or
suitablo for use ne parts of, or with household-type refrigerators or quiek-freeso
units. It s oloar that under this definition, those compononts form n pnrt of the
complote refrigorator or quick-frovro unlt as sold by the manufacturor thereof.
Thin bolnf the case, when a tax is impoxed on tho complote refrigorator or quick-
froome unit, this tax s baxed on the price of the whole unit which includes the
components, : .

Bectuse of this, thore x a provision tn the vode which relloves the manufae.
turer of the component from making the payment of a tax, sincoe tho tax will
be pald ulthmately by the manufacturer of tho complote unit,  Howover, {n ordor
to estublinh his right to this oxemptions the manufacturor of the component must
obtnin tax exemption certitienton, nnd keep rocords, ote.  As you ean well reallze,
this impoges a serlous burden on tho manutacturer without ndding uny tax in-
como to the overnmoent,

In most cancy, our snles of controls aro to the vefrigerator manufacturer for in-
cluaton in a now nnit,  Of coursoe, ay to these, wo got tux-exomptlon cortifleates.
However, a fow of our snles of these controly are ns roplncement parts, and con-
sequontly wo must pay the tax.

In order to soparate those controls on which we are to pay the tax from those
for which wao got tax-exomption certificates, wo must study each sule, and know
{ts end use. Thoe work involved In sogregating and rocording these sales 18 go
groat, and-tho ‘tax payable on replavement parts so negligivle, that wo holivve -
rofrigeration controls should be eliminated from the provistions of the code.

Wa are writing this lotter to the other membors of tho Sennto Finance Com-

mitteo,

Very truly yours,
TownNsEND M. GUNN,

Managor, Legal Dopartment.

Conrrorrrd COMPANIES OF
AMErieAN DisTrror Trreararit o,
Now York, N. Y., Docember 18, 1957,

Ro H. R. 7125, 8ith Cong., 1st sess.—Soction 133, Communications Tax,

Hon. Hazrry Fr.oov Byap,
Chairman, Senate Finanoe Commitico,
United States Senate,
Washington, D. 0.

DzAr SENATOR: Our attentlon has been directed to section 188 of H. R. 1726
which would amend section 42588 of the 1004 Internal Revenue Code so as to add
thareto a new subdivision (1) reading as follows:

“(1) CrrTAIN INTERIOR COMMUNIOCATION SYSTEMS8.—No tax shall be imposed
under section 4251 on any amount pald for wire mileage service or wire and
equipment servlce, if such service is rendered through the use of an interior com-
munication system. For purposes of the preceding sentence, the term ‘interior
conmunication system’ means any system—

“(1) no part of which is situated off the premises of the subscriber, ‘and
which may not be connected (directly or indirectly) with any commmunica-
tion system any part of which is situated off the premisea of the subscriber;

or
“(2) which is situated exclusively in a vehicle of the subscriber.”

Such “interior communication systems” are usually referred to in the industry
as local burglar- and fire-alarm systems.

This company and its controlled companies which furnish electric protective
service in some 40 States in the Nation, wish to submit their view that subdivi-
sion (1) above quoted should not be adopted and that the tax presently levied
should either be continuned upon the electric protective industry as'a whole (1. e,
central station and local burglar- and fire-rlarm companies) or abrogated as to
the entire industry. The lifting of the tax upon local burglar- and fire-alarm
service while retaining it on central-station burglar- and fire-alarm service would
create a severe competitive handicap with respect to the latter element of the

industry. ~
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In tho Intorest of u clour concopt of the electrle protoctive business, may we
briofly point out the following :

From tho fact that fire- and burglnr-nlarm sorvice i included undor tho sub-
Juet of “Communientions’” (see, 4261 ot soq, 1. . O, 1054) and thut the words
“Barglar- or firo-nlurim servico” in the definitlons of wire and equipment service
(Bee, 4202) aro grouped with “stock quotation and information sorvicos,” it
would seom that fire- and burglnr-nlnrm sorvice iy rogarded -as in the flold of
communieations stmflur to tolophone and tolegraph sorvico. ‘Lhis, however, is
cloarly not the cano,  Huch service Is dovoted only to the protection of customers’

promisos ugainst burglary and firo.
Burglar- and firo-protoctivo sorvice s, as above indicated, of two major types,

namely; contral station and local alnvm.

Contral-station burglar-ulnrm sorvico i rendored by means of spoclally trafned,
armed, and uniformed guards who aro on duty day and night In specified offices
in the aren whore servico Iy provided, Thoy are sent to the customer's promises
from which an alarmm has emanated in ordoer to appreliend an intruder or, if the
oquipmont on the promises s in need of ropalr, to repatr it. In order to alert the
guards an dnternal alarin system s crented, conslsting of an eloctrical circuit
estublighed on the customor's pre