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EXCISE TAXES

TUESDAY, JUNE 8, 1965

U.S. SENATE,
CoMMITTEE ON FINANGE,
Washington,D.C.

The committee met, pursuant to notice, at 10 a.m.,, in room 2221,

New dSenate Office Building, Senator Harry F. Byrd (chairman)
residing.

P Present: Senators Byrd presidini , Long, Smathers, Anderson,
Douglas, Talmadge, McCarthy, Hartke, Ribicoff, Williams, Bennett,
Morton, and Dirksen. .

Also present : Elizabeth B, Springer, chief clerk,

The CrARMAN. The committee will come to order.

The bill under consideration by the committee today is the Excise
Tax Reduction Act of 1965, H.R. 8371.

(A copy of the bill follows:)

[H.R. 8371, 80th Cong., 18t sess.]
AN ACT To reduce excise taxes, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United
States of America in Congress assembled,

SECTION 1. SHORT TITLE, ETC.
fg&)ﬁ §nom~ TiTLE.—This Act may be cited as the “Excise Tax Reduction Act
0 ",

(b) AMENDMENT OF 1954 CopE.—Except as otherwise expressly provided, when-
ever in this Act an amendment is expressed in terms of an amendment to, or
repeal of, a section or other provision, the reference is to a section or other provi-
sion of the Internal Revenue Code of 1954.

TITLE I—RETAILERS EXCISE TAXES

SEC. 101. REPEAL OF RETAILERS EXCISE TAXES.

(a) INn GENERAL.—Subchapters A (relating to jewelry and related items),
B (relating to furs), C (relating to toilet preparations), and D (relating to
luggage, handbags, ete.) of chapter 81 are repealed.

(b) TECHNICAL AND CONFORMING AMENDMENT,—

(1) The table of subchapters for chapter 31 is amended by striking out the
ftems relating to subchapters A, B, C,and D,

(2) Sections 4051 through 4053 are repealed and the table of sections for
subchapter F of chapter 31 is amended by striking out the items relating
to sections 4051, 4052, and 4053,

(8) Section 4055 is amended by striking out *, in the case of the tax im-
posed by section 4041,”.

(4) Section 4057(a) is amended by striking out “, in the case of a tax
imposed by section 4041,”,

(8) Sectlon 4224 (relating to exemption for articles taxable as jewelry)
is repealed and the table of sections for subchapter G of chapter 32 is
amended by striking out the item relating to section 4224, 1
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(6) Section 6011(c) (relating to return of retailers excise taxes by sup-
pliers) is repealed.

TITLE II—-MANUFACTURERS EXCISE TAX

SEC. 201. AUTOMOBILES AND AUTOMOBILE PARTS.

(a) PABSENGER AUTOMOBILES, ETc.—Paragraph (2) of section 4081(a) (relat-
ing to imposition of tax) is amended to read as follows:

“(2) (A) Articles enumerated in subparagraph (B) are taxable at which-
ever of the following rates is applicable: -

“10 percent for the period ending June 30, 1963,

7 percent for the period July 1, 1963, through December 31, 1965.

‘¢ percent for the perlod January 1, 1068, through December 31, 1066.

“4 percent for the perlod January 1, 1947, through December 31, 1067.

“2 percent for the perlod January 1, 1988, through December 31, 1008.
Effective for' the perlod beginning Januarv 1, 1989, the tax imposed under
this paragraph ghall cease to apply.

“(B) The articles to which subparagraph (A) applies are:

.“Autonll]o})il)e chassis and bodies other than those taxable under para.
grap .

“Chassis and bodies for trailers and semitraiters (other than house:
tratlers) sunitable for use in connection with passenger automobliles.
A sale of an automobile, or of a trailer or semitrailer suitable for use in
connection with a passenger automobile, shall, for the purposes of this
paragraph, be considered to be a sale of a chassis and of a hody enumerated

in this subparagraph.”
(b) PARTS AND ACCESSORIES.— :

(1) Effective as provided by section 701(a) (1), subsection (bh) of section
4061 (relating to imposition of tax on parts and accessorles) is amended by
striking out “and other than automoblile radio and television receiving sets”
and by striking out “, except that on and after July 1, 1985, the rate shall
beb peroont”

(2) Effective as provided by section 701(a) (2). subsection () of section
4061 is amended to read as follows:

“(b) PARTS AND ACCESSORIES.—

“(1) Except as provided in pnrngraph (2), there is hereby imposed upon
parts or accessories (other than tires and inner tubes) for any of the
articles enumerated in subsection (a)(1) sold by the manufacturer, pro-
ducer, or importer a tax equivalent to 8 percent of the price for which so sold,
except that on and after October 1, 1972, the rate shall e 5 ;~ reent.

“(2) No tax shall be imposed under this subsection upon any part or
accessory which Is suitable for use (and ordinarlly is used) on or in con-
nection wlth. or n] a component part of, any article enumerated in sub-
section (n) (2) or a house trailer.”

(c) TECHNICAL AMENDMENT.—The last sentence of paragraph (1) of sec-
tion 4001(a) is amended by striking out “the chassis and of the body” and
inserting in lleu thereof “a chassis and of a body enmumerated in this pnmgmph".

SEC. 202. LUBRICATING OIL.
(n) IxmposiTioN OF TAX.—Sectlon 4091 (relating to imposition of tax) is
amended to read as follows:

“SEC. 4091. IMPOSITION OF TAX.

“There s hereby imposed on lubricating oil (other than cutting olls) which
is sold in the United States by the manufacturer or praducer a tax of G cents
a gallon, to be paid by the manufacturer or producer.”

(b) PAYMENTS TO ULTIMATE PURCITASERS.—Subchapter B of chapter 63 (relat-
ing to rules of specinl apptication) is amended by adding at the end thereof the
following new section:

“SEC. 6424. LUBRICATING OIL NOT USED IN HIGHWAY MOTOR VE.
HICLES.
“(a) PAYMENTS.—If lubricating oll (other than cutting olls, ns defined in

geetion 4092(b), and other than oll which has previously been nsed) iIs used
otherwise than in n highway motor vehiele. the Seeretary or his delegate shall
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pay (without interest) to the ultimate purchaser of such lubricating oil an
amount equal to 8 cents for each gallon of lubricating oll so used. - .

“(b) TiIME FOR FiLiNne CrAIMS; PERIOD COVERED,— .

(1) GENERAL RULE.—Except as provided in paragraph (2), not more
than one claim may.be filed under subsection (a) by any person with re-
spect to lubricating oil used during the one-year period ending on June 30
of any year. No claim shall be allowed under this paragx;apgl with respect
to any one-year period unless filed on or before September 80 of the year
in which such one-year perlod ends. For purposes of this paragraph, in
the case of lubricating ofl used during the six-month perlod beginning
January 1, 1066, the term ‘one-year' shall be read as ‘six-months’.

“(2) ExcrerioN.—If $1,000 or more is payable under this section to any

" person with respect to lubricating ol used during a calendar quarter, a claim
may be filed under this section by such person with-respect to lubricating oil
used during such quarter. No claim filed under this paragraph shall be
allowed unless filed on or before the last day of the first calendar guarter
following the calendar quarter for which the claim is filed. o

“(¢) BxeMPT Sares.—No amount shall be paid under this section with reapect
to any lubrleating ofl which the Secretary or his delegate determines was exempt
from the tax imposed by section 4091. The amount which (but for this sentence)
would be payable under this section with réspect to any lubricating oil shall be
‘reduced by any other amount which the Secretary or his delegate determines is
‘payable under this section, or is refundable under any provision 6f this title, to
any person with respect to stich lubrleating ofl, )

“(d) APPLICABLE L.AWS.— .

“(1) IN GENERrAL.—AIll provisions of law, including penalties, applicable
in respect of the tax imposed by sectlon 4091 shall, insofar as applicable and
not inconststent with this section, apply in respect of the payments provided
for in this section to the same extent as if such payments constituted refunds
of overpayments of the tax so imposed. .

“(2) EXAMINATION OF BOOKS8 AND WITNESSES.—For the purposé of ascer-
taining the correctness of any claim made under this sectlon, or the correct-
ness of any payment made in respect of any such claim, the Secretary or his
delegate shall have the authority granted by paragraphs.(1), (2), and (3)
of section 7002 (relating to examination of books and witnesses) as if the
claimant were the person linble for tax. : : -

‘(e) ReauraTioNs.—The Secretary or his delegate may by regulations prescribe
the conditlons, not inconsistent with the provistons of this section, under which
payments may be made under this gection, . . ' :

“(f) EffFecTIvE DATE.—ThIs section shall apply.only with respect to lubricating
oil pinced in use after Decemher 31, 1005, :

“(g) Cross REFERENCES.— ' .

“(1) For civil penalty for excessive claims under this section, see
section 6675,

“(2) For fraud penalties, etc, see chapter 75 (section 7201 and
following, relating to crimes, other offenses, and forfeitures).”

(¢) TECHNICAL AND CONFORMING AMENDMENTS.—
(1) (A) Subpart B of part IIT of subchapter A of chapter 32 {s amended
by adding at the end thereof the following new section:

“SEC. 4094. CROSS REFERENCE. :
“For provisions to relieve purchasers of lubricating oil from excise
tax in the case of lubricating oil used otherwise than in a highway
motor vehicle, see section 6424.”

(B3) The table of sections for such subpart B is amended by adding at
the end thereof the following:
“Sec. 4094, Cross reference.”
(2) (A) Section 02006 18 amended—
(1) by striking out 6420 AND 6421” in the heading and inserting in
lieu thercof “6420, 6421, AND 6424",
(it) by striking out “0420 or 6421” each place it appears in the text
and Inserting in lleu thereof ‘6420, 6421, or 424", and
“(Iil) }i_\;{tnsorﬂng “(or, In the case of lubricating oil, by section 4091)"
after “4081",
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(B) The table of sections for subchapter A of chapter 63 is amended by
strlking out “6420 and 6421” and inserting ln Heu thereof 6420, 6421, and
68424",

(8) (A) Section 6675 is amended—
thl(l%x by inserting “OR LUBRICATING OIL” after “GASOLINE” in

e heading;

- (11) by striking out “or” before 6421 in subsection (a) and inserting in
lleu thereof a comma, and by inserting *, or 6424 (relating to lubricating
oil not I;SGd in highway motor vehlcles)" in such subsection after

“gystems)! .,

(ii1) by striklng out “or 6421 " in subsection (b) (1) and inserting in
lleu thereof “6421, or 6424,”,

(B) The table of sections for stxbchapter B of chapter 68 is amended by
striking out “certain gasoline” and inserting in lleu thereof “‘certain gasoline
or lubricating oil”.

(4) Bections 7210, 7603, and 7604, and the ﬁrst sentence of section
7605(a), are each amended by inserting "“6424(d) (2),” after “‘6421(f) (2),".
The second eentence of section 7605(a) is amended by striking out “or
6421 () (2),” and inserting in lieu thereof *, 8421(f) (2), or 6424(d) (2),".

SEC. 203. HOUSEHOLD APPLIANCES.

Subchapter B of chapter 32 (relating to refrigeration equlpment electrlc, gas,
and oil appliances; and electric light bulbs) is repealed and the table of sub-
chapters for chapter 32 is amended by striking out the item relating to sub-
chpater B,

SEC. 204, ENTERTAINMENT EQUIPMENT.

‘Subchapter O of chapter 32 (relating to radio and television sets, phonographs
and records, etc.; and musical instruments) is repealed and the table of sub-
cl!llapttgrs for chapter 32 is amended by striking out the item relating to sub-
chapter B

SEC. 205. RECREATIONAL EQUIPMENT. :
(a) SporTING Goops.—Sectlon 4161 (relating to sporting goods) is amended
to read as follows:

“SEC. 4161, IMPOSITION OF TAX.

“There is hereby imposed upon the sale of fishing rods, creels, reels, and
artificial lures, baits, and flies (Iincluding parts or accessories of such articles
sold on or in connection therewith, or with the sale thereof) by the manufac-
turerl,dpfoducer. or importer & tax equivalent to 10 percent of the rrice for which
so sold.’

(b) ProrocrAPHIC EquirMeNnT.—Part II of subchapter D of chapter 32 (re-
lating to photographic equipment) is repealed and the table of parts for such
subchapter is amended by striking out the item relating to part 11.

SEC. 206. BUSINESS MACHINES AND OTHER ITEMS.

Subchapter B of chapter 82 (relating to business machines; pens and me-
chanical pencils and lighters; and matches) is repealed and the table of sub-
chapters for chapter 32 is amended by striking out the item relating to
subchapter E.

SEC. 207. PARTIAL PAYMENTS; SALES OF INSTALLMENT ACCOUNTS.

1(a) PABTIAL PAYMENTS.—Secton 4218(¢) (relating to definition of price;
partial payments) is amended by striking out “that portion of the total tax
which is proportionate to the portion of the total amount to be pald represented
by such payment.” in the material following paragraph (4) and inserting in lieu
thereof “a percentage of such payment equal to the rate of tax in effect on the
date such payment is due.”

(b) SALES oF INSTALLMENT AccounTts.—Section 4216(e) (relating to defini.
tion of price; sales of installment accounts) isamended—

1) by striking out “total tax"; in paragraph (1) and fnserting in lieu
thereof ‘“total tax which would be payable if such Installment accounts
had not been sold or otherwise disposed of (computed as provided in sub-
section (e));"”; and

(2) by amending paragraph (2) to read as follows:

“(2) if any such sale is pursuant to the order of, or subject to the ap-
proval of, a court of competent jurisdiction in a bankmptcy or insolvency
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proceeding, the amount computed under paragraph (1) shall not exceed the
sum of the amounts computed by multiplying (A) the proportionate share
of the amount for which such accounts are sold which is allocable to each
unpaid installment payment by (B) the rate of tax under this chapter in
effect on the date such unpaid installment payment is or was due.”
(¢) CoNrFORMING AMENDMENT.—Section 6416(b) (5) (relating to return of
certain installment accounts) is amended by striking out “proportionate’” and
inserting in lieu thereof “allocable"”. . :

SEC. 208, TECHNICAL AND CONFORMING CHANGES.

(a)d esdection 4216(b) (2) (relating to constructive sale price; special rule) is
amended— o -
(1) by striking out the material immediately preceding subparagraph (A)
and fnserting in lieu thereof the following: .
“ 5,2) SeeEciaL Rure.—If an article is sold at retail or to a retaller, and

1]

(2) by striking out in subparagraph (A) “, to retallers, or to special
dealers” and inserting in lleu thereof ; “or to retailers” ;

33) by striking out *(other than special dealers)” each place it appears;
an

(4) by striking out in subparagraph (C) *“4191 (relating to business
machines), or 4211 (relating to matches),”. ‘

(b) Paragraph (3) (relating to special dealer) of section 4216(Db) is repealed.
(c) Section 4218 (relating to use by manufacturer or importer considered a
sale) is amended—

(1) by striking out the heading to subsection (b) and inserting in lleu
thereof the following:

“(b) TIRES AND T'UBES.—"". »

(2) by striking out in subsection (b) “or an automobile radio or tele-
vision receiving set taxable under section 4141,” ;

-(8) by striking out the heading to subsection (v) and Inserting in lieu
thereof the following: )

“(c) AUTOMOTIVE PARTS AND ACCESSORIES.—" '

(4) by striking out in subscction (e) “a radio or television component

taxable under sectlon 4141, or a camera lens taxable under section 4171,”.
(d) Section 4221 (relating to certain tax-free sales) 1s amended—

(1) by striking out in subsection (d)(6)(B) “a radio or television
component taxable under section 4141, or a camera lens taxable under
section 4171,”;

(2) by striking out the heading to paragraph (2) of subsection (e)
and inserting in leu thereof the following:

¢“(2) TIRES AND TUBES.—";

(8) by striking out ‘“or 4141” in subparagraphs (A) and (C) of sub-
section (e) (2); .

(4) by striking out “tire, inner tube, or automobile radio or television
receiving set” in subparagraphs (A) and (C) of subsectlon (e)(2) and
inserting in lieu thereof “tire or inner tube” ;

(5) by striking out “tire, tube, or receiving set” each place it appears
in subparagraphs (A) (i) and (B) of subsection (e)(2) and inserting
in Heu thereof “tire or tube"; ‘

(8) by striking out paragraph (3) of subsection (e) ; and

(7) by striking out subsection (f).

(e) Sectlon 4222 (relating to registration) is amended by striking out para-
graph (4) of subsection (b).

(£) Section 4227(2) is amended by striking out “and automobile radio and
television receiving sets,”.
SEC. 209. REFUNDS WITH RESPECT TO FLOOR STOCKS AND CERTAIN

CONSUMER PURCHASES.

(a) PasseNGER AuTtomopiLEs, Ero—Section 6412(a) (1) (relating to floor
stocks refunds on passenger automobiles, etc.) I8 amended to read as follows:

(1) PASBSENGER AUTOMOBILES, FT0,—Where before July 1, 1865, or Jan-
nary 1, 1060, 1067, 1968, or 1969, any article subject to the tax imposed
by section 4061(a) (2) has been sold by the manufacturer, producer, or
fmporter and on such date is held by a dealer and has not been used and
is intended for sale, there shall he eredited or refunded (without interest)
to the manufacturer, producer, or fmporter an amount equal to the difference

48-936—65——2
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- between the tax pald by the manufacturer, producer, or importer on his
sale of the article and the amount of tax made applicable to the article

. on such date, if—
L . “(A) claim for such credit or refund is filed with the Secretary
".or. his delegate-on or before the 10th day of the 7th calendar month

.- beginning after such date based upon a request submitted to the manu-
. 'v..facturer, producer, or importer before the first day of the 6th calendar

month beginning after such date by the dealér who held the article
in respect of which the credit or refund is claimed ; and .

. “(B) on or before such 10th day reimbursement has been made to

- the dealer by the manufacturer, producer, or importer for the tax re-

duction on the article or written consent has been obtained from the’
: dealer to allowance of the credit or refund.”
~ (b)_ FrooR STOCK REFUNDS ; OTHER MANUFACTURERS Exo18E TAXES.—

“ (1) IN OENERAL—Where before July 1, 1065, any article subject to the
tax imposed by section 4111, 4121, 4141, 4151, 4171, or 4101 of the Internal
Revenue Code of 1954 (hereinafter in this Act referred to as the “Code”),
or where before January 1, 1966, any article subject to the tax imposed
by section 4081(b), 4091(1), or 4181 of the Code, has been sold by the
manufacturer, producer, or importer, and on such date is held by a dealer
and has not been used and 18 intended for sale, there shall be credited
or refunded (without interest) to the manufacturer, producer, or importer
an amount equal to the difference between the tax pald by the manu-
facturer, producer, or Importer on his sale of the article and the amount of
tox made applicable to the article on such date, if— i

(A) claim for such credit or refund is filed with the Secretary of the
Treasury or his delegate on or before February 10, 1966 (or August 10,
1906, in the case of an article subject to the tax imposed by section 4061
(b), 4091(1), or 4181 of the Code), based upon a request submitted to
the manufacturer, producer, or importer before January 1, 1066 (or
July 1, 1066, in the case of an article subject to the tax imposed by sec-
tion 4061(b), 4091(1), or 4131 of the Code), by the dealer who held the
article in respect of which the credit or refund is claimed ; and

(B) on or before such February 10 (or such August 10 in the case of
an article subject to the tax Imposed by section 4081(b), 4091(1), or 4131
of the Code) reimbursement has been made to the dealer by the manu-
facturer, producer, or importer for the tax reductlon on the article or
written consent has been obtalned from the dealer to allowance of the
credit or refund.

(2) Derinitions.—For purposes of this subsection—

(I}l) The term “dealer” includes a wholesaler, jobber, distributor, or
retailer.

(B) An article shall be considered as “held by a dealer” it title
thereto has passed to the dealer (whether or not delivery to him has
been made), and if for purposes of consumption title ta the artlele or
possession thereof has not at any tlme been transferred to any person
other than a dealer. For purposes of paragraph (1) and notwithstanding
the preceding sentence, an article shall be consldered as “held by a
dealer” and not to have been used, although possession of such article
has been transferred to another person, If such article is returned to the
dealer in a transaction under which any amount pald or deposited by
the transferee for such article is refunded to him (other than amounts
retained by the dealer to cover damage to the article). Moreover, such
an artlcle shall be considered as held by a dealer on July 1, 1065, even
though it is in the possession of the transferee on such date, if it is re-
turned to the dealer (in a transaction’ described in the preceding sen-
tence) before August 1, 1065.

(3) LIMITATION ON ELIGIRILITY FOR CREDIT OR REFUND.—NO mmanufacturer,
producer, or importer shall be entitled to credit or refund under paragraph
(1) unless he has in his possession such evidence of the Inventorles with
respect to which the credit or refund s claimed as may be required by
regulations prescribed under this subsection.

(4) OTHER LAWS APPLICABLE.—~AIll provisions of law, including penalties,
applicable in respect of the taxes imposed by sections 4061 (b), 4001 (1), 4111,
4121, 4131, 4141, 4151, 4171, and 4101 of the Code shall, insofar as applicahle
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and not inconsistent with paragraphs (1), (2), and (8) of this subsection,
apply in respect of the credits and refunds provided for in paragraph (1) to
the same extent as if the credits or refunds constituted overpayments of the
taxes.

(c) ReEFUNDS WITH RESPECT TO CERTAIN CONSUMER PURCHABES.—

(1) IN cENERAL.—Where after May 14, 1965, and before July 1, 1065, a new
automotive item subject to the tax imposed by section 4061(a) (2) of the
Code, or a new self-contained air-conditioning unit subject to the tax im-
posed by section 4111 of the Code, has been sold to an ultimate purchaser,
there shall he credited or refunded (without interest) to the manufacturer,
producer, or importer of such article an amount equal to the difference be-
tween the tax pald by such manufacturer, producer, or importer on his sale
of the article, and the tax made applicable to the article on July 1, 1965, if—

(A) claim for such credit or refund is filled with the Secretary of the
Treasury or his delegate on or before February 10, 1966, based upon in-
formation submitted to the manufacturer, producer, or importer before
January 1, 1966, by the person who sold the article (in respect to which
the credit or refund is claimed) to the ultimate purchaser; and

(B) on or before February 10, 1066, reimbursement has heen made to
the ultimate purchaser for the tax reduction on the article.

(2) LIMITATION ON ELIGIBILITY FOR CREDIT OR REFUND.—NO manufacturer,
producer, or importer shall be entitled to a credit or refund under paragraph
(1) with respect to an article unless he has in his possession such evidence
of the sale of the article to an ultimste purchaser, and of the reimburse-
ment of the tax to such purchaser, as may be required by regulations
prescribed under this subsection,

(3) OTHER LAWS APPLICABLE.—AIl provisions of law, including penalties,
applicable in respect to the taxes fimposed by sections 4001 (a) (2) and 4111
of the Code shall, insofar as applicable and not inconsistent- with para-
graphs (1) and (2) of this subsection, apply in respect of the credits and
refunds provided for in paragraph (1) to the same extent as if the credits
or refunds constituted overpayments of the tax,

(d) Section 0412(e) (relating to cross reference) is repealed.

SEC. 210. HIGHWAY TRUST FUND,

(n) Section 200(c) (1) of the Highway Revenue Act of 1936 (relating to gen-
eral provisions for transfers to the Highway Trust Fund) is amended—
(1) by striking out “and” at the end of subparagraph (F); .
(2) by striking out the perlod at the end of subparagraph (G) and
inserting In leu thereof “; and ”;
(3) by Inserting after subparagraph (G) the following new subparagraph:
“(H) 100 percent of the taxes received after December 31, 1065,
under sectlons 4061(h) (tax on parts and accessories for trucks, buses,
ete,) and $091 (tax on lubricating oil).”;: ana
(4) by adding at the end thereof the following new sentence: “In the
case of any tax descrlbed in subparagraph (H), amounts received during
tha calendar yenr 1006 shall be taken Into account only to the extent
attributable to liability for tax incurred after December 31, 1063.”

(b) Subparagraph (A) of section 209(e) (3) of the HMighway Revenue Act
of 195G (relating to transfers to the Ilighway Trust Fund for liabilitles in-
curred before Qctober 1, 1972) is amended to read ns follows: .

“(A) 100 percent of the taxes under sections 4041 (taxes on dlesel
fuel and specinl motor fuels), 4061(b) (tax on parts and accessories
for trucks, buses, ete.), 4071(a) (4) (tax on tread rubber), 4081 (tax
on gasoline), and 4091 (tax on lubrleating ofl) ;".

(¢) Section 209(f)(3) of the Highway Revenue Act of 1936 (relating to
transfers from trust fund for gasoline used on farms and for certain other pur-
poses) fs amendett as follows:

(1) by striking out the heading and inserting in lfeu thereof the following:

*(3) 'TRANSFERS FROM TRUST FUND FOR GASOLINE AND LUBRICATING OIf. USKD
FOR CERTAIN PURPOBES.—';

(2) by striking out “and 6421” and inserting *, 6421”; and

(8) Ly iInserting after “transit systems” the following: *, and 06424
(relating to amounts paid in respect of lubricating ofl not used in highway
nintor vehicles)',
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TITLE III-TAXES ON FACILITIES AND
- SERVICES

SEC. 301, REPEAL OF ADMISSIONS AND CLUB DUES TAXES.

Subchapter A (relating to admissions and club dues) of chapter 33 is repealed
and the table of subchapters for chapter 33 is amended by striking out the item
relating to subchapter A. L ’

SEC. 802, COMMUNICATIONS TAX.
Subchapter B of chapter 33 (relating to céommunications taxes) is amended
to read as follows: : :

“Subchapter B—Communications

“Sec. 4251, Imposition of tax,
“Sec, 4252. Definitions.

“Sec. 4263, Exemptions. .
“Sec. 4254, Computation of tax.

“SEC. 4251. IMPOSITION OF TAX.

“(a) IN GENERAL.— _

(1) Bxcept as provided in subsection (b), there is hereby imposed on
amounts pald for the following communication services a tax equal to the
percent of the amount so paid specified in paragraph (2):

“Local telephone service,

‘“Toll telephone service.

“Teletypewriter exchange service,
“The taxes imposed by thig section shall be paid by the person paying for
the services,

“(2) The rate of tax referred to in paragraph (1) is as follows:

“Amounts paid pursuant to

bills first rendered— Percent—
“During 1966 . e —————— 3
“Puring 1967 ..o e — e ————— 2
“During 1968. e mmemm—c———————— 1

“(b) TEBMINATION OF Tax.—The tax imposed by subsection (a) shall not
apply to amounts paid pursuant to bills first rendered on or after January 1, 1969.

“(c) SreciAL RurLe.—For purposes of subsections (a) and (b), in the case of
communication services rendered before November 1 of any calendar year for
which a bill has not been rendered before the close of such year, a bill shall be
treated as having been first rendered during such year.

“SEC. 4252. DEFINITIONS.
‘‘(a) LooAL TELEPHONE SERVICE.—For purposes of this subchapter, the term
‘local telephone service’ means—

“(1) the access to a local telephone system, and the privilege of telephonic
quality communication with substantially all persons having telephone or
rat(liio telephone stations constituting a part of such local telephone system,
an

%(2) any facllity or service provided in connection with a service described
in paragraph (1). '

The term ‘local telephone service’ does not include any service which is a ‘toll
telgphone(:‘sie)rvlce’ or a ‘private communication service’ as defined in subsections
(b) and .

“(b) TorLL TELEPHONE SERVIOE~—For purposes of this subchapter, the term
‘toll telephone service’ means—

“(1) a telephonic quality communication for which (A) there is a toll
charge which varles in amount with the distance and elapsed transmission
time of each individual communication and (B) the charge is paid within the
United States, and
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“(2) a service which entitles the subscriber, upon payment of a periodic
charge (determined as a flat amount or upon the basis of total elapsed
transmission time), to the privilege of an unlimited number of telephonic
communications to or from all or a substantial portion of the persons having
telephone or radio telephone stations in a speecific area which is outside the
}oclal telgphone system area in which the station provided with this service
s located.

“(¢) TELETYPEWRITER EXOHANGE SERVICE.—For purposes of this subchapter, the
term ‘teletypewriter exchange service' means the access from a teletypewriter or
other data station to the teletypewriter exchange system of which such station
is a part, and the privilege of intercommunication by such station with substan-
tially all persons having teletypewriter or other data stations constituting a part
of the same teletypewriter exchange system, to which the subscriber is entitled
upon payment of a charge or charges (whether such charge or charges are de-
termined as a flat periodic amount, on the basis of distance and elapsed trans-
mission time, or in some other manner). The term ‘teletypewriter exchange
service’ does not include any service which is ‘local telephone service' as defined
in subsection (a). ‘

“(d) PRIVATE COMMUNICATION SERVICE.—For purposes of this subchapter, the
term ‘private communication service’ means—

¢(1) the communication service furnished to a subseriber which entltles
the subscriber—

““(A) to exclusive or priority use of any communication channel or
groups of channels, or
“(B) to the use of an intercommunication system for the subseriber's
stations, .
regardless of whether such chanuel, groups of channels, or intercommunica-
tion system may be connected through switching with & service described
in subsection (&), (b) (2), or (¢),

“(2) switching capacity, extension lines and stattons, or other associated
services which are provided in connection with, and are necessary or unique
to the use of, channels or systems described in paragraph (1), and

“(3) the channel mileage which connects & telephone station located out-
slde a local telephone system area with a central office in such local teléphone
gystem,

except that such term does not include any communication service unless a
separate charge Is made for such service.

“SEC. 4253. EXEMPTIONS. L

‘““(a) CERTAIN COIN-OPERATED SERvVICE.—Seryice pald for by inserting coins in
coin-operated telephones available to thé public shall not be subject to the tax
imposed by section 4251 if the charge for such telephoneée service is less than 25
cents; except that where such coin-operated telephone service is furnished for a
guaranteed amount, the amounts paid under sich guarantee plus any fixed
monthly or other periodic charge shall be subject to the tax.

“(b) NEws SeERVICES.—No tax shall be imposed under section 4251, except with
respect to local telephone service, on any payment received from any person for
services used in the collection of news for the public press, or a news ticker serv-
ice furnishing a general news service similar to that of the public press, or radio
broadcasting, or in the dissemination of news through the public press, or a news
ticker service furnishing a general news service similar to that of the public press,
or by means of radio broadcasting, if the charge for such service is billed in
writing to such person.

“(¢) INTERNATIONAL, ETC. ORGANIZATIONS.—No tax shall be fmposed under
section 4251 on any payment received for services furnished to an international
organization, or to the American National Red Cross.

“(d) SERVICEMEN IN CoMBAT ZONE.—No tax shall be imposed under sectfon
4251 on any payment received for any toll telephone ‘service which originates
within a combat zone, as defined in section 112, from a member of the Armed
Forces of the United States performing service in such combat zone, as deter-
mined under such sectlon, provided a certificate, setting forth such facts as the
Secretary or his delegate may by regulations prescribe, is furnished to the per-
son receiving such payment.
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“(e) ITEMs OTHERWISE TAXED.—Only one payment of tax under section 4251
shall be required with respect to the tax on any service, notwithstanding the lines
or stations of one or more persons are used in furnishing such service.

“(f) CoxMON CARRIERS AND COMMUNICATIONS COMPANIES.—NO tax shall be
imposed under section 4251 on the amount paid for any toll telephone service
described in section 4252(b) (2) to the extent that the amount so paid is for use
by a common carrier, telephone or telegraph company, or radio broadcasting sta-
tion or network in the conduct of its business as such.

“(g) INsTALLATION CHARGES.—No tax shall be imposed under section 4251 on
80 much of any amount paid for the installation of any instrument, wire, pole,
:iwitchboard, apparatus, or equipment as is properly attributable to such installa-

on. :

“SEC. 4254, COMPUTATION OF TAX.
“(a) GENERAL RULE—If a bill 1s rendered the taxpayer for local telephone
service or toll telephone service—

“(1) the amount on which the tax with respect to such services shall be
based shall be the sum of all charges for such services included in the bill;
except that )

‘“(2) if the person who renders the bill groups individual items for pur-
poses of rendering the bill and computing the tax, then (A) the amount
on which the tax with respect to each such group shall be based shall be
the sum of all items within that group, and (B) the tax on the remaining
items not included in any such group shall be based on the charge for each

item separately. , .
“(b) WHERE PAYMENT I8 MADE FOR TOLL TELEPHONE SERVICE IN COIN-OPERATED

TeLEPHONES.—If the tax imposed by section 4251 with respect to toll telephone
service is paid by inserting coins in coin-operated telephones, tax shall be com-
puted to the nearest multiple of 5 cents, except .that, where the tax is midway
between multiples of 5 cents, the next higher multiple shall apply.”

SEC. 303. TAX ON TRANSPORTATION OF PERSONS BY AIR.

(a) IN GENERAL.—Section 4261 (relating to imposition of tax on transportation
of persons by air) is amended by striking out “November 16, 1062, and before
July 1, 1965"” wherever it appears and inserting in lleu thereof “November 13,

1062”. S ,
(b) ConrForMING AMENDMENT.—Section 5 of the Tax Rate Extension Act of

1962 (76 Stat. 115) is amended by striking out subsection (e).

SEC. 304. SAFE DEPOSIT BOXES,

Subchapter D of chapter 83 (relating to safe deposit boxes) is hereby repealed
and the table of subchapters for chapter 33 s amended by striking out the item
relating to subchapter D.

SEC. 305. CONFORMING CHANGES.

(a) Section 4201 (relating to cases where persons receiving payment must col-
lect tax) is amended to read as follows:

“SEC., 4291, CASES WHERE PERSONS RECEIVING PAYMENT MUST
COLLECT TAX. .
“Except as otherwise provided in sectlon 4264 (a), every person receiving any

payment for facilities or services on which a tax is Imposed upon the payor
thereof under this chapter shall collect the amount of the tax from the person

making such payment.”
(b) Section 6040 (relating to cross references) is amended by striking out

paragraph (6).

TITLE IV—MISCELLANEOUS TAXES

SEC. 401. DOCUMENTARY STAMP TAXES. .

(a) IN GENERAL—Subchapters A (relating to issuance of eapital stock, ete.),
B (relating to sales or transfers of caplital stock, et¢.), and C ( relating to convey-
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ances) of chapter 34 are repéaled and the table of subchapters foi chapter 34 is
amended by striking out the items relating to such subchapters.

(b) TeCHNICAL AND CONFORMING CHANGES.—Sections 4381 (relating to defl-
nitions), 4382 (relating to exemptions), and 4383 (relating to certain changes in
partnerships) are repealed and the table of sections for subchapter E of chapter
34 is amended by striking out the items relating to sections 4381, 4382, and 4383.

SEC. 402. PLAYING CARDS.

Subchapter A of chapter 36 (relating to playlng cards) is repealed and the
table of subchapters for chapter 38 is amended by striking out the item relating
to subchapter A.

SEC. 403. OCCUPATIONAL TAX ON COIN-OPERATED DEVICES.

(a) IN Generar.—Section 4461 (relating to imposition of tax) is amended
by striking out subsection (a) and so much of subsection (b) as precedes para-
graph (1) and inserting in lieu thereof the following:

“(a) IN GENERAL—There shall be imposed a speclal tax to be paid by every
‘person who maintains for use or permits the use of, on any place or premises
occupied by him, a coin-operated gaming device (as defined In section 4462) at
the following rates:

“(1) $250 a year; and

“(2) $250 a year "tor each additional device so maintained or the use of
which i8 so permitbed If one such device is replaced by another, such
other device shall not be considered an additional device.

‘“(b) ExceprrioN.—No tax shall be imposed on a device which is commonly
known as a claw, crane, or digger machine if—"

(b) DerINITION.—Section 4462 (relating to definition of coin-operated amuse-
ment or gaming device) is amended to read as follows:

“SEC. 4462. DEFINITION OF COIN-OPERATED GAMING DEVICE.

“(a) IN GENERAL—For purposes of this subchapter, the term ‘coin-operated
gaming device’ means any machine which ig— |
‘(1) a so-called ‘slot’ machine which operates by means of the insertion
of a coin, token, or similar object and which, by application of the element
of chance, may deliver, or entitle the person playing or operating the raachine
to receive, cash, premiums, merchandise, or tokens, or
“(2) a mnchine which is similar to machines described in paragraph (1)
and Is opérated without the insertion of a coin, token, or similar object.
“(b) ExoLusioN.—The term ‘coin-operated gaming device' does not include
bona fide vending machines in which are not incorporated gaming features.”
-(e). CLERIOAL AMENDMENT.—The table of sections for subchapter B of chapter
36 1s amended by striking out:
“Sec. 4462, Definition of coin-operated amusement or gaming device.”

and insertlng in lleu thereof:
“Sec. 4462, Definition of coin-operated gaming device.”

SEC. 404. OCCUPATIONAL TAX ON BOWLING ALLEYS, BILLIARD AND
POOL TABLES. "
Subchapter C of chapter 36 (relating to occupational tax on bowling alleys,
billiard and pool tables) iIs repealed and the table of subchapters for chapter 36
is amended by striking out the item relating to subchapter C.

SEC. 405. TECHNICAL AND CONFORMING CHANGES.

(a) Section 4402(2) (relating to exemption from tax on wagers) 18 amended
gzegt(rll)dr;g 9ut “section 4462(a) (2) (B),” and inserting in lieu thereof ‘“‘section

a)(2),”

- (b) Section 4901 (a) (relating to payment of tax as conditlon precedent to
carrylng on certain business) is amended by striking out “4461(2)" and inseérting
in leu thereof “4461(a) (1)".

(c) Section 4905(b) (1) ( relating to reglstratlon) is amended by striking out
“playing cards,” and by striking out *'4455,”.

(d) Paragraph (2) of section 4914(a) ( relating to transactions not considered
acquisitions) is amended by Inserting before the semicolon at the end thereof
“as in effect on January 1, 1963",
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" TITLE V—ALCOHOL AND TOBACCO
. | TAXES S

SEC. 501, PRESENT TAX RATES MADE PERMANENT.

(a) Section 5001(a) (velating to imposition, rate, and attachment of tax on
distilled spirits) is amended by striking out the last sentence of paragraph (1)
and the 1ast sentence of paragraph (3).

(b)-Section 5022 -(relating to tax on cordials and liqueurs containing wine)
is amended by striking out at the end of the first sentence “until July 1, 1965, and
on or after July 1, 1065, at the rate of $1.60 per wine gallon and a proportionate
tax at a like rate on all fractional parts of such wine gallon”,

(c¢) Section 5041(b) (relating to rates of tax on wine) is amended—

~ (1) by striking out in paragraph (1) “, except that on and after July 1,
1965, the rate shall be 15 cénts per wine gallon”; |
. (2) by striking out in paragraph (2) “, except that on and after July 1,
1905, the rate shall be 60 cénts a wine gallon” ;
- (8) by striking out in paragraph (3) *, except that on and after July 1,
1965, the rate shall be $2.00 per wine gallon” ;
(4) by striking out in paragraph (4) *, except that on and after July 1,
1965, the rate shall be $3.00 per wine gallon” ; and .

- _-(5) 'by striking out in paragraph (5) *, except that on and after July 1,

. 1965, the rate shall be $2.00 per wine gallon”.

~'(d) Beéetion 5051(a)” (relating to imposition and rate of tax on beer) is
amended by striking out the second senténce. :

- (e) ‘Section 5083 (relafing to floor stocks refunds on distilled spirits, wines, cor-
dials, and beer) is hereby repealed and the tablé of sections for subpart B of part I
ﬁf subchapter A of chapter 61 18 amended by striking out the item relating to sec-

0n5063. C . o - o T .

(f) Paragraph (1) of section 5701(c) (relating to rate of tax on cigarettes) is
gmlgnldgiiggg:'stﬂking out “until July 1, 1965, and $3.50 per thousand on and after

u N 0 R s ' o Ly '

(&) Sectlon 8707 (relating to floor stocks refuxd on cigarettes) is hereby re-
pealed and the table of sections for subchapter A of chapter 52 is amended by
striking out the item relating to section 5707, . o

(h), Section 497 of the Revenue Act of 1951 (relating to refunds on articles from

foreign trade zones) 18 hereby repealed.

TITLE VI—ADMINISTRATIVE PROVISIONS

SEC. 601. TECHNICAL AND CONFORMING CHANGES.
(a) Section 6415 (relating to credits or refunds to persons who collected cer-
tain taxes) is amended— :
(1) by striking out “section 4231(1), 4281(2), 4281(3), 4241, 4251, 4261,
256%’86" e:iich place it appears and inserting in lieu thereof *‘section 4251 or
s an o , ,
.. (2) by striking out the last sentence of subsection (a).
(b) Section 64168 (relating to credits and refunds of certain taxes on sales and
services) i{s amended— , .
(1) by striking out’'in the material in stibsection (a) (1) which precedes
subparagraph (A) “section 4231 (4), (5), or (8) (cabarets, ete.),”;
+ (2) by striking out *, admission, or service” each place it appears in sub-
section (a) (1) (A); .
-t rt (8) by amending subparagraph (B) of subsection (a) (1) to read:as
"~ follows: -
“(B) has repaid the amount of the tax to the ultimate purchaser of
the article;”; -
(4) by striking out “or (D)” in subgection (a) (1) (0) ¢
(5i t?l’) :;trlklng out “(1), (i1), or (ili), as the case may be,” in subsection
(a) (1) H '
(8) by striking out subparagraphs (A) and (B) of subsection (a) (8), by
atriking out “(i1)” in subparagraph (C) of such subsection, and by striking
out “or (D) in subparagraph (D) of such subsection;
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(7) by striking out #81 or” and “{in the case of a tax imposed by chapter
32)” in subsection (b) (1) ;

‘ l(18) iby -amending- subparagraph (F) ot subsecuon (b) (2) to read as
" follows:. . -

“(F) in the case of a tire or inner tube, resold for use as provided in
subparagraph (Q) of paragraph (3) and the other article referred to
in such subparagraph is by any person exported or sold as provided in
such subparagraph;”;

(9) by striking out subparagraphs (N), (0), (»), and (Q) ot subsection
(b) (2) .and by strikivg out.the semicolon at the end ot subparagraph (M)
of such subsection and inserting’a period;

(10) by striking out “(D),” in subparagraph (A) of subsection (b) (8), by
striking out subparagraph (D) of such subsection, and by amending sub-
paragraphs (B) and (C) of such subsection to read as follows:

“(B) in the case of & part or accessory taxable under section 4061(b),
such artlelé is nsed by the second manufacturer or producer as material
in thé manufacture or productloi of, or as a component part of, any
other article mapufactured or produced by him;;

“(0) in'the case ({) a tire or inner tube taxable under sect;on 4071,
such article 1s sold by the second . manufacturer or producer on or in
connection with, or with the sale of, any other article manufactured or
produced by him and such other article is by any person exported, sold
to a State or local government for the exclusive use of a State or local
government, sold to a nonprofit educational organization for. its exclu-
sive use, or used or sold for use as supplles for vess:is or aircraft;”; -

(11) by amending paragrdph (4) of subsection (b) toread as follows:

“(4) TIRES AND INNER TUBES,—JIf—

“(A) 4a tire or inner tube taxable under sectlon 4071 18 sold by the
manufaétirer, producer, 'of importer théreof on or in connection with, or
with the sale of, any other article manufactured or.produced by him;

and
T e(B) such other artlcle {8’ {!any person exported. s0ld, to a State
‘or local government for the exclusive use of a State or local government,
sold to a nonprofit educational organization for its exclusive use, or used
or sold for yse as supplies for vessels or aircraft,
any tax imposed by chapter 32 in respect of such tire or inner tube which
has been paid by the manufacturer, producer, or importer thereof shall be
deemed to be an overpayment by him.” ;

(12) by striking out ‘4033(b) (1) or” each place it appears in sub-
section (b) (5).

(13) by amending subsection (c¢) to read as follows: .

“(¢) OREDIT FOR TAx PAID oN TIRES OR INNER TuUBES.—If tires or inner tubes
on which tax has been pald under chapter 32 are sold on or in connection with,
or with the sale of, another article taxable under chapter 82, there shall (under
regulations preséribed by the Secretary or his delegate) be credited (without
interest) against the tax imposed on the sale of such other article, an amount
d‘egarmgned by multiplying the applicable percentage rate of tax for such other
article by—

“(1) the purchase price (less, in the case of tires, the part of such price
attributable to the metal rim or rim base), Jf such tires or inner tubes were
taxable under section 4071 (relating to tax on tires and inner tubes) ; or

#(2) 1f such tires or inner tubes were taxable under section 4218 (relat-
ing to use by manufacturer, producer, or importer), the price (less, in the
case of ‘tires, the part of suc¢h pricé attributable to the metal rim or rim
base) at which such or similar tires or inner tubes are sold, in the ordinary
course of trade, by manufacturers,. producers, or fmporters thereof, as
determined by the Secretary or his delegate.

The credit provided by this subsection shall be allowable only in respect of the
first sale 'on or in connection with, or with the sale of, another article on the
sale of which tax is imposed under chapter 32.” ; A

‘(14) by striking out subseétlon (d) ; and

(15) subsection (g) s amended by striking out “sections 4061 (a), 4111,

\ 4121, 4141,” and inserting in lleu thereof “section 4061(a),".

(c) Section 6808 (relating to special provision relating to stamps) is amended

by striking out paragraphs (1), (4), and (9).

48-936— 65——3
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(d) Section 7012 (relating to cross references) is amended by strlklng out
subsectton (d).

(e) Section 7276 (relating: to failure to print correct prlce on tlckets) is
repealed and the table of sections for subchapter B of chapter 75 18 amended

by s

triking out the item relating to section 7275. .

(f) Sectlon 7828(a) (relating to disposal of forfeited or abandoned property
in speclal cases) is amended by striking out “section 4462(a) (2)" and lnsertlng

- in lleu thereof "sectlon 4462”

TITLE VII—~—EFFECTIV E DATE

SEC. 701. EFFECTIVE DATES. A
( a) RETAILERS AND MANUFACTURERS EXCISE TAXES —

(1) In oENERAL—Except as otherwise provided in 'thig subsection, the
amendments made by titles I and' II of this Act shall apply with respect
‘to articles sold on or after July 1,1965. .

(2) SpECIAL RULES,—The amendments made by sectlons 201(b) (2) (re-

. lating to itomobile parts and accessories) and 202(a) (relating to lubrl.

cating oll) shall apply with respect to articlés sold on or after January 1,
1066, The amendments made by section 202 (b) and (c) (relating to pay-
‘ments with respect to lubricatlng o1l) shall take effect January 1, 1066. The
amendments made by section 203, insofar asg they relate to the tax imposed
by séction 4181 (relating to electrle light bulbs) of the Code, and the amend-
ments made by section 208, insofar as they relate to the tax imposed by

- gection 4081(b) (relating to automotive parts and accessorjes), gection 4091

. (relating to lubricating oil), or section 4131 (relating to electric light bulbs)
" of the Code, shall apply with respect to articles sold on or after January I,
- 1088. The amendments made by sections 207 (relating to partial payments;
sales ‘of installment accounts) and 209(a) (relating to floor stocks, retunds
‘on passenger automibles, etc.) shall take effect July 1, 1965. : The amend-
‘ments made by section 210 (relating to Highway Trust Fund) shall take
‘effect Jaruary 1, 1966,

(3) ‘INSTALLMENT BALES, ETO. —¥ob purposes of paragr&%hs (1) and (2),
an article shall not be ¢onsidered sold before July 1, 1 or January 1,
1906, as the case may be, unless possession or right to possesslon passes to
‘the purehnser before such date. ‘In the casge nf—

(A) a lease, .
(B) a contract fof the sale of an artlcle ‘where it is provided that
the price shall be pald by installments and title to the article sold does
~ not pass until a’ futm‘e date notw lthstauding part.ial payment by in.

: stallments, )

_(C) a conditional sale, or
" (D) a-chattel mortgage arrangement whereln it is provlded that the -
sale price shall be pald in installménts,
' éntered into before such date, payments made. on or after such date’ s];g&

’

* 'foi purposes of thia subsection, be considered as payments madé with res

to articles sold on or after such date,

(b) ‘FACILITIES 'AND _SERVICES 'mxr,s—

(1) ‘ADATISBIONS AND CLUB DUES.—
~(A) Thé amendmetits made by sectlons 801 and 305 insofar as they
*relate to the taxes imposed by section 4231 of the Code, shall applv
o ‘\lvlth respect to admissions, services, or uses after noon, pecember 31,

7 (B) - The’ amendments made by’ sectlotns 301 and 305 1nsot‘ar a8 tbey

‘rélate’to" the' taxes imposed by section 4241 of the Code, ghall apply
, wlth respect to—

~ (1), dues and membership fees nttributable to perlods beglnnlng

‘on oF'after January 1, 1960 ; A

{i1) initiation fees and amounts paid tor lffe membersh}ps at-

tributable to. memberships beginning on or after January 1, 1966.

1‘) {h the' case of’ amonntg described in section 249 bi o the
-7 ‘Code, 8-year petfods beg{nning on or after Januqryél,‘ %68 i ot

i
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- (2) COMMUNIOATIONS.—

(A) .The amendments made by section 302 (relatlng to communlca-
tion services) shall apply to amounts paid pursuant to bills rendered on
or after January 1, 1968, for services rendered on or after such date..
In the case of amounts pald pursuant to bills rendered on or after Jan-
uary 1, 1088, for services which were rendered before such date and for
which no. prevlous bil! was rendered, such amendments shall apply ex-
cept with respect to such services as were rendered more than 2 months
before such date. In the case of services rendered more than 2 months
before such date, the provisions of subchapter B of chapter 33 of the
Code in effect at the time such services were rendered shall apply to
the amounts paid for such services,

(B) Section 4251(b) of the Code, as in effect June 30, 1965, is repealed
effective on and after July 1, 1965.

(8) TRANSPORTATION OF PERSONS BY AIR.—The amendments made by sec-
tion 8038 shall apply with respect to amounts patd for transportation, and
amounts pald for accommodations in connection with transportation, be-
ginning on or after July 1, 1965,

(4) SA¥E pEPOSIT BOXES.—The amendments made by sectlon 304 shall ap-
ply with respect to use perlods beglnning on or after July 1, 1

(¢) MISCELLANEOUS TAXES.— :

(1) The amendments made by section 401 (relating to documentary stamp
taxes) shall apply on and after January 1, 1966.

(2) The amenidments made by sections 402 (relatlnz to playing cards),

- 403 (relating to occupational tax 0 woperated devices), 404 (relating
to -occupational tax on bowHfig alleys, red._and pool tables), and 405
(relating to technicalfhd contorming changes) Bhqll apply on and atter

() ‘ADMINISTPATIVE Pnovxsxoxs —Ea le VI, to the
extent it relates ‘ v ke efreet ina
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appear - of vietws of the 4 stration op this
legislati '
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I would like to confine my comments today to the general fiscal aspects
of the President’s recommendations and the House bill.. ‘Assistant
Secretary Surrey is'here with'me to present the administration’s posi-
tion ofi'the differerices bétween the President’s proposed program and
the bill as adopted by the House, which centers on the treatment of the
passenger car excise tax. He will also present the administration’s
position on the specific tax reductions proposed.

“Mr. Chairman, T think that members of the comimittee are aware of
thie fact that having been retained in private practice prior to taking
my office as counsel for the Automobile Manufacturers Association to
ofger advice on the matter of passenger car excise taxes and related
questions, 1 immediately severed any connection’ with the automobile
industry or its representatives, as did my former law firm, before tak-
ing office as Secretary of the Treasurg. S e

evertheless, I have felt it desirable to refrain from -discussions
or decisions a3 to how the excise tax reduction should be distributed
among the various products and activities and specifically how ‘the
passenger car excise tax should be handled. I have endeavored to
examine and observe the properties in'this situation, and it has seemed
to me that the most appropriate analogy is the sccepted practice of a
lawyer, as I am, if he goes to the bench. A law review article,
which I have stu ied, examined this situation of judges and past con-
nections and summarizes my position, I would like to read one quote
from it so the cominittee ¢ah understhnd why I am proceeding in this
fashion, . .. . L ,

Iquote: L \

A second possible cause of bias ig'the judge's party contact. The propriety
of a judge’s sitting on a case involving a former client seems to depend upon
whether or not the case in question was in his eyes prior to his going on the
bench. When the judge has had prior contact with both the client and the
case, disqualification 18 universal for the obvious but seldom articulated reason
that a judge would seldom have an open mind under such circumstances, and to
sit would Invite charges of corruption. ‘ .

I should note that the bill before you does not deal with the recom-
mendations for increased user taxes. The Ways and Means Commit-
tee decided.to reserve the user charge recommendations for:future con-
sideration, , At the same &ime it recognized the desirability:of rapid
actioi on thie excise reductions to.avaid any. lengthly. disturbance of
the marketing of taxed products: ‘While this' procédire ‘is vinder-
standable, I would like to emphasize that we regard user taxes as a
most important part of the resident’s pr_oF:%n., CE e RS
'The elimination or reduction:of the selective excise taxes not now
dedicated to particular uses; such as, the lniihway~ trust fund or falling
into the category of sumptuary taxes; such as, liquor and tobacco is,
an‘im(i),?qtagp step in pu;{gqngipu_lng program of tax reform, which has
included the Revenue A'cts of 1962 and 1964 a5 well ns the depreciation
reform. . We aye all interested in the deveiogmentaqf,. an overall tax:
system which is charact{_)al;ized_ by equity,and .gimplicity -and which
ragkes 8 maximum contribution toeconomio growth. .- {, *..

,,?L‘he pxcise;tax. mdqiﬁlpns recommended by the President represent:
the next logicalstep inthisdirection... ... &, i . i\ i) e
. Reduction of our selective excise taxes 1inc.reases»thefe;l)uityf.qf,the-
tax system, ;; Many selective taxes are discriminatory and burdensoms-
on producers, sellers, And colisumers of the items subject to.tax,. .. .- iy
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* 1 believe that the Corigress and the piibli¢ have long felt that niany
of our excise taxes have no pla¢e in a permanent tax system. Thus,
wherever it is appropriate to remové i particular burden on one
product. or another, we should strive consistent with other tax goals
to provide a freely operating competitive-price system, and, in the
President’s words:

¢ ¢ * end an unfair bur@en on many businesses and workers who produce the
commoditles singled out for excise taxation.

Excise taxes, unlike income taxes, impose burdens on those whose
income is below the level of their personal exemptions and deductions.
The present excise tax reduction program will lighten the burden of
regressive taxation on low- and middle-income people. A great deal
of the revenue involved comes from extremely regressive taxes, which
are & heavy burden on low incomes. These include the taxes on tele-
phones, automobile parts and accessories, toilet preparations, and most
of thehousehold appliances. S . :

The proposed reductions will simplify the tax sKstem by greatly
reducing the number of separate taxes as well as the accompanying
burden on business of collecting and reporting those taxes. It will eut
the Government’s cost of tax collection and enforcement.

Many of the selective excises involved in this legislation are expen-
sive to collect, and they impose heavy compliance burdens on the tax-

ayers. This is particularly true of the retail excises and some of the
ower yield taxes; such as, the tax on cabarets and safe-deposit boxes.

Many of the selective excises fall on items which have nontaxed
substitutes. Room air conditioners are taxed, but central air condi-
tioning is not, Most admissions are taxed, but many are not. Some
house furnishings are taxable, others not. . =
But an equally compelling reason for the elimination or reduction of '
many of these selective excises is that t.hel\" are incompatible with a tax
system that leaves the private economy the maximum opportunity for .
growth. 'These taxes were imposed largely in war and emergency in
part to sustain production and consumption in the taxed products and
services and encourage the transfer of the material and manpower
resources dedicated to these products to other areas deemed more essen-
tial to the war effort.. Imposed in part for this reason, it is only logical
that they should be removed as a part of a normal L)gacetime economy.
This removal of a burden on the private sector will bolster the economy
in a particularly valuable way since it will strengthen the competitive
forces in the marketplace, and it will entail significant price reduc-
tions, thereby contributing to wage-price stability. med

The House bill will have substantially the same impact in fiscal years
1966 and 1967 as the Préesident’s recommendations. But in the fiscal
years 1968, 1069, and 1970 the House bill will éliminate additional
excise taxes in successive stages totaling nearly $1 billion beyond the
President’s program. I

The revenue effects of an excise tax reduction are somewhat compli-
cated and I would like to clarify thé various figures.

When we speak of the full-year gross revenue loss from’ repeali
an excise tax, we are referring to the revenue that is collected in'a fu
f'_eap of operation under that tax. The full-year decreases in tax col-

ections in the administrative budget under the House-bill and the

Presideéfit’s progiam ave given'in table 1.
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TanLe 1.—Reduction in tax collections, full-ycar effeot, House bill and President’s

program
[In biilions of dollars)
House bill President’s program
Separate Cumu- Separate Cumu.
lative lative

July 1, 1068, reduction 1.7 1.78 1.78 1.7%
Jan, 1, 1066, reduction 1.68 3.43 1.73 3.48
Jan. 1, 1967, reduction A7 3.90 .28 3.78
Jan. 1, 1968, reduction 47 4.37 .09 3.8
Jan. 1, 1969, reduction 47 4.4 .09 3

Under the House bill, the important figures here are $1.75 billion
for the July 1 reduction, $1.68 billion for the January 1, 1966, reduc-
tion, and $470 million for the reduction on each January 1, 1967 to
1969. These will add eventually to a reduction of $4.8 billion in tax
collections. Compared to the President’s program, the principal dif-
ferences occur after 1966. The reduced tax collections under the ex~ise
reduction recommendation of the President were $3.9 billion.

The committee will be particularly interested in the budget effect
of these cuts. The figures in table 1 change in several ways as respects
the gross budget effect, before feedbacks.

In the first place, the House bill provides that certain tax receipts,
amounting to about $70 million, be put in the highway trust fund.
This allocation to the trust fund does not reduce tax collections, but it
does lower administrative budget receipts.

Second, if an excise tax is repealed effective July 1, 1965, the Federal
Government will still get tax payments in July and August on tax-
able transactions entered into in May and June because the taxes on
those transactions will be turned into the Treasury after July 1. The
- fiseal year loss is, of course, even less when the reduction becomes
effective on January 1 in the middle of a fiscal year.

Finally, the budget effects must take into account customer refunds
and floor stock refunds.

The gross fiscal year budget losses under the House bill and the
President’s program from the tax reduction are shown in table 2.

TABLE 2.—@ro8s fiscal ycar reductions tn adminisirative budget rcceipts

(In biliions of dollars}
Fiscal year
10668 1007 1068
House bill:

July 1, 1063, reduetlon. cocccoceiciracacccncnecnaccanacacns 1.63 1,78 1.7
Jan, 1’ 1966, reduction . ooomoiois ST R 1.78 L7
Jan. 1, 1967, reductlon...c.ccececcenaccccancs. eececccsancaaleacsnaciinanas .18 49
Totaleeeeacoconaonn esesssacssssesasescnacacere erevarese 2.17 3.68 4,01

President’s program:
July 1, Poe%’f reduction...ceccinciicccanteraccanccanncnanns 1.63 1.78 1.78
- Jan, 1, 1068, reduction...eeeicicananniecianacencnecenacaenn 04 1,74 1.78
Jan. 1 1067, reduction...cen i e cinnneiiccefeat e eeene 00 .30
" Total....... eveeaeerereraneannanas ceeeemeneeseencenann 217 3.68 an
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Under the House bill the gross budget losses are (in round figures) in
fiscal year 1966 $2.2 billion, in fiscal year 1967 $3.7 billion, and in fiscal
fvear 1968 $4 billion. The losses under the President’s program would
1ve been the same in fiscal year 1966, and slightly smaller in fiscal
year 1067 and fiscal year 1068.

Excise tax reduction will mean that there is this much more dis-
rosable income of consumers and businesses. Asthis isspent, there will

e increased income taxes and more disposable income for further re-
spending, again increasing income tax receipts.

To properly assess the excise tax reduction, we should take into nc-
connt these feedbacks of increased collections under other taxes. On
this basis the expected net budget impacts of the House bill and the
President’s program are:

{In billlons of dollars)
Houso bilt | President’s
program
Fiscal year:
1960, ot eecinccercaictocacscnacocauacrccaasnasccnsascccsonnscnancnensonas 1.8 1.8
Lo 7 SRR 2.2 2.1

In the long run the net revenue loss after feedback will be about one-
half of the gross loss.

This excise tax reduction can have an important strategic effect in
maintaining the upward thrust of the economy. It is well known that
a decline in the pace of our economy, leading possibly to a recession,
can cause o major decline of revenues., Federal revenues declined in
the recession of 1958 and in the recession of 1960. They did not decline
during the period of the major income tax reduction i 1964-65.

Tet me turn now to the specific matter of the net budget deficit.

In January of 1963 it was anticipated that the budget deficit for
the fiscal year 1964 would be $12 billion. In the end a number of cir-
cumstances, including the combination of im\)r(:ving econonric condi-
tions resulting from both the anticipation and enactment of the Reve-
nue ‘Act of 1964 and firm expenditure control, brought this figure
down to $8.2 billion, :

In January of this Year the budget deficit for fiscal year 1965 was es-
timated to be $6.3 billion. Thanks to continued expenditure control
and substantial improvemnents in revenue collections, it was announced
late in April that the deficit was likely to be $5.3 billion. Now as a
result' of additional information, we anticipate that the deficit for
fiscal year 1065 will be reduced to $4.4 billion, Of this $1.9 billion re-
duction in the deficit below the January estimate, $500 million repre-
sents reduced expenditures, and $1.4 billion represents increased reve-
nues, It may be that by the end of the fiscal year the expenditure
figures will show further reductions but it is too early to hazard any
hard estimate, o L :

In January the-budget estimate of the deficit for the fiscal year 1966
was $5.3 billion. At that time we were contemplating an-excise tax
reduction program of only $1.75 billion. Since then we have revised
upward our estimate of revenues under the income tax by $1.6 billion,
We have also recommended the enlarged excise tax reduction program
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which will involve for fiscal year 1966 a net budget loss'after feedback
of $1.8 billion. : This is larger by $0.6 billion thah the net budget loss
that would have oc¢urred under the original: $1.76 billion program
contained. in the budget messa%‘e.* This additional revenue reduction
of $0.8 billion combined with the expected increase in receipts of $1.6
billion still leaves a net improvement in receipts of $1 billion.

At this time, the Bureau of the Budget continues to expect expendi-

tures for fiscal 1966 to be approximately the same as they were esti-
mated to be in the January budget.
. There have been some increases due to increased defense operations
in Vietnam, but these have been matched by economies elsewhere.
The prospective improvement in the deficit re is, then, this in-
orease of $1 billion in receipts which would reduce the deficit to $4.8
;)iglééon—-slightly below the $4.4 billion now anticipated for fiscal year
The question could be raised, “Would the deficit in fiscal year 1966
be lower by $1.8 billion if thexs were no excise tax reduction?” The
answer would be “Yes” only i’ we ignore the strategic effect of tl.e
reduction, that is, if we ignors the particular contributions that the
reduction will make to maintaining the expectation of growth, which
is our basic defense against the development of recession. As I said
before, deficits rise with rvcession but they can fall with responsible
tax cuts.

For the fiscal year 1967. assuming continued economic growth at
the long-term trend rate, administrative budget revenues should in-
orease by about $5 billion. This potential gain will be slightly offset
by the fact that the January 1968 excise tax cuts will be in operation
for al] of fiscal year 1967 compared to only half of fiscal year 1966,
and some further excise tax cuts will come into effect January 1, 1967.
On the other hand, we will in fiscal year 1967 be realizing more of the
economio feedback of the first two stages of the program. The added
revenue loss of the House bill in fiscal year 1967 over fiscal year 1966
on & net basis will be about $0.4 billion. (Under the President’s &‘:-

m, this added revenue loss in fiscal year 1967 would have been
about $0.3 billion.) Roughly, we could thus put the potential revenue
gain in fiscal year 1967 at $4.6 billion. " .

We do not know now what expenditures in fiscal year 1967 will be,
but this potential revenue gain leaves considerablé room for providing
such increased expénditures as might be needed by a growing popula-
tion and still achieving' reduction ‘'of the budgetary deficit.

On thid mattet of expenditures, I would 1iké to repeat the President’s
statement to'the Ways and Means Committee, “I would like to make
clear once again my strong determination to hold expenditures to the
lowest reasonable levels.” ~As you realize, exgendn_ture‘icqhtrol requires
hard decisions and the determination to stand behind thém. I.beh_eVe
that the administtation has givén ample evidetics of this determination.

Mr. Surrey is now prepared to gresent tho administration’s position
on the'specifi¢' tax reductions in the bill and the differences between
the President’s program and the House bill which center largely on
the passenger car excise tax. o ‘ S ’
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The CitamaaN, Thank you very much, Mr. Secretary. The Secre-
{ary has suggested that Mr. Surrey make the next presentation, at the
end of which both the Secretary and the Assistant Secretary will be
available for questions.

Secretary FowrLeR. Yes, sir.

The CiramrMaN, Isthat agreeable tothe committee?

Mr. Surrey.

STATEMENT BY HON. STANLEY 8. SURREY, ASSISTANT SECRETARY
OF THE TREASURY

Mr. Surrey. H.R. 8371 can be described by saying that it repeals
all of the excises except— .

Those which are intended to impose part of the cost of a par-
ticular Government service in the area thereof. This category
includes the highway trust fund taxes, the tax on fishing equip-
ment and certain firearms, shells and cartridges, and the tax on
ail"l%assenger travel, .

ose on alcohol and tobacco, which are traditional sources of
revenue. As the House committee report indicates, the fact that
these taxes may inhibit some choices is part of the reason that we
have had them.

Those which are intended to be regulatory in nature, such as
the taxes on certain firearms, wagering, coin-operated gaming
devices, marihuana, and opium,

The bill makes these changes in a way that is fiscally responsible
through staged reductions. Where postponement of purchases in
anticipation of a reduction could be a potential problem, the reduction
is scheduled for the first sta uly 1, 1965, The remaining part of
the reduction is scheduled for January 1, 19668 (December 81, 1965,
in the case of certain admission taxes and the cabaret tax). In the
case of the two taxes where very large amounts of revenue are in-
volved, telephone service and g)assenger automobiles, part of the reduc-
tion is staged through 1967-69.

In two industries where the effect on saleg because of the anticipated
reduction on July 1 might be a serious problem, passenger automobiles
and air conditioners, the bill provides customer refunds to the original
announcement date—May 15, In the other situations floor stock re-
funds are provided where considered appropriate.

An alphabetical listing of the present excise taxes and the indicated
changes under the House bill and the President’s program is attached
to this statement.

(The listing referred to follows:)

48-036—05—-—4
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Erciso taxr program to de enaocted in 1965 tndicating differcnces dolweon
President’s recommendation and H.R, 8371*

July 1, 19065 Jan. 1, 19668 January 1967 to
January 1969

P, X LT LT N S Repeald..........
Alr condftioners. ... ..ocoiiiiiaiiaa... | TT 0\ S F s
Automoblles:
Presldent’s recommendation.......... Reduce 10 percent | Reduce 7 percent | Reduco 8 percent to

: 7 peroent. to 8 pervent, & pereent, 1007,
HOusO Bileeen oo eeeeaeenenneneneesfonnnn 0ueenennenilennns S R(i%:;‘o to 4 percent,

Reduco to 2 peroent,

Repeal, 1969,
Automobile parts and aocassorles (oxeluds |ooceiaeeenaiennnnnns Repaal..... ceerees

fng trucks parts).
Ballpoint and fountain pens, 680.......... Roepeal. coneeocieiiciieiiaranrncnnanns
Bowling allo(f's and pool tables.......... . )., [+ [ T PPN
usiness and store machines..............}..... [+ 1 Y B PR

a {s
Cameras and film, ete.
Oigarotte lighters......
Ldues...eeeeann...

;e)lm:s'otmnwygn(ﬁ)....il......

ectric, and ofl appllances...........f Repealoc.coaiiec]esiiinninenenanne..

Electric 1lghE DULE. s ereoen oo

Froezers

Jowelry

Tubricating oll:
President’s recommendation.. ... oo, Repeal......o.....
Houso blllisueiiiaciiiniiiiiincacenaadennann. reciaeainens Repeal as to none

highway usc,

> Put into high.

way trust fund

as to highway

Luggage and hahdbags.ceoeeeeeeinannnnns ‘
Malcles. ....... tesecaseeans .

ches
Musical lustruments. ..
Playing cards. .........
Phonograph records. .
Radios and phonograph
Refrigerators. .. ccoviiiiancieiionarcnaan
Safo tlﬁ\ammm"'i'ﬁiﬁi"') ............
1 g 0X0eD ng
s[?cks and bonds—issuance...
Stocks and bonds—transfer...
TeleRta e ceieccrriiectntanscasaanans

Te ghono:
eneral and toll (fncluding teletype.
writer service). . )

Reduce to 2 peroent,
cont to 3 pers 1067, Neduce to
ocent., " 1 percent, 1063,
N . » i+]*. Ropeal, 1969,
“Intorior comnmunications 8ystems. covolee.viniseenannnnnens Erempt...........
Telovision Se18.: . oCiseenaaiannnnnen cemenee Repeal.....oeeeen. cetenese tessesecuas
Tollet preparationt e cviecneceecccafeannn. d0..ueee R
Wito and equipment se1v1c0. cccicnnnae]eanccccaccncacanans Repeal............ '

1 The table does not deal with the usae tax recommendations.  In additioy to the Iteins inthe'tabk, the
au&o{nutlc reductions in prosent Jaw mmcnn%clgmuos. heer, distilled spirits, and wine are to bo repealed,
ond the automatic reductioh {r the case of the generat telopfuono tax s wslporaed.

1 Tho President recommended a Jan. 1, 1066, effectivo date; this was advanced to Dec. 31, 1063, by tho

House.

Lot me turn now to the fow instances in which the House bill
differs from the President’s program. The President recommended
that the passenger automobils tax be reduced by half, from 10 to b
rercent, in reductions staged 3 porcent on July 1, 1965, 1 percent on

anuary 1, 1966, and 1 porcent on January 1, 1967, The revenuo
obtained from a tax at a §-percent rate is $950 million, at 1966 levels
of income. This tax is efficient to collect. It is not regressive. It
falls upon an item without close substitutes. Most important the
revenue is large.
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'The House bill provides that the entire tax be phased out by Jan-
uary 1, 1069; 3 percent on July 1, 1965, 1 percent January 1, 1966, and
2 porcont on January 1 in each year 1981(, 1968, and 1969, .

Wa believe, however, that only § percentage points of the automobile
tax should be removed, and 5 percentage points left in effect, in accord-
ance with the President’s recommendation. This will‘allow future
Congresses to consider whether to reduce the automobile excise tax
below & percent, . .

Postponing the decision with respect to this remaining 5 points of
the automobile excise tax until the future is the course of fiscal pru-
denco, In the judgment of the ndministration it is unwise to enact now
lnvge tax changes to come into effect 3 and 4 years in the future, It
is impossible to forecast the economic situation that far ahead. The
prudent cowrse for the Nation is to stay with the President’s program,

One cannot. foretell just what tax requirements for responsible fiscal
olicy will be in the fiscal years 1067, 1968, and 1969, depe_ndmglas they
do on expenditures, receipts, and the economio situation. In fact,
one cannot tell just what expenditures will be forced upon us by the
auntomobile itself. How much will: we have to spend to deal with such
problems as highway safety, aiv pollution, and automobile graveyards?

Tho other differences in the House bill from the President’s recom-
mendation are relatively minor, and we concur in the House action.

The House bill would retain the tax on lubricating oil so far as it
applies to highway users, This would be done by repealing the pres.
ent tax on cutting oil'and by providing refunds for use of lubricating
oil in other than highway vehicles. The proceeds of this tax, $50
million, would be put.in the highway trust fund. s’

I'he remaining difference in the House bill deals with the automobile
parts and accessories tax so far as it applies to parts which are pri-
marily designed for trucks. The President recommended retention
of this 8 percent. tax as it nl;p]ies to parts which are not suitable for
uso m a passenger automobile, The problem here is that some large
compaonents of trucks are subject to & 10-percent tax if they ave in-
stalled by a truck manufacturer on a new-truck, This 10-percent tax
on trucks, which is part of the highway trust fund.is not chan by
this bill. " If no parts tax applied, there would be a considerable in-
centive to install the part Iater as an accessory, Retaining the tax for
truck parts and accessories will avoid aggraviting this problem, ¢ The
House bill places this truck parts tax, which anioints to about $20
million, in the highway trust fund, along with the basic tax on trucks.

Finallv, T want to say a brief word about ths matter of -effective
dates, The Ways and Means Committee went. extensively into this
problem, as its report indicates. It considered the-potentinl yostpone:
ments of sales and came to the same conelusions that we hdd reaclied,
after the extonsive discussions which trade nssooiations and individual
firmn had.with tho Treasury and with-the staff of the joint committes,
. Two industried thought this sales ]]mst ponement problem was serious.
In automobiles the tax involves n larger dollar amount.’ Postpone-
ment of & purchase until after July 1. would bring. the buypn close to
the new model year when he might decide’to wait until fall.: ‘This
could result in o significant loss of sales for the current model year
and perliaps even some permanent loss of salos, o
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In air conditioners the problem is somewhat similar. Here, nearly
40 percent of the year's sales come in May and June. Postponement of
& purchase until after July 1 would mean that part of the hot weather
is gone and many potential customers would postpone the purchase
until next year. “In these two cases, the House considered that cus-
tomer refunds were appropriate with respect to purchases between
Ms:.e' 15 and July 1. :

8 to other industries, the committes noted that retroactive refunds
were not provided in the last significant excise tax reduction, that of
1954, and that a retroactive date, with consumer refunds, would con-
stitute a serions administrative burden for the industries affected. In
order to provide the Internal Revenue Service with some means of
verifying the refund claims, it would be necessary that they be chan.
neled through, and consolidated by, the person who initially paid the
tax. For most taxes, this would be the manufacturer. Such a proce-
dure would involve the processing, verifying, and consolidating of
thousands of small claims by a manufacturer. For manufacturers
that sell many different taxes articles the burdens would be multiplied
manz times, and the benefit of retroactivity would be far outweighed
by the burden of additional paperwork involved. Consequently, the

ouse thougg}t’that in view of the short time between the announce-
ment date—May 16—and the effective date of the first scheduled re-
duction, July 1, it would be wise to proceed in all other cases in accord-
ance with prior practice and avoid retroactive reduction. However,
ag stated earlier floor stock refunds are provided in the House bill for
most of the manufacturers taxes. '

The Treasury staff has been working with the staff of the Joint
Committee on Internal Revenue Taxation on some technical amend-
ments. - We will be glad to discuss these matters with the committee,
when it considers the bill in detail.

Thank you. ~

The Crarrman. Thank you very much, Mr, Surrey.

The Chair would like to ask just a few questions which will be
directed first to the Secretary.

Secretary Fowrer. Yes, sir.

The Cramman, And if desired, the Assistant Secretary for com-
ment. ’

It has been suggested in the last few days that, in the case of certain
taxas-to bo repealed outright, the reduction should be effective on the
day the President signs the bill. I would like your opinion, Mr. Sec-
retary, as to whether that should be done. ,

Seoretary FowrLer. Mr, Chairman, as Secretary Surrey’s comments
have indicated, the effective date has been a matter of real concern
to him and his staff in long and extensive interviews with the various
industries affected from the very beginning of the consideration of
this program, It was felt, after this series of conferences and ap-
praisement of the problem, that the threat of any kind of a buyin
slowup on the items on which tax reductions would be scheduled coul
be minimized to & very substantial extent provided there was a rea-
sonably shott period of time between the President’s messago and the
action by the Congress. :It was our view at the time of the President’s
messago that except for the two items mentioned, any reduction prior
to the general effective date, prior to July 1, would not be necessary.
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However, I think we are all familiar with the fact that there has
been some concern among sellers of some of the other items, and there
has been some expression of desire on their part to have the reduction
become effective as soon as the bill is enacted, that is, signed by the
President, which would be presumably a matter of a week or two
before the effective date of July 1, assuming that the Senate should
act in the next week., C

I do not think that the administration would be opposed to the en-
actment of this early effective date, to, let us say, June 15.. As a tech-
nical matter I think Internal Revenue Service could cope with such
an amendment if the Senate or the Congress wished to include it.

I would like to point out that the gross revenue conséquences on the
1966 budget, according to our best estimate, would be approximately
$50 million mora or less if June 15 were the date. It is pretty hard to
calculate that with any precision. My own feeling, Mr., Chairman; is
that this is a close question. I do mnot believe that any real damagi
would be done to the economy by keeping to the effective date of July
1 because most of the sales that would be affected would not be can-
cellations of sales because of the impending excise tax cut. We be-
lieve they would be more in the nature of deferral of sales for a 2-week
period or arrangements between buyers and sellers whereby the effec-
tive date of the transaction would be July 1 or a few days thereafter.
So that any real substantial injury to'the economy overall or to par-
ticular dealers, we believe, is a de minimis problem.: co

The Criamaran.  What would be the loss tothe Treasury?....: .
| Secretary Fowrer. About $50 million additional gross revenue

The CuamryaN, The next question, whatiis the difference between
the House passed bill and the administration’s recommendations

Secretary FowLeRr, The é)rmcipal difference, Mr. Chairman, has to
do with the fact that, as Secretary Surre())' has indicated, the House
bill would provide the elimination of all 10 points of the-current pas-
senger aulomobile excise tax, whereas the President’s program would
have provided for only a reduction from10to 5 percent. ... .. . -

The Houss bill provides that as of succeeding years 1967, 1968, end
1969, the additional 5 percent, the remaining b: percent I should say,
excise tax on passenger cars that would exist, after the President’s pro-
gram would be eliminated in a staged reduction process, one additional
point going,oﬁ' January 1967 and' two. points going off, January 1,
1968,and 1969, - S N

The CuamrmaN. Have you an estimate of:the loss of revenuet . ::
. Secretary Fowrer. Yes,sir. That would be approximately an addi-
%;Ional,ll;)gll%mn dollars of gross revenue loss that would flow from the

ouse bill. "~ . .o o

- The Ciamuan, I would like to ask-this question, and I think the
committee should have an; %uswer- before :we-act upaon the bill, . Daes
the ad.ml‘mstratlon want the bill as it js nowsbefore:the. Finance
Committeed . .l g

Secretary FowrLEr, The"adminis&mﬁons;distinct preference, Mr.
Chairman, as Sccretary Surrey’s statement hag indicated, is that the
bill that we; would like to seg e,l.ne_rs;e is the ])il‘lé(gn;linef mt{)t, the Presi-
dent’s program rather thap. the hill as approved.by: the House in this
particular area,
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There are other minor amendments in the House bill which Secre-
tary Surrey has dealt with in his statement about which there is no
substantial difference.

+ The Cuarratan, Would you indicate the differences between the
recommendations of the President in the House bill and the bill that
is now pending before this committee?

Secretary Fowwrer, The principal difference is the one I have indi-
cated. The House bill would eliminate completely by January 1
1969, the passenger car excise tax. The President’s program WOlll(i
retain 5 percent of that 10 percent effective indefinitely with the initial
5-percent reduction becoming effective with a 3-percent reduction on
July 1, an additional 1 percent on January 1, and an additional 1 per-
cent the following January 1. _
There are other differences, Mr, Chairman. For example, some items
are being transferred to the highway trust fund. One item in par-
ticular, the tax on lubricating oil, which the President recommended
be eliminated, is being retained in the House bill to the extent that the
oil is used in highway vehiclcs and the revenue dedicated to the high-
way trust fund. -

The tax on truck parts, which the President would have left stand-
ing and thereby revenues from it flowing into the general fund—the
House bill provides it be turned over:to the highway trust fund.

- The total of those changes is approximately $70 million.

The Cuamyan. Well, siibstantially the administration-still favors
the original recommendations made by the President.
- Secretary Fowrer. Yes, sir.

The Cramatan. When the ultimate full-year effect of the bill is
reached, how much will ithe$ :

Secretary Fowrer. The bill as it passed the House, the full-vear
effect, would be, as indicated in table 1 it my statement, $4.84 billion,
neirly $5 billion. o : :

- The CrAtrdaN. That isthetotal. - ‘
i-'Secretary Fowrer. That is going through January 1, 1969, when
the final tax on passenger cars wonld be eliminated. ‘
The CaamsraN, What is your opinion as to how much the'bill will
affect the Federal deficits for the fiscal years 1966, 1967, and 1968,
until the reductions expire{ g , ‘
- Secretary Fowrer!" I'think as to the fiscal year 1966, the nét budget
imptict -of the House bill and' tlie President’s program would be
1.8 billion. For the fiscal year 1967 the net budget impact. of the
”ﬁpse bill ‘'would be $2.2 billion and the President’s program' $2.1
billion, ' . .

We have not calculated—made any hard estimate, Mr. Chairman,
for the effects for the fiscal years 1968 and 1969 but, under the House
bill, there would be some additional imgact on thie budget in thé neigh-
borhood of arsund:$400 nillibn in'1968 and almost the full long-term
reduction of $950 million in1969. ST

The Cuamsan. Now the Federal budget has not been biildncéd
since the fiscal year 19607 isthat correct ? -

‘Secretary FowLer, Yes, sir, L ‘
-+ The CHARMAN, Your pred r—and I speak twith all due credit
to him becatise T knew him'very well—had a different estimate as to
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when it would be balanced almost every time he appeared before the
committee. When do you think the budget will be balanced again?

Secretary Fowrer, Well; Mr. Chairman, I am not much givon to
forecasting in this particular area. I have watched many forecasters
make predictions a on% this line and, it seems to me, the resulting
variances between the forecasts and realities that have been achieved
would indicate this is a fairly difficult art which I would not pretend
to master. Therefore, I would have to respond to your question in
this fashion: Provided the economy continues to expand on tlie trend
line that it has followed in recent years, and assuming that the budget
proposals, as they are made by the President and as Congress itself
acts upon them, hold down any increase in expenditures in a substan-
tial way in 1967 and 1968 so that the incre revenues accrue to the
Treasury as a result of the increased expansion, I think it will be feas-
}plleitolg%léieve a budget-balance in the fiscal year 1967 or 1968—more
ike .

Th); Cuarman, Of course, I take it that you will use all the efforts
you can to balance the budget.

Secretary FowLer. I certainly intend to do so.

'églze CuamrMaN. How much has the Federal debt -increased since
19

Secretary Fowrkr, Mr. Chairman, I do not recall exactly what it
was in 1960. I have those figures readily available in another one of
theee black books but the current figure now, I think, for the debt as
we stand here today is about $319 billion. I believe that is what the
Treasury statement would show today. I do not have the 1960 figure
to measure that again. Just 1 second, it is being handed to me here.
The public debt at the end of the fiscal year 1960 was $286 billion.
. The CHAmMAN. In this bill the administration would reduce excise
taxes and general fund revenue. - In another bill before the committee
the administration would increase social security, medical care taxes,
and trust funds receipts. Taking these two bills together, what will
be the ultimate effect on the workingman'’s tax bill ¢ e

Seorétary Fowrer. I think that mathematically it would—I have
not. been able to follow in detail what the current estimates are of the
legislation before this committee, but assuming the same withdraal
of revenues, of income from the Housa bill, I believe it would be fair
to say that the President’s program on exocise taxes and social security
would mean that at ‘the beginning of the calendar year 1966 there
wouild be available to the taxpayer for private use approximately $1
- billion,!if the two-step excise tax amounting to abont $3.5 billion be-
comes effective as of January 1. A net stimulus, ag the economists
would sdy, of about $1 billion. ' * *
. The CHarrytaN, In other words, speaking of 1966 alone—and not
of the other years—but this is not the full effect, there is a net redue-
tion in taxes as compared to the increase.

Secretary Fowrer. ‘There is a net overall benefit to taxpayers after
counting in the increased social security benefits. : ;! o

The Cramryan, Will you repeat again how much it will be for the
year 1966 ¢ . ~ - o . L
" Seoretary Fowrer, The net effect of the tax clmnﬁes and the addi-
tional benefits in the two programs is approximately $1 billion as I
understand it. o - o o
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" The CHATRMAN. Just one more question, and it is not tied to this
bill. You have placed tax receipts, excise tax receipts, in‘the highway
trust fund,. = - o S ‘

Secretary FowLer, Those excise tax receipts that aré currently dedi-
cated to the highway trust fund under the Highway Acts of 1956 and
1961 continue'to be dedicated ns they are under the existing legislation.

The Cramman. It so happens I was one of the patrons of the high-
way trust fund many years ago and I think that is a very fair way to
handle it because it comes from the gasolinetax. .~

Secretary FowLer, - Yes,sir. - - s .

The CuatryMaAN. When a person uses the roads, he pays part of its
costs. ' Would you give-me some figures on that trust fund at this time?
~ Secretary Fowrer, The figure of :transfers to the highway -trust
fund under the provisions of the law that are now in effect—the act
we referred to—amounts to $3,759 million for estimated 1966 levels of
income, cenon

The CuairyAN. ‘That is, distributed to the States?.

Secretary Fowrer., Thatiscorrect,sir. : - = . .

The CrairmaN. Thank you very much; Mr, Séeretary. -

- Sendtor Long? ' Eo e T

Secretary Fowrer. Thank you, Mr, Chairman. . 2

- Senator Loxa. Mr, Secretary, I am not worried too mich about this
increase in the debt. We have been increasing the débt By about 2
percent a year for the last 5 years while have been increasing the'iicome
and the growth prodiict of our people by about 5 percent. I am some-
what concernéd about this problem: ‘Are-ive Eomg to be able to set up
this Government on such a basis‘that one of these days we quit increas-
ing the debt or do we have to-ariticipate a gradual increase in the debt
as the country grows, assuming we can keep the country:prosperous?

Secretary Fowrer, Well, I think that the keeping of the ooung?r
prosperous does not, Senator:Long, depend upon increasing thé Fed-
eéral debt. Increasing private debt and State and local debt and Fed-
eral debt as a totality '6f courss does have soma relationship to éxpand-
ing the economy and purchasing power. But!I don’t think.that the
quantity of the inorease in the Federal debt is a very material factor
go that weneed dependonit, . v - e oo e e

Therefore, I think that the Congiéss and the executive branch have
an optiont when you have a balanced budget-or a'surplus of allocating
the indreased revenues that come out of an expanding economy either
to: debt retirement or to further tax reduction or-to increase the Gov-
ernment expenditures and these are options which presumably, I would
hope,we ‘would- be able to exeréise. some ‘day. ' We are in essence
exercising those options in one form by over the'last 2 yeats, allodating
the atlditional revenues that have resulted from the exgansion-bétw‘ebn,
largely ‘between, tax reduction and reduction' of the deficit in’the
administrative budget while holdingiexpenditure levels:fairly: close.
I think the average 'expenditure increase oveii'the:last'2 fiscal: yedrs
has been about $1 billion; and so.that is the }??licynw'e are following
NOWarcs e g R LA | D IV T FAUR R I

Should we reach a situation in which we had the economy expand-
ixi%‘substantiallyf and a balanced budget or surpluses, thé handling of
debt requirément~it.cin be handled in.such a.way that it is not defla- _
tionary-—can serve to make available in the private sectori furids:for -
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additional investment or consumption. So I think we do have optidns
in this field of debt retirement. =~ - N R
Unfortunately we have not, over the last 5 or 6 years, had that opport
tunity to make that particular choice. = Sl e
Senator LoNa.: You estimated a $50 million-budget cost of advanc-
ing the expiration day to June 15 of these manufactiirers excise taxes
and I assume you included in tlint those retail excisé taxes. Is thit
based on the assumption that these sales will contimie on the same bagis
asthey were during the previous part of theyear?:. = - - .. ...
Secretary FowrEr, I thinkthat isthe assumption.. "~ :, - ... .;
- Senator Lona. A friend of mine just called me from iny:-home State
yesterday and he said with regard to the sale:of things like..color
television and things like that there are just n¢ sales goirig on. - Some-
one called me from a department store in. New: York -and:said-the
are just not doing any business across the lady’s haridbag'counter.. It
occurs to me you might take a look at the sales of suchlitems which:are
actually -occurring and upon which: there is something of .a.buyer’s
strike going on right now. '1 would just be turious to know. if::you
have any information with refefeice to that. . @ . .- - .0 40,
Secretary Fowser. I .think the information you have relatéd is spb-
‘stantially like a lot of the reports that all of use get. I.think the only
thing I would wunt to'comment is, as I said to-Chairman: Byrd, I dén’t
think the fact that the sale of the color televisibn set is not occurring
today or mey not occur between now and July 1 means thdt the sale is
lost to your dealer friend who called.. I thiiik he probably:has that
customer fairly well lined up to come in on July 1 or his sales force
isalittle lax. T A S RS T
Senator Lona.” Let me just tell you what he says to me.;:. He says:
Senator, it 18 just the same as if a man walked by your store 4nd satr'a good
suit of clothes that he 18 interested in buying but:for-one reason or another:he
decided this was not thetimétobuyit. . .., . . . .7
It is just a long time before you would get that fellow. back In your store to
buy thatsame suit of clothes.” - .~ . '
For example, if you relate that to television sets, maybe the, %al!()\y
has got a wedding anniversary: or his wife’s birthday or child’s bjrth-
day and he is %ojngpto ive them a present. - If he [gt stpones the
decision to buy, he might be postponing that decision until Christmas
or thereafter, - : T

i .

SR Wt Gake ol a gl gt gl

Secretary Fowper. 1 don’t think that d,au%h_ter. %u,qugpgllg from
high school is going to let him; get by until July 1, Those color: tele-
vision fans are going to remember those sets are ‘Stﬂll’ around on July, 1,

Senator Lona. I am not talking sbout:the. fellow;, whe promised
.a ¢hild-a color television. . I know, what it 1% to.try to ;bp'c}:, o%om a
promise once you mude it to the cbil:i; but I-am thinking,of g fellow
who is thinking about a certain occasion.. 'The argument given by, the
.man; running the store is once Ivou.,,l'et_ a fellow get out. of tha store
without selling him, it may be a 164 'time before you e}l him anything
VEREAD ST
}};&) Speak-

again, s s gt e gt e
Secretary Fowrer. Senator Long, L want'to be cleai, on this. ) Spe
' ‘ \'p vant to

ing for the Treasury and the adininistration, I doi’t think
be in a positio jb.’fl_rgpppsin‘ an i%’n}e_r;'dment';ilon"l};thi“si_iiﬁp‘ it 1s;the
]u%%nlniatilt’bftt,, ie'&omn:lltte,,t. at;l,l is o desirpble ; i,pg;tgiﬂq;'zf,‘;;;;tﬁ,g,
ave tried to do is simply point ouf the cansequences, . There
it."s"éélﬁsE m&irable.

Ly

are no real technical barriers to your doing it* f}l
18-936—65——5

- -
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The rovenuo consequonces are indicated, aud 1 was simply trying to
oxplore tho various aspeets of the problem.  We tnke no hard and fast
position on it.

Senator Fona, Tot moask My, Surrey a question hero, .

~Seerotary Fownrenr, 1 would like to say if tho committeo does go in
this direction, that in any provision of that sort I don’t think you
should pick w'day certain, It should be the day aftor the President
signs-the bill so that it can bo goaved to that particular act.

nator Lona. My, Soorotary; as T understand it you have more or

loss lﬁ(‘%l‘l)oslcdﬂll\t you be relioved of the responsibility with regard to
this ‘automobila tax docision becauso yon had proviously represented
nutoniobilo companies, ,

~Seoretary Fowrer, ‘That is correct, sir. \ ‘

- nSonator Jona, And-¥0u have not urged that. this partioulnr cut be
ih offeot and yout haven't urged this extension, Your attitude has been
‘that you should be more or Jass relioved of the burden of decision hore
becauso you had proviously represented automobile companiea?

- Soorotary Fowrki.: That is correct, 1 have loft that to Assistant
Scorotary Surrey. I think he can elaborate on his statement. . I have
reported in responks to q]nuation of the Chairmin what tho administra-
tion position i3, Now that ndministration position is that. wo profer
to hinve the President’s program ng recommeonded.. L

: Senator Lona, I willbe through injust one moment. :

*Sonator MoCarriy. Havo ‘you been reading whether marriages have

fallen off in'June in anticipation of tho oxoise tax?. - »

- Sooretary Fownrr, No; our research- has not gotten that far,
Senator Lona. May I ask Mr. Surrey this, S
Mr. Surrey, if during the next 2 or 3 years wo should run into an

omergonoy situation, in other, words suppose this wer in Viotnam got
to he & hot war and we got engaged in other areas whore wo had to
raiso a lot of additional revenues, would this vory tax here on auto-
mobiles be one'of those that you might very well iave to recommand
either {‘mttin back on or further deforrving the cancellation of in the
event that wo had voted to take only five points off. c
- Mr. Sutirgy, I think so, Senator. As I indicated this is o tax whero
‘the revenuoe is Inrge, but it is the kind of tax whore t6 collect that large
amount of révoiio is no particular butdon oit the mamtfacturer-in-
volved and no partioulnr burden on the Intornal Reyenue Sorvice.
"'/ Tt happatis to be one of thie taxes that is oflelont to collest, :
Senator Tona. Now, in the event that we don’t go along with thio

"_Ho‘uéo i ‘this tmrt-icufqr mat‘er,“ do.you see dhy impediment to our
dooiding at & later dato that the thing worked out the why wo hoped
"6 wotlld, that the wmon}\y contintued to prospor, to iopeal this tax or
_Plinse it outthe way the Housobill recommonds, =~ - .~

: v , Surney, No, I tlont, Senator. That isour pt&itiion,"‘t.hnt future
0o 15(’0&903 ot bako P‘Llﬁ‘?ﬂ ot this, and make up thelr minds'in the
‘h%}n of tho situation at'that time, L
.+ Senator Lona, That isall, thank you. , "

. The Cuarmiraly, Senator Willimns,j o o
. Senatpr Witrrines, Mr, Sw\ptor{“l assuimo you arve familint with
‘the recent gimecb_ of Mr., Willian; }c(‘.hesneyf fartiny Chaivinki of
_the Federnl Rdsorvo Board, : S
 Secretary Fowrame, Yea. | |

£

Vol T

\

‘.
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Sonator Wirniama, Do you also seo cortain parallols botwoen the
existing economio conditions and tho conditions which prevailed prior
to the 1020 stock market ? ~ SR

Secrotary Fowrer, Sewitor Willinms, T have not studied the 1020
period. I have not. been a student of the history of that partioular
poriod and: therefore I have no view on tho similaritios or the differs
ences, - T must. say that any opinion T have is to the effect that the
dissimilarities betwoen the twa situations so far outwoeigh the similar-
ities that T am not-ut all foarful of the vopetition of the 1920-33 ox.
'mrlonc(\. 1 have so stated in responso to questions publicly that I be-
iove wo hava evelved methods and techniques to avoid further depros.
sion of that sort, : e o

I do not. think we have evolved techniques and methods and polioies
that make us recessionproot, foolproof agninst a slowdown or a turn.-
down, Buty s0 far as any cataclysin,’ oconomio cataclysm, of tho 1020
varviety I see no cause forconcorn, S e
, Sm'mt’m' Witraams, You see no eause for coricorn at this partioular
timo . . S
Secretiary Fowner, About aropotition of 10203 nosie, -« 1+ .

Sonntor Wintaams, Has that heon the pesition for the lnst soveral
months of the ndministintiont - ot

Sooretary Fowren: 1 think this has—as I remomber:Chalrman Mar-
tin's statoment and-have disoussed the matter awith him, I don't believe
there have been any sharp difforences of view: Ho notod and devel-
uped in somoe dotail the dissimilaritios hetwooty the two situations and
whothér or not we are facing into another 1020, has not been, to my
knowledgoe, the subject of any difforences of view botwoon thoso of
us who dre concernod with this problom, -~ " w0
- Sonator Winrrasms, One basis for that question was that the Presi-
dent in his budgoet message to the Congress in January of this-.iyoar
stated ‘that-he was )in{( to recommeond an exciso tax out of §1,780
millions” Thon on May 17 ho sont & message stating that in addition
to his January reconmuendation for $184 hillion oxoise tax reduotion,
ho was recommending an additional out of $l}%{, billion, “*What hap-
wened in the meantimo that caused the ndministration to think that
his additional tax veduetioh was nocessary in order to Keep the econ-
omy moving$: ST T L T s S L B,

Sooretary Fowrrr, Well; T.think the princigml thing that happened
wag that an opportunity presented itself, Sonator Williams; to do-what
we nll have wanted to'do for a long timo and that is to take a muoch
deeper slice out of the presont exdise tax burden, - More specifically, the
Ihinf that- did happen was that as the incomo tax voturns:hecamé
available, aftor ‘A\wﬂ 18, ‘partibulnrly: those that had to do'with -
dividual {ax linbilitics for:the calondnr year 1964; we found-that we
would:have an additional ‘biltlon four hnidréd million' dvailable tor
liscal-1965; as I' hiwe indicated in ‘my-statomont, andan a‘miollphmd
ymjwtion on that busis of a billion six hundred million for fiscal 1066
I;\ror and above what had hoen conteniplated in:the Jahuary budget

gure, e

So then we wavre faced with, you might say, n deolsion, but-also'the
oppartunity of providing for an-additional:substantinl out ' exoise
tuxos.. ‘It has been our view, and that of-most of: the: Membdis: of
Congress, that certainly: from. the standpoint of equity:and: sinis
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licity and fairness of our tax system, it would be desirable to go as
ar.as'we could ii reducing these excise taxes other than the ones that
we expect to mnintain permanently. :
* So,in effect, having estimated what would be the result of an addi-
tional $1,750 million cut effective January 1, 1966, and having found
that to be, ns I have indicated approximately n $600 million impact
ori! the'1986 budget, we, in offect, decided to allocate out of the in-
crehsed revenue projections $1 billion to a further reduction of ths
defi¢it, and $600 million to a further reduction of the excise taxes
which) ns Mr. Surrey’s statement has indicated, enabled us.prettfy well
to cut further in'this selective excise tax structure and get rid of more
taxes once and for all, still maintaining the 5-percent item on the
pusséngdrears, .. o
-:Senator WiLt1ams. The narrowing of the gap between the expendi-
fiu(t;es, ait(} receipts also forestalled the catastrophe of a balanced budget,
idn’t i :
1 Bectetary FowLer, That wasn’t what. was in my mind, Senator- Wil-
liams.. I would welcome an opportunity to achieve a balanced budget
and I would not view it as anything but a national benefit. :
‘-Senator :WirriAas. You: don’t think it would be a catastrophe.
Well, I just wondered. , :
<]} the next couple of days you are supposed to come back to this
coniinittee, I understand, for a debt ¢eiling increase,
I Seorétary Fowr¥r. Yes, sir, :
fnSenator WinLians,  How: much’ of an increase in the debt are you
going to hdve to ask and what portion of that is to finunce this tax
cut'we hayve beforeus? . . SR : L
Secretary Fowrrr, Well, I think the increase that the House has

votett is from a $324 billion debt ceiling to & $328 billion debt ceiling,
and ag:E will explain, try to explain, in my statement, that really re-
flects by and Targe what we have to do to the ceiling in order to take
caie of :the deficit which-has already occurred in fiscal year 1985, and
is veally not.attributableto the excise tax cut. S

. Senator Winrranms., I understand that. And you will be back the
next yearto take care of the next fiscal year. r c :
- Becretary Fowrer, That is right. _And what it adds up to is that
this additional step amounts to, as-I have indicated, approximately
$600 million net, budgetary impact in fiscal 1966,
i Now. this, however, ignores the fact that conceivably the additional
put on - January 1, 1966, may have an unmeasurable but beneficial im-
pacton the expanding economy. - I don’t-know what we will be back
or, Senator: Willinms, next. yeur, if we didn’t have this excise tax cut.
That:ivould depend on what happened to the economy in the interven-
ing thne aAnd naturally what happens to revenues, - S
roBSenutor WiLrLtams. ‘As I understand your statement you - were de-
seribing these taxes as “regressive” which we should look forward to
removing atanearlydate. .. . S
-rlecretary: Fowrer. Some of -them are very regressive. Some of
them arenot. ;
niSenntor WiLLiAms, The question that Is in my mind'is, Tf the 5 per-
cent of the automobilé tax is regressive how is ¥t that Mr. Surrey can
say the other 5 percent has no noticeable effect? At what point does
it,stop being regressive and become progressive. . = . . .
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Is all or a part of the excise tax on automobiles ive? )
'Secretary Fowrer. Well, I think I will let Mr, Surrey deal with
that one.

Mr. Surrey. Senator, you obviously don’t split it up as you indicate
between the two b's. As a whole, the automobile tax is not a m%res-
sive tax and many of the other excises are regressive in themselves.
But this tax is not a regressive tax in the senss that, say, the tax on
telephones would be a regressive tax. o

Senator Wirtiams, But it is the feeling that it will stimulate the
sales though by reducing the taxes; is it not )

Mr. Surrry, With respect to all of these excises, Senator, we are
not particularly estimating that it will increase the sales of any par-
ticular commodity. Rather it is the point that when you reduce these
excises as a whole, consumers have more to spend on what they prefer
to spend upon. Some may spend on the articles whose taxes have been
reduced. :Others may spend on articles which were never taxed. It
is the overall impact that is important. :

Senator WiLLrams, The question which has been asked me for
which I don’t have an answer at the time is when the automobile in-
dustry is runninf; at the most expanded scale it has had in recent
years, you stimulate it now, but if they do have a recession in sales,
what will bé your next step to stimulate it? Aren’t you stimulating
something at a time that it really isn’t necessary{ : |

Mr. Surrey. Well, in o sense, Senator, one could say that with re-
8 to a-number of industries. For oxumglé, retail sales are the
highest. that retail sales have been ever in-thé United States but I
don’t believe that. would be & reason to keep the retail sales taxes.
I think as tho Secretary indicated there has been a general feeling in
the Congress and outside the Congress that whenever there was an
opportunity to do so, as far as ible this excise tax field should be
cleared up and these taxes which are poor taxes for a variety of rea-
sons, some regressive, some difficult to administer, some placing par-
ticular burdens on business, should be cleared up to the extent that
revenues permit. Consequently for a variety of reasons these taxes
were selected that the President recommended and the House has

ad%)tod. : ~
10 effort is to make as much improvement as possible in the excise
tax system. Many of these businesses whose taxes are bing removed
are very prosperous today, but the particular reason is not to inorease
their sales as such. It is to eliminate and reform a part of the tax
system which has proved troubleaom“ef which everybody has
is troublesome and at the same time have a beneficial effeot on the
economy. ’ : g . ~
.*Senator WiLLians.. I will ask just one question. Do you think it is
wise for the administration {o place its entire dependence on corporate
and individual income taxes in our economy § S
. Mr, Surrey. T wouldn’t say it is wise to place the entire reliance.
There will be, after this bill, almost $11 billion of excise taxes retained
by the Federal Government, ‘ .

_Se_nat?r WiLrianms. Those are not regressive in your mind, in your
opinionft .- . ‘ : ‘

Mr. Surrgy. Some of .them are regressive, Senator.

Senator WirLiays. No further questions.
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Secretary Fowrer. There arve other reasons, 1 think,. that, shall we
say, more than counterbalance their regressivity, that justify their
maintenancoe. Senator Byrd has referred to the taxes on gasoline as
providing the revenues for the highway program, I think the general
attitude toward taxes on tobacco and alcohol is that even though they
are'regressive it is a good thing, as a matter of public policy, to tax
these items. ' '

The Crramman. Senator Smathers.

- Senator Syaruens, Mr, Seoretary, I gather from what you say you
believe, as otliers have believed, the reduction of taxes or the increnss
of taxes can have a vital effect %[})\(m our economy and should be used
in order to effect that economy, is that correct |
- Secretary Fowrrr. Yes, Senator. I do think so. Apart from their
revenue-raising effect which is the main reason for them, the manner
and the amount and the method in which they are imposed can have
economio side effects which are of very great importance and which
the Treasury and this committes and the Congress have'to constantly
be aware of,
- Senator Smarnens. As I gather it from your answer to the distin-
ished Senator from Delaware, you do not beliove that our economy
i1s moving info a deﬂationm'f veriod # N <
' -Secretary Fowrrer: No; I do not believe it is moving into'a defla:
tionary period and my own view is that the outlook’ insofar as it
can be rensonably foreseen, seems to me to be a very favorable one
for continued expansion. I could elaborate on that, Sonator, if it is
pertinent to this consideration at this time. _ ‘
- Senator Saarners, May I say right there, and I think it is perti-
nent in-this respect, that you have recommended that the Finarice
Committee and the Senate do not take exactly the same position that
has been taken by the House. In other words, we are holding back,
I think, as Mr. Surrey said, postponing the decision with respect to
the remaining five points of the automobile excise tax until the future
demonstrates such is the course of fiscal prudence. It is impossible
to-forecast the economio situation that far ahead and he said the
Ymdent course of the Nation is to stay with the President’s program.
gather from what he is saying and from what you are saying, that
ou think the economy-is in sufiiciently good shape at this point that
1t does not'need this extra stimulation which obviously would result
if we adopted in toto the recommendation of the House Ways and
Means Committes, - ‘ |

Seoretary Fowrer, That is right. And I think that dlse the fact
* that that impact would be some time off is arother consideration.
It is n fair reading on what we have said that we think to eliminate
the entire tax now would not be a prudent or necessary thing to do
inft.he-"lzght'of the general economic situation, and'this does involve
some judgment as to the general économioc outlook. ' A

“Senator Satarurns. In -other words, you seek to hold 'back ‘some
{repon, 80 to speak, in' the event that the econoniy shouid begin'to
turn downward yon could recommend to the Congress which' would
hava the effect in you¥ judgment of turning it backup, -

_ Secretary Fowrer, Yes, Senator. We are not coming here today
in the postitre ‘of a ‘department that is secking desperately to shore
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up anything that looks like a failing economy. Ve are coming here
in & very much of a different posture and that is to take advantage
of the flush that we have had in additional revenues even beyond
our estimates as recently ns January, of a substantially expanding
economy, and take advantage of the current outlook  to remove a
greater slice of the selective excises.

We are in a period of a vory long and sustained expansion, and I,
for one, think it is the better part of prudence, in a period such as
this, for business forecasters and commentators and public officials to
look at business prospects and keep n somewhat open-eyed view to find
any emerging imbalances or trouble spots and attompt to deal with
them to some extent in advance. :

The way to deal with a recession is to avoid having it, if you can.

Now, I think, therefore, the continuied examination of the ways in
which we can sustnin an expansion is a healthy exercise. I believe it
is the duty and responsibility of those of us who are concerned to
realizo that it is the balanced character of this anticular expansion
which has given its durability and its sustained effect over & long
period of time. The retention of such a balanced character to the
oxpansion requires us to be concerned with seizing additional oppor-
tunities to remove obstacles and burdens to further growth such as
i8 exemplified in this bill here, and it is important to have that con-
tinued emphasis. It is also important to have the emphasis which
‘Chairman Martin was giving the other day that it is possible to lose
an expansion by having it go so far so fast that inflationary tenden-
cids ovértake it and in effect it falls forward. '

I think both of these points of view are ones that all of us should
keep in front of us. Tt is a very healthy thing to have them, and I,
for one, think it is perfectly natural when the economy is catching
its breath, following the very latge increases in sales and production
during the first quarter, that as we return to a more normal growth
[;a:t%rn we recognize this is something which has been fully antici-
pated. . :

For my own part I see no reason to question the earlier judgments
of economists in Government and I think in business as well, that we
see and expect a continued orderly growth as far ahead as one ¢can
ses with reasonable clarity. ‘ |
L If nn‘ythmg that lm's‘ht‘tpg)enéd ginco the first of the year, it seems

‘to'the that our sights have been a little bit raised insofar as the out-
look for.continued growth is concerned. Certainly the official fore-
cast of $660 billion of gross national product for calendar 1965 seoms
solid and maybe 4 trifig low. - S

J could go into the various indicators and that most of us are familiar
with, but without taking the time of the committes to do that J}ls't lot
me say tliat in my judgment these factors together with the additional
impetus that is inherent in the bill before the committee hemf yive
ground for solid confidence that our expansion will continue without

undue straiits on the ca aciiy or mahpower.’ ' S
_..Senator Sararurrs. May I state right here to you that a'member of
thio staff put in froht of me just a second ngo the percentage of ‘annual
Tetail sales each morth, and the Senator from Louisiana would be in-
térésted in'this. It shows that in the months of May and Juneé every
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year apparently the sales are lower at that particular time than they
are at any other time. Here is a history of them and they apparently
%{o up. For example May and June, 6.1 percent; May, 6.6 percent.

ovember they went up to 10.8 percent. October, 10.5 and 10.9 percent.

Senator LoNa. He might know as much about his business as you do
Senator and I would be surprised if he does not.

Senator Smatiers. I don’t know much about his business. "All I am
saying is that this was provided by the geneinl merchants association
of the United States, Merchandising Week, the January 25, 1965, issue,
which shows that is what happened. It has got to be retail.

A couple of more questions and then I will let you go.

Mr. Secretary, as I understand it, the real difference in what you
want us to do is to go back to the President’s recommendation which
actually reduces that amount of tax taken off on and the time when it
is taken off with respect to telephone and automobiles; is that correct?

Secretary Fowrer, Automobiles is the variance insofar as the Presi-
dent’s program and thé House program is concerned.

- Senator SmMATHERS. So far as you are concerned the recommenda-
tiq&s?they made with respect to telephones you are in complete accord
wi | '

Secretary FowLer, The House is in complete accord with the Presi-
dent’s program. - . ' s
- 'Senator SMATHERS. Can you tell us whether or not the excise tax re-
duction ifi this ihstance with res'pect. to telephones and all others will
be passed on to consuwmers or not , L

ecretary FowLer. I only examined the hearings that were held last

'summer before the House Ways and Means Committee in which a num-

.ber of proponents of excise tax reduction or elimination appeared be-
fore the committee. Members of the committee were naturally inter-

-ested in that question of whether the reductions are going to be passed
on, and as ]\;ou might expect the record seems to be rather replete with
assurance that, from various persons appearing, that will be the case.

I can’t say to this committee that we have any reliable method of

-assuring the committee that in fact the savings will be passed on. I
think all we can do is to point to the expressions of intention in those
hearings last summer, and observe that the factor of competition in
many of these excise tax fields is so intense and the structure of the
distribution and manufacturing patterns are such that it seems a rea-
sonable judgment to make that-by and large there will be a substantial
Rassing on of the tax reductions. . As my statement indicates, and as

ssistant Seoretary Surrey’s indicates, and the House committee indi-
cates in its report, there will be some substantial price decreases in some

of these excise taxed items, = =~ = e ,

: Senator Saarners,: If this tax reduction is to achieve the pl;:gose
“which you hope that it will achieve, is it a fact that these tax reduc-
tions will have to be passed along to the consumer? - L
. _Secretary Fowrer. No. I think that there are several objectives
that this bill could achieye, and I wouldn’t want to place the entire
“thrust of the Fosition as giepe’ndmg ‘upon whether, the reductions are
.passed-on. If the reductions are not passed on thrpugh- price reduc-
tions to the consumer, they nonetheless become available to the busi-
nesses, as, for .example,  to finance- further, activity,  so.eventually



EXCISE TAXES 37

art of it comes back to us. But we are very clear that the most bene-

cial result of this Earticular bill would be not only to put back into
the private sector the revenues that are involved, but also to get this
extra dividend that would be involved in price reductions of the taxed
eonll)r?odities which would be a healthy thing.in terms of wage-price
stability. P : ‘

Senator Sararuers. In other words, to make it clear so'that I might
understand it, you, as Secretary of the Treasury, however, are hoping
or expecting, are you not, that this price reduction is passed along to
the consumer { : : - -

Seoretary FowrLer. Very much so. L : '

Senator Smatiers. Ih yesterday’s Wall Street Journal theré' was
an article which was of considerable interest to me, at least, s_howinﬁ
the grotwth of the Nation’s gross niational product and then the growt
of the Nation’s debt and then the debt as a percentage of gross na-
tional product: I don’t know whéther you saw that or not. :

Secretary FowLER. Yes. : Do e

Senator SyaTHers, In 1064 it pointed out that the gross national
product was $628 billion: The debt was $811:billion, and the"debt
ss & percent of the gross national product was 180 percent which,'of
course, is the highest level of debt as compared to the gro‘ssn‘atid’nal
product that we have ever had. = . - : SR

‘As Seocretary of the Treasury, are you concerned about this iicrease
in the percen’t,u%e of the debt and, if so, I would'like to heat your com-
ments about it R L L SO A
- Secretary Fowter, ‘Wéll, I think that it ig %n_te‘c]é'ar that tHere can
be & rate of increase in-private debt that would be niorisustainable tind,
therefore, destabilizing in its character. *:T am not prépared to' make
s judgment that thé rate of incrdase e have hdd up'ts now'is of such
s dharacter. - I think we allfecognize thdt,; a5 the'cottritry grows and
expands and ihcreasés, it is hatural that the'levels of debt; private debt,
corﬂomte debt, personkl debt, State and local debt; dll ‘tend ‘td go'ip
Wit -it;r: i Coelo e e L fli'iii‘i;':’ RN T
I think one of the real factois that perhaps the artitle mentidhed;
but did not really examine closely; is to what extefit at the sdne'time
that debt has: beeri: increasing has ‘thers:be¢n lin‘creasin’%ﬁ gavings and
increasing level: of. discretionary incone that is:aviilable to you‘dnd
me to spend. - If that level of discretionary incbme is substantially 'éx:
panding g0 that we' can: carry the’intreased debt ag businésses or as
individuals, and whatnot, there isn’t as much to worry abbtit ‘ag’ it
would ‘be if the carrying charfes 6f the debt'afid the lévél of the debt
wors far exceedirg the ca acitK of thode that incur the debt to calry it.
:Senator SmarHEss. All right, thatilk' youy Mr. $ecr‘et¢ry.“ wosn

Senitor Dirkskn: My Chdirmany cahi'I ask 'a"qu‘?etioh - 'T8 it pro-
pmdtohavethesecmtary‘back?‘ ~’:'.:l :».%;;')m AT I AL L ,\,,...e
" The CHAIRMAN: We have 15 minuteg) vt i e i ,

. Senator Loxa. Mr, Chairman, as I'understatid it,'Sshator Dirksep

hastoleaveshort!y. ot b i»»“: =il h.f»' R TFTAD R4 :‘:'u‘r

- The CramkuaN. ' Would it b satisfactory for the comiifittés to hive

Senator Dirksen ask questions? o ded e R i i

D_Sﬁnator Bexnerr. I will be very happy to-yield iy tttn’t6 Sénator
irksen.

ey oy, N

. T B

)-\%: AR IS A LA
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‘Senator DirkseN.. —Mr. Chairman, I.am asking tliese questions on
behalf of Senator Kuchel who is unavoidably away from Washin‘%:’m
but he raised some question about the tax-on champagne. AsT had
understood, Mr, Secretary, since.the production of wine is one of the
major operations in Californig that. they.:make table wine on. which
the tax is 17 cents per gallon j isthat correct ¢ Cptt

Secretary Fowrer. Ibglievethatistherate. © .::.... - -
., Senator DirkseN, All they to to produce sparkling wine'and cham:
pagne is to carbonate the same table wine, but the tax on s arkling
wines and champagnes is $3.40 a gallon or 20 times as much. . Now
this tax was put on at a time when foreign wineé producets preempted
about 80 percent of the American market. It understand  today that
about. 85 percent of the champagne. and sparkling wine 'that-is-con.

- sumed in this country. is domestically produced, and.that California
vintners make the point that.that tax could wall be déopped to.& déllar
per gallon on sparkling wines:and champagné bécause actually what
1t is i3 $3.40 a gallon on the bubbles that go into table wine; - hat is
what it amounts to.:. So if there,is.any logic in this so-called: busiriess
of feedback to increase business, therefore:increhsed: revenuey thep
beligve that they .ought to be-cut in on this excise tax.bill for some
ofit.ben_eﬁts. L Iy T R O T P PR LR S S A S | IET AR TR

This is an odd line of questioning, coming from one: ini :the: corn
country where we measure it by. gallons-as wéll.ds bushels, but Iam
doing,this in behalf of;the distm%}lis_he.d Senator from:California,
. Secretary FowLEer. Senator, I have two preliminary; comments to
make on this problem that ;you raise and psthaps Assistant Secretary
Surregy who has,studied:the-alcohol and tobacco areavery closely i
connection with. this:)il;%gmm,- would, wish to-supplement it.: . Ques
tions of thig sort haye been raised on the House side during the.courss
of thése deliberstions.; We have taken the:position that we. recogriize

. thg&th?re« re some elements; within .the methiod and téchnique and
rates of ta

[

ax in:the alcohol and tobacco areas that ought'to be looked
Into, particiularly as to whether or not the existing rules are equitable
to all sectors of the industries concerned. . .1 1,1 E ey e

. Wo have strongly, urged that; the- House committee not at this:timé
jnclude any. proposals that wonldiinvolve a substantial loss of revenue
in.this particular. area, and that.we have a chance to study and develo
wayg .and-means of dealing -,wzithf some of the real grievances that.varis

ous sagments, various.types of producers, havein terms of the present
. tai“?ystems. AT SRS R B )’-;. 't‘iwizf ’;:::;3{‘.’6. .1):.‘1 ,t!!'.!!f: ',"g,r,;
. Now:Assistant Speretary Surrey: has been in meetings' with, b rums

ber. of those who are concexned about the way iii.which. a partioular

tax is levied or the discriminatjon which.the ool it involves to; them

as to & competitive beyerage or.competitive form of tobagco..\We are

not ignoring this by any means but we feel that in vieyw of-the:desire

for speed in getting this particular legislation.through;:and’becatise

&9 zvgmt to keep. the revenue picture in.a somewhat:more prudent ares,
a

A we hope that this mattercanbedeferred.  iiiails gy oo
o ,Senator: DIRKSEN, : I .might say . that a: bill is.pending to effectiste
justw atIhavebeensa ing. ;zon.i?«-.}?});-! vl Loy 4

';-S&M&W:Eomﬂko,}' e.syﬁi‘lf-im;ﬁ,' JENTATE 5 IR NI R T B TR
‘ . . NTUSETRY
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Senator DirksEN. And the chances are it will be pressed on the ¢com-
mittee and on the floor, - :
Secretary FowLer., Yes,sir, =« _—
- Senator DirgseN. Now one Eeneml question: What is the likeli-
Tood of whén'thiese excises go off that thie'States will put on increased
excises because they are always scouring around for money ¢
Secretary Fowrer. I think that the prospect is quite likely that the
States will select some of these excises and reimpose them at the State
level. For example, the Advisory Commjssion ‘on Intergoveriimental
Relations, in which Federal and Stdate and local tax authorities' meet
to disouss mutual problems hag informed’ us that they expect some of
the States to impose a tax on deeds to replace the one that we would
repeal becauss it ties into State and local real estate transactiohs.
hers undoubtedly. wil] be bthet aveas that we can’t really:predict
but. it certainly is true that State ahd Jocal tax authorities are, you
might say, on the prowl-for new sources of reveriué and I would expedt
some of that tooccurr, T e , N
I don’t believe it will be as major an exercise as one might fear be-
cause the general tendency‘seems! to be to deal with the across-the-
board type of taxes insofar as this particular type of tax is concerfied
and, except for a few specialized areas like the documentary stamp
tax on deeds, I think the same reasons that cause the Congress to react
very a.dver'Seiy to selective excises would cause Statb legislatures to feel
the same way, J T A L el el
Senator DirgseN, One other question: Suppose this bill lasided on
the President’s desk for signature;, prior to the 1st-of July, why
shouldn’t it bécome efféctivé the day hesignsitt '~ - ..~ :
Secretary Fowrer. We do not wish to take the position in opposi-
tion to an aniendment to that effect if the committee should be desirous
of doing'so. . We had felt that. the postporigment of sales of-excise
taxed items, by and large, except: for'tlie ones specifically covered, are
J’\pth 6i1i]g1 to be ,Yﬁi‘); s’éridus.i ;.’I‘lieyfdga’ joing {;)o be postponement%
rathér thah dancdllations ot OSﬁT ses: of business, but it is & margina
‘(‘uegti()nf,Senatm- Dirksen and T think' would befor the ju a.rgn '
the cominittee. The fmss revenue costs would be about $50 million.
Senator Dirkskn. If Senator.Smathers would, give me his atten-
tion, golrig back for a moment to wliat he said about TV, my under-
'standing 18 Qt.hnt‘i_t?‘ns' not a'question;c:f's_dir’tﬁ}niqhed sales in May and
«June but rathér tlhiat right now the’ distributors:are calling up‘and
canceling b carloads, 10 cp,jtloa,dsz 15 carloads ‘of television sets and
just sayjng to.the manufaeturer:‘don’t ship.” :So they are if'a bind
Tight now, and, of course, all we hope for is retroactivity in the bill or
that it be signed ns ,qmckiy, a8 possible, if it got to the President’s desk
before the., stof'July.; I 2 A T A T
. Seniator Saratriexs, I'think it might béhelpful for the record aslong
ap thig is'an ‘dficiql dotnment, this ﬁg Merchandisér Weekly, January
1965 jssueé and it shows apparently historieally that the worst months
for television 'sets, dryers, things of that'type dre May, June, aitd July,
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Senator DirkseN, The electronics industry was in yesterday: to tell

mesprecisel what is h%pp’ening‘ at the present time.

enator RiBicorr. That is correct. What is happening is that no
one wants to start fooling around with the refund-on the'floor tax and
readjustments in bookkeeping, 'The whole distribution system of all
major items have beon put awry because of this and I think the Senator
from Illinois is absolutely correct. It isn’t just a question of the
number of sales made but a question of the whole distribution process
of American merchandising. I put in an amendment yesterday to
make it effective as of the date of passage to alleviate one of the factors
the Senator is talking about,

The CuamuaN. Senator Anderson. _

Senator Anperson. In the first place, Mr, Secretary, when did the
President make an announcement about the cut in excise taxes,

Secretary Fowrer, His message occurred, I believe on May 17. On
May 15 11'1{0 made & statement to the public and the message came up
on May 17, :

Senztor AxnpersoN. Had he made any announcement previously
about g"educt»ion, had there not been constant talk of reduction in
excises : |

Secretary Fowrer, There had been constant talk, I think, Senator
Anderson, about excise tax action since the closing weeks of the action
on the Revenue Act of 1964, And in the President’s budget message
in January he had said he would recommend an excise tax reduction
in the magnitude of a billion seven hundred and fifty million. -

Senator ANDERSON, ‘Senator Smathers quoted the Wall Street Jour:
nal of yesterday and I would like to quote from page 4 of it. It says
major retail sales rose sharply from 1964, - It tells about Sears, Roe-
buck & Co., which said it had record sales both in May and in the first
4 months of the current fiscal yéar. Thggoare up 11974 percent in

. J. C. Penney sales are up $170,309,000 from $165 million a year
ago, and Mr. Batten, the chairman, made that announcement. And
then Gamble-Skogmo, Inc,, said they are up from $37 million to $42
million, and'this is the last line of the story, “last month’s improve-
ment Carl S. Raugust, said,”'and T quote direct from him—
occurred mainly in some of the lines, sporting goods and appliance departments
headed by refrigerators, freezers, and color tolevislon sets.

Do you suppose he knows what he is doing ¢

Secretary FowrLer. I suppose he did. _

Senator ANpErsoN. Also if there was a reduction in sales of color
television sets could it not be because of annotincements that people
are going to produce new tubés, and a reduction in price, '

Secretary Fowrer, Yes.. o |

Senator AnpersoN. Also CBS is making some announcements for
a color television program for next year, it has been very héavy. It
would seem to me that people who know new sets are coming on the
market at sharply reduced prices might wait to see what the sets cost
as well agsee if the tax is h;)ip g to be repealed. . ‘

Seoretary FowLer, I think there are those factors which certainly
enter into what is going on, B : '

Senator HArTkE. Will the Senator yield ¢

Senator ANpERsON. Yes, ‘
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. Senator HartRE. 1 know one of: the. mggor manufactuyers in. tele-
vision hap'})ens to be'in {,emy 1qme tate, and they have mdmated their
sales are 75 percent. low their budget forecast, since May. They
noy have an unmahageable accumulutlon of inventory and sre running
out of space to.store, these items. -Even the loss of income tax alone
on the same| 1tems may.be forgyer gone if wedon iiOb have a date which is
set. ~ You gre talking about Muy, and %ears, oebuck. Many,of the
benrs, buck items are,not taxable, .You are not; taking t| the income
tax loss factor into account.. The fact is we have n growing economy,
gonator AnpErsoN. What do .you mean they are not taxable.
enator HARTEE. Most of the ltems in the, Sem's, Roebuck catalog
ar% not subject to the e:iclse ta}z]z s Ko ad k “ s
__Senptor ANDERSON, ]ust 0 you ta 09 nt 1e new eqrs,
Roebuck catalog. .Many of pe qye, tax Qb?e Gamble-Skogo ave
up.to'$40 million per month wlu netiy substantinl nnd its presi-
dent sqid it was in color telgvision. se{)s read & moment, ago, Carl
Raugust, and I quote directly from him— PPN
occurred mainly in-some of the. lines sporting goods and appllancé departmems
headed by. refrigerators, fremrs, angd. color telavision sets, .. .. . ..

If a man is smart enough to be president of a company he is sniart
enough to know what the company 18 doing. : These thmgéY always come
up, Wwhen it happens..: I liave & sheaf of:telegrams that tlie country is
going to pieces:if we'don’t'do’it today. But'l do hope the commlttee
takes its time and-takes a-good:-look at.it. -+ 1: .

-Secretarly . Fowres.: Historically; . Senator 'Anderson, it mi ht be
noted here on'this point that the last time there was & substantm exclse
tax reduction they were not’ amade retronctive.i ...

Senator A NpErsoN:: THereis 4 publication that deals mth tax treata
merit put ot by Ptentice-Hall w ich-has an article!in:this last issue
or so that the excise tax repéal brings arid unexpectéd windfall-on
instollment sales. - Dealers and merchants who:make taxable 'sales on
installments on'furs, jewelry, luggage, and other items subjett to the
-exoise taxes scheduled to go off-on July 1.are going to be sitting:pretty
when the proposed excise tax repeal becomes w reality:: The-reason'is
installments. " Would the Department objéct:to an-amendment svhich
would try. to, ma.ke surg there Was no windfall on mctallmqnt sales?

ocretary FOwLER, . No, Senator: -, ...

. Senutor ANDERSON. I' wqm. -others w ho have not apked apy qqqst:qns .

to ask queshons. T RN VIS TR -
at is, all. . 'y ERYEA
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Senator: AnnersoN: Mr. Cliairman; I:hoped We could finish it this
momlll A ] ;:_‘,.,,( 3 ,.‘_,_: I - Lo ) .
The CHARMAN.-We canicontinue for ‘a while. - Several Senators
have engagementsat 12:80,: - . - . . .
. Senator BeNNETT. ‘Mr. Chairman; Iwill try to be short.’ -
~.Earlier in . your testimony you talkéd about your projections on a.
trend line, and then under questioning you indicated that you thought
we might approach a' balanéed :budget’ in 1967 or 1968; - Can you or
some 'member of .your. staff .supply- the -¢ommittee with thesé trend
lines oh: which' you-are basing thoseijudgnients so-that we cah see the
picture of how these lines are going to come together.. -~ - 1 - -
. -Seoretary. FowLer. 'Well, the:trend ‘lines I-had in mind, Senator,
for the ilitréase in. grags-natiotial product and in the revenus, are
those that ‘are’ familiar t6 you'and: they are implicit in the so-called
economic: .indicators. prepaked-‘and: issned:'montlily: by’ the:Joint
Economic: Committee. ' The: trerid lind-on: the butget deficit is- cov-
ered [in -my statement showing :that a:projected deficit: of ‘$12+bils-
Honi: in: fisanl 19084 worked. out at..about an $8.2 'billion: figure:
From a projected:déficitiin January: for fiscal/ 1965 -of $6.3 billion'we:
now:see that,it will be‘at least aslow s $4.4 billion-and perhaps lower
when tlie final:returns aretin, and: for the'fiscal 1965, even taking into:

account this excise tax actionyithat deficit will be slightly less than thd -

curtently projested one'for 19653 namely; $4.8 billion. -

-1Senator ‘BenNiry:: I am-interdsted .in. your. proji itions- into" 1067
and 1068, particularly in-viéw 'of the riew programs that wé are pass-

ing in the Congress fvith. tremendous'price tags ovér the néxt few .

.Eehrs,.gthe,sidea':thhbm’ei' can ‘absorb:them and come:to a balanced
udgetipossibly would appear impossible, it ‘it ne

Secretary Fowrrr. I did not imply any jud entnliéu,t:the;fixturé' '

expenditure pro%r_nms except to say that we do not know now what
oxpenditures-ifit iscal 1987 will-be > But this potehtinl revenue gain
in.the figure on the so-called: trend-line-wag four and a half billion
dollars, ‘and leaves ‘considerable room for providing sich-increased
_ ex{])enditures as; Hiight: be needed by ‘growing ‘population and still
gehieving: reduction in"the budgetary deficit. - That is as close as I

¢an'come. : I'wouldn’t attempt to predict whdt the expenditure level:

will be, as T shid in’anbwer td‘*ﬁ‘i)ré,\’i'ojtﬁ’:j("‘ués,t_ibn, I just don’t feel
I am'in a position'to forecast what the'actions of the Congress will
be, or what the Presidential proposals would be for fiséal 1987, -
+ Senator BENNETT. Then, you can’t be’'very firm in a prédictioi’ e
¢an balance the bidget in'19870#1068, - -~ < { v w0
- Secretary Fowrer. I can bqgtéaSonabf‘j? firm ih aayin’g".f[ft)-_gglﬂis we
¢an, providinig. the ecoromy  tohtinues td'éxpand the way it Ik been
expanding. < This i§ a vbry diffédrent’ prédictign from saying we will
I wouldrcértainly hope we will "'ﬁ.h“d I would expect we-will:and
wwould' certninly ‘be'one . 6f '.t_gose whio, ig- ressm%' fortictiohisiii that
Hivection so'long 48 it steins to'bé cotisistent with the general éconvmic
policy for %&iy’}téiﬁil’! ';olgr"ongoil}g':e anglong ;o el
_ Senator BENNETT. OF coutss, I'realize you have no responsibility
for the nppropriations’that Congress makes! ind’for the néw pro-
grams on which—which réquire the making of these-appropriativons,
and I think it is impossible to ?cast; T e e
Seécretary Foma._ﬁ'l‘hat’is'i'i% L A Rt PR
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" Senator BENNETT. The rate of expenditures by 1967 and 1968.

Secretary Fowrer., That is my feeling too.

Senator BENNETT, The chairman asked a question, and you didn'
answer it because obviously you did not have available the informa.
tion about the increased costs of the social security program. T think
it would be'ver&ntamsting for this committee and for the whols
country if the Treasury and the social security agency could get
together and make parnllel columns of their estimates on the income
from their various taxes, In fiscal 1966, if no change is made in the
gresont law, the increased cost of socinl security will be $2.3 billion,

f wo pass the bill before us it becomes $2.9 billion. In fiscal 1967,
if we do not change the present law, there will be another increase of
$1.8 billion. If we pnass the new bill we will add $3.3 billion, for a
total of $4.1 billion increase in fiscal 1967, and in fiscal 1968, the
increase will be $4.5 billion accumulated inorease in social security
taxes over the next 3 years of nearly $12 billion. So that this tax
reduction we have been talking about will certainly not offset what-
ever antistimulation the consumer will get because that much of his
purchasing power will be drained off to pay for his retirement.

Secretary Fowrer. Senator Bennett, I think my comments went
only to the calendar year 1966 in answer to Chairman Byrd’s ques-
tion, and just taking that year, the three and a half billion dollars
of excise taxes, woufd be approximately a billion dollars more than,
a8 I understand it, the net effect of the {)):ogram, the social security
program for calendar 1966 which would be about $2.4 billion.

(Under the time schedule, it was not possible to clear any figures
with the Social Security Administration. The following tentative
estimates of the combined fiscal impacts were subsequently submitted
by Secretary Fowler:)

Estimated initial impaots of sooial seourity and excise programs?

[Billions of dollars annual rates)
8oclal Insurance benefits Bocial insuranco
contributions
Rxelse | Total
OABI | OASI Emplo: ut‘s ‘lnl;::l*
cu m
retro- {contin-| Medi. | Total m&) ®oll-| Em-. | Total
active | uing? | care em- |ployer ¢
ployed 3
Calendar year 1085
qu" | SO, 3201 200{........ [ 5.1 1 EON SO SR 1.7 (Y}
o.le“ga‘}um?o& ........ 0 2.00 }.caeeeae 200 |ooiaei]eceenieenenaens 207 40
n ar :
st quireter..... 0 240 }........ 240 -265]—-265} ~-5.30] 3878 8
quarter..... 0 2.401........ 2.40 -~2.65| -265| —-8.30| 3.8 .68
qusrter..... 0 240] 1.90] 4.8 -2.85| —-2.65] ~5.80] 8.50 28
Oabmdl qwurl.*;, ........ 0 240 190] 430 -~2.05| -2.65! ~5.30| 3858 2.5
ndar year
qQ i ) SRR 0 250 2,10 4.00 -3.70] -3.10 ] ~-6.80 4,18 1.8
2d quarter. . .cco.... 0 2.50 2.10 4.60 -~3.70| —-3.10| ~6,80 424 2.04
84 quarter............ 0 .50 220 4.7 -3,70 | -3.10 | —~6.80 4.30 22
Ollb“: quum“b.&.-...-.. 0 2,50 2.2 4.7 ~-3.70 ]| -3.10 | ~0.80 4.33 2.9
ndar year s
1st quarter............ 0 2.60 2.30 4.9 -3.90| ~3.20] -7.10 4.91 2.1
Fu&dc?uamr ............ 0 260{ 240| 800 -3.00 | -8.20 | ~7.1 5.02 29
ar:
198’:. .................. 80| 220 )........ 3.00 -~1.82] ~1.52| —-2.65] 278 i
U . 1 S, 1} 245 2.00 4.45 -3.18] —2.88 | —6.08 8.89 2.9
1008...cccccnccoccannea 0 285 2.28 4.82 ~3.80 | —-3.18 | —6,9 464 2.8
1 Excludos payments under the voluntary provisions of 11, R. 8675, .
' Inxcludes be’;allutlon of retirement beneg{gu proposed in tﬁ Bonate,

Bource: Treasury Department.
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Senator BenNErT. The figure given to'me was $2.5 80 we nre half a
billion dollars apart. S

I would like to take just 1 minute mote to say to Senator Smathers
that every automobile that is sold has a sticker required by Federal
law and that sticker will show the fact that there is no longer an excise
tax on it or it will show the amount of the excise tax reduction apply-
ing to that particular car so the customer will know so far‘as buying
an automobile is concerned that there has been an excise tax reduction,
We have been talking about the large retailers and we have talked
about J, C. Penneys and Sears, I am sure Sears and Pennoys have al-
ready reduced their retail price on these large taxable items in antioi-
pation of the tax.,

One final comment, I was interested in your questioning about will
this be passed on to the consumer and won't this be necessary to bene-
fit the revenue of the Federal Government. -Off hand, I would think
if the Federal Government could persuade the corporation to keep
this tax it would increase its taxable base and the corporate fncome
tax at & much higher rate than that would be paid by the consumer.

Seoretary FowrLer, That is correct. -

Senator BENNETT. So the Treasury will be better off if the corporn.
tions keep these tax benefits and do not pass them on to the consumer.

Secretary Fowrer. That is correct, Senator Bennett. Our position
is that the consumer will be better off and that the economy from the
standpoint of wage-price stability would be better off if it were passed
Onl b

Senator BENNETT. I won't quarrel with that but I couldn’t pass
this opportunity to make the observation,

Secretary FowLer. You are quite correct. .

Senator .BENNETT. Selfish corporations can be more profitable
victims than the consumer. ,

Senator SaraTners. More profitable to the Treasury. :

Senator BeNNETT. To the sury. Ihaveno further questions,

Tlé? Cgumuw. Senator Douglas, would you permit me to ask this
question '

Mr, Secretary, I wanted to ask under what conditions do you ar-
prove of reducing Federal taxes and increasing expenditures at the
same time and borrowing money to pay for such a combination{

Seocretary Fowrer, Well, I would feel that that would be justified
Senator Byrd, only if we had a recession or it was'cleger(lly indrcnte(f
and we were usin% that combination of more or less forced feeding as
a measure of fighting a recession measure. I would not approve of
that combination of policies in connection with a tax cut at the time
tinder, let’s say, current conditjons, 1In 1968 at tho time'thé Revenue
Aot was under consideration, X made comment a lf,QOi(l[Pe_ht{ and re-
mark after remark at- various Agathe ings saying that I felt.that tax
reduction _involved ‘some-—ought to be' related to some expenditure
control. In other words, it’ was &' to: 'pint{'?rocvess,”qn‘q “thit still
continués to be my belief except in the time of very real eimergency
recession, BN T

.The CrammaN. Didn't the President recently mention the possi-
bility of anotherincometaxeut, .. . . ... . L

- Searetary Fowrer. Yes; I 'think there have been references to.that
by the President. ' :
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“The CHAmMAN, Do you know at this time when that would become
effective f e
Secretary FowLer., No, sir;-we have no concrete plans in that area
now. ‘ . ' ! T . .
. The CramrmaN. You still believe we are in a deficit-period for some
time to come, , C : -
Secretary Fowrgr, Well, as my remarks have indicated, there will
be an anticiEated deficit in fiscal 1968 and probably one in fiscal 1967,
I don’t think, Mr. Chairman, that that necessarily precludes a further
income tax proposal during this period if it is felt that the overall
impact would be a desirable one on the economy, I think I continue to
be one of those who believes that further reduction in taxes even at: the
time there is a deficit is not unwise if the results of the incoms tax cut
are to provide the economy with an increased opportunity to expand
and provided, as I have indicated, that that policy is accompanied by
a very strict policy of controlling expenditures at the same time.
I think the expenditures control and tax reduction in an expanding
economy is the necessary and wise combination, ‘ :
The Ciamraan, Do you have any information that the President
proposes to advocate a tax reduction at the present session of Congress?
Secretary FowLer, No,sir. oy A .
. The Cuamyran, There is one thinﬁ, Mnr. Secretary, that I know is
difficult to answer, but I want to get back to jt; and I.wish you would
put it in tho record. You. are going to reduce excige taxes and the
general fund revenues, and the administration in another bill would
increase social security, medical care taxes, and trust fund receipts. .
Now, taking these two bills together, what will be the ultimate effect
on the workingman’s tax bill? You previously answered the question
foronly.1 year.. - ‘ : .
Secretary FowLer. Yes. ‘ :
The Curarryan, If you could give me a study on that I would
greatly appreciateit. .. - : e :
Secretary FowLgr, Yes,sir. | S
The Cuamryan. Thank you, Mr, Secretary. :
{Theinformation referred to follows:) = . . o

COMPARISON. OF S800TAL SECURITY TAX INOREASES AND Exc18e TAX DEOREAGES

! There are considerable dificultles in making ahy éxact comparison between
the Increased FICA tax under legislation now before the Senate and the decreases
in excise tax burdens at corresponding income levels. The net effect of exclse
tax reductlon for any given size income would dépend upon the' corsumption
pattern which will vary from individual to individual, depending on a number of
circumstances, such as family size and individual tastes. 'In very rough ternis
it would appear that the increase in the F{CA’ tax in 1867 under H.R. 6675 would
be about the same in dollar terms as the.ne g&vlng from the éxcise tax reductions
for famlilies, with wage income only, whodd incbmeg are up to $5,000 per year. For
Income 'fevels slightly ovet $5,000, the intreased: FIOA tax would be somewhat
larger than the excise tax saving becauge of- the increase in the,jwage hase for
FICA purposes. It should be .k_egt, in mznd that the {ncreased FIOA tax ;14\45:;9-,
clated with incredsed benefits, which aré not taken'into gecount In the preceding
comparlison, 'The limited tine available’does not permit a more extended éom/
parison of the two changes. , L e oot

- The CrARMAN. Senititor Doliglag, *  “+ '+ "¢ Pty ! T
~ Senator Douoras. Mr. Secretary, first, I trapt't6*¢oi éi_iq.ybu:fo&‘
what I regard s & véry high standard'6f ethics you hhve k&rvyd'ﬂitl‘

RIS T gt
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regard to the auto excise tax. In a very manly fashion,when you were
up for your confirmation, you stated you had been the attorney for
automobile manufacturers seeking to reduce excise taxes, and said that
you would disassociate yourself from any dealings with this matter
when confirmed, which you have done. :

- Now, the President wants to reduce the tax by only 5 percent in-
stead of eliminating it completely and, of course, the automobile manu-
facturers want to have it completely taken off. 1 take it you are loyalty
supporting the administration? . .

: gecretary FowLer, Yes, sir. I have not participated or advised the
President as to what his attitude should be on this. But, when he has
made his decision, Inaturally supportit. . = -

Senator Douaras. I want to commend you, Mr. Secretary. I think
you deserve public notice. Now, on this question as to whether the re-
duction in the tax will be passe(i on, we had a reduction in the tax on
passenger fares a few 1years ago. Whs that reduction passed on? .

Secretary Fowrer, I think that was a matter that probably has been
the subject of the regulatory processes of the Interstate Commerce
Commission and Civil Aeronautics Board, and I do not believe I have
précisé information, . : : :

Senator Douvaras. Would someone on your staff know it

Secretary Fowrrr. I think I would have to get additional informa-
tion in order to give you an accurate answer, Senator Douglas.

Senator Dovoras. Isit not true in general it wasnotp on either
by the railroads oruirlinest . = e

Secretary Fowrer, That is my impression’but I do not have the ex-
act information. S P S

Senator Douvorag. Now, in the case of automobiles, can you depend
on the ordinary competitive processes to effect a reduction because there
are ong four automobile-manufacturing companies, General Motors,
Ford, Chrysler, and American Motors, and American Motors is a very
poor fourth, so that;in effect,there are only three. :

Now, if tjxe three automof)i]e companies .were to decide that:they
would hot pass the cut on, do you think that the forces of competition
would'be strong enough to have the tax reduction passed on? = - - -

Secretary Fowrkr, Senator Douglas, I<will not comment substan:
tively on that. Undoubtedly you know that representatives of each of
the manufacturers did apﬁear before the House Ways and Means Com-
mittee last summer, and their statemerits on this question of passing on
are there in the record and will speak for themselves, ~ *~~ *°

Senator DototAs. I unidefstand unofficlally they have made these
statements. .But are those statements bindh;glu?on. the companies?
Would it not be reassuring before the Senate finally on any tax
reduction on:automobijles if thie hedds of the four companies or the
three companies made & Publit stitémehy that they intentled to reduce
prices to the agents—distributors—by the same amount that the taxes
are reduced ¢ T B R A U R A E PR

‘Mt Surrry. I believe that with respect to the 3-percent cut in July
the companies have Eublicly announced this and have indicated to
persons buying cars that they will make refunds to the customers.. !

Senator Douaras. Now, thatis simply the 8 percent. : The propossl
of the administration is for further additional cuts of 2 peitent to'bé
put i offect; tho proposal of the, Hbiise is thit this ndditionkl? por:

[
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cent ultimately be replovéd. " Would it not be highly desirable before
wé mako thess reductions if we had a pledge from: these' companies
that they intended to pass this on? I have had unofficinl assurances,
atid I'respect thess gentlemen very much; but it would be very much
stronger if we had an official statement. -Daon’t you agree on that!
- My, Surrey. Yes, Senator, we have regarded their statements before
the Ways and Means Committes and statements they have had made
with respect to these refunds ns statements of policgr, and I presume
the companies woulWrobably want to reiterate those statements.

Senator Doucras. Well, some years ago, I proposed a reduction in
oxciso taxes at the time of the 1058 recession contingent upon agree-
ment on the part of manufacturers that the sales price would be re.
duced. AsXremember it, this pledge was not forthcoming:

-So I hope very much that the automobile industry, in the course of
the next day or two will get together and make such a pledge. Other-
wise it is going to be very hard fot us to vote for this reduction in tax
if it is not passed on, especially in view of the enormous profits with
General Motors and, to a lesser degree, Ford have made in these last
years. Any Senator who voted for such a reduction, without a cor-
responding pledge, conld be very readily and, perhaps, justly pilloried.

oes this elicit any replf from you? ,

Mr. Surrey. Senator, I say we have been going on the assumption
that we could take the companies at their word with respect to their
testimony and their public statements.

. Senator Douvoras. Well, assumptions are fine, but I am sure, that
in & business dealing with the companies that they would insist on see-
ing the signatures on the dotted line.

r. Surrey, Undoubtedly the companies are aware of your state-
ment, your feeling on t,hisi and I imagine would act accordingly.

Senator Douaras. Would it be possible if you made that assumption,
that it turned out to be a false assumption, Mr. Surrey ¥

Mr, Surrey. It could be, Senator, but the companies have made
their statements publicly. ,

(In response to the above request by Senator Douglas, the following
telegrams were sent to the chairman by Ford Motor Co., Chrysler
Corp., General Motors Corp., and American Motors Corp:)

‘ ) o DeArnorN, Mrom., June 9, 1965.
Senator HABRY F. BYRD, - : :

Ohairman, Old Renate Ofice Building,
Washington, D.0.: ‘ . L )
.. In response to Senator Douglas’ request at the Finance Committee's hearings on
June 8, I hereby reafirm the assurance previously given that Ford Motor Co.
will pass on to its dealers any reduction in the Federal exclse tax on automobiles,
including both the first and subsequent phases of the reduction, and that any
such uction will be reflected in our new suggested retall prices and pricing
labels which must by law,benmsxee&l to all new automobtles, |
Since this {ssue has béen raised before your committee, I an taking the libe

of sénding a copy 0f this wire to each member of the committee. ' In addition,
request that it be made part of the record of hearings.

ci C .~ Hengy Foro II.
SRS , Dirrort, Mioxt,, Jiiie 8, 1068.
Hon, HARRY F'. BYRD, C . C C T )
Benate.Office Building, - A o
Washington, D.O.:

“In response to a query which 1 understand was ralsed by Senator Pau} Douglas
1 dxnh happy to reconfirm our previous comniftment that chgyslex' Corp. will reduce

¢

\
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prices by the net amount of the Federal excise tax reduction on passenger cars.
Provislon has already been made for immediate reductfon of prices for thé pro-

July 1, 1908, reduction and we give our assurance that similar action will
be taken with all scheduled future reductions of Federal excise taxes on pas-
senger cars, Arrangements have also been ungdertaken to expedite direct refunds
to the ultimate purchaser retroactively on the basis of the provisions contained
in the bill as it passed the House of Representatives. o

Co L. A, TowNsERD,

OArysler Corporatiton.
Jone 9, 1085,

Hon. HARRY F'. BYRD,
Ohairman, Senate Finanoe Commitiee,
0ld Senate Office Building, Washington, D.0.; -

This Is in response to the request of 8enator Douglas for additlonal assurances
concerning the intention of passenger car manufacturers to pass through the re-
ductions in the new car exclse tax, In line with its previous statement, General
Motors will reflect all scheduled reductions in the exclse tax fully and prom;lstly
in the manufacturers suggested retafl selling price on the sticker afixed by law
to every new car as the reductions take effect. The cost of the new car to the
dealer will correspondingly be reduced. A copy of this wire i3 being sent to each
member of your committee,

FieoEr1o G, DONNER,

Ohairman, General Motors Corp.
' Derrorr, M1ox., June 8, 1865.
Hon, HArRY F. BYRD, Lo :
Chairman, Senate Finanoe Committee,
Senate Office Building, Washington, D.0.: ,
We want to reiterate our public commitment that any and all reductions in
automobile exclse taxea wlll be reflected completely fn reduced automobile prices
on all vehicles sold by this company as of whatever date(s) the law makes such
reductions effective, ‘ o o :
A - Ror AnerNETHY,
, oo Presidont, American Motors Corp,
Senator Douaras. You said you made it on the 8 percent.
Mr. Surrey. Noj on the entire tax reduction. .
‘Senator Douaras. On the entiretax reduction. f
Weell, you know, would it not be well if they reafirmed their stato-
Mr. Surrey. Yes. I was indicating that they made it on the entire
tax reduction, and then reaffirmed it with respect to the 8: percent,
. SenatorDouvaras, Ifthey made iton the8 geroent when that was the
issue, di?d they make it on the 5 percent, did they make it on the 10
percent . e
Mr. Surrex. They did before the House committee, Senator, on the
entire amount bofore the House committee in their.testimony. .-~ -
genat%xl'- Di)tmus. L(ztl; us llxave&atdimct statqmeti\t: :l‘i t N "i :
.. Secondly, I was greatly pleased to see you give implicit recognition
if not expl{owreoqgnition, to. the fact that %lhe" automobile industry
creates certain socinl-costs which:are.throwr on .to the. community,:
because in your statement you raise the rhetoricdl question: .- i -

How much will we have to spend to deal with such proPiehds':aé‘ Siéliw,ﬁy
. oy ot el

safety, altpollution, and automoblle graveyards? = - . ,

Now, hera is an industry whi‘ém‘c‘ﬁeams'thhse problems; and throw
them’ on"‘the tohimunity. ° We hhye 17,000 hidesus autdmot nﬁ." tink-,
yards disfigiitifig this cbuntty, ' The Sénator from Connedticut i stly,
concerried’ tith the why it Which'the lick of ‘safety ‘devices indrenses
sutomobile accidénts; "Others até ‘concettied *with' the' fact that thé
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automobile industry doés ot have si ll"dple devices, to reduce air pollu:
tion, T have séen certain statistics indicating. thit from one-third to
one-half of the pollution of the air comes from automobiles.

-Now, would you be opposed if we authorized the withholding of &
certain percentage of the automobile tax to prévide for decent burialg
of automobiles and for the installation of air pollution reducing devices
and safety devices?

You know, I think I am right on this, that the charge for a decent
burial of & hman body is the first clmm against the decedent’s estate;
isn’t that true?

Mr. Surrey. Yes, sir.

Senator: Dougras, And if provnsmn ig not speclﬁcally made it can
be charged against the assets, and if the ‘assets'are not sufficient,’ the
community has to pay for it.in Potters erld isn’t that truet

Mr. SurrEY. Yes, sir. -

Senator Dovaras: But an automoblle can be abandoned nnd is
ebandoned—over 5'million‘of them each year-—and there are no funds,
{)c; If)row({le for burml because the owner of the automobile body caniiot

oun ~ .

Wouldn't it be a ﬁne thmg if we had 1 or 2 percent of this auto-
mobile tax retained. to,provide for decent burials so that each auto-
mobile would carry with it the funds for its own disposalf

Mr, Surrey. Senator, our posmon 19, of course, that five pomts of
this tax be retmned—-—-—

Senator Dovaras, Thit is'right. '

Mr. SurrEY (oontmmng) ‘or decision by the Congress as to what
should be done with the tax.

Now, as you havé indicated, study is going on with respect to a
variety of matters associatéd with the automobile, and you have an
amendment with respect to’ ]unkyerds There lnwe been wmous other
amendments with res;i‘eoc to safety. ' -

Senator Douaras. The Senator from' Indiane has an amendment

Mr. Surridy. It is our thought' thht since the matter. only tffects
fiscal years 1968 and 1969, there is plenty of opportunity for the’
Congress to consider what ‘vould be an appropriate dispo wﬁ with

t to these points, rastudy is made of each program. -
enntor Douaras. We earmark: revenues from gasolme taxes and‘
from trucks to the highway system; do we not{ - :

Mr, Surrey. Yes, sir. '

. Senator Dovaras.’ There_is nothmg wrong with earmarkmg re
ceipts for specific purposes, is theéref '

Lt[tle Sureey, I there are well developed progmms relatmg to these
matters, .

- Senator Dovoras. Well, you could authorlze this; and then require
npproprlation Jater, and:give/general supervision to the President or
the Bureau of Pubfnc Roads, as the: agenoy of the Pmsxdent, couldn’t~
all this be done? .,

"Mr. Surrey. I think it ia oug feelmg Senetor,xthetf these decisions:
need not. beDoade at this particular t;me, and  that; mth—-—-— o

1. Dovadras,, If you oontmuﬁ y P ponet ese deelmons to the‘
future t ey gre co 0 ’y not ma T}x avorite device of
post oni ng aetlt ngland is to: set u ,a. ;to ni,lmssmn to study
the matter, and then: generally nothing is about g
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- Your well understand how study and reseamh i8 -used -to prevent
actlon Crades
Mr. Smmmr I do not think I would be ina posntxou to say now—
for example, with respect to ]unkyards-——th at it would cost million
to achieve your objectives.

Senator Dovaras. If it does not cost tlmt then the unused porhon
ocould be turned back into the General Treasm'y ' '

Yes; I will yield. :

Senator Rinicorr. I think, Mr. Surrey, itisa little more complicated
than you:put it in this res vect, In the first place, the leadtime for
tooling up an automobile is 8 years. For the mstallatlou of the sufety
devices, the toolirg up takes 2 years. -

The requirements of the General Services Administration: for Gov-
ernment automobiles include 17 safety: devices, so everybody who
d}:‘nves a-car owned by the Federal Governinent has safety feutures in
the car. :

The one tlung Detroxt is not- mterested in, and has not been mtero
ested in in the past, issafety.

- Now, the safety devices that go into an automobile ‘and the air
pollutlon devices that are included in the GSA standards would:be the
equivalent of the last four points that have been placed on the program
for repeal by the House Ways and Means Committee,

-If you had a choice of cutting off 5 pércent or having the 10-percent
cut, would you prefer retaining 5 percent, condltloned upon the factors_
set out by enator Douglasand myself{ . -

My, Surrey. I certainly: feel, and as I gaid before the admmlstraa
tion feels, that the five points should be retained so these decisions can
be decided with full time to consider all the factors involved, :For
example, Senator Douglas’ approach isa somewhat dlﬁ‘erent approach
from your-approach;. : ’

- Senator Douaras.. I am ready to take in safety too, because we will
kill fewer people and. wreck fewer cars, but I afso want to see them
decently: bume - I think this is one of the first qualities of any civil-
ized society; to.provide for decent burials mstead of allowmg the

rll)ses to lay on the surface unburied., : i

Surrey:- The difference, Senator, 1s, that you would retam ﬂte
tax to use furidsfor this purpose. : . - . , ?
" Senator Dovaras. . Yes; éarmark it Lo

Mr. Surrey. Senator Ribicoff would ehmmate the tax to aclueve

lusspurposés Now, these are inlconsistent. -
enator. Dovanas. Don't: get 'Ribicoff -and’ Douglas ﬁghh each'
other... ' We are allies. - We will work: olit an armngement. \ want'
to t sombe cooperation from Treasury. .- " ‘
ow, you:talk about beautification. ' We 'hold conferenoes "W sady'
th&t. the junkyards are the greatest scenia blight and blot on' Totir land:
and I think that is true, But let the eft hand know»what the
rig anddoéthorsayetlu L SO

- Mr, Surrey.: I might indicate, Senator, thab I s‘vinpathize mtii what-
ydu ‘are-saying; but ‘my.point is that your direction here is to reuuﬁ‘
the: tax. and then a gmate for these:particular gg

«UndersSenator iooﬁ’s proposal, there would ‘be no tax léft’ to’
retain for your piirpdses because: if the cars: ‘Were mah\ifabt\)md wi%h'
the appropriate safety standards, then the ferndining points”wohld
go off, and you would have nothing left for your auto burial program.
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Senator ; Dovgras.. Let Senator Ribicoff and Senator Douglas get
together without trying te divide us. And so far as your saying you
sympathize with me, I am sure you have read “Alice in Wonderland.”

ou'remember how:the walrus and the carpenter took the oysters.out
for a walk together? “I weep for thee,” the walrus said.. - “I deeply
sympathize with sobs and tears.” He sorted out those of the larger
size, holding his pocket handkerchief before his streaming eyes, but he
ate the oysters, %Laughger.] ) .

I have no further questions, Mr, Chairman. | .

Senator SaaTHERs. Does anybody else have any more questionst

Senator Talmadge? - _

Senator TaLxange, I have one more question is all, if I may ask it,
Mr, Chairman, S ‘ o

.- In connection with the retailers excise taxes, some concerns in my
State hava consistently followed the practice of determining the tax
due, and paying it at the time the taxable products are delivered to
their: central warehouse. This method of tax reporting has eased
their procedures, ‘ :

.. But' on repeal of the tax they will be left with an inventory on
which the retailerstax has already been paid. o

Can you tell me how. this situation would be dealt with so that a
refund can be assured : '

- Mr. Surrey. I understand, Senator, that this matter is being con-
sidered by the technical staff, and that we do have regulatory author-
itfy to work this out in & fair and equitable manner, so that the removal
of the tax will be done g.F};])ro fiately in these cases.

.Senator Tarmavae, Thank you, sir.

The CHAIRMAN, Senator Hartke? - *

Senator HARTKE. ‘Mr. Secretary, and I think, Mr, Surrey, one point
that I think should be cleared up, and that was about the social secu-
rity increase in taxes which is going to ocour that Senator Bennett
asked about in his question, that there was no statement about the
increase in benefits which are also going to'be paid into the eoonom{
and this is also going to have a stimulating effect upon the overa
prosperity of the Nation, too; isn’t that correct ¥ L
. Seoretary Fowrer. The computation of the benefits will have to be
taken into account, and that is whiaI was unablo to project the 1967
and 1968 ﬁggs . My comments had to do with, really, 7the!ﬂrgti 6

months of 19 R T e it
Senator Hartee. What you would have.to do is t6 add-the total
amount of the excise tax reductions) the total amount of the benefits
which are going to be paid, . Then compare this with'the total'amount-
of the social security tax increass and make the distinction as- to
which, was the greater;, - The difference in thé two it seems would be
the overall effect upon the increase in the stream of consumeér spending.
+Secretary FOWLER. i Y98, .11 i it g o oo b
Senator Harrke. I would like to ask Mr. Surrey ‘whether or'not
he really believes 10 percent, or any-percentage of excise tax, can'be
more; ive, othier than in the:actual percentage: to .thetotalf'
You indicated that the excise tax.on automobiles; for example; was not’
qg,regmqs,gq,aa ah oxoise tax on other items... That is not the theoiy
upoﬂ_xy ich the exoige tax cut is béing propounded,igit® .« -+ i - -
v Mr. Surrex. No, Senator, - ..iiv oot o
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What I indicated was that looking at all these excise taxes, as
the Secretary pointed out, different taxes have different problems
associated with them that make it unwise to rely upon them in a
Federal fiscal system if you do not need that reliance from a revenue
standpoint.

Senator HArTRE. Yes. But so far as the cut is concerned, the over-
all dollar effect is what must be considered, and not the item which is
taxed. Otherwise we run into a series of complications far beyond
the human mind to comprehend.

Mr. Surrey. That is correct.

Senator HarTke. I think that is true, So when you consider the
question of whether or not you are going to cut the automobile tax &
or 10 percent, you must consider only whether or not you want to
keep that additional revenue, '

n regard to that same item, it was indicated that the retroactivity
as to air conditioners and automobiles was based on the assumption
that this was a large dollar item, I think that is the word you used,
isn’t that true?

Mr, Surrey., With respect to automobiles.

Senator Harrke. Yes, with respect to the automobiles. But the
overall effect upon any manufacturer or distributor or retailer, the
size of the item as to its sale value is only proportionate to his industry.
To the television industry and others to which you were not applying
the retroactive feature, this becomes as important to them as it does
to the automobile industry ; isn’t that tiue?

Mr. Surrey. I do not think so, Senator, in this respect: this matter
was discussed at great length with all the various industries, that come
in to see us and In each of these industries they had to balance the
uestion of going through all the work involved as against whether
they would lose sales, and what would be the effect on sales.

With a great many of the industries, in fact all of the industries that
spoke to us, other than these two; they thought théir sales would be

made up later on as soon us the tax went off and, consequently, that
would be h ‘better result in their situation than putting on the entire
industry the very difticult I)’ob of making retroactive refunds, In'these
other two industries, the thought was the other way because of the two
rather unusual factors that are involved. - .

Senator HarTkE. Is there serious objection on the part of the Treas-
ury to having the tax effective on the date of enactment ¢ :

{r. Surrey. I would say the'day -after enactment, Senator.
Senator HarTkE.  The day after enactment. Co
Secretary FowiLer, The day after the President’s signature,

Mr. Surrey: The day. after the President’s signature. ‘The Seore-
tary indicated we think this is a matter for the judgment of the com-
mittee. Instructions have to be issued, for example, as to taking in-
ventories on that particular day with respect to‘floor stock refunds and
the like. .. These can be handled ify ih t.he,‘judfment of the committee,
thtéy want to make that change in the House bill, . - ‘ :

-Senator HartEE. T do not. want to take any: lbx‘lger time, but I do
think one other statement by Senator Bennett should be clariﬁed, with
which -the Secretary -had previously; agreed. - That agreement’may
come back to haunt the Secretary at a later date. * It is regarding. what
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is done with the additional amount of money, whether it is passed on
or whether it is kept by the manufacturer.

Isn’t it true that when this is passed on to the consumer that it has
a greater multiplier effect upon the economy of the Nation than if it be
retained by the manufacturer?

Secretary Fowrer. That is the case, and we have a very distinct pref-
evence in these situations that the reduction be passed on to the con
sumer despite the fact that, as was observed, if they are retained by
the company the Treasury might get a little bit better revenue in the
short. run, :

Senator HARTKE. Yes, in the short run. But it is not true that the
Treasury would be better off if the manufacturors kept it.

Secrotary Fowrkr, Over the long pull, no.

Senator Harrkr. I hope we are going to be here for the long pull,

Iet mo say one other thing. I am not asking really for a comment,
but I thought this was a fine statement when you said that “we are now
in a normal peacetime economy.”

‘Those are all the questions I have,

The Catratan. The Chair would like to announce that several Sen-
ators who have not had an opportunity to question the Secretary—I
understand the Secretary will be unable to be here tomorrow morn.
ing——

Secretary Fowrer. Yes,

The CiratrMaN. So Mr. Surrey will be here, and we will have an
opon session for a short time. I do not think it will take long, but we
want to give all the Senators a chance to ask more questions,

Secretary Fowrer. I am very sorry I cannot be here, It isa com-
peting request.

The Crramyan, We understand that.

Just.one moment. Senator Williams?

Senator WirL1ans. I have a question here Senator Carlson wanted
to ask, and we will get it into the record today.

Secretary FowrLrr. Yes.

Senator Wirrtranms. His question deals with the loss resulting from
the Federal excise tax paid on gasoline because of lenkage and/or spill-
age. , . o

This_gasoline was not used in any way on our highways, but the
Federal excise tax was paid-on it. The State legislature in the State
of Kansas passed legislation to refund the State tax on this gasoline,

Now, Senator Carlson’s question is how are these people who lose
this gasoline through leakage and/or spillage supposed to get the Fed-
eral excise tax back? .YWould you have any objection to adding an
amendment to this bill béfore us to take care of this situation now?

If you want to provide an answer for that tomorrow it is all right
withme, . - . . .- '

Mr. Surrev, Allright. . . o L

Secretary Fowrrr. All right, Senator Williams, we will answer that
question tomorrow morning in executive session by Secretary Surrey. -
- The CuamMan. The committee will recess until 10 o’clock tomorrow
morning, . S S

(Whereupon, at 12:40 p.m,, the committee recessed, to reconvene at
10 a.m.; Wednesday; June 9, 19685.) - o R



EXCISE TAXES

WEDNESDAY, JUNE 0, 1065

U.S. SENATE,
ConmiTTER ON FINANCE,
Washington, D.C.

The committee met, pursuant to recess, at 10 a.m., in room 2221, New
Senate Office Building, Senator Russell B, Long presidhll’fg.

Present: Senators Long, Smathers, Anderson, Gore, Hartke, Me-
Carthy, Talma(lge, Williams, Morton, and Dirksen.

Also present: Elizabeth B. Springer, chief clerk.

Senator Lona. The commmittee will come to order,

This session was called particularly because Senntor Thruston Mor-
ton had some questions he wanted to ask of Mr. Stanley Surrey, and
that being the case, I would recognize Senator Morton.

Senator MorroN. Thank yon, Mr. Chairman, This won’t take long
because I think we ought to get into the markup of this bill as soon as
we can, for various reasons.

It will stop & good deal of correspondence and telegrams and tele-
phone calls going on. ’

Mr. Surrey, I understand that the House-passed bill makes perma-
nent the so-called Korean excise taxes in their application to alcoholio
beverages and tobacco products. Is that correct? '

STATEMENT OF HON. STANLEY 8. SURREY, ASSISTANT SECRETARY
OF THE TREASURY-—Resumed

Mr. Strewy. Yes, sir. - ‘ ‘ :

Senator MortoN. In the case of alcoholic beverages this was, in the
casp of distilled spirits, a dollar and a half increment per proof gallon,
Mr. Susrey. Yes, sir, R .

' .‘Slena?tor MorroN. Which brings the present tax to $10.50 per proof
allon o ‘
8 Mr. Surrey. Yes, sir. ‘ A
Senator MorronN. What wag the Korean markup in the case of to-
bacco or cigarettes? . ST

" Mr. Surkey. It went up 50 cént_s a thousand, ‘a's I recall,

- One ¢ent a pack. . _
. Senator MortoN. Yes. Tliat is correct. 7

" Now, these two industries are probz;l;}{ the most heayily taxed in.
dustrieg in the Nation. They are indeed the two most heavily taxed
jn'the Nation, - There are reasons for thig and I won’t quarrel with
them or debhits them, . By thejr very naturs they are required to carry
very substantial inventories. These ‘generaw ad valorem taxes for
‘States, local communities, school districts, and so forth. In'the case
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, 'of the whisky industry; they ¢a the pnoduot for 4 or more years it "

--the case of th
ma théb:mm‘é ¥y end; in the case of ¢ distilling industry, 44
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most instances, paying taxea all the time,. Then they collect for the ,
Goveritment, pass on to the oonsumer the $10.50 per proof gallon”
‘which, of -exceads the total cost of the’ uct in its manu

facture; adve & memhandismg and distri ution In many in.
stainces it exceeds the entiréébit. o op&'oduét including wholesale and

~ retail markups. ‘'Of co thistaxind 1sma red up at the
. wholesale and petail leveufa‘e-’--‘ P k

;Now, thess two-ind of oonrse, t.he tax sollector, -I‘
think it is somewhat un 2 % ?.imy axe req ”{ uired to poy the tax, in
y & AVer of 22 days before tfm

fom thoy feceive their mone{h ,

or:the resent i-eglilations of tha'Alcohol Tax and Tobatco Tax -
Unit of the ! Departinént; the two réports dare filed per month;
oné; I béliev b,ontbe&hand 6neon theQ’lth; thoamountthat g
has been :in:the case of: tobacco ship n'thé casge.of:¢ ,
shipped; and-in thd.dasé of distilled spirits, withdrawn from bond, in’
the reoedmtg‘fomﬁght.‘ Then they dre glven 8 daya of g'w:o before :
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P: 'that the raté of wlthdrawal imm bond wq etoady dut-ing ,
the fortnight, that: would be 7-or.8:days iii one instance, and if a-Sun--
day bothes in, perhb,ps 4 days; 80 it w’duld be aboub 11, at thé n?ost 11% ‘
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ﬁ% the amounts mvolved are qmte ldrgo, se»eml hundred milhon"‘

. dollars, !Isu :

If you take fg diﬁ'erence between the 111 ys that th 418 g:van
after the withdrawal -from borid, and the :53: days required to-collect
from: thelir wholesalars, interest mbes are: airl h, 80 the industry ‘_
in the case of distilled spirits-is pa lymg mtemsb 'banks at f)
ably 414 to 5 percent on as much, I would say, as $200'million, if not-
Mordy/ of Iheprepayiéntiof taxas to’ 0 Federal Government:
Tt is notquite as bad.in. thacasa (of:tobacoo; because they seem to get
their money quicker. - -

But I would hope, since this requires 1o legis 3310!1, that, tho Depart- '
n.ent would give serious ¢onsideration to. amon atxon\

I realize that yoir are squeezed-for. monoy; ut here we are
ing with a.bill reducing taxes, excise taxes in the area of several b

- lion'dollays, and it seemsto me that thigs the pxoper time to stmighton

out what to ma is an inequity in requiring these heavily taxed indus.

tries to pay an excise tax which is in ﬁnal esgonca A eolee tax, long A

lﬁfm@ OOHOOtIitn BV USSR Wy o) g e I 7 BT K
Would you havte any comment on tfxis o Ly ,‘

Mr, Surretl:Senator, the sity g;t%on iig one amt. the pa
ment and the Internal Revenue Service are study (? As you indwato,
this s really a historical situation, -Thess two industriea used to pay .
theib taxes by stampy.and; theref hg& o Pay, ,unqumtely B
result of legislation psesuf in. the 19! ;s hey wepo, anged to ¥ roburn

basis fvhich gave thein some gasier time for paym m |
therstamp;systom; althatigh not a8 easy. agiopmpared i e typlcal
return. system for; ather exoises as-yon have poin

The b ible Fods todny.pre somewhiat awks , they, tyn
frometh:%h ough the Qc’l’?nnd ﬁogn t"he ﬁ‘m uﬁﬁ thg 5&

and these periods don’b coinoide with any other reportmg penods thitt
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_gre used, so there is some awkwardness. - This does present some prob-

'lems ust:from this:fact alone for the:industry.and.forithe. Aloohc)l "

'obacco’: Tax: D vision; .So-we:have been:thinking: about: this
'_problém and ta the industry about(,f it b.nd Wo.are studying.it
‘tosee if changes canbe made,..,.. . .- o -
. Senator. MorToN. We have-been thinkmg about. nnd talklng about
it ever-sinoe the prepayment for. stamﬁf ‘' WA8 a\iperaeded by the prwent

srrangement wh ch was alon about 1952, e gopofin,
n( MT#SUBRBY- Proba ﬁ TR ATH R RIS
. Senator MorToN, i1954 es. ‘ o R mu Ry
Senator Lona,. If I mig mtmeot heva to sa it. seems. to
mo that this tax.on: liquor is out 1,000 pemant of. of-produc-
J:m, and in'the last analysis the rat¢ at-which yon am going to,golleot
that taxiis the.rate at.which peo ,consume hquor, and far as

gou just- impose hardship: on.som wha,
usiness, between the time. he produces i and: tho FEime h Bo 15 able to
.merchandiae it, you simply are imposing & tax.on o fellow: whose
-busi(ileg: is 90‘<Percent paymg taxes and 0 percent,memhandnslng 8
rodu . .
p fr, Surrey. Yes, sl
enator MorToN

,ﬂ !miﬂli

iexoise tax is goingto end up, hut as of to ¢ is ho AW—
fhowmt é.au o%oo exclsa' tax aSgedBed {Jh& N
‘ Y. Fort esalf any. pai mmusbbe

. Ry th In
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rmg in extx;o,%el t]t; imes and t, um face he resultsnt. i} en;p oymen|

‘wmpensato . ? ) samqt ing applied o disti lﬂq\g indu st,
that app esie?tocaseo tobace o atusghatthista
period is, whether it is 1 month or 45 days or 15 days, whether it begins

: ow has thb——I doh’t know ow the autoul)obxle

wh from borfded warehoyse..
- - '- a§tu :Pt‘zﬁ-“
BS ';'. t, ng‘ @c t,les,,‘
tt.lo'
on hls ﬂoox aUSe, ;t, !B aid o:')ﬁxpmd“ qtf:%w ays.
:n

atever the.



58 EXCISE TAXES

to apply when the merchandise leaves his warehouss, it would make
for a simpler operation in the industry. I think it would be one
equity that we might consider in return for slapping this extra dollar
and a half a gallon which the Congress promised would be taken off
just as soon as the hostilities were over. I know that one Congress
can’t bind another, and 1 Kentucky ‘Senator’s vote can’t overcome
98 others, but it does seem to me this could be studied and expedi-
tiously studied, and with the end in mind, or view in mind, of attempt-
ing to enable them to operate on a more stable level which would make
for not only a more efticient operation but would have less impact in
these smaller communities on leaving a job or being out of work.

Mr. Surrey. Senator, this problem has been called to my attention
within the last year, and I have had discussions with various groqu
in the industry, including representatives of the small distillers. As
you point out, there are real operatin'; difficulties in connection with
‘our present system which, again, is a historical one. It grows out of
difficulties of control that may have been experienced many years ago,
The Alcohol Tax Unit is studying this matter and will be discussing
with the indust‘:?' a great many problems of detail that wounld have to
ble solved in order to make this change from withdrawal to time of
shipment, :

ut I do think that the present system causes a number of operating
difficulties which we should certainly try to avoid if at all possible.
These discussions will be going on, and we will be making & very thor-
ough study of this, with the objective of seeing what we can do to
eliminate these problems that you call attention to.

Senator MorToN, Mr. Chairman, would it be in order for me to ask
Mr. Surrey to have the Alcohol Tax Unit or whatever the appropriate
office is in the Treasury Department, perhaps the General Counsel,
prepare a memorandum for the committee on the history and how this
thing works on the question of tho time element in the collection of
these taxes, the first problem that I brought up?

And then if we could, because I dont’ think the members of the
committee are aware of this problem, have n memorandum of just
what is happening—you have the figures as to how long it takes the
industry to get its money, when they &my you their tax money, the
amount that is involved, then we could give the industry an oppor-
tunity to comment on that memorandum and have this for the infor-
mation of the committee.

I don’t think that the committes is fully aware that the industry,
the most, heavily taxed industry in the country, is paying in advance
and paying a pretty high interest on a big chunk of money.

Senator LoNa. Let me ask you, Mr. Surrey, can you correct much
of that administratively?

Mr. Surrer. I believe that with respect to the first part of Senator
Morton’s question we do have the administrative authority to extend
the payment dates. I do want to indicate that we are studying it.
The figures are large. Each day’s extension involves somewlere be-
tween about $17 to $20 million n day, so we are dealing with rather
large sums here. With respect to the second part of Senator Morton’s

uestion, the change in the time for payment from withdrawal to
shipment, it is our present understanding that we do have the ad-
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ministrative authority to do this, We are examining the detdils and
will be discussing them with tho industry. It may be that if certain
difficulties develop we might have to ask for legislation, but my present
belief is that we could do this administratively. There would be a
number of details that would have to be worked out because it does
mean rather complex changes in the method of handling these matters,
the method of guaranteeing that we do get sm. ent and the'like,

‘Senator LoNa. Here is the thing I am thinking about, Mr. Surrey.
This really is something which amounts to a manufacturers’ excise
tax,doesitnot? ' .

Mr. Surrey. Yes, sir. : *

Senator-IoNg. Now with rd to all of the:manufecturers’ excise
taxes, you tax the product at the time the manufacturer departs from;
title to it. And here is & concern that has traditionally paid a much
higher percentage of tax than any other industry in the country, and
to help relieve your own administrative burden we gave you a law
50 you can tax these people prior to the time they part title with their
product. Insofar ag the time from the moment they pay the tax until
they part title to their product can be reduced there is equity and
justice on their side in asking for such a reduction in time,

Mr. Surrey, Yes, and there is a difference here as the Senator points
out between alcohol and tobacco in this respect.

Senator Lona. Any further questions? :

Senator Tararavae, Mr, Chairman, I have one question I would
like to ask if T may,

Senator Lona. You will submit the memorandum?

Mr, Sunrry. Yes.

(The informnation referrved to follows:)

ALOOIOL AND TORACCO TAX PAYMENT SYSTEM

Prior to June 1050, the taxes on alcohollc beverages and tobacco products,
with certain minor varlations, were paid through ‘the purchase of stamps which
had to be affixed to the products at the time of thelr withdrawal from the bonded
premises. In June 1980, the payment system was changed to a semimonthly
return-gsystem. Under this system, the tax is computed on withdrawals during
two periods, the Oth through the 23d of a month, and the 24th through the 8th of
the next month, Payment of the tax 8o computed is due a the end of the third
working day after the end of a perlod, except that only 2 working days are
allowed for payment for the period ending June 23 of each year. The present
semimonthly system therefore requires taxes to be pald on the average of
about 1114 calendar days after withdrawal of the products.

The time elapsing between withdrawal of distilled spirits and cigarettes from
bonded premises until the producers receive payment therefor from thelr cus-
tomers varfes between products and between manufacturers., The perlod is
much longer in the case of distlllers because they give much more generous
credit terms than clgarette manufacturers. At the same time, there {8 a much
greater diversity of credit terms between distillers than cigarete manufacurers.
A rough average of the time of withdrawal until recelpt of payments by manu-
facturers might bo set at 80 days for cigarettes and 60 days for distilled spirits.
At the fiscal 1068 level of revenue estimates, the tax on clgarettes for 80 days
18 $170 million and on distilled spirits tor 80 days is $460 million,

Senatorr Tarsrapoe. Mr. Surrey, I notice no deduction was made
whatever on trucks in the excise tax bill and I thought immediately
of the small farmer, the small operator who uses a pickup truck not
only for business purposes but as his family conveyance also.
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.1t is'my. understanding that all of the tax.on trucks was dedicated
to &l:le, ,tgush kg%nds for highway puposes. ‘How much is involved on
pPiogup byuckst ... ... ., .o L coe ot
.. Mr. Surgey.. I;would have to see, Sepator. I am_ informed that
right now the figures are not carried on that basis. In other words;
we have onl ,m@m&f& eotjons for the truck tax itself,. . .., . -

NQ..

1l .
Senator:, ould you get us a breakdown on small trucks§
My, 1Spgn§x. I will rin);ui_xgéand: gea whether such a breakdown. is
e . A , 3 )

Senator TALMapae., Thank you, 4
(The following was later received for the record :) . . S
The .tax- revenue arising from'the 10-percent manufacturers’ excise tax on
t;ruq:ks. huses, and trailers as it applies to pickup trucks depends on the definition
of such trucks. ' Estimates have been made under two possible definitions :
(1)’ Defined a8 two-axle, four-tire trucks having a gross registered weight of up
to ) pounds,. pickup trucks would account for 70 percent of-all trucks and
I P AR A0 et o i (o 82 e w15 e
() Defined ag tucks \#gs&m Vahielo weluht of 6,000 pounds or less, plekup
trucks would aeéount for about 60 percent of all trucks and would provide per-
haps one-third of the total tax revenue or about $130 million. . L :
Senator Lona. Thank you—Senator Dirksen { ‘
. Senator 'DmrseN. Mr. Suirey, I listened to Secretary Fowler's
justification yesterdny for'the administration’s position on tlie reduc-
tion in automobile excises as distinguistied from' the House bill, |
Now, the administration only goes up to 8 percent. -
Mr. Surrey. Yes, sir. ' .
Senator DmuseN. The House bill by January 1969 would take off
the entire 10 percent? » -
Mr. Surrey. Yes, sir. ‘ . S
Senator DirkseN. Mr. Fowler rather emphasized the fact that it
might be well to keep'that ndditional 5-percent tax as against any pos-
sible recessive condition in business at some future time.
.. I'thought he emphasized that over and above everything else. But
it appears to me that you could not get rid of that additional & ﬂpex‘cent.‘
al, some later time if the country was in a state of recession, first, be-
cause & recession connotes a reduction in volume of business and in
production, and that means a correspondirig decrease in corporats in-
come tax. ' It wwould also mean a corresponding decrease in ihdividual
income tax and thosé are the two on which we rely most heavily,
We might then be confronted with the necessity of scrounging
around for next taxes in order to keep the governmental machine ioing,
or we would have to resort to reduced spending, but there you fly in
the face of a large group who are committed to the theory that when
you are in a recession you should spend more rather than less, and you
are confronted with still another situation and that means that if you
cbn%inu‘e‘to spend more your deficit position is going to be aggravated
mtluextent- o : R el R
I would not, I could not see under those circumstances that.you could
over, persuade Congresg to take over that additional 5 percent, and I
am inclined to the belief that the House position is infinitely better

than.the administration osition. <L o
ave you some comment on that ? T

Mr. Surrey. I don’t think, Senator, that Secretary Fowler rested
the position just solely on that particular possibility. I think the

t

!
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position. of the administration reésts’ on a. number: of :matters,: the
rincipal one being that the elimination of a tax involying s billion
ollars-8 or 4 years ahead :is-just simply looking too far ahead, - One
can have no idea now. of what the economic situation will be that far
ahead, and that there is nio need for a Con, now to look that far
shead: : Therefore, the tax should be retained so.that future Con-
'can in the:light of knowledge that is much closer to the event,
make.a decision 'as to what to do with a- billion dollars, and I think
that.is the basio position one should take, . L S

With respect to the comment that Seoretary Fowler niade, that was
in reply to questions asked him as to whether this be an appropriate
tax to remove in time of recession. I suppose.that that question would
be asked ffom the viewpoint of a number of economists who might
feel that rather than spend in a recession in orderto: swing. the
economy back oh an upturn rather than & downturn, one might decide
that there ought to be some reduction in'taxés. - As you know, there
is one group of economists who think that is'the prolper approach as
the countlxl:nboliaves 1t .18 coming to 4 recession period. . .

I think that is what S¢cretary Fowler had in mind. .. = -
.- Senator DirkseN, I have not examined.the House testimony ml(.}i
therefore, I' don’t know to .what extent the House committee hea
from the economists' who. are particularly .schooled in the economic

factors involved in the motor industry. - e
But, Mr. Chairman; if I can have your attention fot a momeént,
it would occur to me because of the large amount that we are deali
with so far as the excise tax reduction on tgassm'lger automobiles 18
concerned, that the committee could well afford to get a'little more
information on that subject, at least I tvould like to have a little more,
before I would accede to the administration position, because we might
find ourselves in a bind before we got through, and I wonder what
your view ig and that of the chairmah. - - L ‘
Senator LoNa. Well, I regret to say I was at the moment trying
to get one point straight with Senator Anderson about . totally differ-
ent matter that does not éven involve this particiilar bill. X
Senator DirkseN, I was just belaboring the difference between the
administration and the House position on the reduction on automo-
biles, because the House takes 1t off entirely by January 1, 1969, I
thought Mr. Fowler yesterday, in justifying the administration posi-
tion, rather emphasized the need for keeping a little cushion as ngninst
the i‘upure, and he did mention the possibility, not the probability, of a
recession.  Welly in & recessive period I cannot imagine you would
ever get, that tax off, and spoaking only for myself, I would rather go
along with ‘tlie House position than'with the adninistration position
unless I have more information on the subject and that is why I sug-
gested that probably there ought to be a little more testimony from the
automobile industry. u o
One may fairly suppose that having dealt a lifetime with that
subject we would certainly have some special knowledge with respect
to conditions of the impact of reduction over a period of time and
leaving a 5-percent bobtail tax continue as against-some future time.
Senator Lona. Well, we were hoping to go into executive. session
on this bill today, and we were scheduled to do so. Of course, I have
no objection to the antomobile people bringing in all the information
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they wanit to bring to us,'and I will step out'of the room and accept
the ‘memo that they want to bring us, But so far as delaying ths
bill there is urgency in so vany respeots my hope would be, Senatot,
You'could 'Vote on it one way-or the other now. It would still be in
conferénce even if the administration position prevails, and it will
still'be subject to debate on the floor. And I must say that industry—
and I ani one of their big admirers—is not poorly represented. It is
well represanted by very fine, able pedple who are well aware of every-
thing that is to be said for the industry, They are well frepa‘md, and
while it would be fine to hear them, if we open it up, I am sure'the
Senator realizes that everybody who is paying an excise tax would like
to bs heard—even if only to make a gesture to justify the fee he is
321”8135 h}i)? l?lients back home—~and I am afraid wo would very much
Yy this ‘

& ' ]
*Benator DirgseN, Well, Mr, Chairman, I am not disposed to delay
the bill, ~On the other hand, I do not want to ses the committee make
A blunder because of the amount of money that is involved here in
that one é)artioular tax, and besides there are ﬁoing to be quite a number
of amendments. I have got o whole sheaf here, and I suppose ev
member of the committee has got amendments that would be disoussed,
! Senator: Lona. May I say to the distinguished minority leader of
the Senate, I have an amonidment or two nyself, and my guess is it
each of us. brin¥ up witnesses to support our amendments, we are
g‘;ﬁpg to be tl:)exie or & week or two when this bill has a certain amount
of urgenoy R : ‘ :
.~ Suppose_we deocided -with the administration and it proves to be
in error, . 'We could still correct that error next year or the year after
that and it still would not make any difference so far as the tax col-
lootions are concorned. ‘They would still get ths same tax out they
are expeoting now. _ - -
Frankly X doubt the wisdom of my voting for a billion dollar tax
cut that would take glaco after my next election. The ,})100 le might
not agree with my deocisions in that matter, and I ought to have a
chance to explain the reduction of Federal revenues and inoreass in
‘Federal defloit after my next election, .
-+ I somewhat doubt the wisdom of the Ways and Means Committee
voting a tax out to go into effect after their next election and their
next election and their next elestion after that, and it scoms to me that
the next President ought to have an opportunity to recommend some
1ax outs too, but that is just this Senator’s view, and if he is voted
down, ho will cheerfully go-along with the committes.
- Senator Drersen. Well, Mr, Chairman, let me disclaim any political
motive:. Aftor all, I am going to be around here until 1968 or 1069
before the voters have another chance to either accept or reject my
public -service, and the record is quite clear, so I certainly have no
political motive in mind. . SR
- But when you are dealing with 4 billion dollars in a tax cut on one
articular item, I certainly do not want to move so fast that at some
iture timo we may have to lament some blunder.
. Now, the Senator from Florida is going to make an observation, and
rIszulﬁ'liko tohearits; cr-:' . T o :
- Senator Saarnrrs, The ohly obssrvation I am going to make i that
apperently: after T questioned-the Assistant Seoretary yesterday as to
why the Hosue recommended the reduction as it did, and did we not

\

\ !
s
.o



EXCISE TAXES 63

need to have something held back in the event of 4 recession, presuma-
bly I suddenly became in the minds of the automiobile peopie the pro-

nent of the administration position because I want you to know that
Hmve litorally been inundated with telephone cills from automobile
dealers in my State, somo fow from out of my State, who really made
their position very clear which is that they liked the House bill and
do not like the administration bill. :

What I want to say is that I think that we know what their position
is. They have cértainly made it clear to me in the last 24 hours, as I
think they probably have with every member of this committes,

I do not necessarily agree with them entirely, but on the other hand,
I have got a whole 1ream of telegrams and information here which
thoy havo supplied. .

enator LoNa. Some of my wires are coming in—Tom Jones, Ford ;

Bill Smith, Genernl Motors; so and so, Chrysler—and just signing
their company’s name, if the company calls them, as well as theirs,
"So I can understand how the people like to be heard in discussing
this matter. ‘And may I say to the companies—I am not trying to
ke(}‘) thom from getting a tax reduction. I just pursue the I3ob Kerr
hi osorlgg—-we ind not ought to do that now, let us wait for two or
hree elections bofore it takes place, But if the committos wants to
80 nhetad and cut it all out, that is tho committee’s priviloge if it
wants to.

* Senator DmrsrN, Woll just to keep the record straight, when they
went before the Rules Committes of the House to get a rule on this
bill, Howard Smith of Virginia, the chairman, asked Wilbur Mills
whether the administration favored the House bill. Now, I read you
from tho notes of the Rules Committes:

Mr. Millg gald, “Yes, they asked for all the cuts wo made except the last five
mll:t's’x of the automoblile tax. However, they will go along with the committeo

Now, that is as clear as words can meke it, and if that is the situa-
tion, then I think there is some clarification necessary here,

Sonator Lona. Woll, it seems to me it is just as clear as Irvin S.
Cobb's story of old Bill Smith in the back of his barroom. Ho is the
proprietor, and the bartender comes back and says, “Bill, old Bunk is
out there, and he wants a beer on credit. Should I let him have the
credit.?* Bill says, “Has ho had the beer?” The bartender said, “Yes,”
Bill replied, *“Then give him the credit.”

_ So what the Ways and Means Committeo says heve is “This is how it
is going to have to bo.” If the ndministration is willing to go along
with this rulo, tho ndministration says yes, Inasmuch as the beor has
already been consumed, you might as well lot him have the oredit,
.Senator Hartgr. Mr. Chairman, could I ask Mr. Surrey a question

Senator LoNa., Yes. ’ L

Senator Harrre, What. is the administration’s position

Mr. Surrny. The administration’s position is very clear on this
point s the Scerotary stated yestorday. The administration believes
that the President’s recommendation that the tax reduction on auto-
mobiles at this time be held to five points is-the ‘)ml)er and prudont
course of nction. Thore is time thereafter to deal with this question
]of_ A bmioln dollars. That is essentinlly the position that Senator Long
s stated. :

1
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Senator YArTxE, Is there a difference between the 'l‘reasury posx
tion, and the, President’s position upon tlus matter? -

- Mr. Surrey, No, gir. - T

Senator Harrss,: Pardon mef

‘Mr.Sounray. No,sir;thereignot. .

Senator HarTE.: They are identical.

Mr. Sorrey. Yes, sir, s

.Senator Wmm. If the Senator could ywld—-—-

: Senator DirrseN. There could not be between the ’I‘reasury and the
President: -After all the Seoretary of the. Treasury.is a member of
the President’s family. How could there be any différencet ‘

‘Senator Harrxs, 1 donot know, but there might be. -

Senator Drrrsen. The House Ways and Means Committes took
considerabletestilony. Now this committeo contents itself: with a
half day’s hedrings. ‘That i is one point that I make, and they went
into this 3 uite thoroughly.

. Now, do we u té to onrsolves & higher intuitive power on thls
side 6f the Oapitol ¥ We know so much more about it that we requim
116 testimony on the subject?

“Senator Loxt. May I say this as far as the Presxdent’s % sition is
concerned § ~-Here is a 'letter, and I quote, discussmg this Ways and
Means Committee action,and hesaid:

While I prefer the program I recommenided, I fcel that if the entire tax Is to
b: moved, the Ways and Meqns Comnittee program represents a prudent way
of dolng 8o, ‘

. Now what the Presldent is saymg in effect, if you insist on domg
thls, he will sign the bill—I assume that is what it means—but that
on the othor hand, he would prefer what he recommended, and it is

f Lyndon B, Johnson, That is the administration’s position.
oes that give the correct position, Mr. Surrey ¢

My, Sumzm Yes, sir. Inother words we certainly felt there should
be no increase in the tax reduction that would aﬂ‘nct. fiscal 1966 and
fiscal 1967, - We did not thmk it desimble to increase the deficit with

t to these 2 years, : .

ow, the House did not do t.hut to any significant extent; ind.that

is what the President is in effect saying when he says this is n prudent

way of doing it. It is at least pushing the reduction forwnrd and not
adding to the deficit in these immediate years.

But as he indicates, certainly the administration believes that the
original recommendation of five points now and then letting the future
take care of itself is the wise way to do it.

Senator WirrLiaas. Do I understand that. the admmistmtum thmks
that the way.the House did it is a prudent way of doing it but it is not
the most political expedient way of doing it?

. Surrpy. ‘No, prudent with respect to fiscal years 1066 and 1067,
The House did not' mcrease, except-by $100 million, the situation in
those 2 years. - :

Senator Smarners, Mr, Secretary, may I ask a questnon on that
Eomt Since yesterday I -have been, as I stated a moment agl(l)i called

. larﬂa number of people; many of whom say very frankly they.
like the House appronch with respect to the first 5 percent because if
you took the 5 percent oﬂ immediately, every dealer in the automobile

- —
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business who has a large stock of used cars say it would actually depre-
ciate the value of his used car business to such a t extent that
many of them would have to %o into bankruptey. Are you familiar
with that particular argument

Mr. Surrey. Yes, and consequently we thought that the three points
this July was about as much as could be done at that time, and that
any more than that would be an unwise step. That is the reason why
we recommended f)hasing it out three, one, and one.
_ Senator Lona. 1 am hoping if the Senators have any more questions
to nsk, they will reserve them for executive session because Mr. Surrey
will be available to us for technical advice with regard to the meaning
of these amendments and the administration’s position. And as long
as this Senator has his say about it, Mr. Surrey can either be in the
room or out of the room depending uxﬁm how the committee wants it.

Being the Assistant Secretary of the TreasurY, it is velx’ good to
have him advocating somethin§ but we want him for advice, too.
Mr, Surrey will be available too # we want him to advise, will you not,
Mr. Surrey?

Mr. Surrey., Yes. ,
hS:patm' DmkseN. I want him very much. I want him around all
the time,

Senator Lona. I declare this session adjourned. The committee
will be in executive session.

(Wht;reupon, at 10:50 a.m,, the committee proceeded into executive
session.

O



