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LIQUOR TAX ADMINISTRATION ACT
TAXES ON WINES

WEDNESDAY, FEBRUARY 12, 1936

UNITED STATES SENATE,
SUBOOMMITFEE OF THE COMMITTEE ON FINANCE,

Washington, D. 0.
The subcommittee met, pursuant to call, at 10 a. m., in room 310,

Senate Office Building, Senator William H. King presiding.
Present: Senators King (chairman), Bailey, and Clark.
Also present: C. M. Hester, 0. Norman Iorrest and Dr. 0. V.

LEmery, of the Treasury Department; and L. H. Parker, chief of
staff, Joint Committee on Internal Revenue Taxation.
. Senator KINo. The committee will be in order. Mr. Spiess, do you

care to be heard?

STATEMENT OF L. A. SPIESS, REPRESENTING THE MANUFAC-
TURERS OF STEEL BARRELS

Mr. Spr'ns. Mr. Chairman, I would like to have reinserted in H. t.
9185 that portion of H. R. 8001, begining on page 23 of the latter
bill, reading as follows:

sa. 17. Section 3339 of the revised statutes as amended (26 U. S. C., sees.
506-507; U. S. C., Stipp. 7, title 26, sec. 1330-a) is further amended by adding
a new paragraph at the end thereof, reading as follows:

"The Secretary of the Treasury is authorized to fix by regulations to be
issued from tine to time, the maximum and minimum limits of tolerance
within which the capacity of hogsheads, barrels, and fractonil parts of barrels
may vary from the capacity prescribed by law: Provided, That in fixing the
limits of tolerance there shall be as many hogsheads, barrels, and fractional
parts of barrels exceeding the prescribed capacity as there are containing
less than the prescribed capacity."

That passed the House, and for some reason was eliminated from
I-I. R. 9185, now under consideration.

Senator KING. Did you submit this proposed amendment to the
Treasury officials?

Mr. SPiEss. I did to Mr. Berkshire of the Alcohol Division.
This came up late yesterday, Senator, and I have just apprised

Mr. Hester of it, but I am satisfied neither one of them have had
ample time to give the committee an expression from the Depart-
ment.

'The situation is this: The Department has no authority, under
the law, to fix the tolerance under or above for beer containers.

At the hearings had on the House bill it was clearly demonstrated
that tolerance over and above must be allowed, because it is a physi-

.4 Not



154 LIQUOR TAX ADMINISTRATION ACT

Cal impossibility to make a container that will carry the exact
amount; in other words, if a container is a gill over, the brewer is
subject to a tax of $2.50. The inside of these barrels are pitched
!rom time to time. If the Treasury had authority under an act of
Congress to fix the tolerance, then we could work together with
them, and work out what is a reasonable tolerance above and below,
for the benefit of the industry as well as the Government.

Sciuator KING. That is the full significance of the amendment?
Mr. SPrss. That is.
Senator K a. Will you submit a copy of your proposed amend-

went immediately to the Treasury Department?
Mr. SPIESS. I will.
Senator KING. Mr. Walsh, do you desire to supplement the state-

ment of Mr. Spiess?
Mr. WALSH. I think that is all we have, sir.
Senator KINo. Mr. O'Neal, do you have a statement to make?
Mr. O'NliL. Yes, sir.

STATEMENT OF EDWARD A. O'NEAL, REPRESENTING THE
AMERICAN FARM BUREAU FEDERATION

Mr. O'NAL. The farmers of this country are very much interested
in this amendment which has been offered, because they think it
protects the use of American grain in distillation. That is based
on my experience here, not any technical thing, but we think that
the American market should be given to the American farmer.

Senator KING. The amendment referred to is as follows:
Amendment Intended to be proposed by Mr. NMurphy to the bill (It. R. 9185)

to Insure the collection of the revenue on intoxicating liquor, to provide for
Hie more efliclient and economic administration and enforcement of the laws
relatIng to the taxation of intoxicating liquor, and for other purposes, viz:
At the proper place insert the following:

"Sie. -. (a) For the purposes of the Federal Alcohol Administration Act,
tim Food and Drugs Act, as amended, and of any act of Congress amendatory
of or in substitution for either of said ats,, no product shall be labeled or
advertised or designated as neutral spirits, whisky, or gin, or any type thereof,
for nonindustrial uwt, If distilled from materials other than grin, or if the
neutral spirits contained therein are produced from materials oiher than grain.
The term 'neutral spirits' includes ethyl alcohol.
*44(b) The fifth limrigraph of section 605 of the Revenue Act of 1918 is

liereby relsahl~."

As I understand it this amendment would have the effect of pre-
venting the use of imported molasses for the distillation of liquors.

Mr. O'NEAL. That is right. That is our total interest in it.
Senator KING. Would it prevent the use of domestic molasses?
Mr. O'NRAL. As I understand, it would. I went over to the Treas-

ury and talked to the officials over there that Mr. Morgenthau told
me to go to see, and I understand that they have a very good market
for the sugar beets, and can have a very good local market for their
products, and there would be practically no trouble there, as I under-
stand it.

Senator KING. Does molasses make as good liquor as grain?
Mr. O'NEAL. Well, personally, I would say no, Senator.
I have not been a prohibitionist, and will say frankly I think the

American people think whisky means whisky. In other words, the
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interpretation of whisky, according to the dictionary is alcohol made
out of grain.

I have always said it is a fraud on the public if they mark a thing
whisky and it really was not whisky. That is just a layinan s
interpretation.

I might say, Senator, that the farmers, after the Supreme Court
decision, were called down by Secretary Wallace in the discussion of
the farm problem, and the American *farmers, and all of the farm
organizations have agreed generally in a resolution that says it
should be for the American farmer ini whatever market he can get.

I have talked to Senator Murphy, and we are wholeheartedly in
favor of his amendment.

Senator KINo. The committee will consider that amendment.
Does anybody else desire to be heard?

Judge DeVries, we, will hear you.

STATEMENT OF MUDGE MARION DE VRIES, REPRESENTING THE
WINE INSTITUTE

Judge DEV n s. Mr. Chairman, following the direction of the
chairman, since te last meeting, as representative of the Wine Insti-
tute, I have had several conferences with the Treasury on the several
amendments offered in behalf of the Wine Institute.

They will be found in my remarks in the earlier hearings at
pages 90 to 93. I will say as to these, that there has been prac-
tically an agreement upon all, except with reference to the reduction
of taxes.

I want to mention particularly the Wine Institute's proposed
amendment 8, at page 91, which extends the time for the payment
of the fortification tax from 10 to 18 months. The Treasury I
believe, agrees, provided a bond is provided for, which is agreeable
to the Wine Institute.

The next one of importance is suggested amendment no. 9, at page
92, which takes out of rectifying definition the clarifying of wines.
That amendment the Treasury agrees to with some modification of
language which I am assured will be presented by the Treasury.

Amendment no. 10 is a provision to take care of and destroy
singlings. A substitute provision has been worked out satisfac-
torily with the Treasury and the Wine Institute.

On page 93 it is proposed to carry into H. R. 9185 a repeal to
an extent of Criminal Code section 239.

That amendment suggested by the Wine Institute is a provision
of a bill which has already been r-eported to the House. There is
necessity for that provision, and it properly belongs in the Liquor
Enforcement Code.

It is simply to the effect that banks may present wine bills of
lading and collect moneys. As here drawn, it is taken from the
House bill and applies to wet States, but does not apply to dry
States, and is therefore within the twenty-first amendment. •

I understand the Treasury has no objection to its inclusion in this
bill.

Senator KrNo. Let me inquire, Mr. Hester, could there be any
objection?
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Mr. ItESTzit. No, 1 do not think so. It is perfectly agreeable
to the Treasury.

Judge l)hVniws. Then we conm to the Johnson amendments to
H. It. 9185. The first of these is to abate in case of the reduction
of the fortifying tax that tax upon wine in bonded wineries and
storerooms. 'I cannot Sl)eak for the attitude of the Treasury upon
that. That is a tax reduction matter.

Mr. IssTi. Our reply to that is that the proposed amendment
(c) is reganedtl as wholly itpracticable from ani administrative
viewpoint, since it is inip)ssibh, from the records and returns in
the Treasury to check claims of this nature. Some of these assess-
iients were made itt. the rate of 10 cents per proof gallon and some
at the, rate of 2) cents per proof gallon, at various times and in
varying prol)ortions.

When wines are fortified they may contain anywhere from 1
to 13 percent natural alcohol, and from 3 to 20 )erceitt brandy miy
be added. No two lots of wine will have added thereto in fortifying
preisely the samie I)ercentalge of brandy. 'his is eswietially tried at

ifferenlt, wineries. When the wines are fortified they are subse-
quently blended with other wine, both fortified and 'nonfortified,
with the result. that, after the wiiie,, have leen on storage awhile, it
is impossible to determine, through I lie records, just what percentage
or quantity of brandy the wines may contain.

Many wineries, of course, ow have oii storage wines fortified
prior to January 12, 1934, and wines fortified subsequent to that
date, onl which different rates of fortifying tax were paid and which
have been blended together to at itiore or less extent, rendering it
further impractical to determine what refund should be made on
such wines beneath the proposed amendment.

A provision was contained in section 37, title 11, of the National
Prohibition Act, for the refund of fortifying tax on wines used for
the production of beverages containing less than one-half of 1 per-
cent of alcohol by volume. The Treasury found it impractical to
administer this provision of law.

Judge DrVnxns. In reply to that statement of the Treasury, I
want to state in 1934 when the tax was raised it was applied to wines
in stock. A formula was worked out between the Treasury and the
parties in interest, whereby that tax was estimated. If it could be
worked out when the tax was raised, it could be worked out likewise
when the tax is reduced.

The next amendment is the 200-gallon proposition, about which
there is no uniformity of opinion. I have made the suggestion in
my memorandum for the Wine Institute that a severe penalty be
attached, and I want to submit that for the consideration of the
committee.

There is a difference between the wine people, there is a difference
between the Treasury thought, and between all of those who have
approached this very serious problem. It is a question of how we are
going to control the 2,000,000 gallons of wine made now under the
pretense of wine being made for home use.

Senator KINo. Have you considered that matter with the Treas-
ury ?
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Judge DPVtF. They make no recommendation upon it.
Mr. -lsr Tn. The Treasury offers no objection to it.
Judge DVmEs. Either in the matter of the Johnson amendment

or what I have suggested.
Mr. HSwTrit. The question of policy is what we have in mind.

A severe penalty, we think, is already provided in another statute,
but if you want a severe penalty provided for in this bill we have no
objel ion.

Senator KINa. You can take that matter up with the Treasury
departmentt and discuss it further, Judge DeV'rics.

Judge DrAFimas. The next proposition is the use of names of
foreign origin in wines in this country, and as a matter of policy
that is submitted to the comritftee for'their consideration.

I want to say nhow, Mr. Chairimn, that the great difference be-
tweeti file Wine Institute and the Treasury is on the question of the
reduction of these taxes. On behalf of the Wine Institute I will say
that, so far as these other amendments are concerned, we have re-
ceived very fair and courteous treat ment by the Treasury, and we
think we have made very decide(] progress in the interest of pure
wines in this country.

I have prepared a rather elaborate statement in answer to ques-
tions asked by the committee the last time, which will touch the
real question of the wine tax, the quantities of wine produced, how
this tax bears upon the wine industry, wherein, I am quite sure, after
full consideration of it this committpc must conclude, that in view
of the demonstrated facts and figures showing that the Government
gets more tax out of wine than the vintner gets net return-there
should be a reduction of these taxes.

I am not going to take the time of the committee to present that
at this time, but I am going to ask if I cannot have it printed in
the record in a form as though delivered and thus conserve the
time of the committee.

Senator KING. That permission will be granted.
Mr. HESTER. Mr. Chairman may I also insert in the record in

the same manner a memorandum which has been prepared by the
Treasury Department as the Treasury Department's attitude on the
proposal to reduce the tax on wines?

Senator KNrG. Yes; th W, ermission will be granted.
Is there any reconcilable difference between the Wine Institute and

the Treasury Department on the reduction in taxes on wine?
Mr. HESTEm. No; I am sorry to say there is not. It is not recon-

cilable.
Judge DEi.Vins. It is just, a question that the Government wants

all of the profit in wine on the one hand, and on the other hand
the vinters would like to have half of it.

There is one other Johnson amendment which Mr. Hester calls my
attention to, which I appreciate, that of making vermouth in the
winery. We have an amendment in that respect, and we have
agreed upon a substitute.

Mr. HEsTmi. That is right.
Senator KiNG. Congressman Buck, we will hear from you if you

have a statement to make.
41765--pt, 2-36-2
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STATEMENT OF HON. FRANK H. BUCK, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Mr. BucK. I think the statement Judge DeVries is filing will fully
cover all of the contentions made by us before the House Ways
and Means Committee, and in inducing the House to pass this bill
reducing the taxes.

(At this point the memoran(uni offered by Judge DeVries is in-
serted in the record, is follows:)

SUPPLEMENTAL STATEMENT OF JUDGE MARION DEVRIns, REPRESENTING
'riii: WINE INDUSTRY

Mi. Chairman a1d gentlemen of the committee: Because certain
data vitally affecting the wine-tax situation called for by members
of this committee were not at the last hearing accurately supplied
and in order to fully answer certain questions then asked by mem-
bers of the committee, such data will here be furnished and questions
answered for the more complete information of the committee. In
the interest of the welfare of that great industry I express its appre-
ciation for the opportunity of placing before the committee accurate
data as to all matters.

There was present at the last hearing, Mr. H. R. Weller, of New
York. Mr. Weller is not only a thoroughly experienced wine pro-
ducer but has for many years had charge of the sales of one of the
largest units of the Wine Institute, to wit, Fruit Industries, which
probably sells the largest quantities of wines per annum of any
unit of the institute and makes such sales in every State in the
Union. He is, therefore, a highly qualified witness to speak upon
all of the here pertinent subjects, including the current sales prices
of wines throughout the United States. He has for the use of the
committee transmitted a statement in writing.

In considering quantitative statements and prices of wines, it
should be borne in mind that a case of wine usually consists of 12
bottles of so-called "fifths" or one-fifth of a gallon eac-h or 2.4 gallons
per case.

Mr. Weller's statement follows:
FRUIT INDUSTRIES, LTD.,

MANUFAc'rERia s OF GaAwiE PRODUCTS,
January 16, 1,96.

Judge MARION DsVRiEs,
WlVaington, . C.

DEA ,MARION : The issue with the committee on Wednesday in our case when
the statement was made that prices on wines ran from $7.50 to $12.50 a case
was highly inaccurate. Those are the prices of very exceptionally high-priced
bottled and not the usual run of domestic wines sold in our markets.

Now, actually the selling price from the manufacturer to the retail package
shop in Greater New York runs from $2.95 pev case of I dozen 5's to $3.75 per
case of sweet wine. If you take an average of this and set it Just a little bit
higher, sa. $3.50 a case, it figures back as follows:

Out of this $3.50 a case, there is New York State tax of 24 cents a case, and
Federal tax of 48 cents a case, which is respectively 10 cents a gallon State tax
and 20 cents a gallon Federal tax, which leaves $2.78.

Now, granting that this wine is shipped here in bulk from California and
bottled by the manufacturer here, the freight is 10 cents a gallon, so, as a case
of 5's contains 2.4 gallons, this Is 24 cents freight. The wine cannot possibly
be handled, that is, transferred from the bulk package that it comes in from
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California, either barrel or tank car, clarified, filtered, and put Into bottles for
less than 5 cents a gallon, and in the majority of cases this doesn't even cover,
but figuring this at 5 cents a gallon, this takes for a case of 2.4 gallons an
additional 12 cents off, bringing the price down to $2.42.

The actual cost of the bottles, cases, labels, caps, corks, etc., necessary to
put up a case of this wine, Including the actual labor of putting into bottles, i.
$1 a case. This brings it (iowa to $1.42. Now, actually, the ,iverheid kcveiises
of maintaining an office, keeping the necessary records, selling commission, de-
livery charges, etc., will run over 20 percent, in most cases, of the selling price,
but suppose we take 20 percent as a fail average; 20 percent of $3.50, the
selling price, is 70 cents, and 70 cents from $1.42 above, leaves 72 cents for 2.4
gallons on a case of wine, or 30 cents a gallon, and this doesn't allow for
unavoidable losses, etc., and in our actual experience the losses from evapo-
ration and cellar treatment runs over 5 percent.

Now then, 30 cents a gallon fol sweet wine, as you know, doesn't give the
grower inu(h over around $5 or $6 a ton for his grapes, If It gives him that
much. He will average 81) gallons from a ton of grapes, and at 30 cents a
gallon that is $24. His fortifying tax to fortify his wine runs into consider-
able money. Ile cannot take the grapes in his plant and process then, and
carry the wine for the necessary period of time for it to be ready for the
market for less than around $10 a ton, so you can see where they all get off
on this, grower and vintner.

Now, taking the other side of the picture, from the price paid to the retailer
of $3.50 on to the price to the consumer.

The retail package shop in New York City has to pay his Federal o(cenpa-
tional tax of $25. He has to pay the State license which runs around $1,200,
and his rent, overhead, and all that, so that for him to make a living, and It
Isn't a fancy living at that, he needs a 40 percent mark-up over the $3.50 price
which is $1.40 added to the $3.50 makes $4.00 a case of 1.2 bottles, which is
41 cents a bottle.

The average price around town at which a bottle of California sweet wine
cal be bought by the consumer is from 40 to 50 cents. I have seen some
advertigsements of the retailers offering three bottle for a dollar. I am trying
to get some of these advertisements for you and will watch it, but you can
go In any store around town and buy a bottle of California sweet wine for
less than 50 cents.

Now, oi dry wines the price runs from $2.50 to $3 a se, but suppose we
take $3, which is nearer, the top figure than the average figure, and work it
back the same way. Three dollars, less the State tax of 10 cents a gallon or
24 cents a case of 2.4 gallons, the State t.,x being the same on dry and sweet
wines, brings it down to $2.76, and then with the Federal tax of 24 cents off
that brings It down to $2.52. The freight and handling is just as much on a
gallon of dry wlne as it is on a gallon of sweet wine, so tl'at the freight and
handling will be 36 cents a case, which brings it dovn to $2.16.

The cost of bottles, cases, labels, etc., is just as touch for, a case of dry
wine as it is for sweet wine, or $1 a case, bringing it down to $1.16. The
overhead is just the same, or 20 percent of $3, is 60 cents, bringing it to 56
cents for a case of 2.4 gallons, or about 20 cents a gallon, and here again there
is no allowance for shrinkage or loss in cellar treatment, or anything of that
kind, and dry wines are freely offered in the retail market here in New York
to the consumer at three bottles for $1.

This is rather a far cry from a price list ranging from $7.50 to $12.50 a
case, which was the basis of the committee's questioning on Wednesday.
Those prices are, as stated, for a case of very exceptionally hligh-priced wine
and not the usual run of wine sales.

Now, I am not as fully posted as the Californian might he as to quotations
for wines in bulk, naked on the coast. I am told, however, that dry wine.%
can be bought out there rather freely at from 11 to 14 cents a gallon, and sweet
wines at from 28 to 35 cents a gallon. This is a naked price, in bond, f. o. ).
winery ani its most of the wineries, as yanu know, are located inshore, this
wine will have to carry an extra freight from the inland point to the coast
shipping point and then the regular freight from there around here and this
Is for new wine, untreated.

I hope this will give you some information on which to base your arguments.
It would seem to me that if you would bear down heavy on the fact as
brought out In your statement, that those States which had a very light tax on
wines showed by far the greatest consumption proportionately that it is a
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very hgi(al arguinent for the reduction in price, and besides with the state-
nment that only $6,000,000 was collected as tax on wine for the past fiscal year,
we aren't asking any great reduction from the Government If this is cut in half.

The statement that the consumption of dry and sweet wine was about
equal is a little bit off; based on our experiences here and I imagine It is
pretty much the same over the country, I would say that the sales would
run about two-thirds sweet wine and one-third dry wines,

Very truly yours,
RAY WELLER.

On January 17, 1930, Mr. Weller writes as follows:
One of our very good customers here in New York, for whom we do all their

private label bottling, called us up this morning and said Ie had just been
offered by a California house, dry wines, packed in cases of 12 fifths, delivered
to the store, $2.13 a case, all taxes paid.

Concretely, Mr. Weller's statement shows the .urrel wholesale
prices of wines throughout the United States averages $3 per case
for dry and $3.50 per case for sweet wines, f. o. b. New Y-ork and
eastern markets, all taxes, State and Federal, paid. A synopsis
thereof as to sweet and dry wines separately for ready reference
follows:

uwcct wics-11Wholc.We ( bottled it N'w York)

Price per case delivered In New York ------------------------------- $3. ,0
l)eductions:

Freight, handling, and labor, California winery to New York,
per case ----------------------------------------------- $0.t

Bottling, clarifying, etc., per case -----------------------. 12
Cases, bottles, caps, labels, and labor, per case ---------- 1.00
Overhead, including sales commissions, advertising, keeping

of records, Government, State, and merchandising, esti-
mated at 20 percent of sales price ----------------------. 70

New York State tax of 10 cents per gallon, 2.4 gallons In case .24
Federal tax of 20 cents per gallon, 2.4 gallons In case ----. 48

- 2.78
Net return on vintner per case or 2.4 gallons of wine ----------. 72

Government's tax shares, Federal and State, per case of 2.4 gallons-.. . 72
Add to Government's share 0 cents per gallon fortifying tax previously

collected on 2.4 gallons ------------------------------------------. 1441

Total Government's tax share on 2.4 gallons or case of sweet
wine ------------------------------------------------------ . 864

DrV whLes-Wholcmale (bottled i, Newi York)

Price per case delivered In New York ---------------... .... ..---------- $8.00
Deductions:

Freight, handling, and labor, California winery to New York,
per case ------------------------------ ----------------- $0.24

Bottling, clarifying, etc., per case ----------------------. 12
Cases, bottles, caps, labels, and labor, per case ------------. 1.00
Overhead, including sales commissions, advertising, keeping

records-Government, State, and merchandising-estimated
at 20 percent of sales price -----------------------------. 60

New York State tax of 10 cents per gallon, 2.4 gallons In case. .24
Federal tax of 10 cents per gallon, 2.4 gallons in case ----. 24

- 2.44
Net return to vintner per case of 2,4 gallons of wine ------... .56

Government's tax shares, Federal and State, per case of 2.4 gallons
dry wine ---------------------------------------------- . 58
In corroboration of the accuracy of the foregoing statement of

prices by Mr. Weller and in proof that the retail price of 75 cent
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per fifth bottle for dry or sweet wines discussed by the committee
at the first hearing is far above the usual retail prices to consumers
of either dry or sweet wines, is shown by numerous advertisements
in current New York and Washington newspapers. Several of these
advertisements will be filed with the committee for examination if
desired in corroboration of the statements here made.

The foregoing tabulations synopsizing Mr. Weller's statement are
based upon shipments of wine in fulk from California to New York
and there bottled.

On the other hand, if the vintner bot les, cases, and labels his wines
in California and ships them to New York in the cases, the cost of
production and delivery in New York is increased above the prices
stated in Mr. Weller's calculations and in the foregoing tables,
wherefore the net return is less to the vintner.

Thus, the freight rate on case wines from California to New York
are, on less-than-carload shipments, $1,55 per case; on carload lots;
of 30,000 pounds, 58 cents per case; on carload lots of 40,000 pounds,
57 cents per case; and on carload lots of 50,000 pounds, 47 cents per
case. By Panana Canal the freight rate on case wines in carload
lots of 24,000 pounds or over is 29 cents per case.

So that, if Mr. Weller's estimations had been based upon wine
bottled in California and shipped to the eastern markets that would
decrea,se the net return to the vintners and growers below the afore-
said calculations which are based upon shipping wine east in bulk
and bottling and selling it in New York or other eastern markets.

Adverting for the moment to the retail-wine situation as set forth
in Mr. Weller's statement, we find that the retailer in New York has
to pay his Federal occupational tax of $25 per annm, his State
license tax, which runs around $1,200 per annum, his rent, overhead,
and other incidental items; wherefore, it is necessary for him, ill
order to make any appreciable profit to mark up his retail prices at
least 40 percent. whiFn increases the sweet-wine retail price to con-
sumers from $3.50 to $4.90 per case, or a selling price of 41 cents per
bottle, and dry wines from $3 to $4.20 a case, or a retail selling price
of 35 cents per bottle. That this is the exact trade situation and
that Mr. Weller's calculations wholesale and retail to consumers are
well within the limits of existing trade conditions is demonstrated
by numerous current advertisements of wines in New York and
Washington, D. C.

For example: There will be filed with the committee, advertise-
mnents of retail prices of bottled wines to consumers in New York
papers during the week of January 13, 1936. Personal close follow-
ing of these quotations for more than a, year enables me to make the
statement to this committee without reservation that these prices are
not exceptions to the usual published prices of the past year. Thus,
in New York, Newman advertises California dry wines of all classes
at 54 cents per half gallon and 98 cents per gallon, and sweet wines
at from 83 cents per half gallon to $1.55 per gallon. Liggett ad-
vertises California dry and sweet wines of 4 full pints of 16 ounces
each for $1 or 25 cents per pint. Kramer advertises port, sherry,
muscatel, and'tokay, all sweet wines, at 59 cents per half gallon and
98 cents per gallon, and other brands at 49 cents per half gallon
and 95 cents per gallon. Archibald & Martin advertise dry wines
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at 59 cents per half gallon and $1.08 per gallon, sweet wines at 95
cents per half gallon and $1.69 per gallon. Friedland (Brooklyn)
advertises California wines, full gallon jug, 98 cents; Italian-Swiss
Colony California wines, sweet, one-fifth gallon jug for 54 cents and
full gallon for $1.96.Friedman (also of Brooklyn) advertises Hillcrest wine by Fruit

Industries at 49 cents per fifth. Lemma & Arrecco advertise pure
California dry wines at 93 cents per gallon. Goldberg advertises
El Goldeko California wines at 49 cents per fifth, two bottles for
94 cents. There is also filed with the committee a page from Cour-
rier des Etats-Unis of December 18, 19355, a French journal pub-
lished in New York, wherein is advertised in French many kinds
and classes of California wines at 88 cents, 98 cents, mid $1 per
galh1n.

rhat such are not exceptional sales prices in New York, there is
also filed with the committee advertisements of bottled wines from
Washington, 1). C., papers of Friday, January 17, 1936, as follows:
Sexton-Rhodes advertises Old Mission wiies 4 years old at 49 cents
per fifth, Ney )istributing Co. advertises 5-year-old California San
Ferlnando wines at 49 cents per fifth. Family Li(luor Store adver-
tises Plymouth California 'wines, 21 percent alcohol by volume, at
49 cents per fifth; Private Stock wines, vintage 1930, 14-percent
alohol by volume, at 99 cents per gallon. Liggett's California
port and sherry, 19 to 21 l)eicent, 4-pint bot-tles, $1; single
pints, 29 cents. The Star Liquor Co. advertises California port,
sherry, muscatel, 20 percent, at 39 cents per fifth. Many current
Washiington advertisements are of native California sweet wines,
all types, port sherry, tokay, muscatel, at around 99 cents per gallon.

Wherefore, Mr. Weller's statement that bottled sweet wines are
readily available in our markets at from 40 to 50 cents per fifth
is fully confirmed by numerous current advertisements. Indeed,
they are so available at 39 cents per fifth and 25 cents per pint. It
is equally shown by the aforesaid advertisements that such wines
are readily available in our markets by the gallon at much less than
$1. Dry'wines uniformly sell at lesser prices and, as shown by
current advertisements, fifths in bottles at 35 cents and in pints
at 25 cents are available.

All of these published advertisements fully corroborate -the state-
nients by Mr. Weller as to wine-sales prices in the United States.

Wherefore Mr. Weller's statement may be taken as a true basis
of current market sales prices of cased and bottled wines gener-
ally throughout the United States for all purposes including estab-
lishing fair and just taxes, State and Federal, to wit: $3 per case
for dry and $3.50 per case for sweet wines delivered, taxes, State
and F deral paid, in Eastern markets.

While it is undoubtedly true that many retailers, hotels, restau-
rants and particularly railroad dining cars, exact much higher
retail prices for bottled wines than those hereinbefore indicated, the
prices of the great mass movement of bottled wines in the commerce
of the United States is fairly stated by Mr. Weller.

At the earlier hearing the question was frequently propounded by
members of the committee:

162



LIQUOR TAX ADMINISTRATION ACT

Since it costs 75 cents per fifth to purchase wines (whether dry or sweet, not
stated, obviously sweet wine) in the retail market today and 1he proportionate
share of the present wine tax entering into that bottle of wine is but 2 cents or
4 cents (according as it is dry or sweet wine), what Justification is there
for the further requested reduction of taxes uloioi wine?

While, as we have shown, 75 cents per fifth is an exceptionally
high price for a fifth bottle, even of sweet wine, 50 cents or less
being the readily available retail price, we will proceed on the 75-
cent basis, the tax which is paid by and the net return to the vintner-
grower being the same regardless of the retail price.

The reason therefor is clear. The tax laid upon wines is not
upon the retail selling price in retail stores, restaurants, or hotels
of the country where is purchased a single bottle or a case of wines,
but upon the gallonage thereof at the bonded wineries or bonded
wine storerooms, which tax must be paid at the time and before
the wines are delivered out of the bonded winery or bonded store-
room, and therefore becomes a part of the purchase price of the
wine. It is not a retailer's sales tax but a producer's gallonage tax.

The problems suggested by the inquiries made present other prob-
lems and riot this tax problem, to wit: Is the retail 'price of wines
in excess of what is fairly Justified? And is any part of this retail
price collected without passing back to the vintner and grape grower
their just proportions of that retail price?

These are problems not in this inquiry? They are problems the
solution of which this administration has expended millions of dol-
lars to solve. This 75-cent retail sales price does not all nor does
any considerable par thereof go back into the vintner's pocket am
his property nor is that retail sales price the statutory basis of the
wine tax.

Mr. Weller's calcuhtions, the accuracy of which is proven, show
that no considerable part of the stated' 75 cents per bottle, taking
that above average figure as the basis of calculation, goes back to the
vintner who, and who only pays the tax of the Government. And
it seems trite to say that all thereof that might or does go back to
the vintner is passed on to the Government as i is tax share.

This 75 cents goes back chiefly to the carriers for freight; the
bottle manufacturers for bottles; *the label manufacturers for labels
and printing i the lumbermen for cases; the cork manufacturers for
corks; the nail manufacturers for nails; the laborers concerned with
converting all these into bottles and cases for wines; the bottling
and delivery thereof into eastern markets; expenses, commissions,
and license fees for retailers therein; and taxes, mnicial, State,

and ~ ~ T Fdr LTe actual portion thereof that goes bck tothi vnt
ner as his net return, if sweet wine, is 30 cents gallon, or 6 cents

er bottle; and if dry wine is 231/3 cents per gallon, or 4% cents perbottle.

At the same time while the vintner thus receives 30 cents per gallon
net return for his sweet and 231/3 cents per gallon net return for his
dry wine delivered cased and bottled tax paid in New York; the Gov-
ernment's share, received before he can deliver the same, State and
Federal (including 6 cents per gallon fortification tax), is 46 cents
per gallon for the sweet and 20 cents per gallon for the dry wine, or
9.2 cents per bottle on sweet and 4 cents per bottle on dry wines.
knd this, be it remembered, is upon sales in New York State, the
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greatest eastern Wine market, wherein State taxes are less than in
many other States.

So that the fair average comparable figures of present wine taxes
are not 2 cents out of the retail price of 75 cents per bottle; but
the vintner receives a net of 6 cents for a bottle of sweet wine and
the Government receives 9.2 cents, and the vintner receives 42 cents
for a bottle of dry wine and the Government receives 4 cents.

The foregoing relates to bottled wines, 12 bottles, fifths or smaller,
per case. Upon a careful estimate submitted by Mr. Harry A.
Caddow, secretary-manager of the Wine Institute, far more than
one-half of the wines consume(! in the United States may fairly be
said to be bulk sales that is to say wines sold by the barrel, half
barrel, or less. Much is sold in gallon jugs, the jugs in the great
majority of cases being filled by retailers from barrels into their
containers or into containers furnished by consumers.

If the tremendous wine stock of the United States of approximately
90,000,0()() gallons as against a p resent annual consumption of 35,-
00 gal ons, is to be markete(, even after deducting a due reserve
for aging, it will not be through the channels of bottled wines only
but more through the channels of bulk sales. By far the greater
proportion of the wine-consuming population of the Uniteid States
are not able to pay the high prices of cased and bottled wines. This
is one of the reasons why more, than 23,000,000 of so-called bootleg
or home-made nontax-paid wine is annually consumed in the United
States.

I cannot emphasize too strongly that if we are to solve this great
agricultural problem, in which effort, the Government has and is now
expending millions of dollars, it must he by the marketing of far
more bulk wines, thereby bringing home to our vast wine-consuming
populace now consuming bootleg home-made wine, potable tax-paid
wines at prices comparable with those at which they can make or
purchase the so-called home-made wines. Unless the vintner is to
receive less than cost this can only be done by reducing taxes.

The major natural wine-consuming portions of our people, their
tastes and ability to purchase, are of bulk and not bottled wines.
And for these iinsuperable reasons the great wine-consuming por-
tion of our people cannot be reached with the higher-priced bottled
wines. The major wine-consuming public can be reached solely by
sales of less aged, far cheaper bulk wines within the means and the
peculiar tastes of the poorer, and necessarily more economical, por-
tion of our people, such wines being accessible of purchase to the
women of the home as other foods. That is true of all great wine-
consuming countries, and the reason why their per capita wine con-
sumption so far exceeds ours. The sooner this economic truth is
recognized and wine taxes and avenues of wine distribution accord-
ingly liberalized, the sooner will our per capita wine consumption
expand to all its natural fruitful fields of consumption and our
national commerce be extended.

Thus and thus only the Government's revenues will be augmented,
this great bootleg consumption invaded by better tax-paid wines,
and the great pressure of a tremendous wine surplus removed from
competition with wines more suitable for bottling by the former
seeking an unnatural outlet through the far more narrow limits of
the bottled-wine demands.
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I stated at the first hearing that bulk wines were selling at whole-
sale iii California in great quantities dry at 11 cents a gallon, and sweet
at 28 cents a gallon naked in the winery. I stated to the committee
at that time that these were liquidation prices at which, however,
great quantities thereof could be purchased presently in California.
Thereafter I wired Mr. Harry A. Caddow, secretary-manager of the
Wine Institute in San Francisco for a statement on authority of the
institute of the fair average selling prices of wines, dry and sweet,
naked in the winery in California. In response thereto I was by
him advised that the current fair average sales price of dry wines
in California is 15 cents a gallon, and of sweet wines 35 cents a
gallon naked in the bonded winery or storeroom.

Since the tax must be paid before the wiies (,lln be delivered froni
the bonded winery or storeroom it is obvious that the average market
value of, or sales l)Iie pald for, bulk wilies ill California today
deliverable in trade and commerce is 15 cents naked ill the winery
plus 10 cents Federtil and 2 cents State tax or 27 cents per gallon.
And for sweet wines 35 cents maked in the winery plus 24) cents
Federal and 2 cents State tax or 57 cents per galomn.

The actual situation therefore is as follows: The tax is laid upon
the wine whet her in bulk or ilm the case at, a gallomage rate upo each
gallon as it leaves the bonded winery or storeroom. It lutis be paid
before the wine call be deliveredd out of the bon(led winery or store-
room. It. is an il)tegral part of the sales price which the ])lmIrhaser
must pay ill order to take possession of and move the wines in trade
and conimmerce. The determination of the tax burden upon the
vintner who actually pays the tax is arrived at by comparing the tax
so paid by him with the price obtained by him'for the wine at the
door of the bonded winery or storeroom and not by colmparilg tile
tax the vintner pays witl the retail price receive( long thereafter
by the retailer in the retail markets of the United States. At the
door of the bonded winery or storeroom stands the tax collector, so
to speak, to (ollect the tax laid by the gallon upon every wine sale
before it is delivered out of the bonded winery or storeroom.

Bulk wines of which the vast majority of sales consist, if dry, are
sold on an average of 27 cents a gallon deliverable at the winery.
When therefore a buyer comes to the winery and wants to buy iry
wines and is willing to pay therefore 27 cents per gallon, the vintner
selling the same at that price receives for himself 15 cents only and
must pay to the Government 12 cents.

The same is true of the vendor of bulk sweet wines. The State tax
in California is 2 cents per gallon upon all wines. The Federal tax
is 20 cents per gallon upon sweet wines. The average openi-market
sales price, therefore, is 57 cents per gallon, deliverable at the winery.
So that when a customer comes to the winery in California prepared
to pay for sweet wines 57 cents per gallon, out of that 57 cents re-
ceive(l therefor by the vintner he retains but 35 cents for himself :mld
must immediately pa ' to his partners, the Government, 20 cents Fed-
eral tax and 2 cents State tax, or 22 cents. But the vintner of sweet
wine has already paid or must pay the Federal Government 6 cents
per gallon fortifying tax. So whenever the California vintner re-
ceives 35 cents for 1 gallon of sweet wine, the Government actually
receives 28 cents and the vintner 35 less 6 cents, or 29 cents. The
Government nets 28 cents, the vintner receives 29 cents.

4175-pt. 2--3----
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And the vintner must receive these prices and must pay these taxes
in order to receive out of his aforesaid open-market sales prices for
his own use 15 cents per gallon for his dry and 35 cents per gallon
for his sweet wities.

Nor, as we have seen, is there any escape from this situation orthis tax gatherer by the vintner-grower shipping his wines to the

great wine mart of the Unitel States in bulk and there bottling it
instead of bottling at his own winery in California. And, owing to
tihe difference in f iglt rates if he should bottle, case and label his
wines in his own plant in California and in that condition ship the
sanme el l tile Go'ermiei t and the St ate of New York would still
receive therefromn 86A cents before the vintner-grower would receive
less than 72 cents net per case of 2.4 gallons or his sweet, and 58
cents per (ao lwfore the vilitnier-grower would receive 56 cents net
for' his vase of 2.4 gallotis of Iry wiie.

In this situations it will be observed thnt the Governmellt without
"lny responsibility of production, without any regard to costs of pro-
dui't ion, without, tiny of the risks so attendant or of bad credits, and,
without any labor or anxiety, stands at the door of every winery
and bonded storeroom in, he country the major benefitting partner
in tile fruits of the grower and vintner.

We mtust remenlber it is neither costs of production nor taxes
that in the last analysis fix market values or sales prices however
much thevy mtay be factors thereof. It is the inexorable rule of sup-
ply and dematid, a rule that knows no financial stress, pays no heed
to'unconscionable taxes and lits no mercy or consideration for the
l)rodluiters needs or the public welfare. The tremendous surllus of
wines in this country and the extreme financial distress of nost of
(lr growers afiii vi'iitners, due largely to 15 years of prohibition
outlawing their trade, for the reason that supi)p'y and demand regu-
late mnariet values and sales prices, forces theia to sell at the low
prices stated, the net of which to the vintner after tax payments,
all informed know are near if not below the cost of his bulk wines.
These are liquidation or at least only recoupment operating prices.
They are not reasonable protit, prices after such tax payments.

After most comprehensivee investigations, C. 11. West of the Gian-
nini Foundation of tie. University of California and Gerald G.
Pearce. economist for the Federal'Land :Bank of Berkeley, Calif
the accuracy of the statistical abilities of whom are recognized and
accepted by the Departments of Agriculture and Commerce of the
United States and the wine trade generally, reported on the 5th
day of October 1934 the average 1933 wine costs of production in
California were 18.15 cents per gallon for dry and 35.50 cents per
gallon for sweet wines. These figures were for wines naked in the
winery and (lid not include any profit to the vintner nor any expense
of aging. insurance, warehousing, and so forth. The details thereof
as by tliem submitted are set forth in the table which follows:
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Compaativc cots of producing dry and 8svet wine in California, by district,

1933

Dry wine

Manufacturing

District Over.
Total head and Juie

Total general Labormanufac-turing

(1) (2) (3) (4) (5)

North coast section (includes only Napa, Cent@ Cents Cents Cents Cents
Sonola, and Mendocino) ............... 20.08 8, . 9 18.07

Central Valloy (includes only Lodi se2.
tlion) .................................... 14.09 6.69 5.47 1.22 8.00

San Joaquin Valley (includes only Fresno
0 section) ................................. 15.47 0.47 4.97 1.50 9.00
Southern district (territory south of 'rea.
p chapi) ..... ....................... .... 16.36 0. 19 4.53 1.60 10.17
Average cost production per gallon,
California dry wines ................... 18.15 ......------------ -...... . .

Sweet wine

Manufacturing Average
cos t of
grapesDistrict Total Over- Juice Tax (for. (per ton)

Ttl head and JieI tifyn)
Total general Labor y

nanufac-
turing

6 7 8 9 10 11 12

North coast section (includes
only Napa, Sonoma, and Cents Cents Cents Cents Cents Cents
Mendocino) .................................................................. .......... $29.17

Central Valley (includes only
00 Lodisection) ................ 29.71 9.73 8.22 1.51 15.00 4.98 12.00
San Joaquln Valley (includes

only Fresno section) ... 31.00 8.58 7.37 1.18 16.90 5.64 13.52
mutiern district (territory
south ......... 33.98 8.28 7.04 1.21 20.91 4.82 15.27

Average cost production per
gallon California sweet wines
(cents) ................... 31.9-...... .......... .......... I .......... ..........

I Juice determined by conversion factor of 10 gallons of dry wine crushed from one ton of grapes 'snd 80
gallons of sweet wine from one ton of grapes.

Source of data: Recapitulation of cost figures complied by B. C. Squires.

In this connection it will be borne in mind that while Mr. Weller's
figures relate to cost of narketing the wine as and after it leaves
the bonded winery or storeroom, the foregoing figures of Messrs.
West and Pearce cover the cost necessary to produce the wine naked
in the winery. Therefrom it is shown that when the vintner-grower
receives net 15 cents per gallon for his dry wine he receives less
than its actual cost to him naked in the winery, and when he receives
net 35 cents per gallon for his sweet wines naked in the winery he
receives less than 3 percent if that, above actual cost.

Wherefore, it is perfectly apparent under competent statistical
authority that when the vintner receives a net of but 15 cents for
his dry and 35 cents for his sweet wines, the average market value
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or sales prices today, he is rmeiviug at not more than, if so much as,
the cost of production of his bulk wines.

Of course, th actual market values and stiles prices in trade and
cWliIIIerce of wiie. selling at 15 and 35 cents pur gallon naked in the
winery are those Irices )his the taxes necessary for their release
olit of the bonded winery or storeroom into the (;pen market, which
prices hIay be well terlled their o pw-narket values or sales prices.
In that stltus the (Governmentot ovioiisly is taking all the open-
market, price (t bulk wines over aid above the vintner's cost of

iltllictloll. It being ascertained that these sales prices naked at the
wilerv are costs to the vilitner, the (01ly possible way for the vintner
to itiake a pirotit I1nder these conditions is for the Government to
share with him the part, of that sales price paid the Government
for taxes.

Is it fair or jlst to1 a great Igricultlll1 industry or in tile interest
(Of the public welfare for tile (overnllent ill o nlarket statits to
exact all over cost as ill (he case of hulk lilt( nsore tha half tle
Vintles net letu Illn in case of bott led wiles'?

Nor is it anv answer to or defeilse of th;s unconscionable ta1x 1l1on
(h is ,igri(,it 111 1)al (r()ot to say that it, is passed oi 1 t (the consi inier.

What ditrerleln(e d(oes reimbl)u'senient mllake to the vinllt i if he is
('col)elle( to )),aV over to tile Government all that. lie is reillibilrsed
I)v tile consumeil or Ilis yenhle In the last aaly.-is the vintlner's
alCiulal 1et01l-r1 for his Owni lise for bulkl willes is hut his cost and for
his Iottled wines one-half or less of his net sales price. Such tax
reii)ursment (les not go to the vintner for his use but is passed
on to the (6\ernmejit. The vintiner, because he must lay the tax,
is simnllv out that port ion of his sales price insistingg of taxes.
Without tiles taxes wVlich Ile must pay le would retain for his own
use that iicreluient of his sales )rice, )aid for taxes to the Govern-
nllit. If this tax were cut ill half, one-half of his sales price going
to ( lie (overnlient would remain with the vintner-grower.

That is what II. . 191 exacts. And, is not. one-fourth of the net
income of ally tlgrictiltural sales price it sufficient tax to be laid by
an agricultural in(listry for the resuscitation of Which the Govern-
Ilielit has aldvenced over $32,000.)00) and is daily ailvaleing many
Ii i'dreds of thollisanls of dollars? The gross unfairness of these
wine taxes is the more apllarent when we take into eonsideratiol
that the tax ul)on le rea it corporations of tlhe country is but 13'4y
percent of their net income. rhat, before half of the net income of
the other residents is taken for taxes they must have a net income
of $402,.500, leaving, then yet the trelnendous net income of over
$200,00)0. What then is tdie justification for taxing the vintner-
4310%Vell. lilulort ant iigriculhtilrists, thle tremendous suini in fle case (If
iulk wines all and in the case of bottled wines more than 50 percent
of their net wine incomes?

rhe inevitable is that in order to live and maintain their proper-
ties these t'encidouis taxes must be pressed back upon the, grower
mlitil as at present tile Government and the banks are compelled to
advance then vast sunms of money in order to continue operations
with the inevitable finality that thousands of vineyards, products,
and life work of these good people and their families are rapidly
passing into the hands of the banks and the Government. Where-
fore we respectfully submit that H. R. 191 should in the interests
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of the public welfare as well as increased revenues receive the ap-
proval of this honorable committee and the Senate as it did the
unanimous approval of the House.

Reconmtructlon Finance Corporation 10otn8 to the grape, raisin, and iine
industries

Amount authorized ---------- . . ..---------------------------- $2,930,769.65
Amount withdrawn or canceled .-------------------------------- 926, 075. 78
Amount disburse-d.. . . . ...----------------------------------- 1, 954, 693. 87
Amount repald ----------------------------------------------- 1,706, 504.87

Federal Farm Board and the Farm Credit Administration loans
from the revolving fund established under the Agircultural Mar-
keting Act of 1929, and loans made i)y the Central Bank for Coop-
eratives to cooperative marketing organization in California for
the handling of grape, raisin, and wine operations:

Balance out-
Calendar year advances Repayments standing at

end of year

11)29 .......................................................... $2,724,620.00 $170,000.00 $2, 554,620.00
1930 ......................... 1................................ 16,298,831.74 3,363,200.28 15,490,251.46
1931 .... ..............-.......... .......................... 5,784,977.00 8,109,329.50 13,105,898.96
1932 .............. 3.......................................... 381,859.65 2,275, 58.47 11,272,190.14
1933 .............. ....................................... 547,345.09 895,269. 85 10,924,265.38
1934...--..................................................... 655,649.03 1,825,827.24 9,754,087.17
1935 ........................... ...................... ..... 2,939,315.15 803,573.77 11,889,828.55

Total .......... ........... 2.......................... 29,332,597.60 17,442, 769.11 11,889,828 55

TIIII FORTIFYING TAX

The least defensible of all taxes laid by the Federal Government is
the excessive tax upon wine spirits or grape brandy used in the forta-
fying of wines.

In our earlier wine history there was no tax upon fortifying
spirits. The first such was a provision of the Underwood-Simixions
Tariff Act of 1914 intended to compensate in part for the reduction
of import taxes in that act. Since that time there has been a recog-
nition of the extreme injustice of such a tax, and, save in times of
great national war peril, it has been gradually reduced. Presently,
however, it is higher than the war-time rate. If the phil()so)hy of its
levy that it is to compensate for fortifying insection is followed,

an( section 318 of H. R. '9185 is enacte(l whereby there need be no
Government inspection of the fortification of vines, then this tax
should be entirely repealed.

In any event the plain unquestioned justice of the situation de-
mands not the reduction of this tax from 20 cents to 10 cents per
proof-gallon, as provided in section 331 of H. R. 9185, but, as can be
mathematically (emonstrated, it should be reduced to no more than
3 cents instead of 10 cents; per proof-gallon which would be sufficient
to pay any inspection exl)ense.

Let us analyze the exact situation with reference to this tax. Of
the seven-hundred-and-fifty-odd wineries in California but about 60
thereof manufacture or produce their own fortifying grape spirits.
It is distilled from their own grape products or wine. When dis-
tilled and taken from the winery distillery, which is a separate con-
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partnment of the winery, to fortify their wine the vintner's own prod-
net, one of tie elements necessary in tie course of production of sweet
wine is only transferred from one department to another of the win-
ery whereupon there must be paid the fortifying tax upon this part
of sweet wine. This tax becomes a fixed charge upon the vintner
and must be paid as now provided in 10 months regardless of whether
or not the wine so fortified is sold and regardless of the price at
which the wine of which it becomes a part may be sold.

Since 1930, when section 814 of the tariff act lbecaune a law whereby
wine spirits or brandy thus manufactured might be manufactured
IIId sol for conitiielrcial its well as used for fortifying purposes, these
winery distilleries are at times employed in the production of brandy
for siale. The, consequent ac(uitilaiion of brandy for commercial
purposes exceeds 3,000,000 gallons. When sold colimmercially it pays
a tax of $2 per gallon and brings a tax-paid price of approximately
$4 per gallon. The brandy, however, which tie vintner uses to for-
tify his wines pays a tax of 20 cents per proof-gallon. That is ac-
cording to its alcoholic strength.

In this situation we meet thte comment, "Since thereby you escape
the $2 tax on brndy when sold comiereially and pay 6nly 20 cents
per proof-gallon wien used in fortifying what justifies any reduc-
tion of the tiax on brandy used for fortifying w ine"? The answer
seents conclusive.

When brandy is withdrawn from the lsmded wine distillery and
used to fortify" wines, it loses its character and value as brandy for
commercial an'd all other purx)ses. It thereby becomes a wine and
of a wine value only. When the wine is sold and this increment
thereof sold therewith as an integral part thereof, it does not bring
$2 per gallon plus $2 tax, or $4 per gallon, which it would if sold as
brandy, but it brings, as before stated, the sweet-wine value of 35
cents per gallon as sweet wine. It is one of those remarkable cases
wherein a itore valuable product enters into the production of a less
valuable product wherein its original identity, character, and value
are destroyed, and its sales value very greatly depreciated.

While it. is true, and should be taken into consideration, that in
actual operations in those wineries which produce as part of their
operations fortifying spirits or brandy. The cost of the brandy in-
crenment which is used in fortifying wine, instead of being produced
and marketed as commercial brandy, should in these considerations
be estimated at a less value than commercial brandy, nevertheless it
is true that by so using his grape brandy for fortifying the vintner
sustains it. very definite loss.

Not only does the fortifying brandy which is destroyed as such
when used for fortifying pay tie same tax per increment of quantity
of the wine of which it becomes a part when the wine is sold, yet
such use not only incurs the fortifying tax but increases the tax upon
the remaining portion of the wine so fortified. It raises the tax on
the wine so fortified from the classification of dry to sweet wine and
increases the wine tax from 10 to 20 cents per gallon. Fortification
not only per se is taxed but it also doubles the 'wine tax.

Not only is this true as to the Federal tax but it likewise increases
the tax upon this product in, all States levying a higher tax upon
sweet than upon dry wines.
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Taking into consideration that the fortifying of wines increases
the average market price therefor from 15 cents per gallon to 35
(ents per gallon as sweet wine andt at the same time increases the
Federal ax thereutpon 10 (ents per gallon in addition to l)ayment of
the fortifying tax, it will be seen that the net return to the vintner-
grower in; the production and sale of sweet wine by fortifying is no
more if not less than that which should be realize(d by the sale of his
original dry wino,. About the only advantage to the grower-vintner
is that lie reaches a more extendedand different market demand for
sweet wines by developing his dry into sweet wines and so market-
ing them. The absurdity, however, of augmenting the vintner's
)robable intrinsic loss by laying a tax upon a disappearing product

is obvious.'
The foregoing considerations are based, however, upon the cost to

the vintner who is also a distiller and who distills from his own wine
his own fortifying spirits or brandy. It will be readily understood
without extendling these considerations that the very m~iuch greater
number of vintners who do not distill their own fortifying spirits
but who l)urchase them in the open market are suffering greater
losses than the foregoing in the purchase and use of brandy in
the open market in the manufacture of fortified wines.

At the hearings the taxes laid upon cigarettes anil gasoline were
discussed as comparable with the tax laid upon wines. It is true
that all are extremely heavy. They, however, in many particulars,
are far different. Passing by the obvious answer that Iwo or more
wrongs do not make a single right, in this determination, we must
bear in mind that for 15 years the wineries of our country were
closed by prohibition. There were relatively, therefore, few avenues
of sale.' Their properties were practically destroyed; their technical
labor scattered and lost. It cost from $30 to $50 per acre per an-
num to keep the vineyards in bearing healthy condition, with no
wine sales outlet. There was no such embargo laid against tobacco
or cigarettes from which they suffered loss and decay and had to
recover after repeal. There was no such burden laid iipon gasoline
and its production. In their struggle for recovery after repeal the
vintner-growers necessarily have been compelled to borrow heavily,
thereby adding greatly to their current liabilities for interest and
curtailments of debt and are accordingly less able to bear- the burdens
of excess taxation.

It is, however, exceedingly instructive to compare the taxes upon
these subjects. A comparable tax to the fortifying tax upon wine
is the tax laid on cigarette paper entering into the manufacture of
cigarettes.

Section 402 of the Revenue Act of 1934 provides that when cig-
arette papers are sold on the open market they pay a tax but when
used in the manufacture of cigarettes that tax is'exempted. That
section reads:

Sw. 402. There shall be levied, collected, and paid in lien of the taxes in-
posed by section 402 of the Revenue Act of 1924 upon cigarette paper made up
Into packages, books, sets, or tubes made up or imported Into the United States
and hereafter sold by the manufacturer or importer to any person (other titan
to a manufacturer of cigarettes for use by him In the manufacture of cigarettes),
the following taxes, to be paid by the manufacturer or importer.
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So the tax laid upon gasoline of certain types or classes when used
ill the manufacture of gasoline of another type or class is exempted
from tax.

Section 603 (b) of the Revenue Act of 1934 provides:
(at There Is hereby liniised oil gasoline sold by the i)roducer or Inmporter

thereof, or by any producer of gasoline, it tax of 1 cent it gallon, except that
under regulations prescribed by the Connissloner with the apl)rovwl of the
Secretary the tax shall not apply it the case of sales to a prOdll.cer of gasoline.

(b) If it produori, or Importer u.'es (otherwise than in the lroducth ton of
gasoline) gasoline sold to him free of t x, or produced or imported by him,
such use shall for the purlse of this title le considered a sale. Any person
to whom gasoline Is Sold tax-free under this section on or 4ifter the effective
(title of the Revenue Act of 132 shall he considered the producer of such
gasoline.

Why then should not the tax upon fortifying wine spirits or
brandy be exempted by the Governnent whel Used in the manu-
facture of a different product, wine, of far less value? In its ,new
status it pays the sane tax and brings the same price only as all
other like commodities. Why, therefore, tax an article for what it
was in some previous existence and in addition in its final form as
sold ?

Moreover, the taxes upon tobacco, cigarettes, and gasoline are sales
taxes payable when the finished product is sold and not paid if not
sol, whereas many wine taxes such as fortifying taxes are l)roduc-
tion taxes pay able in course of production and not recouped if the
wine so produced is not sold. In many wineries these advance-
inents run into hundreds of thousands of dollars and their pay-
ment often forces ilniature wines upon the market at great losses.

To levy and collect a production tax such as this fortifying tax
upon a material used in the manufacture of another product which
material when so used loses its character and value and which there-
in has no greater value than any other part of said finished product,
and which, when sold as a part of the finished product, pays a tax
equal to all other parts of said finished product, tas no justification
in fact or in logic. There is no precedent of which I am advised,
save il rare exceptions. for peculiar reasons under any tax system
of the United States. That this is contrary to tho established policy
of Congress is inlicated by section 620 of the Rvenue Act of 1932,
yet an unrepealed law, which reads:

REVENUE ACT 1932, TITLE 4-'ANIF.\I'I'EItas EXCISE TAX. SECTION W20-SAE OF
ARTICLES FOR FURTHER MANUFAC WITE

Under the regulatiolns prescribed by the Comissioner, with the approval of 11 e
Secretary, 11o tax under this title shall be Impos4ed Upoli any article (other than
a tire or hier tule, or an article taxable iWder sec. 604, relating to tile
tax on furs) sold for use its material in the linitnufaiture or for use by it comi-
I)nent part of, an article to he minuffa(ture(i or pro(lu(ed by the vende which
will be taxable under this title or sold free of tax by virtue of this section.
If the vendee resells an article sold to him free of tax under this section, then,
for the purploses of this title he shall lie considered the manufacturer or pro-
ducer of such article.

Wherefore it is respectfully submitted that there is no justification
il law, logic, or economic progress justifying any tax whatsoever
upon wine spirits or brandy used for fortifying wines other than the
tax it bears as an integral part of the wine of which it becomes an
integral part and of no different commercial value.
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WINE AND FORTIFYING TAX REVENUES

An important inquiry here is what will be the effect upon the rev-
enues of the United States by the proposed reduction in the tax rates
upon wines'? If we are to follow the expressed wisdom of many
wine States, wherein tax rates upon wines have been very greatly
reduced antd distriIaution restrictions lii eralized With the tremendous
resultant increase in wine sales, the reduction of wine-tax rates here
requested is justified and an increase in revenues reasonably assuntel.

In the earlier presentation of the matter to the committee, on
pages 80 to 83 of the printed hearings, it, was shown that of those
certain States having a tax rate on an average of 5 cents upon lightand 10 cents upon sweet ,ines lIer gallon, with a. population of
River 20,000,000 people, consuffie(d over' II,000,000 gallons of wine in
the first 10 iontlis of 193,5; while an equal number of States, having
a like population of 20.000,000 People Itt witl wine-tax rates from
25 cnts to $1 per gallon, (ou11suln(l but 1,73,000 gallons of wine
in the sante period. It is likewise there set forth that another group
(if States having a population of 17,51)0001)1 people, little short of
the foregoing populations, and tiax rates running around 10 cents
on light and froin 20 to 40 ((lts upon sweet wines, consumed lbut
1,835,000 gallons of wine. Ther.from it would seem to he mat ihe-
ntatically demonstrated that the American consumption of wine is
in a great measure (lel)endent upon the wine-tax rates.

Since said hearings efforts have been made anti statistics collected,
insofar as ilossible by telegraph, to ascertain the exact imcre;' e 01f
wine sales before and" after tax reductions in the State-. it itust be
obvious that on .t(acount of the different dates of tax reductions in
the different States that task was difficult, owing to the necessarily
incomplete statistical information available. Nevertheless, some
striking (levelopnients were shown.

Thus, the State of Missouri, effective May 9, 1935, reduced wine
taxes per gallon from 40 cents on sweet and 10 cents on dr to( 20
cents on sweet and 2 cents on dry vines. The department o liquor
control of that State reports that from January 1 to May 9, 1935--
4 months-under the 20-cent rate but 50,000 gallons of dry wines
were sol, whereas front May 9, 1935, to January 1, 1936-8 months-
Itn1der the reduced 2-cent rate 594,164 gallons of such wine were
(onsunmtel. The report further continues that, of fortified wines, not
over 80,00 gallons were consunted (luring 1935 under the 40-cent
and 20-cent tax the exact reverse of usual relative dry and sweet
wine consumption.

In the State of Wisconsin, during all (If 1934 and the first 7
months of 1935-January to July-tThe wine-tax rate was 25 cents
per gallon. During the 'whole year 1934 there were 808,000 gallons
of wine sold in that State. Dur-ing the first 7 ntonths (If 1935 there
were 128,000 gallons of wine sold, all under the 25-cent tax rate.
In the month of July 1935 the tax rate upon wines in Wisconsin
was reduced front 25 cents per gallon to 10 cents on sweet and 5
cents on dry wines, with the result that in the last 5 ntonths of 1935
there were sold 362,168 gallons of wine, or more in 5 months under
the low rate than in any year under the higher rate.

In the State of Iowa, moved by the same wisdom that reduced
tax rates, means increased wine consumption and State revenues,
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le Iowa li(itlor controll Commission reported tlat ditrinig the
last 6 months of 1934 with It write-up of 36 (tits per gallon, 15,000
gallons of wine were Sold for $68,000. During the first U) titonths of
1935 under a write-up of 35 eents per gallon, 17,000 gallons of wine
were sold for $6,1,000, that there ter tihe Con III ission stated "a tost
drastic ('tits were itiade during tle last 6 months" of 1935, (Iiring
which tinm 28,(X) gallons of wine were sold for $90,000. Where-
froin it is show that a redu'tion of tIe Stite write-up or tax rate
ill the t')tate of Iowa eollstalltly increased tile State revelilles pine-
tieallv doubling tlie salwe af.e Irastic (lit, M during tile last 6 Ittonthis
of 11)35.
The States of Petitisylva iia and Virginia report that drastic cuts

ill their miak-ups of wie, sold ill the respective States are being
made ill order to increase sales.

Withal it nnlay Ile said t latby fl tilet greater ltllillber of States of
the unitedd States are slteedily- and drastically red iving the State
tax rates t o the level of 1 antd 10 cents per' gallon, ninny below
ltohe rates, in tihe wise conclusion oleatoltstrated by their experi-

eltees that coltmmerce ill wiles will thereby rlIlelitolls!y increase,
tat tilt, State revenues will not sliffer but ii the cot 'lla rv will prob-

ably eventli lly lie itivreaed.
TIhat, exIeriet',e and wisdom of tlile States we ;re. lire as it prac-

ical mathenaical arglllaalten tha it a eotct ioll of thow United States
vine tax rates from tite lesent greater that war-tii, rates to the

pea te-tltie rates of 5 and 10 cents per gallon oil a par wit Ih t it of
I isl Si ates will resillt ill a trellnoloIs inreasv ill (otltmill'V tietweell
the States and throughout tlie li'titei Statevs and IItullmale revenues
at Iast eptal to those tiodav obtai ned from taxes uliii w ines.

It. should be noted that those Stales wherein \iile sales slibstilln-
tiallv illreased ill 1935 without, ayt chalge of tile tax rate were
States of 1(w-wine tax rates such as \ew York with a tax tate of 10
velts per gallon tlpotn all wines. It is respectfully slbiltitted that
statistics fairly considered iucontrovertedly support the conclusion
that a reduction of the witte tax rates will ttetttenihoitsly increase
wine consumption without apleeiable or any ditmil t ion of tile
public rvetues.

That a reduction of wiine taxes, State and Federal, together with
a liberalization of wine distribution methods, particularly the right
to sell wines in bulk is a food iti places accessible to thIo housewife
alld servantt ill eort aillets of tlte vendor or of lte consumtler as plo-
vided in the State of California all other States and is being rapidly
enacted by law ill many States, will tremendously extend the con-
sttmptiol of wities and the wite tax basis is conclusively shown by
a stitemett of the witt( situation of the United States as set forth
in a tlegrautn fromtt Mr. Harry A. (addow, Secretary-Manager of the
Wine Institute as follows:

SAN FRANCISCO, (ALIF.,
Jnttuary 28, 1936.

JT ",i ARIO\ lIIVRIES.
lVardmn Park Hoti, lWasl itgtot, D. C.

Explanafon wine sales in California, Oregon, State of Washington, and all
States those included in bulk atid bottled. Wine sales movements are divided
in:o tbree classes to wit: First, wine sold ii containers of one quart or less
filled by producer or (list ilutor: second, wines sold in gallon jugs filled by
producer or dis-tribiutor, ani thir(, wines received by retailers in bulk which
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he may bottle himself or sell in consumers' containers. The Washington State
Liquor Board report indicates 1935 Washington State wine consumption was
1,tiAMt,000 gallons and shows 80 percent or 855,000 gallons thereof was of said
second class and 213,000 gallons of said first class. Sales of said third class
are not perlnitted Il Washington State. California 1935 sales or consumlp-
tion preliminary estimates were 20,189,000 gallons. Trade information iadi-
cales 85 percent or 17,000,00() gallons thereof was of said third class, to wit,
wines sold to constmers in bulk; 5 percent or 1,000,000 gallons of said first
clams, to wit, wines sold il botlies of one quart or less and 10 percent or
2,000,000 gallons of saild second class, to wit, wines sold in 1-gallon jugs. Cali-
fornia retailers distribated said third-class wines consumed in said State
oiie-ialf or 81/ 1illin gall s iln cust owners' containers, often demijohns, kegs,
and evel barrels, anud the other half in retailers' own bottling Including gallon
jugs. It Is hittrestiig to note tlt the California consumer is able to buy a
year's supply at oitce at favorable prices storing san for family iuse. The
0regonM 1,5 consunltion was one-hltlf million gallons. Tie trade informa-
ioii is that thrt*e-tourtlis or 375,000 gallons thereof was of said second class,

to wit, ill jugs of onie gallon Rind the remainder of said sales of said first class,
to Wii, II I)a'th1 of' oi' onluart or less. lHowever, effective January 1, 1936, said
third viiss ,ti sales will also be permitted in Oregon wherever a retailer iols
RI bottling license. 0ther States that recently legalized wholesalers or re-
tailers to receive wines in bulk and scl Rt retail to consumer out of tie mou-

tiiers lhereof are Illinois, Florida, Oho, and Wisconsin. Tie total con-
sunptlion of wines in United Stattes in 1935 was as follows: Total consumption
liceirilig tt oilt' estiniate for 1635 was 41,00,000) gilonts of which 1S,tOt),000
-ollonis was of stltd third class, to wit, wines sold in bulk to (onsulners,
15,M)0,00) gllonis of stid second class, to wit, wine sold in gallon jugs or
bottles and 7,5(X),000 of said first class, to wit, wines sohl ili bottles of one
q uarll't or less.

II, A. CADDOW, Sccretaiy-Mtanagcr.

In all estimantions of wine consuniption by the Treasury, and to
a less extent by the Wine Institute, it imst be borne in mind that the
0inly available aml the adopted basic figures are withdrawals from
boiided wineries ant storerooliis. All know that of these withdraw-
tls vast quantities thereof are not actually consumed but remain in
stock with wholesalers, retailers, and particularlyy State monopoly
stores. Tn the latter alone there are now millions of gallons of wine
some of which can only be moved at great financial sacrifice by
reason of early high piu:chase prices. Wherefore it may be doubted
if the actual consumption of domestic wines in 1935 reached 35,-
000,000 galloits.

In this particular, it is respectfully submitted that not alone
will there be no substantial diminution of the actual revenues col-
lected upon wilies from those presently thereupon collected, but thatan important agricultural industry (f the United States now ob-

viously throttled in its development by excessive taxes will be devel-
oped into one of the Nation's most important. It will add tremen-
dously to the business of all the industries and varieties of lal)or in
any degree thereupon dependent which a're equal if not greater than
thoe of any other si1il'tr industr-y in the Inited States and sub-
stantially contribute to the development of the public welfare.

VEMOUTH

The legislative and administrative history and present vermouth
wine tax status is as follows:

Vermouth wine is made from fortified or sweet wine steeped in or
which is flavored bv certain herbs. There is first entered into its
cost of production therefore the tax upon the grape brandy or
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wine spirits used to fortify the sweet wine from which it is made as
provided by section 612 of the Revenue Act of 1918 as amended.

This tax must be paid by the wine producer as a production and
not as a sales tax. On sweet wines used to make vermouth it is about
6 cents per gallon. It eipters into the cost of production and must
be paid whether or not the wine or vermouth is sold. Under existing
law and regulations fortified wine used to make vermouth must
be withdrawn from the "bonded winery" and taken to a "rectifica-
tion" plant at least 600 feet distant. In order to produce vermouth,
a fortified wine must he withdrawn from the bonded winery and the
fortified wine taxes thereupon paid before it can be transferred to
the rectification plant 600 feet away for rectification as provided
by section 611 of the Revenue Act of 1912.

The Bureau of Internal Revenue holds that the manufacture of
vermouth constitutes rectification and that the l)roduct is therefore
subject to a rectification tax of 30 cents per proof gallon as provided
I)v section 605 of the Revenue Act of 1919, approved February 24,
1919.

Sections 142, 143, and 150, as amended, of Internal Revenue Reg-
ulations 15 "Governing the rectification of spirits and wines" re-
quiie the rectification tax of 30 cents per l)roof gallon to be paid
before the vermouth wine is bottled. This tax also therefore is a
)ro(luction and not a. sales tax. It must be paid regardless of
whether or not the vermouth is sold.

The rectification tax being according to the proof gallon or alco-
holic content it amounts, when assessed upon the rectification of
vermouth according to the Government's estimates, to 12 cents per
wine gallon.

There is, in addition, upon the vermouth "when sold or removed
for consumption or sale" a second or wine tax of 20 cents per gallon
as provided by section 611, as amended. This is a production gal-
lonage tax as a fortified wine it being so classed by Congress.

There are therefore pyramided upon domestic vermouth from the
incel)tion of its production to the time it is sold 60 cents per gallon
in taxes. Of these the 6, 20, and 14 cents, or a total of 40 cents per
gallon, are production taxes and must be paid during manufacture,
a(lvan('ed in cash by the vintner-grower, whether or not the vermouth
is sold.

The extent of these production taxes upon vermouth wine, 40 cents
per gallon, in addition to the 20 cents per gallon additional when
sold, will be appreciated when we consider that to produce 100,000
gallons of vermouth wine the vintner must advance in cash $40,000
in taxes alo)e, which will be recouped only when his vermouth is
marketed.

The argument as to vermouth that if the import duty plus 20
cents sales tax, which must be paid by the importer, equals the
domestic internal production taxes which are not paid by the imi-
porter, such is due protection to a domestic industry, presents a
new economic theory, to wit, that import duties are and should be
solely to equalize internal taxes.

Such does not take into consideration differences in other costs of
production and reasonable profits, which is the accepted political
doctrine of all parties. Said costs are as follows:
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Cost of containers for withdrawal from the winery, cost of trans-
portation 600 feet away into another plant, the cost of rectification,
the cost of storing in this additional plant with added costs and
profits therefor to the rectifier, the cost of bottling after rectification,
possible storage outside the bonded winery, delivery into our eastern
markets, overhead, and costs of marketing.

All these require an outlay of cash whether or not sales of
vermouth are ever made.

!All these taxes are reflected back to and borne by the vintner-
grower. They must be paid in cash or bear interest at 1 percent a
month whether or not the vermouth wine is sold, thereby rendering
financing by the vintner-grower difficult. Hence little domestic
vermouth is made. It is all these prepaid production costs and taxes
that have driven the manufacturer of vermouth out of business in
this country as will be shown by statistics requested and herein pro-
duced.

In compliance with the request of a member of the committee,
Senator Barkley, to place in the record the relative costs, delivered
in New York of foreign and domestic vermouth and the consumption
thereof by our markets, in response to a wire to a well-informed
New York wine merchant, Mr. Victor Repetto, I am advised that
foreign vermouth is by four importers quoted delivered in New York
to the retail trade, Federal and State taxes paid, at from $6.75 to $8
per case (3 gallons) and that it is sold naked at dock in Italy at $3
per case (3 gallons). There are two classes of exceptionally well-
known imported vermouth sold at $12 and $15.28 per case, delivered
New York, all taxes Federal and State, paid.

The competitive foreign price therefore in New York, duty and
Federal and State taxes paid, may be taken to be $6.75 per case of
12 bottles or 3 gallons.

The same authority states three manufacturers of domestic ver-
mouth sell the same in New York to wholesalers, all taxes, Federal
and State, paid, at $6.75, $7.20, and $7.50 per like case.

Obviously, the domestic price 'is' adjusted to meet the lower prices
of foreign vermouth, the latter having the market advantage of the
l6re of the word "imported." When we so consider that there
are domestic taxes entering into the cost of every case of domestic
vermouth (3 gallons) of 6 plus 20 plus 12 plus 20 cents, or 60 cents
a gallon or $1.80 a case, plus costs of bottling and crating of at
least $2 per case, makingSp.80 per case, plus cost of material, pro-
duction, freight to New York, and so forth, when sold at from $6.75
to $7.65 per case in order to compete with foreign prices, the follow-
ing figures of relative sales of domestic and foreign vermouth in our
markets may be understood.

Selecting the only comparable dates, to wit, the first 10 months of
1935, the imports of vermouth into the United States amounted to
742,666 gallons. The only available figure indicative of the quantity
of domestic vermouth consumed in 'the United States during that
period are the internal-revenue records of the amount of such recti-
fled from wine. They show a total of only 48,942 gallons. There-
fore, it is indicated that the imported vermouth consumption in the
United States during the first 10 months of 1935 was 15 times more
than the domestic vermouth consumption.
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of the( Instituite loniy' illov, learned that the public t41s1e alid demands
tcannot IV4 cllanhxed byv legislation.

Anv pi-ogiainl Which contemplates relief of the condition of life-
w-ine producel'S by reducing taixes without c4)4'4'sp~ondinlgl~' reducing
the taxesz of swee-w1ine4 protlncei's is directly iiiiial. to the interest-,,
Of thi, e rapte growers.

It nkt- 2 awies of , Zipes, of the( sainie production to produ(llce the
'Alm, --aloninzf of sZweet Nvin4'':i I~ in the prodnl'tion of dry wines.
Ai l.w'1' Of iaesordhlla'ily pr:'h:1t''-ZIP approximaltd'ly 81 ga -,llonls of

11-'a v -:1111 :1cr, Of uvra4pf- wonll 1)thdlice approxi.
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Iltately 15.0 gallolis of dry wille. And since there are twice as
imtith sweet wil,, sold as try, if we promote legislation which ad-
vances lie, .n.se of dtry wines only in neglect of sweet wines, it is
,bvifoit 1li1t we are thereby benefiting only about one-sixth of the

vintiers of flie United States and neglecting five-sixths. Such a
!ii,?vi'Jiiii Ilerefore is ititnical to the interests of the grape grower
8111( is iol wit hiin ti. progrank of the Wine Institute.

It, wits no doubt dle to the campaign of the Wine Institute that
wie taxes have been reduced and the wite distril)ution laws relaxed
iii ,o many Sftats wherefore tlhere has resulted extensive increaset(1
sales tif wine.

Imported wine, anl(l wines produced in every State of the Union
lin, ,Jv i jtiyeiI to Ohe fullest e extent this work (if the Wine Institute
witllit liiiiti'it tii ail andwfioit other purpose than the cominon
(, fe f I he ..rowrs :i11I vinit niets of the United States.

'Tie ,Iout rille is souil that wine is a food and should not be taxed.
'lie dItlritne applies equally to sweet and dry wines, particularly

in l le catise of teilnerani'e.
Sweet, wines being less than one-ialf the alcoholic content of gin

find other decoction, thlei r aloholic content being fermented in a
relatively tuch greater solutitio of nutritious and dietetic grape
juices aire not only potable but nourishing to the human system,

ind, when silpled' and not gulped in the home with meals; their
1isiial llce of c still)tioln, are more likely to satisfy the present
day appetite. When so usIed a long step toward tem)erance will
have, been achieved and detinite )rogress made in the case of the
universal use of wines.

Students of the trend of post-war wine consuml)tion agree that
it, is not sweet wines that have driven dry wines out of major con-
sumltion. lat consuniption still exists but perforce the condi-
tions created by prohibition it is satisfied by the tremendous quantity
of non-tax-l)aid hloine-made wines largely produced under the guise
of the 200 gallon home privilege, all of which naturally are dry
wines. That annual consumption persists and with the tax-paid
dry wines is no ,doubt. far greater than the present sweet-wine con-
suiiption.

Some idea of this tremendous non-tax-paid dry wine production
.and consumption in the United States is had by advertence to Re-
port No. 90 of the United States Tariff Commission (Whiskey,
Wine, Beer, and other Alcoholic Beverages, and the Tariff), 1935,
at pages 58 and 59, wherein it is stated:

During the prohibition period, the legal commercial production of wine for
medicinal and sacramental use and for other purposes allowed ranged from
3,000,000 to 11,000,000 gallons annually. In addition, there was considerable
illegal commercial production and production in homes for personal use. Wine-
snakiug in homes from grapes, raisins, grape juice in kegs, and grape concen-
trates became general. On the bAsis of the quantity of grapes available for
wine-making the Bureau of Prohibition estimated that the total production
from 1920 to 129 averaged annually 111,000,000 gallons and reached a peak
of 154,000,000 gallons in 1928.

The maJor wine l)roblemi is: (an we reach and absorb a sub-
stantial portion of that great non-tax-paid dry wine consumption by
potable tax-paid (Iry wines of better quality at the sane cost?

We can never do this by iiultiplying or maintenance of the pres-
ent exorbitant taxes upon wines.
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TIe diltii it ft r'us of tle Winte Inist tit pi t riclirly ill its
llli hi~tOl'y whii h 111lVO Illiovv(I thili nivermal ettlllmiglill |lithe

ititirist of 1)ttl', Winte its It food ill the 1ltitsH by re tliig tlXes Itld
litra lizil, flistibll ioII Were chiefly the dry-wine Iproducers of Cali-
foriliti. 'I liey, before, valiltot libe, naie nsed tf selfish interests ill the
viilliligi t ft)l. lt4 l,(ioll (Of tlitXes io It I I expelises of sale for sweet
wiivs its well as dry wies.

Mortover if till wi it i , w iltedetv were dry tini d il d oti lelimited tltX pa1id ir') Wilke 11.,11 l h e ~hr vWoul be 41 .oralize.l

,I'he I Iruttl h is, We iist tliltei tintrkot. tutt lliltis and public letltitids
11i41 tates i, we findl llitii if the iiilhi:-ir *y is going to progress. No

dtitlt, owilig to Ilie votisililiptioul of 81Irotig alcoltolic drinks ill the
Iltt It 1ie li pIe"eII lltiti I isterivt'Us V iever ges o1 I le st longer aleo-
hloli' cotiol . Noiitig, liowever, wotill l' e ctiidlle , to the co'-
I'otitll of ilt ilt e t latl ll ithe ,lstiiit ioll |lerfor of Iteverages of
less 111111 e 4 i I-llif i l lht lh li' l l llstrtngtlh of ie otl I sttltiietl gill
dotoclhins tslti llt, i M lit' lioli'. 'l'lirVtly we aI Oi tilhe road
itt (letitptli tl'le wiell tl advtite' the t evelolliet, of tIIre ext lltded
sweet - its well as ilie. tlr\-wi te collsilllptio itl (he hole. We are not
1i11iii1dftll thitlt hi the great witte colitrits of Eturope, coginae and
lriandv were universal in the hol e t s well its tie lighter witits.
Tl'hty." httiwve , like vinv,, are sipped and not, gulped and usiilly
takett with food.

TillE FOOD AND TONIC VAIUE'S 01" WINH

AIl illo h1,al'ili. inquiryV Wit, Ireqnlend -\% lna11h', pI l-'th'llarlly b)y
steltto' ll e i1v. as itt Ilt f'ood V h of Wilkie Ild what SnC.[ltili.eI
i1t horiti tihei'eli)n was aVailatle. At. tile instinct of the Wine
Slnstitllt,. tie a| po'lrit'e agrh'illt itt'rll. deplat lietits (of tile Ulniversity

of (alifoirnilill ar'e Ctndulcilnlg 'extetisiv'O ex|Perllilietits with a view of
anmls\ering ill dllil tIll inqitiry. Avaihlble lit present, is till article
by Mr. 1'. I!. Richert. of the Fituit, P'oducts Laboratory of the Uii-
ve '-ii. y of California, which. with the pertiussion of the committee,
will he herewith sumbitted with a view of furishing the committee
all of tile availahil information upon the important subject of wine
as a food. It follows:

FOOD VALUE OF TnE GRAlPEl AND WINES

(By P. H. RIClxHiT, Fruit Products Laboratory, University of California)

The food value of grades is contained almost entirely ,in their sugar anti
prowtin. California grals contatit from 16 to 30 percent sugar and aro
higher in thi respect than any of the other common fruits, these varying
from S to 15 perint in sugar in most cases. The sugar content is the basis
ott which the calories per pound figure of foods is calculated for fruits. A
diimdvantage of Otis high sugar content is found in grape juice, which when
taken without dilution is almost too sweet td le palatable.

The protein content of grapes is about the same or less than that of other
fruit. It amounts to about 1 percent on the average. This is, however, an
:pprtciable quantity, since the protein requirement for the body is only about
14 txreent in the normal diet.

The vitamin content of the grape is not particularly significant, being con-
tdternbly les, than in citrus fruits, although the fresh grapes and juice are

of some value for combating scurvy. The constituents of the ash of the grape

ISO
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and tlhe proportion to which they are present are rather unique in somereHsiectm.
Acidosis Is one of the conditions of the body that fruits In general have

tlhe power to counteract. Acidosis is a result of an excess of the acid over
basic constituents ili the diet. These acid and basic constituents are chiefly
mineral in ntture, the basic constituents being represented by the alkali and
alkalike earth metals, principally potassium, sodium, calcium, and magnesium.
The'acld constituents are chielly lhosphates, sulplintes, and chlorides for the
mineral part, and certain organic acids which canmt be broken down in the
boly. Some fruits contain these harmful achls, but its far as is known grapes
do iot. Those organic acids which are present in grapes leave no acid residue.

4lrapes contain a higher content of phosphates anl suilphates than practi-
vally all other truits but in addition contain far more than enough of the
hasiC nMtals to enitlrely overbalance the phosphoric acid and leave very dis-
tnelly imsic asih, which is desirable. Phoslhates are needed by the body
l'ot butiling bone tissue and in the bloodd so the plosisphato content need in
it,, way ie colldderei a disadvantage. Phosphates also aid greatly in the
AIsslinaiftion o' sugars and are necessary constituents of certain essential
proteins.

Potassium is present in great abundance in grapes. It Is a necessary con-
stilnent of the blood and Is believed to be of great importance In control of
bel ation.

The Iron content of grapes is higher than in most other fruits and is prob-
ably of vati as a tonic. Thuis fact has already been made use of In ad-
vertisihg raisins. Whether tile iron coltent Is actually sufficiently high to war
rant the use of grapes as a source of this element is considered somewhat
doubt fill.

Possibly other constituents are present ill grapes which are iotletal bot
are not (eterliled hy ordinary ilnetilods of analysis. Further work on the
vitains ill glapi' should be done. The preceding discussion of the value of
the constituents of grapes has been from data obtained in the literature,
lnuh of It kindly furnilshas. by G. A. Pitman, of this laboratory.

(YoMpositiot of coawcttratcs.-8ometlme ago certain problems arose con-
cerning the behavior of grape products and made necessary a better knowl-
edge of the substances present Ili the juice. We were particularly inter-
ested In the extent of metallic contamination during tile manufacturing proc-
ess in relation to tIle darkening problem. Analyses were also made of some
of tile substances normally present in grapes, such as calcium, pho-;:.1ates,
Iron, nitrogen, sulphur, etc.

Calctum.--rJte calcium content was found to be less than would bxt ex-
pected in most instances, although In some samples It was higher than ex-
pected, probably because of the fact that the juice was stored in concrete
tanks. Being acid In nature, it dissolved some of tie calcium from the
sides of tile tank. If some is dissolved in the way, it certainly would have
no harmful effect but would be somewhat beneficial, calcium being one very
important, useful element. The percentage found In concentrates made from
normal Juice wits 0.03 to 0.08 percent, average 0.06 percent.

Phosphorous.-One striking fact was brought out when comparing these
analyses with those of fresh grapes. The content of each of these constitu-
ents, except the iron and sulphur, was considerably less than that given for
grapes In the publisiled data at hand. An example is that of P1O8 which
was found in concentrates to the extent of 0.1 to 0.2 pereaent and is reported
11s 0.12 percent in grapes. During concentration grape juice is concentrated
about three to tree and a half thnes, and it would be expected that the con-
tent of these constituents should be correspondingly concentrated. An explama-
tion of this lack of increase may be that considerable of the ash is retained
in the pomace after tile juice Is extracted. If these figures are true, the Juice
of grapes is less valuable than the whole grape as a source of P20. The
problem, of course, needs considerable further study before these findings can be
definitely established as facts.

IrOf.-Anotiher interesting point was brought out in tile iron anilyses. About
10 times as much iron was found In these concentrates as should be present
from the grapes themselves. This is not so surprising when one considers the
manufacturing process which these products undergo. In even the. best
grape-product plants, where extreme care is taken with the cllmntailitr, lnlwchin-
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Ifill jilti'v 111141 0111-It's Itig, (Ill'. 1,11w lilt Roll Ivoil ( olltqot Imly Ill? III% IllIvIlo,
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oom . 4111 it'llIII vis;

111111,11'41 ilitic
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i-rip ubk -
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First yci m ~~f~onths of

Impiutwl', vxi'v Or 3iixi... $o or, $0.64 $0.40 $0.39
M)illoqtiv culm~i ttixwzi 2 ,43 0. 11 .4 15 4.51

t'1"iii~ t (p 1 ,1.1110ui 2 3 .86 :1.3 1.16

Toil3 (12 7.34 3.690 6.06

W N 1. ill consl III3(,(] Willo , IIIll p (1an all 1one I ype. It. is
))(A Jpo.ibl 1pi, Io w3 11 11(16 1) ml eol elioi 10 fjgliros tile I*0113t iv( 131130113
ol vI III ohio Ulvil from31 til di lerent rai v(, of t1x oi w1 ~ineP. I33 th11

(1300 Of doiiosle wC3'i33Q, hiowever', tile 4111,11 it ips taxle~l it t e d14ifferent,
vlfq- I v os31'1))0iilile 11'133 3CJ03 rp ts; rondueroii13'W 1y wi'3'1(. '13'' 11 aifouft,
o1f d(11)3) O st S31(ki3g wineO v031531330( is 513301, and1 113 reveniie from13
iluisi 00333l3v 33'p33'$0331(' 013lN' 1 to 2 percent of t13e excise collect ions

03 d~loo i 311 i3 h f'~alyear 0t3'. CNonsumption of domestic
olil 1 3)00 mie IlOw fioevtl 3 v:r l93,N w"I Auiidiel 131lroxinlatelV one0-
third uindvi' 1.1 130r003t, 1311( t3V0-t13ird15 i3 the class 14 to 21 percent.
t axable at. 1~1133 and t ('31 per gallon. respectively. The t-ax-paid
Nvil hdraim:1ls of si ill wineO in t1e 21 to 24 1 i'nt bracket, amounted
11) les 11133 1,001 gillolls. Inl iew oflfihe loot that. tile rate on sweet
Wi (33 is Iwiev t1he rate oil dry wine, approximately five-sixths of thle
doiiist iv v\vj5C 'olleti1031 111'0 obt11310(4 froml the formll. and 0330-
sixth f'roill tile 1141 o..

sin ce thle pi'eseil I 00115333331)11013I of sweet ill( 133 approxin-ate-ly
twIice , as largo 'I3, tile 000l3333ip1.i0 of dry 331130, it would1 'appear' that.
Wiflo i Ilvin 1 3oid I330P0 gol(Orlll ly fo)r 'Its aleohlol;( ti '0te33t tI) 131 as
a food.

FE mt33ed lo"- ill 1r4,101114 (lldl Ow1* red11004 rat es. proposed in
11. R. 101 veal.:1 3 102i7 : For 1th0 tillIa year 1037 1130 Treasury ('Sti-
3313t05 Ot 11 33311 30 flwrte," pr'(1oposd ill fl. 11. 101 thle roivenlI0 from
Wille woUld '1333301131 to "7.7,000d C011)13a1ed m' ith t-'12.340.000 if pres-
e3)3 ra:t0(%' are rta31110. 1 loss of *44..)000. T130 Trea~sury's esti1TI15t
of reON4IeI from 3i13(, 1o3. tihe fiscal year,,' 1 92C and 10:17 nihdr present
rate, anid for 31we fisc131 veal. 1q,17 un131101 the( reduced rate - proposed
i1l 11,R I areC sh~own 1n tie following table:

Under rates
T-rdi1r prewtnt raut% proposed

Sililti'sin H. R. 39.

I 9V' 1937 11

1nported.exiv,. ..................... .................. ...... $1V6 641 $ 70 so, &
Ilotnetic. exopt ...................... ............ .......... i, 40103600 6. 4C1
Fortifynp bran~dy........ ................... ....... .... .. _1 3 I f64 1 (

10.41 12754 7.7Z
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ILowmr wine tafx rates4 would result in higher administration eostsf
N 11r $100 of II5VelileII 'I1'li ostON of 8t4Urlt~~oII oIf wineries alnd fruit
iitillerie" for thle fiseit11 youIr 1 936 IN estimte d f'iat ai)prolia1tely

$2250,(t. 'l'llis '~ (Iiinto 00v( 4't (lilly th dIl-041, l Oll'It for e lotkN, tie
1wl0'lj1' gaigets, 11111I isj 44I~e ts, itei ((iI ig I ll alilotte t ril l ' vt1 4st, for.
the hitter01. No it llowitne twols Ilmei nukillo for overiind e x wt ses of
I 114 A lcoo li T x U Tlit ot' v~ 'uIses of (he otives of 0i4, e''llvcIlIIIs of
iiteri"I revenue. It, is4 bwiel i t(V'Ihat it rei~ll lit' i Ilmilic for't'Ii such
0Xjl('tISt'N woIld il'(lirel thle ('Mtilliit.O of cost by 100 jlerl'elit (I' more.
Thle est 11111 lte diet, lost l101 N((ilt eq iitlit to $23 fot $100 of I iw
('S I ilitllfe roveiiil 'xliiv4 lot iulllitlr'd Iwil, for Ite fiscill year.
1t C . As t he v'4ltimii oif witH vlktiliedl wollill Ill' larger 1under: tho
t'vi IV414 Vattt ON, it is jWViSIl ii(I I 1h11t1 tIe Co'4st Of Siij1lIv isill t i WO ill -
li'( 111511.lso soi thll it is 11(11 Iossii(i4t4) esltitliit 0 wit ,i fifty Aletgt't' of
ltvil' itcN Ille vI 1).1. $100 (I)f ('$.1tiliiite 11i-m-elii 111001,$ it i(ll euced
Iit i vs. 1llt4',it. iN ('rli l (i 111ht the incerellse ill Ililiist it IVO lt,

tlvil e ulliot $l.40 fiall' t'lil'l $100 (ilt ostu in thectn filel year 1936
Ft If e I t iuls silii t w it iligeu os t, 1114 v Leig 1  lqu or I Ie (-s wpi ll

tititi beer: Tilt, 11t'lNI't Fetdleral taixes oti dtitlledl sliriits and fet'-
iletil itialt li hitors uirt higher thiantihle Federal. taxes Onl Wille

onl thet hasis of the tilvollol it' ((ilt eft of fte kweerage t x ell, or coini-
parted W ithi Staite taxe po lcollohlic beOverages.

Federal t ax onl wiiie ts at perelit'lge of retail price is less 1,han1 the
Ft'deral taix onf splirits or1 ls''r: Wheni Fedleral tax rates are compared
with retail prices it. is found that tilt tax iN it smaller element in the
price tf wine than it, is in filhe price of either distilledi spirits or beer.
Alt hough the Bureau of Labor Stat istics hans not resiNlned the publi-
cat ion of litluor-prie' slut isties siiieo repeal of t let eighteenth amntd-
mnent, published p rice lists of State tillollies, taken in conijunctio~n
with qutantity' sa les, afford at, reliable index to prices. The following
table shows thiat the Federal tax in relation to average retail prices
amtiuits to 42js percent for dry wine. 10 pereent for 'sweet wine, 25
pve\ent for wlisky. and 16% percent for 1be1r.

Retal prtw I Federal tia., percent
itetail ~ o rie' retail price

Low IAverage Rate Low Average

Wine:
D~ry (wine giotti...................... SI1. 00 $2.2 13. 11 10 43%
Swm4 (wine plkm) ................. ... .... .12 50 '.25 1"1 10

Whtisky %pmtgttlsn'0............................ . M01 801 M oo 33 2M
l~eoer k4e .................................. 1' 30:0 .00 163A

IAll primc raten frotn Stite store price lists with the exception of the mice for beer, which Is computed
ft-r t"~ stmdst tlats rl rie kif 10 cents per t'otile or glass. The stie of the 10-cent glass of beer varies
Vreatly and in te~ne sullen 3-cent glasoe Wr sod Thereforo, a mtininini price has not b;en computed.

Whisky pricv6 have twee convsrted to a proot-gallon basis for comparison with the tax rate.
I'There ls been added the tax on otte.ourt gallon of brandy, the average amount used in fortifying I

gallon of viine.
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It, should be noted that the average price shown for wine is more
properly the eastern price. The geographical variation in wine
prices is much greater than similar variations in the price of beer
and whisky. The low prices shown in the above table more nearly
reflect what the west-coast consumer pays for wine. They are the
lowest prices tjuoted on gallon containers in the Washington State
stores 1111 probably are as low as the average California retail price.
E'ven in relation to these low prices, however, Federal wine taxes
are less burdensome than the whisky tax is in relation to the average
price for whisky.

Federal tax on wine for each percent of alcoholic content is less
thnii the Federal taxon spirits and beer. The Federal tax on wine
also is less burdensome in relation to the alcoholic content than it is
in the case of either beer or distilled spirits. The Federal tax for
each 1 I ereent of alcoholic content is equivalent to 1 cent on dry
wine, I Il cents oln sweet wine, 31/2 cents on beer, and 4 cents on dis-
t illed spirits. This is shown in the following table:

Federal tax fn relation to alcoholic ,oistent

Federal ta
Alcoholic Federal for each
content tax percent of

alcohol

Perr.nt Gallon Cents
Dry w e ..........................................................- 10 | $0. 10
Sweet wine ............................................................. 20 .251 1'
Boer---------------------------------------------------. 4.5 .16 3%
W itIle ospirits- -.. ... ... ...... ......... ................ - 60 1 z oo 4

I Including tax on Y gallon of brandy, the average amount used in fortifying I gallon of wine.

The Federal tax on wine in relation to the State tax on wine is
less than the Federal tax on either spirits or beer in relation to State
taxes oi1 spirits or beer. An incomplete list of State tax rates shows
ain average of 12 cents per gallon on wine under 14 percent and 15
cents on 14 to 21 percent wine. The difference between the average
of State rates on the dry and sweet wines is not as great as the differ-
ence in the Federal rates, because a number of States have a flat tax
on wine. On dry wines the average of State tax rates exceeds the
Federal rate, but on sweet wines the Federal rate is one and one-half
times the average State rate. In the case of distilled spirits the
Federal rate of $2 is nearly three times the average of State rates,
while the $5 per barrel Federal tax on beer compares with an average
State rate, roughly one-fourth as great.2 A comparison of Federal
tax rates and the average of State tax rates on alcoholic beverages
is made in the following table:

'Generally speaking, the mark-up by State monopoly systems allows for a profit as
large as the average of State taxes under the lIcense system.
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slatiiiilly below pr'e-war consumption. This decline is less marked,
however, for wine thin for either spirits or beer.

For tlie reasons sltted herein the Treasury Department is opposed
to aIy redit ion of the, taxes now imposed by law on wines and
forl if,iig braniv.

Seri t1ii' KIN. Ar4 there any other witnesses who desire to be
heard e Is Mr. M,'('ale here?
Mr. Mc'(Iml,'. Yes,sir.
Senator KI INII. Mr. Me(abe, at the last meeting of the committee

sonr, quest iou was raisedi as to wastage of beer in breweries for which
faxes %%,ere iiliposed, and the claim was made that there ought to be
a reasoii bh red uttion, or some plan evolved under which the brew-
eii'S W0Eh1 ihil lbe t axed for beer which was not put into commercial
418'1 .11l it wais siiggeslted that, t lhe Treasury and those representing
the bI,'wers i'onifer with a view to agreeing upon some plan that
would bs juist amif fair to the (No'vertunent as well as the brewers.

MJr. N IF('Aiu:. Yes, sir.
'Selit)l' Ki N. wia, is tile result?

Mr. Md '.ii,:. I do not know.
Seiizi(or KiNOl. I iiiihei'st004l from Mr. 1hester just now that there

hlin lilt gl'eelliie t.

STATEMENT OF GEORGE P. McCABE, REPRESENTING THE
AMERICAN BREWERS ASSOCIATION

N'. MOIL'AiE. I wait to elaioratt. on that a little bit, Mr. Chair-
1mi i1. 'Tile coferen(,e was held w-ith the Treasury department , but
lIh 'hei'asnry l)epartilaent objected very strongly to the full 3-percent
iediict ion whhim had been proposed by the brewers, indicating, how-
ev'er, t Iev woild entertain a propositionn which would result in giv-
in- power to the 'reasury to determine the actual loss, then issue
regulations under which refunds could be made.

'ley asked the lawyers representing the two associations, the
in, le)e(ets not being l)resenit, to draft, lamgilage that wold a'coiii-
plish the result.

h'lhat language was drafted and subinitted to the Treasury 1)epart-
ment. The 'reasury n tooki some days for consideration, thien called
another conference it which the signers of the proposition were
l)resent and the Treasury officials submitted some language of their
own, which to my mind" exactly carried out the proposition which
had been made by" the brewers, and which I instantly accepted as
beimi satisfactory to the 100 brewers I represent.

However, the representative of the other association who was
present. said Ie did not feel at liberty at that time to accept that
lanigu e and he would later advise tle Tre'asury Department what
l)Osition he took on that.

I do not know what his position is. but as far as the brewers I
represent are concerned, the language is absolutely just, fair. and
• ceeptaihle to everybody concerned.

187
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STATEMENT OF GEORGE R. BENEMAN, REPRESENTING THE
UNITED STATES BREWERS ASSOCIATION

MI. HEI-NVNI AN. Mr. ('1it Ili Illt 1111 teitkiig for Mr. 11latichard, who
"oke for hlit wr ittW11 o'W IRS,,heriig wel have been over that
Illivgilge 111111 it, is snti ifac'tory tCo Its.

A, i t 1111tt or of fat, w vit h hill 't'veitsu y, we halve beenl o vet. tilt of
til' Sulggest ionsl Mr., 111111101111-dI I11d tItit the lIAts, heart hlg, Ite I lilt)-

luago lilts Iei devised whicht I undtierstandi is liiveptnlel to thIo
lrealsiliy 1111d aIgreeiale to th li eple for ivitot woea~tik. While
I "III 11ee I would like to ('tIliti I('lit toll, to onto thilg, the ttilieitl-
ittet I lint. itt Sliuggesti'i b y 4the filA 'spltiaer thIiis tilorti hg, ii
re~spectt to toletiit ot ee Ii'eituret.

'11t1t1t, va wit, 'isel'' he fore the Ways and Means Commilit tee, 11114
thoe' bru'wol'S frlit. wht I spelli finid object ton to at Ieitst tht titit-

tionl of t hie littdttilileit wltiel requires there be as etally Itittiel tabove
tolerit iwe Its be'lowv t oh'taw'e, hecaiso we find it is physically tilpos-
Sile t:) kceep Ito' ha lr-ehs s( lini fot'n thitt t here will he'anl extwt 1111111-
bet' IIove ittid below, :1114 1 would like leave to file it ttlloutii'ttiiitii
oil tht.

('lte 111it11o teoftt'tet to is ltS follows:)

Solm'. III ('"'tili'i'i ol wit heet ti o1-1gs held oil It. It. 0119r).

til 
1

1n h1Iolf of' II( in' liitt'd Stlito trowiieirs' Amsiui'iiittoit an it inel-l"''imciti, with

fori toll reo t I i'ltiitsei Stailes. W sitheAtilii pr2 osa 1.1111414ee, littill

henrin lit, i'Sgt t roi' en ieeof lel olilias 'll disY
h to ri'tri't :1i ft iopoe fi't il l is lo d l l : tit tt~iA'l I t.l b It gt 9 it4 I-ins , t t

I'S titin 34u'l of lit' , tIitit'i 41.4hi~ti~tu liiiirel, d 426i' len. S. Vit Ret s it0f6ii3

:1el iNt y I it~l t'ol it ii'' 4 1  ili'ti Y 14111S died t folliows d:'JnI s irm
t In' lle it," Onr off tul'l iltu ii iuulIlii iu.' till hoiij tuo ix i byitregulai, zt beau

isound frill o111t It, ut'ill lr'uildut, t jluX t'SIII Andiiiti~~ii Itsiltt i of ultlv

to ~Iutlg les' that the' pl-'es'e,'hi4 'lpmNtl,.'
'We rospe4,4 tfilly stlgct'st titt if the rropoei Amtetndnment is to Ilie given

u'ollttiou'l it'll 110% be e hi' t'inutetl ther'efrom thle pth'tion therenof' iitlit'zeit in
tle iiiu'vt (1dliti Olt, 'lis sulgget'ttion is niitle Pi' tie foliiwitng tt'aRIsoi

(1) If the CIonutiisiotnor is to bie itrinitteil to fix toleries, those' ttttr-
11114045 vSholld be Oti-4 sol tilt hi''lts wthi i'( as-ct'-i't I t And itt ere t'' shoutldt Ite
no iiatidatory t'tctti'lroeti whielh the fattill not Jtust ify. llilittilu Ite
ptrAvit~. 15 titbove sitggestoii tilt, siS''tiiii would be' iauthiorized il toitx tott'u-
tifle,;s As ite foutut the 1'iits juist it'd I th itt dWithlotit Anly itii11tliiiitty rirelit-
tlni tnt lt tire be As nhiany biIshsiowintg libove tile prtesei'iilei capactuity
AN~ below it.

(2) It is physioiili ii"'ssjttte. put tilittly with lesitelt to wooden bitrrels.
to have As mallny liarrl ro in fortnly tutove tilt llrescrillil capacity its bllow
it. Iln tihe bee4r bu-;iness barrel, And fractionat bat'reis, art' delivered ii) the
i'itil Atitn a 'wisiii rit ita h'1A a id 1it'it ufltptited are let t1Iilet to tilt bt'ei'-y Atnid
Again filled All i rvls ts hI' pitcittd-. e., relined As they ttri tensedl-
And in wooden barm~ls the hoops must be driven freqtieutly so Its to keep tile
staves from spreading iind tile barrel tight. It is obvious. therefore, that a
tuarrtol continually shrinks in siue Atnd on woodifen barrehs. pitrticulariy tilt-
new barrels, must be oversize in order that they maiy go not too far itedersizo
during usage. As the barrel shtrinks. front time to time it lIs recoottered. L. e..
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new slaves are put In, but, obviously, this cannot be done each time the barrel
Is filled iand It Is Imlpossile to check the barrels physically so its to make sure
that, fit ill limles there are as inany barrels over the proscribed capacity as
umder it. Am supplies of new barrels are received they should run uniformly
iver the prescribed capacity and then come down its they are used.
(3) A resjulrement that there he as many packages above the, prescribed

UitpvIty as below wouhl he Impossible of administration, as a great many,
If not the majority of the barrels in use at a brewery would, ,n a given visit
4t' i1spe lloll, ie In the possession of the wiolesa le or retail trade and a
deternalnatlon of whether as many of the barrels in lse run above the pre-
serilbed capacity as below it would not i possible of administration.

ltespeCt fully,
Gzo. It. BENEMAN,

General Counsel, United ,States Brewers' Assoclation.

Senator KINo. I think you can confer with Mr. Hester about that
Illatt{'er.

Mr. Ir'slt. I would like to make one statement, in that connec-
tion. My understanding of it, is that it requires the collector of
internal revelnue to investigate and determine whether or not refunds
call be made for actual losses, without dangr to the revenue, and if
the (ounissioner so detertines, then he lust prepare regulations
tooler which such refunds can be tade.L"

I would like to insert, in the record at this lpoint a inenorandum
on t he 7l, Rpercent beer allowance made during the Spanish-American
War. The nielnranduni indicates that that allowance was a reduc-
Iion ill the tax and not an allowance, for losses sustained as a restllt
of leakage, spoilage, etc., as has been suggest ed at these hearings.

Senator KINO. That inemioranduni Iay be included in the record.
('lhe inenloandumn is as follows:)

MEMORANDUM HF lIISTOaY OF 71/-PEI=aNT DisCoUNT FoRMwRi.y ATIA)WE:D IIREWRs"
UPON Titica STAMP i'ULTCltAsrS

Section 52 of tile act of July 13, 1866 (14 Stat. 165), for the first time allowed
a 7/-percent discount on stamps used to denote tax payment on fermented
liquors. The extended debates in the House of Representatives on this act,
and, more particularly, section 52 thereof, reveal that the reason for allowing
this discount was that a certain proportion of all the beer brewed became
sourf and, as beer, 'worthless (Globe. p. 3, 29th Cong., 1st sess., pp. 2846-2S47).

Section 52 of the foregoing act was codified as section 3341 of the Revised
Statutes. Section 9 of the net of July 24, 1597 (30 Stat. 206) revised section
3341 by abrogating the 7/ 2 -PerceIt allowance and. consequently, after that
date no discount was allowable on the purchase of beer staitps.

d,-kctton 1 of the act of June 13, 1S98 (30 Stat. 448), increased the tax on
becr from $1 to $2 per barrel and reestablished the discount of 7o,% percent.
The report of the Committee on Ways and Mean. on this act (no 11S3, 55th
',ng., 2d sess. does not undertake to explain the reason for again allowing

the discount, but the reason was revealed in the report of that committee on
tile act of 1101, discussion of which follows:

Section 1 of the act of March 2, 1901 (31 Stat. 938) reduced the tax per
barrel of twer from $2 to $1.60 and the 71/.-percent discount was again abrogated.
The report of the Committee on Ways and Means on this act (no. "..016. 56th
Cong.. 2d sess.) dealt at length with the subject of the tax on beer. and several
wx(erpts from this report which are of particular interest and significance are

set forth as follows:
"Soon after the close of the Civil War the tax on beer was fixed at $1 per

barrel of 31 gallons. It was then claimed that the loss from waste and leakage
and spoiling of beer after it was placed in barrels and the stamp put upon
it was about 7/ percent of the entire output, and hence a rebate was allowed
of 7% percent. This tax with the rebate was continued dawn to the enact.
nint of the Tariff Law of 1897. The committee then, upon full consideration
and believing from the evidence presented that the loss from these sources
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did not exceed 1 percent, reported a paragraph fixing the tax on beer at $1
per barrel of 31 gallons, with no rebate whatever, and such was the tax at
the time the war-revenue bill was enacted.

"At that time the committee agreed upon a bill makingg the tax upon beer
$2 per barrel, and afterwards, consented to a rebate of 71/ percent upon this $2.
But this rebate was not put upon the same ground as when first enacted shortly
after the Civil War, but was intended simply as n reduction of the $2 tax,
making an advance under the war-revenue act of but 85 cents per barrel.
This 85 cents, then, is the 'war tax' pure and simple." (Italics supplied.)

During the extended debates in the House of Representatives on the act of
March 2, 1901, Mr. Payne in speaking for the Committee on Ways and Means
(beginning at p. 248, Cong. 'Rec., 56th Cong., 2d sess.) pointed out that that
committee at one time had made considerable investigation into the claim of
the brewers that their losses due to the bursting of barrels and the souring of
beer amounted to 7/ percent, and that the committee was satisfied that what-
ever was the loss in 1865 and generally in the sixties, in 1897 it did not amount
to 1 percent upon the total amount of beer, because of greatly improved processes
of manufacture and methods of refrigeration. lie observed that the war-
revenue act of 1898, which increased the tax from $1 to $2, reestablished the
7 /.-percent discount purely as a compromise with those representing the beer
interests.

Senator XING. There is one further amendment Senator Copeland
has which has not been acted upon, and with the understanding that
if Senator Copeland desires to present his amendment, there will be
opportunity afforded for him to do so.

Before adjourning, I desire to submit for the record a letter
addressed to Congressman W. L. Fiesinger of Ohio, by Mr. William
H1. Reinhart, president, the Sweet Valley Wine Co., Sandusky, Ohio.

(The letter is as follows:)

TlHE ,SWEET VALLY WINE CO.,
Sanldusky, Ohio, Fcruary 6, 1936.

Hon. Wm. L. FIESINOER,
Vashington, D. 0.

DEAn JunoE: Just a word regarding revenue on wine. Have not heard much
lately about what reduction is being considered but, as stated before, if the
Federal Alcohol Administration insists upon the use of time word "light" in
connection with port, angelica, madeira, etc., which contains less than 18 per-
cent alcohol, and sherry that contains less than 17 percent alcohol, then the
tax on such sweet wines should be no higher than the tax on dry wines that
have always been known as light wines. At any rate, the tax should be con-
siderably less than on higher alcoholic wines if we must qualify these wines
with the word "light."

I wish you could come to some understanding with the Ways and Means
Committee on this subject.

Yours very truly,
WM. H. REINHART, President.

Senator KING. The hearing will now be closed.
Subsequently the chairman received the following letter from

Hon. Everett M. Dirksen, of Illinois, which was ordered printed in
the record.

CONGRESS OF THE UNITED STATES,
Housa OF REPREsmNTATIVEs,

Washington, D. C., February 14, 1936.
Hon. Wu1.WAM H. KING,

United States Senate, Washington, D. (0.
My DEAR SENATOR KING: In connection with the bill H. R. 9185, which is

now pending before your subcommittee and to which Senator Murphy of Iowa
offered an amendment, seeking to prevent the labeling of distilled spirits as
neutral spirit, whisky, or gin, when not made from grain, I should like to
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submit the following for the record of the hearings in connection with that
measure.

I shall, with your permission, again set forth the amendment:

[H1 R. 9185, 74th Cong.. 2d sess.]

"AMENDMENT Intended to be proposed by Mr. Murphy to the bill (H. R. 9185) to insure
the collection of the revenue on intoxicating liquor, to provide for the more efficient
and economic administration and enforcement of the laws relating to the taxation of
intoxicating liquor, and for other purposes, viz : At the proper place insert tile following:

"Smwc. -. (a) For the purposes of the Federal Alcohol Administration Act,
the Food and Drugs Act, its amended, and of any Act of Congress amendatory
of or in substitution for either of said Acts, no product shall be labeled or
advertised or designated as neutral spirith, whisky, or gin, or any type thereof,
for nonindustrial use, If distilled from materials other than grain, or If the
neutral spirits contained therein are produced from materials other than grain.
The term "neutral spirits" includes ethyl alcohol.

"(b) The fifth paragraph of section 605 of the Revenue Act of 1918 is hereby
repealed."
The question of what Is whisky was the subject of the opinions of two

Attorney Generals and a decision by President Taft. Practically tile only
point In which these opinions agreed Is that whisky is a distillate from it grain
base and that a molasses base product is not entitled to the iame whisky.
Under the Food and )rugs Act of June 30, 1906, the department of Agri-

culture Issued a ruling to the effect that a mixture entitled to be called
blended whisky was a mixture of whisky and neutral spirits distilled from
grain, and that a mixture of whisky and neutral spirits distilled from nmolasses
Is not, in fact whisky, but Is a compound of whisky and molasses spirits.

Shortly before national prohibition the Revenue Act of 1917 was enacted
carrying ai provision asi follows:

"All distilled spirits or wines taxable under this Section shall be subject
to uniform regulations concerning the use thereof in the manufacture, blending,
compounding, mixing, imrking, branding, and sale of whisky and rectified
spirits, and no discrimination whatsoever shall be made by reason of a dif-
ference in the character of the material from which same may have been
produced."
This language, In practically the identical form, was repeated in the Reve-

nue Act of 1918 (see. 605) and was construed by the Treasury Department as
affecting only the manufacture of whisky and the marking and branding of the
original barrels In which contained. The Department of Agriculture continued
to enforce the ruling referred to above as to the labels under which products
were sold in Interstate commerce.

The above legislation was considered by many as a wartime grain conser-
vation measure and it Is doubtful if it would have passed if the legislators
were not confronted with a desire to conserve grain as distinguished from the
present condition where they should be moved by a desire to broaden the
market for grain.

No blended whisky was sold oaring the prohibition period.
When repeal became effective December 5, 1933, codes of fair competition

were adopted for the distilling and rectifying industries. These codes pro-
vided that whisky was a distillate front grain and that only neutral spirits
made from grain could be used in manufacturing blended whisky.

The Industries operated under these codes without questioning the above
standards until the Schechter decision, May 27, 1935, and voluntarily adhered
to such standards following the Schechter decision until the labeling regulations
were promulgated by the Federal Alcohol Administration on January 18, 1936.

In promulgating these regulations the Treasury Department followed the
advice of its general counsel that section 605 of the Revenue Act of 1918 was
controlling upon the labeling of whisky as well as the marking and branding
of packages, consequently, provided in such regulations that blended whisky
could be made, and sold as such. from neutral spirits distilled from molasses.

The effect of the Murphy admendment can be briefly summarized as follows:
It will preserve to the American farmer the market which he has enjoyed

both before and since the prohibition era; it does not seek to create any
additional market for him.

It will permit the administration to make good on the oft-repeated campaign
promise--that repeal would benefit the farmer.



192 LIQUOR TAX ADMINISTRATION ACT

If the amendment is not adopted the distilling industry will use molasses
in place of corn for the neutral spirits which forms the base of blended
whisky. Ninety percent of such molasses wil, conservatively speaking, be
imported. It will not deprive the Louisiana camegrowers of their present
market for their molasses because-

(a) None of this moblsses has up to the present time been used as a base
for distilling neutral spirits for blending purposes; (b) the amendment does
not prohibit the use of molasses for the distillation of industrial alcohol, the
use of which, with our returning prosperity, is increasing daily.

Conflicting estimates have been given as to the amount of grain Involved
in the manufacture of neutral spirits used for blending purposes. The
Treasury Department contends that the amendment will affect approximately
1,000,000 bushels of grain. This estimate is obviously incorrect. Mr. Chester
Davis has informally estimated that it would affect approximately 5,000,000
bushels of grain. The Treasury Department's estimate Is obviously made
from statistics obtained from operations since repeal. This period will not
reflect the true condition of the blended whisky market for years to come, as
the reduced stocks of properly aged whisky obviously retarded the production
of blended whisky during that period and accelerated the sale of young
straight whisky. As the stocks of aged whisky accumulate the amount of
blended whisky sold will increase. Dr. Doran, Administrator of the Distilled
Spirits Institute, uses the figures of preprohibition to estimate the full effect
of the present Treasury regulation upon the use of grain. Some 71,000,000
gallons of neutral spirits were tax-paid in 1917, practically the entire amount
of which was used for blending purposes. It would require approximately
15,000,000 bushels of grain to produce this amount of neutral spirits.

EVERWr M. DIRKSEN, M. C.
(Thereupon, at 11: 30 p. m., the hearing was closed.)


