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LIQUOR TAX ADMINISTRATION ACT
TAXES ON WINES

FRIDAY, MARCH 6, 103¢

UNrgren Stares SENATE,
Suncommirrers or 1k Commirter ON FiNaNce,
Waskington, D). ¢,

The subcommittee met, pursuant to call, at 10:30 4. m., in room
810 Senate Office Building, Senntor Willium 1L King presiding.
Present: Senators King (chairman), Barkley, Bailey, Clark, and

Ca X I)vr. )
so present: Co M. Hester, (). Norman Forrvest, and Stewart,
Berkshive, of the ‘Treasury Departient.
Senntor Kina, The committee will be in order. The wmendment,
proposed by Senator Copeland will be inserted in the record at this
point,

(¢) Mitle 11 of the Liquor 'axing Act of 1034 18 amended to read as follows

SURKO. 200 () There shall be leviad, collected, and pidd upon all distilled
spleits sold at rvetall o tux of $2 on cach proof-gullon or wine-gallon when
below proof and n proportionate tax at a Hke rate o all feaetionnl parts of
such proof- or wine-gallon.

(1) No tax shall be hnposed upon any distiller or fmporter under paragraph
(4) of subdivision (a) of section 600, ns amended, of the Revenue Act of 191K,
in respeet to any distilled spleits tuxable under this seetion,

“Sec, 202, The Internal-revenue tax bnposed by the preceding section upon
distilled spirlts shall he collected from retailers, who shadl affix to every bottle
or other container of distllled spivits ot the thne of s fiest retall sale or retufl
transfer unopened in a contabner for on or off premise consumption, and to
every hottle or other container of distilled spivits out of which any part of the
contents is removed for the purpose of yetall sale, transfer, or we on or off
the premises, before such container Is opened, a stnp or stimps indelibly ean-
celed, denoting the quantity of distitled splrits contained therein nng evidenceing
payment of all internal-revenue taxes imposed on such spirits, and in the cuse
of Imported spirits, of all customy duties imposed thereon,

“See, 2080 Any licensed retatler possessing or coming into possesston of dis-
tilled spirits upon which all internal-revenue taxes awd customs duties hiposel
by law shall have been puid, shall be entitled to purchase such stamps as are
necegsary for gtamping the contuiners of distilled spirits in the manner required
by the preceding section.  Staumps for this purpose may be purchased by such
retailer only from the collector of Internal revenue for the revenue district in
which such retailer’s place or places of business for retail sates shall be located.
Such retailer shall present satisfactory proof to such collector of internal reve-
nue that such tax and customs duties on such distifled spirits have been paid,
Such stamps shall be sold by the collector to such retailer at a price of 1 cent
for each stamp, except that in case of stamps for containers of less thun one-
half pint, the price shall be one-fourth of 1 cent for each stamp.,

“Skc, 204. No person shall manufacture, distill, rectify, import, transfer, or
sell at wholesale or at retail any distilled spirits unless such person shall have
furnished a surety-company bond given by a compuny, companies, or syndicate
of compunics approved by the Commissloner of Internal Revenue and guaran-
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104 LAQUOI TAX ADMINISTRATION ACT

fordug the paymoent of atl tnxes and casdoms antton Imposed by lnw on suehy dise
o spdrits, with saeh torms and conditions wid A sueh pemtl sum as anay be
npproved by sbd Cominssdonet, e provisions of (his seetton shall ot ity
(o nny regulnely estabiidied common eaevter reeeiving, tensporting, delivering,
of holding for teanspertation or delivery (datiifed spledis i the ordithey eoneses
of Hy husbness as e cotimon caveter,

e, 206, THO Comisstonsre WL the approvad of the Secretnry of the Trens-
ney, /il proseribe (o veaintions with vespiesd fer the e nond niimner of
appiying tor, tesaing, niiving, and enteeling stumps requived by (hin Htle, the
form and denominantions ol sueh stamps, proof (it wppllennts aee ontitled (o
aeh st aned (e method o neconnting for yecelbits brot the sale of soch
stimps and () siel othier gogalntions s Ie st decm necessay for e
enforeoment of this titde,

et DONL AT aisEH T spiedts tomnd i any contadner requived to heae o sty
by this tite, whieh contniner 8w sl b complies with this title ad
vozulntlons fsaaed (horeinder, shall ho forfelted to the iited Rates,

SRR, 0T ARy person who viehies any provision of this (e, vr who, with
fntent fo defrnnd, falsely vinke s, forpes, alters, oy eonnlerteils nuy st neude
o used ynder (his tie, or who uses, sells, or has in hin possession any suely
forged, alteved, v comtderfeited stamp, or any phite or die used or which way
be ased b the mauifactnre (hereof s or any st veguired to he caneeled by
hix (e, or who mahes, wses, sells, o has i his por sesslony sy paper in blta-
(lon of the paper used th the nsimutacture of any el =Gmp, o Who reuses pay
stamp requived Dy (i tigte (o e ennected, o Whe iies any stnp fseied andey
this title (o any container of distifted spivies on which any (nx I unpadd, or who
Withes finy s statement i any apphieation for stimps wnder {his title, or who
s i his possession any sueh stinipe obtined by him etherwise than as pro-
vided dn this title, or who sells ar (ransfers any sich stamp otheywise thim
provided in this e, wdl on convietfon e punished by o flne wet excecding
21,000 or by Lmprisenment at bl Inbor not exceeddge § years, or hy both,  Any
afteer authovized (o ettforee any provisfons of taw relnting (o internad revenng
sapy ix anthorized (o enforce the provisions of (ks seetfon and the provistons
of seetion 7 of the aet of Marel 3, 807 velating to the boitling of distitled
spivits in bond™
. () Thir seetion shall take effect g0 daxs nfter the dite of entetinent of
this net,

STATEMENT OF HON. ROYAL S. COPELAND, UNITED STATES
SENATOR FROM THE STATE OF NEW YORK

Senator Corerasp, Me, Chairman and members of the committee,
in beginning my statement 1 desive to speak about. the le, islative
situation s regards this proposed smendment,  Last. year, this com-

mittee, the Finanee Committee, adopted the amendment awd it was
passed by the Senate. Then, in conference with the House, the
amendment was oliminated beeause the Honse Members took the
position that they had not had an opportunity to study the proposal,
Of conrse, 1 wax disappointed and when the conference report cume
in 1 expressed my disappointment. 1 had a_conference, which I
mentioned on the floor n} the Senate on the 24th of Augnst, with
Mr. Doughton of the House, Mr, Harrison of the Senate, Mr. Robin.
gom. our leader, and Mr. La Follette of this committee, and I think
one or two others, and it was agreed then that both committees would
this vear give serions consideration to the proposal, ta sce whether or
not it would be wise to include that in the bill which is now pending.

There was a hearing held last year by a subcommittee of this Com.
mittee on Finanee, presided over by Mr. Walsh, and. as X understand
the matter. he made a favorable report of the amendment, and it was
adopted by this committee and included in the bill,

Now this amendment which is offered is designed to accomplish
four specifie objectives,
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Itiesty as I view it, there will be an inerease in Federal and State
reventies from distilled spivits by more than $300,000,000 annually,

Second, it will climinnte bootlegging, yum-running, and other
illicit, soliing, as far as it is possible to do that, becanse all liquor
sold at retail will be tax paid.

‘Thivd, it will reduce the liquor prices to consumers by from 25 to
50 pereent, which in itself will interfere seriously with bootlegging
operations.

IFourth, it makes the buyers, as well as the sellers, of non-tnx-paid
spirits linble to conviction as conspirators defranding the Govern-
ment of lnwful taxes,

Senator Crark, Senator, may T interrupt you right, there?  Refer-
ring to your third objective, as a matter of fact, the only way in
which you ean eliminate Imntiogging completely is to in some manner
furnish good ligquor at a cheaper price; isn't that correet?

Senntor Corerann, That is correct; and that is my contention ag
regards this pareticular measure, as will be hronght, ot in the later
diseussion of the matier,

The tax now being paid at, the honded warchouse is pyramided,
The tax is $2 a gallon,  That is practically on @ ease of liguor, assum-
ing that they are quart bottles, at $6 a cuse on liguor at the honded
warchouse.  Now, when that Iignor goes to the wholesalers he adds
25 pereent, so that liguor, when it leaves the wholesaler for the re-
tailer, has its tax increased to $7.50. The retailer gets his 3314 per-
centy, and so that adds about. $2.50.  So that by this pyrumi(]ing
process, as 1 view it, the liguor is materially increased in price at the
retail store because of the pyramiding of the tax.  If that could bhe
prevented in some manner, it would mean that the liguor sold to the
consumer would boe at least 25 percent cheaper than it is today, and
also it would be discouraging to the bootlegger, because, improved as
his methods are, he cannot make liquor so cheaply as the commercial
coneerns,

I was convinced last year, and I am now, that this amendment will
accomplish all of these four objectives, and whoever has taken the
time to study the detailed workings of this proposed system of tax
collection agrees with this position. This has been submitted 1o a
great many persons who have, after studying it, taken the smne view
of the matter as T have. It will put the responsibility of the tax
payment on the man who passes the distilled spirits to the ultimate
consumer who pays the taxes. Then, and only then, can bootlegging
be eliminated and all tax evasion overcome.

Under the present system we are inviting any or all of three indi-
viduals who are between the consumer and producer to evade taxes,
namely, the distiller or rectifier or importer; second, the wholesaler ;
and third, the retailer, who either sells by bottle for off-prenises con-
sumption or who sells liquor by the glass for consumption on the
prenises.

The present system, as I view it, has two outstanding disadvan-
tages which could operate to defeat tax-collecting machinery. First,
because taxes and import duties are now collected at the source, and
the result is what I have already mentioned, the pyramiding of over-
head and profit, not only a profit on the manufacturer’s cost, but on
each successive distributing turnover as each successive handler adds
his operating profit not only on the manufactured value of the goods
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bt the adibitional (neves and duties as well On enehy dollne of tnx
mnd duty collectod hy the Foderal Government the consiumer prys
npprovimetely $200 For every dotlar thint the Government colleets
by the pyeamndmg process i s donbled i beeomes fs,

Nonntor Uriaun {nn menn, Senntor, when the wholeagder, for in-
stnee, dda the Gy o the cont o him he o Hipares his profit not,
only on hesown exvpenditie in hamdling it bt also on fhe (av?

SNerntor Covtvann He dows Whon he adds it on to the nest mnn
he does the same thing,

Senator Crame o other words, on thew eosd plns conteacts which
wo had duvmg the warg where they added the expense of cigaes and
teavebing ovpenaes md any thing, olae 1w the e thingy,

Senator Coretavn Nl evers thing olae bedides that food, denps,
and every thing else,

Phere has been wppoation exproced by veail liguor sellers who
have written me and atd that the imposes n preat burden of codt.
onthe wtmd Tiquor dealers T does mot impose o dotlne of added
eont fo the retl Lguor dealer i the tan s actuntly: been paid,
bevanse he pays<ofam the price of hia Ligoor,

U have mentioned one disadvantapge, that of defenting tan collee
ton - Phe second ane s beease a sterp stamp atinched to the neek
of a bottle actoas the sole evidence that all tan and import duties
have bean pad - Beeaan of that huge tax evasions aee possibile, be
vatise the strp st costs ondy one penuy while that stamp might
authenticate tan pavment of from H0 (o 200 times the cost of the
NP stamp,

Now it well be shown heve a little Iater that it s possible to obtain
these sterp stamps, which cost onldy a penny, and put them on liguoy
which has beon wade by a bootlegger and yot s Gar as the honest
verl man s concerned, and the consimer who destres (o be square
with the Government, he has no ovidence of the fact that this tax or
vhat this hgquor s actually Hquor which has passed throngh o bonded
warehonse and patd the Government the tax,

A T adl there has been o objection frome anyone exeept some
offfoinds s the Treasiny Depattent who have fearved that it might
cast foo mueh o opetate. U hope that aatlicient study has been made
o the part of the Treasury officinls (o prompt them to give this pro-
sl e al ac as of aosuilicient periad of time so i can prove a
mears of obiaineg hundreds of milions of dollavs now x‘\w the
Governmens which we are not sueceeding in colleeting. We are
TAR RS BOW 00T ovasyd aves and the necessity for having more
money frow the tavpaver, ' )

141 ne mahe abont s, there
S hendved wy

R . vl A
saved o hon dodlan ravene

o possibility here of having 2 or
for the Government which will

Borcome out of e tanpaver as such bt wall come ot of the protits
of n gmour of bDavtlegmrs who are cettainly not entitled to the

ot Carerr Ronator Copeland, is that in addition to a tax that
heing colected
tor Cormann Noo Unider the present system the $2 a wallon
oo the lguer that s taken out of the bonded warehouse,
Masses O T the wholesaler, 1o the retailers and to the consumer,

My santentron is and it 3 borne out by figures which will be given



LIQUOR TAX ADMINIHPRATION AGT 197

pretty soon, tht aven taday, with all of our protection, over one-lnlf
of the liquor consumed in this country does not pny the tax. Tt is
nol.in addition to anything, but it is sunply cliﬂ‘m'um:u in the point,
of collection.  Hoiw fonnded on the lnw which we passed in the
Distriet. which, in my opinion, is the best liquor law ever pagssed,
heeanse hers the actunl stump is aflixed by the vetail store when it
goos Lo the consimer,  So it is not a new tax, Senantor, to nnswer your
yuestion eategorieally; it is anerely o difforence in the pluee of
payment of the tax,

Senntor Crank. Does vour amendment. provide for relieving the
(nx nt the distitlery or bonded warchoused  You remove the tax at
the warehonse, likewise the wholesnlers tax, and you impose it purely
on the retniler?

Senntor Corgnann, That is correet, Now, Insl, year, ns 1 have just
snid, wa hind an opportunity o see a similar plan-in_ operation in the
Distriet,  There is no difference between the Distriet, plan and the

woposal covered by my amendment, which is an extension to the
Federnl Government. of what. we are now actunlly doing as regards
the Distriet tnx,

Now, this is a remarkable t.lling: The Distriet. of Columbia ig col-
leeting (nxes on approximately six times the gallonage on cither an
ouilny or per enpifa basis that. the Federal Government, is collecting,
I s groing o enlargo upon this,  In other words, the District, tax-
collecting method is six times as effeetive g is the method now used
by the Federal Government.  Of course, such o vesult, prompts the
stiggrestion Chat the Distriet system must. coxt more money to admin-
ister. I just so happens, however, that it costs the District of
Columbin only about, 25 pereent. of the cost per gallon that. it, costs the
Federnl Qovernment. Therefore it may be said the Distriet is col-
lecting six times the fax at one-fourth of the cost.  Surely such a
demonstration should remove any question in the minds of the com-
mittee as to the desirability of adopting this proposal.

1 have already (old you what. the action was last year. T under-
stand that studies have been under way. T believe that many of the
difliculties of administration have been ironed out. T am more im-
pressed today than 1 was when I spoke to the Senate Inst year that
this amendment. should be enacted into law, T am convineed that it
will result in hundreds of millions of dollars in Wederal revenue at a
time when we are compelled to find new methods of taxation to raise
additional revenue to balance our Budget.

My proposal, to answer Senator Capper, does not contemplate new
taxes on liguor, 1t imposes a hardship on no legitimate businessman
or industry, It merely proposes to get for the Government money
and profits which are now going into the pockets of bootleggers or
racketeers. Tt will reduce liquor prices to the consumer by from 25 to
50 percent, which is another reason why it would discourage the boot-
legger, T am sure it would work because it is working here in the
District.  For these reasons T ask this committee to make it possible
to give this plan a trial.

I am not advised, Mr. Chairinan, as to whether the Treasury is here
today to interpose any objection to this matter.

Senator Kina. I understand that it is.
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Senator Coreranp, Would they care to be heard now, before we go
on with our argument?{

Senator Kina, After E3:’01.1 get through.

Senator Crark. Senafor, before you pass on, let me ask you where
ou got your figures about the consumption in the United States of
ootleg liquor?  The figures given to this committee by the Treasury

Department were at variance with your ﬁﬂxres.

enator Coreranp, If you will permit Mr. Greenhut, who is here,
to give you the details, he will answer _fully all questions, Senator
Clark, which you may ask. Therefore, I ask now that Mr. Greenhut
mtgr continue his discussion.

enator IX1ng. Senator, I was not aware of the fact—at least I have
forgotten it—that this matter, this proposal, was given a hearing by
%w Finance Committee, or a subcommittee, at the last session of

ongress,

Senator CoreLanp, It was, Senator.

Senator King, Who were the members of the subcommittee?

Senator Coreranp, Senator Walsh was the chairman, I think,
The members were Senator GGeorge and Senator Hastings, although I
am :zot sure, but Senator Walsh had a formal hearing which is in
print.

_Senator Crark. Mr, Chairman, I think you will recall when the
liquor bill was up at the last session of Con%:ess it was proposed by
Senator Walsh, who had gone into this matter, that the amendment
be adopted for the purpose of allowing it to go to Congress, and it
did go to Congress. It was never formally acted on by the Senate,
except for the agreement that it might go to Congress.

Senator Barkrey. I did not hear your full statement. Your pro-
i)ostpl is to levy the same tax that-is now levied, but instead of col-

ecting it from the distiller you collect it from the retailers in pro-
portion to the proof, the quality of liq'igor which he sells?

Senator Coreranp. Yes, Senator, There is a little pink sl’iﬁ‘over
the top of the bottle of whisky, & little stamp, strip stamp. at is
the only evidence of the payment of the tax. Now, what want is to
have pasted on the bottle by the retailer a stamp representing the
tax which should be paid, 50 cents on a quart stamf, ﬁut the stamp
on the bottle so that when the consumer buys a bottle he knows that
tixe tax has been paid, because there is the evidence of the canceled
stamp.

Senator Barkrey. Isn’t there a stamp on it now in all retail places?

Senator Coreranp. There is in the District. . )

Senator Barkrey. My understanding is when any authorized re-
tailer sells liquor in quantities of a quart, or a pint, or anything else,
that there is a stamp which has been placed on it, Now, he hasn’t
placed it on it; it has been placed on there by the Government. =~

Senator CoreLanp, That is true. This is the same [indicating].

Senator Barxrey. What I am trying to get at is you increase the
g)xnts of contact between the Government and the liquor dealers

om some 300 to over 200,000 b{ requiring this payment be made
at the retail store instead of at the distillery or the warehouse.

Senator Coreranp. Yes; but the full answer to that is that even
though the liquor is sold by the retail store, it may be bootleg liquor
that ig, it never went to the warchouse. Before that liquor goes
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to the consumer there has to be a stamp put on it representing the
full payment of the tax. Now, this, at present, is the only stamp,
the only evidence of payment of the tax, this pink slip. That 1s

ut on when it leaves the bonded warehouse in a bottle approved

y the Government. This other stamp that you see down here [indi-
cating] is the District stamp. That shows this came out of a Dis-
trict store, Where the liquor is made by a licensed distiller—and
it should be—or by an unlicensed distiller, when the liquor, under
mfyI plan, goes to the consumer, there is a 50-cent stamp on a quart
of liquor.

Senator Barkrey. If a retailer was to buy liquor from an illegal
manufacturer, say a bootlegger, a wholesale bootlegger, he would
pay a tax on 1t?

enator CorELAND. Yes, sir,

Senator BarkLEY. So it would legitimize the bootleg transaction
between the retailer and the bootlegger?

Senator Corrraxp, It would make certain that the Government of
the United States receives 50 cents on that bottle of liquor,

Senator Barxrey. And give to the bootlegger the respectable
standing which he does not now enjoy.

Senator CoreLanxp. I do not know about that. I would not say
that. I have no desire to help the bootlegger. Indeed I have been
accused of trying to hurt him. T think all the answers to the ques-
tions which have been asked by Senator Barkley and others will be
made by Mr. Greenhut,

Senator Krxa, Senator Murphy, you and Senator Overton desire
to be heard this morning. We will hear you and Senator Qverton
now, whichever wishes to speak first.

Senator Overron. Senator Murphy is the proponent of the
amendment,

Senator King. Gentlemen, Senator Murphy has offered an amend-
ment to the pending bill and he desires to be heard for a few mo-
ments. I asked him to come this morning. Proceed, Senator.

STATEMENT OF HON. LOUIS MURPHY, UNITED STATES SENATOR
FROM THE STATE OF IOWA

Senator Mureay. Mr. Chairman and members of the committee,
my amendment is known as an amendment to the Iederal Alcohol
Administration Act. [Reading:]

For the purposes of the Federal Alcohol Administration Act the Food and
Drug Acts, as amended, and of any act of Congress amendatory of or in substi-
tution for either of saild acts of Congress, no product shall be Inbheled or ad-
vertised or designated as “neutral spirits”, which is a synonym for alcohol,
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 materaly other than grain. The term “peutral spirits” fncludes
ethy! aleohol.

(b) The fifth paragraph of section 605 of the Revenue Act of 1918 is hereby
repealed,

Now the fifth paragraph of section 605 of the Revenue Act of
1918 reads as follows:

All distilled spirits or wines taxable under this section shall be subject to
uniform regulations concerning the use thercof in the manufacture, blending,
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compounding, mixing, marking, branding, and sale o whisky and rectitied
spirits, nnd no diserimination whatsoever shall he made by reason of a differ-
ence fn the character of the material from whichk same may have been
produced,

That amendment first appeared in the Revenue Act of 1917 and
subsequently appeared in the Revenue Act of 1918, and rides on.

Now the food and drug division of the Department of Agricul-
ture, which was charged under the Food and Drug Act of 1906 with
requiring truthful and informative labeling on certain articles, in-
cluding whisky, shipped in interstate commerce, considered this lan-
cuage as being a revenue statute only and that as such it applied to
the Revenue Department in its operations of collecting the iax
on the spirits and had no application to the labels placed upon
the bottled spirits,  No reference is made in the statute to labeling
and bottling.  “Marking” and “branding” are words which, through
long usage in revenie statutes, have come to mean the information
which must be placed upon the barrels and packages under the inter-
nal revenue law,  Consequently the food and drug officials continued
to hold after the passage of this act that a mixture of whisky and
neutral spirits distilled from molasses was not in fact whisky but a
mixture that must be labeled a compound of whisky and molasses
spirits.  This construction of the law was agreed to by the Bureau
of Internal Revenue for it issued no regulations covering the labeling
of such spirits,

The foregoing interpretations of this statute appear of particular
importance because the statute was first enacted ax paurt of the
Revenue Aet of 1917, following which it was given the above inter-
pretation by the two departments mentioned. It would therefore
seem to follow that in reenacting this identical section of law, Con-
gress intended to aceept and approve the administrative construction
bluced upon the language of the first statute by the two Government
(llcpm'tmcnls. Dr. Campbell, head of the Food and Drug Depart-
ment, has consistently taken the position that section 605 has no
application to the labels on distilled spirits and his position in this
matter iz we!l known to the Treasury Department.

Not until after 1917, when this amendment was passed. were neutral
spirits distilled from blackstrap molasses not used in the manufacture
of whisky. Whisky is historically a product of grain distillation.
No one ever thought of whisky as being other than the product of
grain distillation, Tt is like thinking of castor oil as a product of
castor beans,

The purpose of this amendment, as indicated very clearly, related
{0 the purposes of revenue, and it was not intended to open the door
to a degrading of the standards of food and drugs. Now if you
open the door to a degrading of the standard of whisky, if you
destroy all of that historieal background of whisky, if you sub-titute
a bland substance, such as neutral spirits, or aleoholy distilled from
blackstrap molasses, you meérely cooperate to fool the public in
the product that it is getting.

They have just found, for instance, after a great deal of chemical
research, that a product from tea is being substituted in olive oil.
It took years for them to identify this particular product in olive
oil.
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Senator Coreraxp. The product of what, Senator?

Senator Mureny. Tea.  Why should not we, with just as good
intention, permit the substitution of that bland substance in olive
oil as permit the introduction of aleohol made from blackstrap
molasses into whisky ?

Senator Crark. Senator, may 1 ask a question? Is it your con-
tention that the neutral spirits made from blackstrap is deleterions
to health?

Senator Mureny. There is no contention made as to that,  The
chemical research that has been conducted to date has not established
that it is deleterions to health.  The only thing that is really estab-
lished to date is that it affects the flavor.

Senator Crark. It is not as good whisky, in other words?

Senator Morrnry. It is not a good whisky. In terms in which
we understand whisky us a beverage, it is not a good whisky.

In the chemical process of making whisky there are a great many
oils which have not vet been identified chemically, all embraced in
the general term of “fusel oil”, which is a deleterious substance. Tt
was the grain distilled overnight and put out the next day, in the
days of prohibition, that we used (o recognize by the term “rotgut.”

Now this whole subject of permitting the substitution of alcohol
distilled from blackstrap molasses for alcohol distilled from grain
strikes at the very integrity of all our regulations governing food.
Certainly if it is right in principle to permit the substitution in the
case of whisky it is right in principle to permit the substitution in the
case of food, because the substitute is not proven harmful to health,
but nevertheless snbstitutes serve a purpose commercially that ought
not to be served, as in the case I pointed out, and which might be
multiplied with other illustrations. Tf those who want gin distilled
from blackstrap molasses are told frankly what they are buying, we
haven’t any objection to it.

Senator Kina. May I ask you a question, Senator?

Senator Murrny. Yes, Senator King,

Senator Kina. Assume that a chemical analysis has been made—-
and that connotes, of course, that it is made by competent chemists—
would that show any difference in the chemical qualities, in the ele-
ments, between liquor made from blackstrap molasses and liguor
made from grain?

Senator Murreiry, Noj it would not, Senator,

Senator King. There would be the same number of atoms er mole-
cules in each? .

Senator Mureury. It would be what would be described, Senator,
as ethyl alcohol, I mean the United States Pharmacopoeia commer-
cial test there would show no discoverable difference between the
two of them, It would not be possible to take whisky made of ethyl
alcohol distilled from blackstrap molasses and whisky made from
ethyl alcohol distilled from grain and tell the difference. That is
my understanding of the chemistry of it. There is a difference,
however, Senator, in the flavor of whisky that contains the two.

Senator Kina. Well, a connoisseur then would easily detect the
difference?

Senator Murriry. He need not even be a connoisseur, as I under-
stand it.
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Senator King, Well, if it can be detected by drinking, why not
permit o man to buy it, if he wants to buy the b ackstrap%

Senator Mukeny. That is perfectly all right, Senator, if you will
put it on the label that it is imitation whisky. Then there is no false
pretense about this thing.

Senator Crark. In other words, if a man wants to drink whisky
made out of blackstrap, he has a right to do it providing he knows
what he buys?

Senator Murery. That is about right.

Senator Barkiey. What is the proportion of whisky of which
this blackstrap product is a part as compared to the total con-
sumption of the total product?

Senator Murreny. The best answer I can make to that question,
Senator, is this, that of blackstrap molasses there is four times
as much imported as there is produced domestically. We get black-
strap molasses from sugar. As a matter of fact you can get alcohol
from anything that will ferment,

Senator Barxiey. I was wondering what proportion of dis-
tilled spirits which is consumed in this country is blended or manu-
factured from blackstrap as compared to the whole amount of con-
sumption. Is it a considerable part or not?

Senator Kina. Mr. Hester, do you know?

Mr, Hester. The answer 1s “No”, Senator. A great deal of it is
used in the blendinfg of neutrai spirits that is made from molasses.
A great many of the larger operators claim they make it entirely
from grain alcohol. We do not know and I do not know whether
our figures would show.

Senator Mureny. This is about the nearest answer I can make to
your question, Senator. The molasses alcohol which was tax paid
was only about 4 percent of the molasses alcohol produced. As
nearly as this research agent whom I had could determine, more than
40 percent of the molasses used in making aleohol came from domes-
tic sources, including insular possessions.

Senator BarkrLry, Of course 96 percent of the alcohol produced
from molasses goes into other uses than liquor, as I understand it?

Senator Murpuy. Oh, yes. There are other uses for this alcohol,
naturally. Except as to gin, molasses never had the market that
this section gives it, or the interpretation put on this section by the
Secretary of the Treasury. It was adopted in 1917, and we got
prohibition in 1919. They did not have time to get under way with
the production of this blackstrap molasses for alcohol. Prohibition
came and there was not any legal manufacture of alcohol. When
prohibition was repealed, to meet a temporary need they permitted
the use of alcohol, the Federal Alcohol Control Administration per-
mitted the temporary use of alcohol distilled from blackstrap
molasses in the making of whisky. That was only temporary, how-
ever. The Alcohol Control Administration took the view that the
Food and Drug Administration had taken persistently, that it was
not properly an ingredient of whisky.

Now, when the market’s"immediate needs were supplied, on August
10, 1934, the Federal Alcohol Control Administration issued regu-
lations relating to the standards of identity which prohibit the
use of spirits distilled from any material, except grain, in any product
fubeled whisky, unless that word is preceded by the word “imitation.”
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Now, as to the background and the justification for the argument I
made—that this attacks the very integrity of all our regulations
affecting standards of food—there is the decision of Mr, Justice
Butler in United States v. 95 Barrels of Alleged Apple Cider Vine-
gar, Mr. Justice Butler, in an exhaustive consideration of the
subject of adulteration, said:

The statute is plain and direct. Its comprehensive terms condemn every
statement, design, and device which may mislead or deceive. Deception may
result from the use of statements not technically false or which may be liter-
ally true. The aimn of the statute is to prevent that resulting from indirection
and ambiguity, as well as frowm. statements, )};hich are false. It is not difficult
to choose statements, designid, and devices whiéh-will not decelve. Those which
are ambiguous and e to mislead should be favofibly read to the accomplish-
ment of the purpose’ of the act. The statute applies to faod and the ingredients
and substances eontained therein. It was enucted to enahle purchasers to buy
food for whag it really is. . L Ty

Now the Food and Drugs Act as amended down ta, July 8, 1930,
provides-that— P . :

In the'case of articles labeled, branded, or tagged so as to pisinly indicate
that they are compounds, inMtations, -or blends, and the word i’compound”,
“imitation”, or *“blend”, as the ¢ase may ke, is plainly stated on ghe package
in whigh it Is offered for sale. : ) :

% ; 1
There isn’t any defense in ethics, there isn’t any defense if we
regard the standards we have eﬂgé)hshed in connection with, food and
drink as related to health, as related to good faith with the,buyer, as
related to comé)lete information to him of what he is buying, as to
the integrity of the product if we suffer continuance of thejdeception.
So why shouid we permit the sale of a product as whisky without any
indicatign that it 18 a compound — an imitation whisky, when
it is made of substances other than etl;;i alcohol distilled from grain
prgducts': That is upsetting all the history that we have on the
subject. et J
ow, as I have said, the blackstrap molasses intfarests never had

the market except as to gin which 1 am seeking to protect in the
interest of the graim producers. We are mot depriving the black-
strap molasses interesg thing they have had heretofore. We
are trying to save our own grain interests from being deprived of a
market they had prior to prohibition, and I personally feel I am
under deep obligation to make the very fight I am making, because
when I went out in the 1932 campaign for election in the State of
Iowa, an agricultural State, an overwhelmingly Republican State,
and presumably a dry State, I put the issue up to the farmers on the
economic basis. They knew that their market had been taken for
their surplus products, and here was an opportunity to restore to them
a market which they previously had hod for the sale of their grain,

Senator Kine. How many bushels arc annually used in the manu-
facture of whisky?

Senator MureaY. Senator, prior to prohibition, in 1917 the con-
sumption of corn for whisky was 86,400,000 bushels.

Senator Kina. That would be a very small percent of the produe-
tion of wheat or corn, would it not?

. Senator Mureny. It is a relstively small percent of the produc-
tion of corn, Senator, but, if you please, it 1s not quite looking at
the issue from all sides to look merely at the production. What
affects our price of corn? Of our entire production of corn aproxi-

s 3 i s e it e
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mately only 8 percent goes into the commercial market to be sold.
All the rest of our corn production goes into feeding stock, for the
most. part, and, of course, some of it goes into breakfast foods, and
all that sort of thing, but it is a very small percent. That 8 percent
that goes into the markets fixes the price of corn that stays at home.

Senator Barkrey., How much of that 36,000,000 bushels of corn
goes into whisky and how much of other grains?

Senator Mureny. I haven’t the break-down on that, Senator, but
this would be suggestive of it, Senator: Corn for whisky and gin
during the fiscal year ended June 30. 1933, shows corn at 7,456,000
bushels and rye at 3,946,000 bushels and unspecified grains at
1,593,000 bushels. Of course, rye goes into whisky and gin, and
the great bulk of corn goes into whisky. Blackstrap alcohol has
about all the gin market.

Now, I would like to keep this market ; I would not like to have
the market taken away from us.

1 cannot conceive where we are going to do an cconomic injustice
to our friends in Louisiana who are interested in blackstrap molasses
when we are importing four times as much blackstrap molasses as
we produce locally. We cannot very well affect the price status by
retaining for corn and other grains a market that they always had.

As you know, we have recently enacted the Soil Erosion Act, and
under that act we will repress the production of corn, because there
isn’t a market for corn, and this bill is further restrictive of the
market for corn: it denies our people an opportunity to develop the
potentialities of the svil. Tt creates this alternative: Will you serve
the grain farmer who is here at home with the potentialities of his
soil bottled up. choked, or will you serve the interests which produce
sugarcane in Cuba, in Hawaii, in Puerto Rico, and other places from
which we bring our imports and provide them with a market for
their offal? ‘That is what it amounts to,

Now, this amendment which I have introduced has the approval
of the Agriculture Department. ‘The Treasury Department, be-
cause it is not involved in the question of tax one way or the other,
does not take any position, The Alcohol Control Administration. as
T have indieated, In its regulations took the position identical with
that which my amendment will establish.

Now, there are varying estimates as to what the economic effect
on corn and on other grains is.

Senator Bakkrey. Your amendment here does not provide that
this gin or whisky produced from blackstrap molussex shall be so
lnbeled, does it? Tt simply provides that it shall not be labeled ax
whisky or gin?  Even if it is gin, it cunnot be so Inbeled if it is
made of anything but grain?

Senator Murrmn. Yes: that is what my amendment provides.

Senator Barxrey. And the same thing i true with whisky, even
though it is whisky. it cannot be labeled as whinky 1

Senator Mureny. Unless it were made out of those products, out
of aleohol distilled from those products.

Senator Bargrey. How would you label itt

Senator Mureny. You would label it “imitation.”

Senator Barkrey. Imitation !

Senator Mukrny. Yes.
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Senator Barkiey. Suppose it is not imitation? If it is whisky
or gin really, if it is not an imitation simply because it is made out
of something else besides what has been historically used for that
purpose, if the alcohol produced is from the fermentation, as you
say, of all the things that you described, which it is, and if out of
most of it whisky can be made, depending on the progress, and if
it is in fact whisky or if it is in fact gin, it may be in some cases
just as good whisky and just as good gin, and T do not know how
you can prevent it from being labeled at all, or how you can require
it to be labeled “lmitation.”

Scenator Murerry. The point about it is, Senator, that vour premise
does not start where mine does. My premise starts with the history
of whisky and gin, which were originally grain products. That 1s
the fact historically. It is like any other product that has a history,
any food product.

Senator Crarg. How about this Irish whisky that is made out of
potatoes?

Senator Murery, You can make whisky out of potatoes: you can
make it out of anything that has starch ; yon can convert into whisky
anything that has starch in it. You can make whisky that is called
poteen, or sometimes mountain dew.

Now, further answering your question. Senator, whisky is not
whisky unless it is made from grain. President Taf( <o ruled. Presi-
dent. Taft ruled that whisky is a product of grain distillation. That
is what we know whisky is.

Senator Crark. In other words, Senator, it is your contention, by
definition, that whisky is a beverage made out of grain; that if it is
not made out of grain it does not fall within, the definition of whisky ?

Senator Murrny. Precisely; it is historically that. You convert
vour grain—that is, your corn and rye—into ethyl alcohol.

Senator Barklev’s point is that vou start with the ethyl alcohol T
do not. T go back of that.  What did you derive it from? In any
of your food regulations you can create a duplicate of what vou
have, of nature’s product.

Senator Barkiey, Of course, what T had in mind is that you get a
certain alcohol which is practically identical, after it ix distilled,
with any other alcohol.

Senator Mureny. Yes; it is alcohol,

!Smmtm‘ Barkiry. It is alcohol, and you cannot tell one from the
other.

Senator Murery. Precisely; except as to flavor,

Senator Barkrey, Well, there may be a different flavor. Now, you
might ax well sayv that you cannot. label alcohol “aleohol” if it comes
from something that vou do not think it ought to be distilled from.

Senntor Mvrrny. Now, there isn't any historieal background for
that, Senator. I would not defend that. There isn’t anything jus-
tifving anybody in saying that the people think of alcohol as some-
thing which comes from grain only.

Senator Barkrey. I donot know how the word “whisky” started.
T do not know whether there is any particnlar definition of whisky
a3 being limited to a product of grain. Whisky is whisky because
it contains certain thing<. Now, if it contains those things it is
whisky.

11765 pt. 3G —mm
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Senator Mureny, On the contrary, Senator, President Taft, in
his order held that whisky was a product from the distillation of
grain,

Senator Barkrey., That is all?

Senator Moereny. That is what he defined whisky as.  He did not
say that whisky was a product containing ethyl alcohol. He did
not say that. e said that whisky was a product of the distillation
of grain. That is what he said, and that is the history of whisky,
und it is what people have been led to believe.

Senator Kina. You mean the grain whisky is the history of
whisky ¢

Senator Murreniy. Ilow many Kentucky whisky drinkers are there
who think of whisky as anything but a product of geain?

Senator Barkipry., Most of our product is drunk outside of the
State out there,

Senator Mureny, Iow many of them think of whisky as anything
but a product of grain?

Senator Barkrey., Of course, the Kentucky whisky has been made
almost exclusively out of grain, and naturally we have associated
it with that sort of production, with distillation and so on, e¢specially
the Bourbon whisky.

Now, getting away from legal technicalities and from the deci-
sions of the court, a thing is a thing because of what it contains. 1
am sympathetic with your viewpoint. I am sympathetic with the
arain side of the thing, but looking at it from a legislative standpoint
I am wondering whether we are justified, if new sources of produc-
ing the same thing are found, which are identical, in addition to
grain, whether we are justified, by legislation, in saying that although
it is the same thing that is produced by grain distillation you cannot
do the same thing by other distillation,

Senator Mureny. Well, Senator, all right. Let us buy a can of
olive oil,  If we buy a can of olive oil and a chemist produces a
substitute for olive oil and it serves the purposes of olive oil; do you
think he would be justified in labeling it olive oil ¢

Senator Barkrey. Not at all. I do not think that is analogous.
If it is not olive oil it is not olive oil. The name “olive” creates the
origin of the oil in that case. So it does not scem to me that is
exactly analogous; in that case it is not exactly an analogous situa-
tion. I would not be in favor of allowing anybody to label an oil
“olive 0il” unless it had been produced from oﬁves.

Senator Mureuy. Your Food and Drugs Administration is con-
stantly dealing with substitutions in food, to cheapen the cost of pro-
duction of that food, and they estop the incorporation of those
foreign elements in those foads hecanse, for other reasons, they break
down the integrity of the food.

Senator Barsrey, I do not understand that they permit the label-
ing of oil as olive oil that is not an olive oil. There is a lot of
cottonseed oil sold that they do not label as olive oil. I am trying
to go through this thing. 1 am not antagonistic because I am ask-
ng questions,

Senator Muvreny, T get vour position. At present prices for raw
materials molasses alcohol can be produced at about 10 cents per
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gallon less than the grain aleohol, which reduces it to a fizure about
4 cents per gallon on blended whisky, the retail value of which is
ubout $5.  This is a sufficiently large ditference to induce distillers
to prefer molassés alecohol hut is not large enough to interest or to
especially aflect the retail prices of whisky. In any case the saving
to consumers will be an insignificant percent of the retail values,

Now, if we vote this amendment o} mine down. we are going to
open the way to substitution in brandy and in other beverages,
brandy which is made of fruits, and in other beverages, of aleohol
that is not distilled from the historical base.

The real question involved in opening the gates {o the whisky
blends, comprising 80 percent of neatral spirits distilled from black-
strap molasses is whether we are to maintain the standards of the
Food and Drugs Act. which require that nothing shall be ealled
whisky that is not a distillation of grain. It is not possible at the
moment for any economist to ealculate where this regulation will
lead us to. The Treasury estimates that it will invoive a small
quantity of grain, Admimistrator Davis says it involves a mini-
mum of 5,000,000 bushels. Dr. Doran says that on the basis of pre-
prohibition production of neutral spirits for use in whisky blends
15,000,000 bushels of corn will constitute a conservative estimate.

Senator King. Do you use the word “corn” as comprising rye or
wheat ?

Senator Murray. Not in that particular usage. I am confining
it to corn there.

The distillers of experience, who envisage a competitive require-
ment that they resort immediately to the lower production costs
which molasses enjoys over grain in the production of blended whis-
kies, which constituted approximately 70 percent of the domestic
whisky consumption in the United States prior to prohibition, be-
lieve also that tflere would be a further loss to grain growers through
a division of consumption in the lower price ranges of straight
whiskies ranging in age from 12 to 20 months. The distillers esti-
niate that something like 20,000,000 bushels of grain may be involved.

Now, T appeal to this committee not to take away a market that
arain had prior to prohibition. We are restricting the production of
our fields now. W{Zy should we restrict the production of our fields
to give the market to Cuba, Hawaii, or Puerto Rico, particularly
when the conservation of that market for our own people keeps us in
line with all the traditions that we have ever had with respect to
whisky ?

That is all. I thank the committee.

Senator Kina, Senator Overton, the committee will hear from you
now,

STATEMENT OF HON, JOHN H, OVERTON, UNITED STATES
SENATOR FROM THE STATE OF LOUISIANA

Senator OverroN. Mr., Chairman, I will begin my statement with
an apology. I had not intended to make a statement; I had in-
tended to introduce Mr. Clarence Berg, vice president of the Ameri-
can Sugar League, who is entirely Informed with respect to this
amendment and its effects. Frankly, I am not. I can assist the
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committee, however, to the extent of presenting to it such informa-
tion as has been gathered by my oflice,

The backgronnd of this amendment. as far as my information ex-
tends, goes back to, 1 think. the year 1917, when a provision was
inserted in the Revenue Aet of 1919 prohibiting any (llisvrimimltiun
in respeet to nnterial from which the distilled spirits or wines are
manufactured. That provision was to this effect:

AllL distilled spirits or wines taxable wnder this seetion shall be subject to
uniforn rexulations concerning the use theveot in the mwanufacture, Mending,
content, mixing, marking, brancing, and the sale of whisky and rectitied spirits,
atd no sliserimination whateser shall be mdde by reison of the differonce fn
the character of the materiad from which the same may have been produced,

That has renmined the law ever since. At the last session of Con-
gress Senator Murphy introduced an amendment similare to this, It
was agreed to by «5..- Sennte without any disenssion whatseever, It
wax kitled in conference,  Following that, and after the session of
Congress, an effort was made to have the regulations of the Federal
Aleohol Administration se altered that they would have the same
effect a~ the proposed amendment to the law, amd tentative regula-
tions were prepared along the same line as siggggested in Senator
Murphy's awmendment.

When it reached the Seeretary of the Treasury he went into the
matter: he made a thorough investigation and cmne to the conclusion
that thoxe regnlntions should not e adopted as proposed,  Jnstead of
that the regrulations that were vt 35 force in Jonnary 196G--that s,

Junuary of this year—provide m seetion 35 thereot as foilows:

Sk, 38, Presence of nentval <pivits and coloring, tlavoring, and bhlending
materinds,

G I the ense of distilled spieits other than eovedbals, Hguers, and spgelattien
produced by blending or rectitication, If neutrnl spirits had boen used in the
production thereof, there shall be stated the pereentage of nentral spivits wo
used il the name of the commodity from which such neuteal spirits hive been
distilled. The statetuent of percentaze atd the mnne of the commodity shiall be
wmade in substantially the following torm:

(Blank) percent neutral spirits distilled from zealn: oy

(Blank) percent neuteal gpirits distilled from cane products: o

(Blank) percent neutral spivits distitied from fruit; or

(Blank) percent grain (cane produets) frait neutval spivits,

(M In the ease of neutral spivits or of gin proditeed by o process of continuous
distillation there shall be stated the name of the commodity trom which such
newtral spivits or of gin has been digtillod,  ‘The statement of the neme of the
commodity shall be mnde in substantially the following form:

Distilled from grain or distilled froni cane products or distibled from froit,

Senator Kine. Which organization promulgated that ?

Senator Overrox. That s the Treasury Department, the Federal
Alcohol Administration. T will file with the committee the complete
regulations npon this subject. .

ow it oceurs to me that that answers the same objection made by
Senator Murphy to this effect, that there is nothing to indicate the
source from which the manufacture of the alcohol is made.

Senator Crark. Senator Murphy’s snggestion seems to be histori-
cally correct, that whisky, by definition is a beverage made from
grain alcohol, and the very use of the word “whisky” connotes to the
purchaser the fact that it is made out of grain alcohol?

Benator OvertoN. The answer to that is that we are constantly ex-
panding in commerce, in art. and in everything else.  You might sav
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that clothes should be confined to the skin of animals becanse his-
torically clothes originally consisted of the skins of animals.

Senator Bamey, Whisky is not always made of grain,

Senator Overrox. I am very glad to get that information.

Senator Bawey, The original whisky was made of grapes.

Senator OvertoN, Then Tnis(urically we get back to grapes instead
of grain.

Senator Cragk. It is brandy that the Senator is referring to,
That is a well-recognized distinetion at the present time. There is
a distinetion between whisky and brandy. -

Seuntor Kina, Camphor originally was a product of trees. Cam-
}rlmr today is a syathetic product, and yet the same word is used.

nmphor, as T wderstand, deseribes a syithetic camphor that was
formerly grown on trees, in the early days.

Senator Ovexron, It may be very true historieally that aleohol
originated with grapes and then it continued througl the distillation
of grain, i

Senator Chark. That definition was held to be a legal definition in
Presdent Taft’s administration, was it not ?

Senator Overros, I do not know whether it was held to be a legal
détinition or not,

Senator Crark. It was held so by Executive order?

Senator Overrox. 1 assume that President Taft, in giving this
Jdefinition, was simply designating the prineipal source from which
our aleohol or whisky was manufactured.  Now, it seems to me that
the only defense to the Murphy amendment would be to show that
aleohol produced from any other source than grain is impure.

I am interested in this legislation, as the Senator from Louisiana,
heeause T believe my State is very much interested in the production
of sugar cane from which molasses is produced, out of which alcohol
is manufactured.

Senator BarLey. The liqaor that they make from Irish potatoes is
. called what ?

Senator Barxvey. T think that is called vodka.

Senator Murrny. That is called poteen ar mountain dew.

Senator Overron. I will, later on in the statement I am making,
give you the different products from which alcohol is pmsvnt{}
manufactured.

Senator Barey. If liquor is made from molasses would you object
to putting that fact on the bottle, that it is made from molasses?

Senator OverroN. Legislatively?

Senator BaiLey. Yes.

Senator Overrox. T think the regulations now promulgated by the
Federal Aleohol Administration cover the ease. They ({“0 state that
they are manufactured from cane products.

T want to present a statement of Mr. Robert 1.. O'Brien, Chairman
of the United States Tariff Commission, in a letter addressed to me
dated February 13, 1936:

In accordance with the telephone request received from your office, T have
made inquiry in regard to the differences between aleohol produced from grain
and that produced from molasses,

Alcohol produced from cither source is technically the sume ethyl alcohol and
mide to meet the requirements of the United States Pharmacopoeia,  There may
he slight differences in the minute treces of impurities, however, which are
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found in the alcohol from the two materinls, In highly rectified grades the
difference cannot be detected by chemical means, but might be detected by the
sense of smell.

The Commission does not have any information to indicate that when con-
sumed in beverages there are any differences in the physiological effeets,

Now, there is a statement of the Chairman of the United States
Tariff Commission to the effect that alcohol produced from either
molasses or grain is technically the same, and the aleohol produced
from molasses has no deleterious effect.

Here is a statement from Mr. W. V. Linder, Chief, Laboratory

- Division of the Treasury Department [reading] :

Subject, distinction between molasses alcohol and grain aleohol.

Modern distillation and rectification practice has attained such a high degree
of refinement that the resulting aleohol is recovered with only extremely minute
traces of the original congenerics,

Molasses alcohol which has been highly rectificd or purified cannot be dis-
tinguished by any known chemical tests from grain alecohol which hus been
similarly rectitied and purified.

Therefore, in the olden times to which Senator Murphy refers, it
might have been very proper that alcohol should be manufactured
from grain, and aleohol manufactured from any other product was
impure because science was unable, at that time, to manufacture it
from any other source and get a pure product. But the stutement
of the chief of the Laboratory Division of the Department of the
Treasury shows that alcohol produced from molasses is, today, just as
pure as alcohol produced from any other source,

Now, here also, to the same effect, is a letter from Mr., W. G.
Campbell, chief, United States Department of Agriculture, Food and
Drug Administration of the Department of Agriculture. [ quote
fron his letter:

The response to your inquiry is that alcohol made from grain and aleohol
made from molasses are, so far as we are aware, equally suitable for use in
aleoholie beverages for human conswmption, and the difference between them
cannot bLe determined by any method of chemicul analysis as yet generally
available,

Senator Crarx. What do they say about taste, Senator? Rum is
made of molasses and some people like it, but it has a taste that is
very reminiscent of hair oil to many people, and some people do not
prefer the taste of hair oil. What about the taste of whisky as
compared to the taste of rum?

Senator Overron. As I understand the regulations of the Federal
Aleohol Administration, the product must be labeled indicating the
source from which it is made on the label. Alecohol, for instance,
made from molasses would be indicated as a certain percent of it
being made from cane products,

Senator Kixa. I do not quite understand you, Senator. Are you
contending that under the word *whisky” you may sell products made
from cane without indicating the sources from which it comes?

Senator Overrox. No. s T understand these regulations—and I
just glanced at them this morning—the regulations require that the
source from which the alcohol is manufactured must be placed on
each product.

Senator Kina., Well, under that regulation a bottle of liquor that
had been made from cane products would have to state that; is that
your idea?
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Senator OverroN. That is the interpretation X place on it,

Senator Kine. Is that the present regulation ! .

Senator Overton. That is the interpretation that I place upon it.

Senator Kixa, Then if that be true, if I understood Senator Mur-
ohy, he was willing that we might sell molasses whisky if it should

stated upon the label that it was the product of cane or molasses.

Senator Overron. That is the regulation. Shall I repeat the
regulation?

Senator Kina. I recall what you said about it.

Senator Overron. Yes. Here is a statement by Mr. C. A, Browne,
Acting Chief of Bureau of Chemistry and Soils, United States De-
partment of Agriculture, and he states as follows.

In the chemical sense, of course. the alcohol derived from either of these
materials is identical, providing the distillate is subjected to the proper degree
of fractionation. Under eflicient conditions of fractionation, such us are ob-
tained in the well-designed fractionating columns available today, it should bhe
possible eventually to fractionate the product of fermentation of both molasges
and grains so that no difference in the composition of the aleohol so derived
could be detected. Iowever, when less-cfficient distilling columns are employed,
there will be a difference in the composition of the alcoholic distillate obtained.
This is due to the presence in the distillate of certain quantities of so-called
congeneric substances.  These substances, made up of acids, aldehydes furfural,
ethers, and higher alcohols, will differ in composition, depending upon the type
of mash from which they are distilled. Thus a fermented corn mash upon dis-
tillation will yield an alcoholic solution which will have a different flavor and
aroma from that derived from a fermented molasses mash, It is from this
property, of course, that whisky and rum derive the characteristics which
differentiate them as potable liquors. The amount of congeneric substances
present in distilled liquors varies considerably, but in any event they will always
be characteristic of the mash from which they were distilled.

Mr. Martin H. Ittner, chairman of the committee on industrial
alcohol, American Chemical Society, stutes, as to the effect of Senator
Murphy’s amendment, that:

This would have the effect of defining a well-known chemical body which may
be and has been produced in a number of different ways, from a number of
different raw materials, as necessarily derived from a single raw material. To
do this would be to establish to some degree a precedent very inimieal to our
American chemical industry and might, therefore, at some time later prove to
be very harmful to the chemieal industry and to the public. One of the things
that has been most helpful to progress in the chemical industry s the fact that
many different chemical bodies, such as ethyl alcohol, can be produced in a
number of entirely different ways from totally different raw materials, thus
furnishing opportunity and encouragement to American chemists to undertake
research work leading to the development of new methods of manufacture,
opportunities to American manufacturers to find new ways to compete with old
methods of manufacture, and benefit to the American public from the results of
such new methods of manufacture,

I quote from a letter from Mr. H. E. Howe, chairman of the indus-
trial alcohol committee, American Institute of Chemical Engineers,
in which he states:

To those of us in the chemical industry it seems absurd to endeavor to define
a perfectly well-known, easly identifiable, and definite chemical compound by
the source or kind of raw materials from which it is made. We recognize, of
course, that it is an effort to obtain an extensive market for one particular
agricultural product, but this discrimination seems to us unwarranted and
unsound.

Here is a letter from the deputy commissioner, Mr. Stewart Berk-
shire, of the Treasury Department. in which he gives me tables with
reference to the production of alcohol and different statistics in ref-
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erence to alcohol for the fiscal year ended June 30, 1935, Table 6
shows that in the production of ethyl aleohol the materials used dur-
ing the fiscal yeur 1935 was: From molasses, 187,722,553 gallons, rep-
resenting 85.49 percent of the total production.

Now, I will call attention of the members of the committee to this
statement, that ethyl alcohol today is produced from molasses and
from ethyl sulphate, from grain, from hydrol, from pincapple juice,
from fermented liquor, and from mixtures of grain, hvdrol, and
molasses, and of the total production of alecohol of 320 million, in
round figures, of 187,000,000, in round figures, is produced from
molasses,

Now, the reason possibly behind this amendment is that alcohol
can be produced from molasses much cheaper than it can be pro-
duced from grain, and it results in a lowering of the price of alcohol,
Mr. Robert L. O’Brien, chairman of the United States Tariff Com-
mission, advises me in a letter dated February 13, 1936, us follows:

These preferences are evidenced by the fact that at the present thme 190
proof undenatured aleohol from grain is quoted at about 40 cents per gallon
higher than the corresponding grade from molasses.

Senator Crark. How much higher, Senator?

Senator OvertoN. Forty cents per gallon higher. What is the
price per gallon; do you know?

Senator Crark. No.

Senator Overron. Now, in view of the fact, Mr. Chairman, that
alcohol is produced from other products than grain, that the aleohol
so produced is chemically as pure, under modern methods of rectifi-
‘ation, as aleohol produced from grain, why should there be any dis-
erimination made in respect to aleohol that is produced from mo-
lasses and from other sources?

Senator Baieey. Is not the diserimination simply stating from
what it is derived? Does not that cover it?

Senator OvertoN. The effect of this amendment would be to pro-
hibit the sale of any neutral spirits, whisky, or gin, that is produced
from anything else other than grain.

Senator Barkrey. It does not prohibit the sale of it, but it pro-
hibits the sale of it as whisky, gin. or alcohol. You can find some
other name for it.

Senator Overron. You will have to find some other name.

Senator Bamey., Would you be satisfied if we called it whatever
it was, if we named right on the label just how it is made?

Senator Overton. Yes; that we make it from cane. We have got
that today. Wa say “cane production” or “grain production”. or
whatever source it was made from,

Senator Bamey, You do not object to that ?

Senator Overron. Noj I do not object to that.

Senator Barkrry. You contend that it is the regulation now?

Senator Overron. I contend that is the regulation now. In other
words, I am perfectly willing that you keep in the law the require-
ment that is now preseribed by the Federal Alcohol Administration.
Now. I just want to put in the statement made by the American
Pharmaceutical Association in a letter addressed to Senator King



S e

LIQUOR TAX ADMINISTRATION ACT 213

under date of February 11, 1936, of which a copy was forwarded to
me by the Secretary. T quote as follows:

The United States Tharmacopoein  defines alcohol synonyms ethanol,
ethy] alcoliol, spiritus vini rectificatus, for medicinal purposes, as “a liquid con-
taining not less than 923 percent by weight, corresponding to 94.9 percent by
volume, at 15.56° (', of GILOII, and gives appropriate descriptions and tests
for its Identity, purity, and strength. It does not, however, restrict the source,
of alcohol and it is our convietion that any attempt to restriet the source of
such a pecessury hasle chemieal material is highly undesirable.

Senator Xixg. Congressman Dirksen wanted a few moments, and
we will hear him now.

STATEMENT OF HON. EVERETT M. DIRKSEN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF ILLINOIS

My, Dirksex. Senator King, and members of the committee, I
deeply regret I could not come before your committee this morning,
but T was tied up in the Judiciary Committee on the House side. I
desire to testify on the so-called Murphy amendment, dealing with
grain and blackstrap.

I do not know to what effect those gentlemen testified, and perhaps
1 have some notions altogether different. My opinion in the matter,
of course, has been one of rather long standing, and is fortified some-
what by the fact, first of all, that I have a Corn Belt constituency;
and, secondly, we manufacture a lot of grain whisky in my district,
which comprises PPeoria and Pekin, I11,

As we consider that blackstrap amendment, we have in mind the
general promises we made in 1932 when the prohibition issue began
to crystallize. and we went to the country promising the farmers if
they would support repeal it would enlarge their grain consumption
and we would protect them.

We made all sorts of promises on both sides of the fence, and I
was one of those, as well as others. That is one thing which is
indisputable,

Sccondly, we came along with the farm program, and the program
to get rid of surplus agriculiural products. snd the Soil Conservation
Act, which was aimed direetly at solving the surplus problemn.

There you have the meat of the coconut.

So far as blackstrap is concerned, if we permit sizable quantities
of blackstrap to come in from offshore islands, it is in direct competi-
tion with our grain.

Senator Bamey., How about our native cane?

Mr, Dimgsen, As to our native cane, T will say we do not have
nearly enough blackstrap molasses from our native cane to satisfy
the needs of the manufacturers of mixed feed.

Senator Baruy, It is not used in liquor?

Mr. Dirksex. Noj it is used in mixing dry feeds, such as cut
alfalfa, and others,

Senator Bamey. It is used in rum, too?

Mr. Darxsex, Surely, but we do not have nearly enough for our
own gurposos, from the domestic supply, and some has to be im-
ported.
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What [ am objecting to particularly, and I am selfish about it, is
that we permit these Targe importations of blackstrap, which are
in direct competition wiﬁx grain, and then we have that supple-
mented by the regulations gotten out by the Aleohol Administration
putting molasses spirits on'a parity with grain spivits,

When those regulations were gotten out last year, L filed a pro-
test with the Administration on the ground that they permitted
distillers and others to place a label on their product, w\nich con-
tained neutral spirits made from binckstrap, which was mixed with
some other kind of domestic product to make up a potable drink,
and merely reciting that the neutral spirit therein contained was
manufactured from cane products,

That looked to me like n complete distortion of the intent and
purpose of the Congress when we passed the Federal Aleohol Ad-
ministration bill. '

With that thought in mind, Mr. Hoyt sent the regulations to
the Treasury, and they went back and forth and nothing eame of it.
Then Mr. Hoyt went out of office, and when the temporary adminis-
trator was appointed, the regulations went through, with the provi-
sion in_ them that the aleohol used may be distilled from any
material,

Secondly, steaight whisky is made from corn,

Thirdly, a blended whisky is made from a small percentage of
steaight whisky, and the rest of it from neutral spirits, so that the net
result is we are going to make it possible for blackstrap molasses
to be processed mto distillate to be mixed with some portion of
whisky, and put on the market, without something on the label to
indicate that that is the case. I think that is going back on every
promise we made to the American farmery, and we are flying in the
face of the agricultural program, because it is inconsistent with that
program,

The third item is this, and I am glad these gentlemen testified
about bootlegging, because that is an excellent peg upon which to
hang a few remarks,

I will say, unless you stop this imported blackstrap molasses for
domestic purposes, vou are never going to stamp out bootlegging, I
will not mention names, but a little more than a year ago, 88 cases of
whisky came into Washington, A certain gentleman bought. them
on sample in Baltimore, The load arrived and was checked off,
When they began unloading them he noticed the serial number of
every one of the cases was the same,

He stopped unloading. 1t came to my attention, I began digging
into it, and what did we find? We found a molasses still within
the corporate limits of Baltimore. It was a big one, 1t was the
apparent source of this whisky with so many similay serial numbers,
"There are molasses stills in other large towns,  There is one in o town
in New York which has a sign on it called a fur company, and
instead of that it is a molasses still,

I think if this amendment is not adopted you will let them put
this liquor into our system and deprive the country of the revenue,
beeause you can compactly store molasses, and you do not have to
grind it, and all you have to do is mix a little water with the black-
strap, ferment it, and then distill it, and there it goes.
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Senator Barkrky. How would the Murphy amendment affect this?

Mr. Dirksex. Does it not stop them from labeling anything as
whisky except that which is made from cereal grain?

Senator Barkrey. This bootlegging you are talking about is not
legitimate liquor?

Mr. Diexsen. 1 venture {o say T can go into the liquor stores of
Wiashington and find that kind of liquor on sale,

Senator Barkrey. This matter you mentioned in Baltimore, you
cannot find that kind of liquor there.

Mr. Diexsen, That was an illicit still; yes. This not only affects
the farmers but it has a direct bearing on bootlegging,.

Senator Barkrey. This amendment does not prevent molasses from
coming inj it just says it shall not permit the labeling of whisky of
blackstrap molusses as whisky.

Me, DmexseN. In that sense, I will go further than Senator Mur-
phy does in this amendment in order to stop it, but I do feel that X
want to bring that idea before the committee, but T would not. pre-
sume on the committee to attempt to tell yon about blackstrap mo-
lnsses made into neuteal spirvits, T think there is a gentleman here,
Dr, Doran, who can tell you about that, and if it would please the
committee, T would like to hiear him on that subject.

Senator Kina, Without your request, the Chairman had his name
on the list.

Mr. Dirksen. Thank you, that is very nice. I wanted to bring
it before you in a brief way, and will let Dr, Doran tell you more
about it. ITe has been identified down there in the Department for
a long time, and I think he knows the story,

However, I confess a selfish: interest. in hehalf of the farmer in
putting in a provision against the making of any liquor from black-
.s{rup molasses. 1 think it also violates the Pure Foods and Drug
Act.

I also want to call to your attention what whisky is.

Senator Kina, Suppose the molasses is shipped over from Ha-
waii, or from Puerto Rico, both of which, as vou know, are under
the flag, what moral or legal right would we have to prevent ithem
utilizing the molasses for any proper legitimate purpose, provided
in the sale of any product there is no deception, if they indicated
the product they ave selling, resulted from the use of molasses, on
its face?

Mr. DirkseN, You mean for the purpose of a potable drink?

Senator Kina, Yes, .

Mr. Dieksen. 1 would say first of all, it violates that great opinion
handed down by President Taft, and concurred in by different Attor-
neys General, to the effect that whisky is distillated from grain,

cnator Kina. That was an executive statement,

Mr. DirkseN. To be sure, but it sought to summarize what whisky
was,

Senator XanNa. It was not a legislative declaration, and if so, it
would not bind future Congresses, and if it was violative of rigixts
of individuals, it should not have any effect.

The point I am trying to get is, molasses is a legitimate product
from the utilization of cane, and if a man proé’uces cane, then
produces sugar, and has some molasses after the sugar is produced
why may he not use that molasses to make a potable drink, provided
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he is not deceiving the public, and indicates upon the drink it is a
dvink manufactured from molasses?

Mr. Dmxsen, If we recede from the position that whisky may be
some other distillate than that derived from grain, then 1 would say
to yout that has not been had in mind by the Federnl Alcohol Admin-
istration, when they say that you can write on a label that the neutral
spirits here have been derived from cane produets.

If it states on the bottle that it was made from blackstrap mo-
lasses the average consumer would not buy it, and when you say
cane, they think it is something like sugar,

Senator Kixa. Suppose we required them to say it is derived from
molasses

Mr, Dmgsen. I think you would be going a long ways,

Senator Barkrey, I appreciate yvour viewpoint, and I am gome-
what in sympathy with the corn situation, beeause we produce a lot
of corn in Kentucky., We produce a lot of molasses, too, but it is
50 good we do not spoil it by turning it into whisky.

I'his nm(-mlmmtswre, however, really requires the Federal Alcohol
Administration to bar the use of the name of whisky where there is
used neutral spirits of ethyl aleohol from any product other than corn.
They do make gin out of this sirup?

Mr. DirkseN. Yes; they do.

Senator Barkrey. If they do make gin out of this sivup, and it is
really gin, why deny them the right to call it that? Tf it is gin and
you can’t call it grin, what are you going to call it{

Mr. DirkseN. Understand, I go from what might be considered a
very narrow premise. I do not believe we are dealing fair with our
farmers.

Senator Barkrey. There has been a very considerable inerease in
the use of corn in the manufacture of liquor, as a result of repeal,
and we have kept our word, T do not know anything about the
argument used all over the country to induce people to be in favor
of repeal of the eighteenth amendmént on the ground it would make
use of n larger number of bushels of corn: but if that was the argu-
menty, and we made ity it has been kept to the exient that corn has
been uged in the manufacture of this liquor, so that we cannot be
charged with having rencged altogether on it.

Mr. Dmksexn, Under the regulations, however, neuteal spirits ean
be put in straight whisky and that neutral spivits can be made from
blackstrap.

Senator Barkrey. I think the amount produced from that source
is proportionately small,

r. Dmxsex. It is just beginning, of course, 'We probably will
@o through the same expericnce we went through with industrial
aleohol in 1932, They manufactured 142,000,000 gallons of indus-
trial aleohol, and over five-sixths of it was made from blackstrap
molasses and very little from eorn, and we will have the same experi-
ence as far as beverage distilling is concerned, if we do not erect a
fence somewhere, and it has got. to be done right now.

Thank you.

Senator Kine. We will recess until 2 o’clock.

(Whereupon, at the hour of 12:08 p. m. a recess was taken until 2
p. m. of the same day.)
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AFTER RECESS

Senator Kina. The committee will be in order. Senator Cope-
land stated he desires you to testify, Mr, Greenhut, and the com-
mittee will now be glad, to hear you.

May I say we intend to close the hearings as soon as possible?
First we will hear you; then if the Treasury Department wants to
make a brief reply, we will hear them; then perhaps we will hear
Dr. Doran and one other witness.

You may proceed.

STATEMENT OF EUGENE GREENHUT, OF THE EXECUTIVE COUN-
CIL OF THE NATIONAL CIVIC FEDERATION, NEW YORK, N. Y.

Mr. Greennur, My name is Eugene Greenhut, of New York City.
I am o member of the exeeutive couneil of the National Civic 14‘03,-
eration which was organized in 1900, composed of representative of
capital, labor, and the public, as an educational movement seeking
the solution of some of the great problems related to social and in-
dustrinl progress. It provides especially for the discussion of ques-
tions of national import, nids in the erystallization of enlightened
public opinion, and promotes legislation when desirable.

The federation’s presidents have been successively. Marcus A.
Hanna, August Belmont, Seth Low, V. Everett Macy, and Alton B,
Parler.

Samuel Gompers was the first vice president for 25 vears.

With your permission, Mr. Chairman, I should like to enter into
the record the names of the members of the present executive council
and national advisory board so that your committee may know the
character of men and women who today comprise the National Civie
Federation.

The present executive council is composed of the following: Elihu
Root, honorary president; Matthew \{'oll. acting president; Ralph
M. Easley, chairman, executive council; Samuel McRoberts, treas-
arer; Chester M. Wright, secretary; Archibald E, Stevenson, general
counsel; Joseph P. Ryan, chairman, committ{ee on Russian affairs;
John Hays Hammond, chairman, department on active citizenship ;
William R. Willcox, cfmirmun, industrial welfare department; Miss
Maude Wetmore, chairman, woman’s department; Gertrude Beeks
Easley, secretary, executive conncil; Mrs, Coflin Van Rensselaer,
excecutive secretary, women’s department; and myself, as special
advisor on the American liquor problem,

Additionally, there is a national advisory committee comprising :
Herbert Bnniy, attorney, New York City; Howard E. Coffin, chair-
man_of board, Southeastern Cottons, Inc., New York City; Walter
C. Cole, vice president, Michigan Patriotic TFund, Detroit, Mich.;
Hon, Cornelius F. Collins, judge of the court of general sessions, New
Yorlk; Louis K. Comstock, president, Merchants Association of New
York, New York City; Hon. Royal S. Copeland, United States Sen-
ator, New York City; George B. Cortelyou, former Secretary of the
Treasury of the United States, New York City; Lincoln Cromwell,
William Iselin & Co,, New York City ; Brig. Gen. John Ross Delafield,
honorary commander in chief, Military Order of the World War,
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New York City; F. Trubee Davigon, president, the American Mu-
seum of Natural History, New York City; Lawrence B. Elliman,
president, Pease & Elliman, Inc., New York City; Walter 8. Faddis,

resident, Building Trades Em )ioycrs’ Association, New York; J. B,
Porgan, Jr., vice president, IMirst National Bank, Chicago,” Ill.;
Rt. Rev. James E. Freeman, bishop, Protestant Episcopal Church,
Washington, D, C.; Philip H. Gadsen, vice president, the United Gas
Improvement Co., i"hiludelphiu, Pa.; William J. Graham, vice presi-
dent, Kquitable Life Assurance Society, New York City; Henry J.
Howlett, economist, New York City; C, IV, Kelley, president, Ana-
conda Copper Co., New York City; William Loeb, vice president,
Ameriean Smelting & Refining Co., New York City; Hon. James W,
McCormack, United States Congressman, Boston, Mass.; John J.
Mitchell, banker, Chicago, Ill.; Gilbert H. Montague, attorney, New
York City; William Fellows Morgan, chairman of the board, Mer-
chants Refrigerating Co., New York City; Dr, William Starr Myers,
department of politics, Princeton University, Princeton, N. J.; Dr.
Charles O. Neill, manager, bureau of information, Southeastern Rail-
ways, Washington, D. C.; Hon, Morgan J. O’Brien, former judge,
New York Court of Appeals, New York City; Dr. Frederick D. Rob-
inson, president, College of City of New York, New York City;
Victor Rosewater, journalist, Philadelphia, Pa.; Ellison A. Smyth,
former president, American Cotton Manufacturers Association; Rt.
Rev. Ernest M, Stirves, bishop, Protestant Episcopal Church of Long
Tsland, Garden City, Long Island; Arthur O. Townsend, attorney,
New York City; Charles R. Towson, former secretary, International
Congress of Young Men’s Christian Associations, New York City;
Frank V. Whiting, general claim agent, New York Edison Co.,, New
York City; Daniel Willard, president, the Baltimore & Ohio Railroad
Co,, Baltimore, Md.; Clinton Rogers Woodruff, honorary secretary,
National Municipal Review, Philadelphia, Pa.; and J. Harvet Wil-
liams, president, J. H. Williams & Co., New York City.

In June 1934 the executive council of the National Civic Federation
passed the following resolution [reading}:

Wherens it has become apparent that our public welfave 8 menaced by a
marked incrense in bhootlegging and racketeering with resulting loxses to both
Federal and State governments In revenue from taxes: Be it

Resolved, That the executive council of the National Clvie Federation au-
thorizes a comprehensive survey of present conditlons with a view to ascer-
talning what, 1f any, remedy of a practical nature may be recommended,

In compliance with that resolution a comprehensive Nation-wide
survey was instituted into every phase of hquor control, taxation,
administration, illicit sale, and the relation of all these to the public
welfare. The survey has required more than a year for its com-
pletion. It was conducted at great expense and has resulted in the
accumulation of what is probably the most voluminous, authentic,
and unbiased compilation of data and information ever assembled
Ly any unprejudiced, independent, and public-minded organization
on the sulHect of liquor control and taxation,

The study definitely demonstrates that there are just two primary
factors which in themsclves result in losses in collectible revenue
of hundreds of millions of dollars annually by encouraging boot-
legging, rum running, and illicit distribution, and, at the same time,
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cause retail prices to the consumer to be at least 50 percent higher
than necessary.

These two primary factors are (1) the present method of collect-
ing at the source the $2 Federal excise tax and the present existing
import duties due on foreign spirituous liquors :vol(i in the United
States; 32) the use of strip stamps as sole evidence that all taxes and
import duties have been paid on any bottle to which a strip stamp
has been aflixed,

Let us consider the first factor. Because laxes are collected at
the source before spirituous liquors have been put into distributive
channels, there resnﬁts a pyramiding of overhead and profit, not only
on the manufacturer’s cost of the merchandise, but more importantly,
there is additional pyramiding on the tax and duty which each
successive distributor automatically considers part of his base cost
upon which he computes his operating mark-up. Hence, each suc-
cossive handler adds his operating profit, not only to the manu-
facturing value of the goods, but additionally he adds his normal
percentage of profit to the taxes and duties as well. ‘The net result
of this pyramiding practice is that for each dollur of tax or duty
collvctc({ by the Federal Government, the consumer pays approxi-
mately $2.

Thus, a high tax-paid market is ereated which allows the large
margin necessary for bootleggers, rum runners, and all other illicit
sellers Lo continue their operations on a highly profitable basis; it
deprives the IFederal and State governments of millions of dollars
of needed revenue now provided by law; it places unnecessary price
burden upon the consumer with no compensating advantages; but
most important of all, it encourages the continuation of a disregard
for law and order, and, as in the past, provides the principal source
of financing for bootleggers, racketecrs, kidnappers, and all other
elements of the underworld.

Let us now consider the second factor. If the Treasury continued
to evidence all tax payments solely with strip stamps, then no matter
how efficiently administered the present method cannot ever work
because it is & method which is an outgrowth of a system more than
50 years old, designed to collect taxes when the major portion of
spirituous liquor was sold in barrels and not in bottles, as is the
le%?lly required method of today.

p to the time of national prohibition perhaps 80 percent of all
spirituous liquor sold by distillers, rectifiers, and importers was
transferred to the point of actual consumer sale in barrels. On-
premise consumption licensees, such as restaurants, hotels, and clubs,
could buy barreled whisky for bar use; wholesalers and chain re-
tailers bought barreled whisky and bottled it for local consumer
trade, mostizy under private labels. .

Today Federal law prohibits the sale in bulk. Whisky must be
sold in bottles by the gistiller to a wholesaler, who in turn sells to
the off- and on-sale premise licensce. No sales are made direct from
distiller to retailer except in the case of State monopolies, where the
monopoly is both wholesaler and retailer. ) »

Previously, as a barrel was taken out of bond, the imposition of
the tax upon the contents of the barrel did not lend itself to the
pyramiding which is compelled by the present system of distribution,
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because sales could be made dircet Lo the retailer; also the tax was

. lower and the cost of the whisky lower, so that the final retail price
wag low, Low retail prices offer no inducement to illicit distillers.
But as long as initial prices ave high, as long as distillers and im-
porters must sell through wholesalers, as long as sales are permitted
only in bottles, nnd asg long as taxes and import duties are collected
at the source, this pyramiding must continue.

Turthermore, under the old distributing sct-up, there was little
opportunit ar for tax evasion, The amount of tax on each barrel was
evidenced by a canceled revenue stamp which, immediantely previous
to the World War, amounted to $55. "Hence the initinl beokkeeping
record required to trace and control a barrel of liquor was a unit
involving $55 and covered 50 gallons of tax-paid liquors.

Today, however, the primary bookkeeping record, which would
have to be used were the same system of control to be followed, is
one pint of liquor, as more pints ave sold than any other wnit. This
involves a tax payment to the Government of 25 cents.  Even so, this
tux payment is not evidenced by a 23-cent Federal tax stamp being
pasted on the pint bottle and canceled, but by what is known as a
strip stamp which costs 1 cent, These strip stamps have been
readily obtainable not only by the legitimate distiller, rectifier, or
importer, but also in large quantities by the illicit operator. Fur-
thermore, counterfeits ave available, also in large guantities.

In other words, whereas previous to prohibition one stamp had to
be paid for, used, and recorded, which covered 200 pints and cost
$55, today 200 individual records, each involving 1 cent, would have
to be kept in order that the same amount of control might be exer-
cised. Mathematically, therefore, records would have to be kept on
perhaps 1,000,000,000 units of sale annually, whereas the number of
units of sale before prohibition on which proper records were to be
kept, would not have exceeded 2,000,000 to cover the barrel sales,
which represented 80 percent of the total traffic.

For these reasons, we contend that the present method of tax col-
lection can never result in the elimination of illicit selling, even ix
the apropriations for strict enforcement are greatly increased; the
actual mechanical check-up would be too complicated.

Furthermore, we contend that high retail prices to the consumer
under the present method of tax collection cannot be substantially
reduced regardless of any concessions made by distillers, wholesalers,
or retailers unless excise taxes and import duties are deferred until
time of retail sale as provided by the Copeland nmendment.

Moreover, the plan proposed by the (J()?chmd amendment offers a
legal weapon which will probably be the largest contributing factor
in stamping out illicit distilling, The Copeland amendment pro-
vides a legal instrumentality by which a buyer, who willfully and
knowingly purchases non-tax-paid liquor, becomes a party to a con-
spiracy with the seller to defraud the United States Government
of its lawful taxes and therefore the Attoreny General, may prose-
cute all parties in liquor violation cases not as tax evaders but as
conspirators engaged in an effort to defraud the United States Gov-
ernment.  The Copeland amendment therefore offers, for the first
time, a method to prosecute the buyer as well as the seller,

This interpretation of the Copeland amendment, first advanced by
Paul Shipman Andrews, dean of the law school of Syracuse Uni-
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versity, has elicited the concurrence of a large group of eminent
jurists and lawyers,

Here is the basis of Dean Andrews’ reasoning:

A Federal tax on spirituous liquor of $20 per gallon is due on
every gallon of liquor manufactured in the country.

If the Copeland amendment is adopted, an individual, willfully
and knowingly buying liquor without. each bottle having affixed to
it the proper canceled tax stamps, by that purchase, enters into a
conspiracy with the seller to defraud the United States Government.

A retailer purchasing liguor from a bootlegger for the refilling
of previously used bottles, likewise, by such purchase enters into a
conspiracy with the seller to defrand the United States Government,
because he is refilling a bottle bearing canceled or counterfeited Fed-
eral stamps,

The retailer selling for off-premise consumption would be un-
likely to sell individual bottles without canceled stamps thercon
beceause such sales would be proof conclusive of conspiracy to evade
payment of taxes, making both buyer and seller linble,

Obviously then, becanse of the risk involved and the severe penal-
ties which existing laws requirve to be imposed, the public and all
retail-liquor dealers would refrain from purchasing liquor from illicit
sources. This should automatically disable the bootlegger, because
bootleggers, like other businessmen, caunot exist if they have no
customers.

In July 1935 Senator Harrison sent a copy of the Copeland amend-
ment to the Sceretary of the Treasury for comment. The Secre-
tary’s reply contained the following:

Hxperience hag demonstrated that it {8 more economienl to colleet taxes on
such commodities, as intoxicating lgquors from the manufacturers or importers
of whom there are relatively few and whose operations can with comparative
ecage be supervised by Government officers for the purposes of accounting for
‘t:he liquors produced or imported and otherwise insuring the payment of the
ax.

Our general answer to this is that the Secretary can, as he says,
with comparative ease, collect the taxes he now gets from manufac-
turers and importers beeause those taxes which he succeeds in col-
lecting are only o part of what he is entitled to collect.

If there were no enforcement, division, no supervision, no store-
keeper gagers at distilleries and rectifying plants, and no customs
officials, bonded warchonses, or coast guards—still the Secretary
would collect some revenue on liquor, because the taxes due have
been imposed by law. There are some people in the liquor business,
as in other businesses, who wonld pay taxes when due regardless
of any Treasury Department activity.

But it must be remembered that about the time this letter was
written last year the Secretary appeared before the House Ways
and Means Committee and asked for passage of the antismuggling
bill to protect the revenue because the present method of tax collec-
tion did not succeed in collecting the taxes and duties due. Here,
in part, is his testimony of March 8, 1935:

Prior to prohibition this country was not troubled much with smuggling.
During the 14 years of prohibition the business of smuggling liguor into the
United States from all parts of the world developed to very serious and
troublesome proportions. .

41765-—pt. 3—86——38
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It was generully expected that with the repeal of prohibition liquor-smugghing
operation and (rauds on our revenues would he materlully reduced, Ilow wide-
spread this opinfon was may he evidenced by the faet that the appropriations
for the Const Guard, the flrst Hne of defense agoinst the rum runners, was
reduced from $25,772,050 for the fiscal year of 1934 to $18,040,400 for 1935,
This drastic reduction resulted from a hellef that repeal would largely velleve
the Coast Guard of those portions of its lnw-enforcement activities which were
directed agninst smuggeling,  Foy o time after repeal such proved to he the case,
but, commencing with the spring of 1934, Hquor smugglers again appeared along
our consts, and thelr operatfons have now fnerenxed to alarming proportfons,
Thus, fn March 1934 only 20 smuggling vessels weve observed off the coast,
but by February of this year this number hud fnereased to 22, ‘Thirty-nine
forelgn vessels are presently known to the Const Guard to he regularly engaged
in the illlett Hguor traffle, Inasmuch am thoxe vessels are hovering beyond
our customs waters, they are not subject to selzure under oxisting laws, and
hence they carry on thelr smuggling operations nlmost with impunity.

Alcohol constitutes almost the entire cargo of these vessels, This I8 due
to several things, It is very chenp, It ean be produced abroad at costs ranging
from 20 to G0 cents n gallon, It {8 highly concentrated. Two and one-half
gallony of whisky can be made from n gnllon of aleohol. It enjoys n large
price differentinl due to the customs duties and Internnl-revenue taxes, which
amount to $13.10 on a gnllon of 100 proof.

A summary of the movements of known nleohol smugglers for the last 4
monthy of 1034 Indleates an ontward movement from the principal ports of
supply to the coast of the United States of over three-quarters of a million
gallons of aleohiol, At this rate there would be an annual movement of over 2%
millon gallons,  The annual internal-revenne loss on this amount of alcohol, at
$3.80 per gallon, would he almoest $9,000.000; 1he loxs in customs dutles, at §9.50
per gallon, would be over $21,000,000, making a total loss of over $30,000,000,

The principal enforcement ageneles engaged in the prevention of smuggling
are the Const Guard wd the Bureau of Customix,  The appropriations for the
Coast Guard for 1935 are 1834400 thoxe for the Bureau of (ustoms (omitting
the refund and draw-hack tigures) arve $18,500,000, It s esthinated that of these
appropriations ahout 20 percent, or hetween 7 and 8§ million dotlars, {8 properly
chargeable to our efforts to prevent smugling,

The practienl difficulties in chiecking smuggling can hardly be exaggerated.
Our 10,000-mile const line, with the many opportunities it affords for conceal-
ment; our comparatively small Coust Guard force of uabout 10,000 men; the
senmanship and daring of the rum runners: and the highly efficlent and well-
finnneed smuggling organizations that have grown up sinee the event of prohi-
bition, all are prime fuctors in making the smuggling problem one difficult of
solution, Another, and not the least important factor, is the inadequacy of
existing antlsmuggling tegislation, The ineffective legislntiye weapons at present
at our disposal for this work have time and time aguin permitted the escape
from punighment of vesxels which were violating every principle behind our
enstoms enforcement laws, vessels, in fuct, which had never earned an honest
dollar in thelr entire seagolng lives, but had been designed, buill, and used
exclusively for smuggling into the United States,

This statement by the Seeretary was not the only one which was
quoted by the public press. During the 18 months following repeal,
the press of the country had been, nlmost daily, carrying numerous
accounts of the enormity of the bootlegging, ram running, and other
illicit liquor trafic. Most of these statements originated with See-
retary Morgenthau, former Under Secretury Coolidge, the then
F. A. C. A. Administrator Choate, and others in high anthority.
IHere are some of these statements [reading] :

We now have facts from which the reasonable inference is * * *  that
bootleg production continues on xo huge a senle a8 to constrain us to the con-
cluston that our people must now he consuming greater quantities of splirits
thun they did in pre-prohibition days. * * * The Government i8 losing
more taxes than it gets. A colossal eriminal industry, necessarily highly organ-
fzed, still exists, * * * Jf any progress I8 over made in either control or
temperance, if ever the expected revenue is to he realized, this eriminal indus.
tr,);;uuat he destroyed.-—Joxeph Choate, Jr., In the public press on April 29,
1034.
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In the National Capital hootleggers ave delivering liguor In case lots to hotel
roomy, During the discussions with distillers and bottle makers, it was dis-
closed that 90 percent of the bustness in one well-known type of rum was hoot-
legged ; that only 16 percent of the business of one popular hrand of rye was
;(.igl%l&r{;ine.—‘m-cretary of the Treasury Morgenthau at a press conference, June

'l.l.‘ho.lll;lﬂ Jefferson Coolldge, Acting Secretary of the Treasury, stuted that
desplte repeal there appears to he an increase In lquore smuggling along the
Northenstern const,  Mr, Coolldge said, “The Department hnd heen informed of
ot least 14 smuggling vessels along the seaboard from Delaware to Maine,——
New York Herald Tribune, July 24, 1034,

The Treasury’s revenue policy carvled on vigorousty toduy % % Report,
showed 2,110 persons aerested in what wus probably the underworld @ %
In about 24 hours M0 moonshine stills, with o dally eapuelty of 219,866 gatlons,
were gathered in by the Aleohol Tax Unit-- New York Thaes, Mureh 17, 1935,
(The annunl capucity of these stills execeds lnst yowr's totul tax-paid production.y

Obviously, as the first 2 years were passing, conditions were getting
worse, not better. In April 1934, Mr. Chonte “fearved” that seizure of
illicit plants for the first 3 months indicated that the year's total
would amount to 7,052 illicit plants, with a combined annual capacity
of 271,623,080 gallons, Actually the year’s total, as reported by See-
retary Morgenthau in his year’s report, was 10,047, almost 3,000 more
than the incredible potential,

According to the Secretary before the House Ways and Means Com-
mittee, “in March 1934 only two smuggling vessels were ohserved off
the const.”

Yet less than a year later Secretary Morgenthau, before the House
Ways and Means Committee, reported 89 vessels earrying on their
smuggling operations nlmost with impunity, Apparenily smugeling
was increasing even more rapidly than illicit distillation,

But almost immediately after the If. A, A, bill was passed by both
Houses of Congress last August, without the inclusion of the Cope-
land amendment, practically all information regarding still scizures
by the Iinforcement Division, rum runners by the Cloast Guard, and
other enforcement activity of the Treasury ceased to find its way
into the public press.  While numerous bills ‘were before the Congress
in the last session dealing with strengthening liquor control, the press
of the country continuously carried accounts of the enormity of the
bootlegging and rum-running traffic, most of which emanated from
officials of the Treasury Department and the F. A. C. A, However.
as soon as these new control measures were passed, a different type of
statement found its way into the press definitely suggesting that the
bootlegger is on the run, his day is almost over, and within a short
time there will be no longer any 1llicit traffic,

This, Mr. Chairman, 1s far from the truth.

The i)ootlogger is resourceful., In the last 2 years, he has merely
adapted himself to the new conditions. Large groups of illicit
operators own distilleries, import concerns, rectifying plants, whole-
sale houses, retail package stores, and restaurants and bars—all
protected by licenses through which the product which evades taxes
passes from point of distribution to point of consumption—operated
efficiently and highly profitable. The entire system is well organ-
ized. The product is made to appear tax paid and legitimate because
strip stamps, legitimate or counterfeit, are attached to all the bottles.

So that you may appreciate the enormity of this traffic, and that
you may follow it step by step, it is perhaps advisable flrst to ex-
plain to you just how this traflic today operates.
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The illicit traffic is divided into two classifications: namely, sup-
ply and distribution, Supplies mainly come from—

1. Distillation of alcohol from molasses, sugar, grain, and other
products.

2. Fraudulent diversion by permit of aleohol in bond made by
legitimate distillers,

3. Conversion of denatured alcohol into neutral spirits by remov-
ing denaturants in “cleaning™ plants.

4. Rum running of high-proof spirituous liquors from other
countries and blending these with alcohol or essences to make the
spirituous product,

These four supply methods of today, as always in the past, account
for the nontax-paid product, During the period of prohibition it
was always sufliciently plentiful to enable anyone who wanted liquor
to buy it. It has been variously estimated that consumption, durin
the 12 vears before repeal, amounted to somewhere between 150 and
200 million gallons annually. In those years, however, the bootleggor
could sell his produet only to two types of consumers; the individual
consumer who would have a case of liquor delivered to him at his
home, and the speakeasy, which always had to worry about the law.
Of these there were many hundreds of thousands throughout the
United States, For instance, the Honorable Grover Whelan, when

olice commissioner of New York City, estimated that in the city of
New York alone there were then about 32,000 speakeasics,

It seems reasonnble to suppose that any organized illicit traffic
which could operate with impunity sduring 12 vears on so huge a
seale while in danger of the law, when scores of millions of dollars
were being spent for enforcement and the only possible outlet was
either the individual or the speakeasy, now can easily find the
method to distribute its product through some portion of the present
225,000 outlets, Our investigation has shown us that few of those
who had been engaged in any phase of the liquor traffic during
prohibition are not now engaged in it. Today, however, these men
are operating under licenses, Prectically all of the important oper-
ators of yesterday who are not now in jail, for either income-tax
evasion or bootlegging activities, are operating as licensed distillers
or rectifiers or importers or wholesalers or retailers,

And since the retail price of liquor both for off- or on-premise
consumption costs the consumer today almost as much as it did
during prohibition days, there exists the opportunity, for those who
wish to continue to operate illicitly, for the same kina of profits
which they enjoyed heretofore.

However, today there is f{greater security, considerably less risk,
and more asstrance of profit for any well-organized illicit group,
All they need, on one hand, ig the product and strip stamps, real
or counterfeit, to authenticate it, Then, on the other hand, a licensed
import concern, or rectifying plant, or wholesale house, or a group
of licensed retail stores, or a group of bars, taverns, or restaurants
for on-premise consumption, and with control of such facilities they
pass the illegal product from distillers, rectifying plants, or im-

ort firms through the wholesale house to the retaif:‘r. And the
fovernment loses its taxes.

How do we know that thig illicit product is still being produced
in enormous quantities? By a numger of methods. For instance,
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Secretary Morgenthau, in his report of December 1034, stated that
more than 10,000 illicit stills were captured during 1934, On Mr.
Choate’s computation these stills had an annual capacity in excess
of 400 millions of gallons,

The still captures for 1935 were 16,683, and therefore exceeded
those for 1984 by 6,000, or 60 percent. 1f the 1034 seizures had a
capacity exceeding 400 millions of gallons, those of 1035 had a 680-
million annual capacity. Those who owned and operated these stills
had an outlet for this enormous gallonage for as long as they were
permitted to operate.  If the average life was but 4 months, then
these stills sold more than twice the total tax-paid consumption of
1984 and 1935,

If 6,000 more stills were in operation in 1935 than in 1934, it is
logical to assume that the outlet. for this product still exists. 'Stills
are erected to produce an illicit product for which there must be
an immediate and assured demand. Bootleggers do not make alcohol
or whisky, facing the prospect of jail and heavy fines, unless and
until they know just what they expect to do with their illicit product.

However, in or-ler that moonshine might safely be sold, it 1s neces-
sary for the illicit operator to have soniec means of authenticating his
product. This is done with the present strip stamp, which, when
placed over the neck of a bottle, acts as the sole evidence of tax
payment,

Now practically every citizen who sees a strip stamp on a bottle
assumes that the stamp itself costs the amount of the tax, This is
not so. This stamp costs 1 cent, whereas for domestically made
liquor, in the case of a quart, it would represent the evidence of tax
peyment. of 50 cents, In the case of a quart of foreign liquor, such
as Canadian bottled in bond whisky, it would represent only the
80-cent full excise tax, but also, up to January 1 of this year, $1.25
of import duty, Furthermore, the tax in most States npproximates
$1 per gallon and this too is covered by the strip stamp except where
local taxes are paid by stamps as they are here in the District.

Hence, if large scale operators could secure these strip stamps the
could, for the small cost of the strip stamp, authenticate liquor whicK
had avoided tax payment of from 50 to 200 times the value of the
Stl;i’ stamp.

ave the stamps been availuble? The Treasury Department says,
“No.” We say they ave available in enormous quantities, perhaps
to the extent of from 200 to 400 million, not counting counterfeit
stamps which are being counterfeited in Iarge quantitics by various
groups who then sell them to the illicit producer, who thereby au-
thenticates his product and gives it the appearance of legitimacy.

Mr. Chairman, I went to the Bureau o} Engraving and Printing
and obtained detailed information on the strip-stamp situation from
the date the liquor-taxing act of 1934 became effective through De-
cember 81, 1935, The figures I am putting into the record now
cover three periods, namely,

(1) FFrom February 1934 to June 30, 1934,

}2 From July 1, 1934, to June 30, 1935,
3) From July 1, 1935, to December 31, 1935

These figures cover the issuance of strip stamps to collectors of
Internal Revenue, of whom there are, I believe, 62, These stamps
are sent out from the Bureau direct to collectors on their own order,
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The Bureau keeps on hand, at all times, of different denominations,
from 2 to 3 months’ supply. The Bureauw’s inventory on December
31, 1935, was:

Red strip stumps, 203,320,064,

Green bottled-in-bond stamps, 14,970,384,

Blue export stamps, 457,984,

Any stamps which do not reflect actual excise-tax payments in
the T'reasury Department’s Torm 7095 (which details monthly col-
lections of internal revenue) should be in the hands of collectors or
the trade.

Below, in detail, is the history of the issuance of these stamps to
collectors. The column “Gallons authenticated” represents the
amotnt of gallonage-tax payment the issuance of these staraps should
cover,

{All Agures are in thousandy)

. Total

Fob, 110 | o July 1 to Gallona

Rod strip stomps, Revonus Act 1034 | Junp 30, | FOBLYSW )| “e wy, | Rtamps | guthons

1034 14y onllectors | tieated

Bervos loss than 1934, '
LY L Y . , 38 18, 102, 407 1,20
H1, H6h a5, 240 86, 705 3,424
Pints. 131,070 N7072 |, 2U8, 112 27, 208
1% gallon. ! ), OR5 | 5, TN ‘ 10, 140
i anbe [l W2 17418
Ly pint ; 17, 305 23,088 | 1,371
iy pint 10, 512 W1 4,108
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$¢ quart. 10,002 11,000 2,074
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' 302, 693 802,112 1,707, 788 2, 408, 058
4,027 2,020 211 6, 204 2,577
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7 W3 2, 484 168
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Unaccounited for.......... 429, 000

1 Including January 1930,
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This table discloses, perhaps, better than anything else which can
be submitted the fallacy of using strip stamps to authenticate tax-
paid liquor, During the period from february 1, 1934, to December
31, 1935, the Bureau of Engraving and Printing issued 1,743,050,000
strip stamps, which, when affixed to the neck of a bottle, would certify
that, all taxes and import duties on that particular bottle had been

aid,
P This amount of stmnps actually would authenticate more than 242
mwillion gallons,

The actual amount of gallonage which was authenticated as a re-
sult of taxes received by the Federal Treasury in this period was
less than 165 million, Hence the amount of strip stamps in the hands
of collectors and the trade would be sufficient to authenticate more
than 87 million gallons, In terms of stamps, this would mean that
at the present time more than 650 million stamps are in the hands of
collectors and the trade.

The trade earries for its total requirements a running inventory
of between 20 and 25 million stamps, Hence the excess in the hands
of collectory should be more than 625 million,

The Bureau of Engraving and Printing has on hand more than
275 million stamps available to all colleetors within no more than
2 weeks' time,

These facts show that collectors received in excess of their tax-
paid requirements 215 million stamps in the fiseal vear of 1934,
404 milhon stamps in the fiseal year of 1935, 107 million stamps be-
tween July 1 and Decerber 31, 19356, and an estimated 25 million
for January 1936, an estimated excess of 625 million since the act
went into effect,

We admit that some of the stamps are in the hands of collectors
and some are in the hands of the trade.  Just how many are in the
hands of collectors we have been unable to find out.  An inquiry to
the 'Treasury Department from Senator Copeland’s office brought the
following letter from the Honorable Guy T. Helvering, Commis-
sioner of Internal Revenue:

Feinruary 1, 1936,

My DeAr SeENATOR: Further veference iy made to your letter of January 24,
1930, In the third paragraph of which you request information relative to the
number of strip stamps for distilled spivits which were in the possession of
vartous collectors of internnl yevenue and any other agency of the Treasury
Department as of June 30, 1985,

Senator Barkrey. You say vou have made some investigation;
what is that organization? Is it an organization that has made this
investigation ¢

Mr. Greennur, It is the National Civie Federation.

Senator Barkrey. Who is the president or the chairman of the
Federation?

Mr. Greenpur., Elihu Root.

Senator Barkwey. It is not an organization created for the pur-
pose of this legislation.

Mr. Greenaur. No; I have put in the record that the National
Civic Federation was an organization formed in 1900 composed of
representatives of capital, labor, and the ‘)ublic, as an educational
movement seeking the solution of some of the great problems related
to social and industrial progress, and at the present time Mr. Elihu
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Root is honorary president and Mr. Matthew Woll is acting
president.

Senator Kina. Is that Mr. Woll of the American Federation of
Labor?

Mr, Gueenmur. Yes, sir, it is, and I have put in the record
previously a statement of this group.

The letter I was reading further continues:

It may be stated for your information thnt there are three types of strip
stamps supplied for the use of the liquor industry for application to con-
tainers of distilled spirits, namely, red strips for the ordinary liquor and
imported spirits, green strips for bonded liquor marketed in the United States
which must be at least 4 years old before it is bottled, and blue strips for the
same type of bonded liquor which is exported. The records of the Bureau
do not disclose the number of these strip stamps in the hands of collectors
of internal revenue on June 30, 1935. However, the records show that during
the fiscal year beginning July 1, 1834, and ended June 30, 1935, this Bureau
shipped to collectors of internal revenue for sale to the liquor industry a
total of 928,540,420 strip stamps of the three types mentioned, in denomina-
tions ranging from one-tenth pint to 1 gallon.

Very truly yours,
Guy T. HrrveriNe, Commissioner.

The Commissioner says in his letter that “the records of the
Bureau do not disclose the number of these strips stamps in the
hands of collectors of internal revenue on June 30, 1935.”

Mr. Chairman, these 625 million stamps could, in the case of imn-
ported liquor on which duties as well as taxes are collectible, repre-
sent evidence of possible tax revenue exceeding 700 million dollars.

Does it reflect efficient supervision on the part of the Treasury
that there are no records of tﬁeir disposal?

We have done some checking on our own initiative and set forth
as our unqualified conviction that these 625 million stamps are not
all now in the possession of the various collectors of internal revenue.
If they are not, Mr. Chairman, it means that they have found their
way into the hands of those who propose to use them to avoid paying
the duties and taxes which are due the Federal Government under
law. Furthermore, the fact that any appreciable amount of these
stamps may have been secured by illicit operators would constitute
definite evidence that the system which the Treasury Department
insists is the most perfect which can be devised, breaks down com-

letely in its operation because it does not accomplish the purpose

or, which it was designed, namely, the assurance of collection of all
taxes which are due.

Another point which may interest you is the fact that the strip
stamp is perhaps the only revenue stamp used by the Treasury De-
parment as an evidence of tax payment which does not cost the

uyer the full amount of tax which 1t represents.

he strip stamp which costs 1 penny can be used to authenticate
as much as a $2 tax payment. In other words, 200 times its actual
cost. No illicit operator would try to obtain these stamps if they
cost the full amount of tax payment which they authenticate.

Let me furnish you an additional example which shows that
strip stamps are being used to authenticate liquor on which taxes
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have not been paid. Here is another letter from Commission of
Internal Revenue Helvering to Senator Copeland:
FesrUARY 17, 1036,

Hon. RoYAL 8, COPELAND,
United Statcs Senate.
My Dear SENATOR: Referring further to your inquiry of January 24, 1936,
the total number of each size liquor bottle manufactured during the flscal year
ending June 30, 1935, as reported by bottle manufacturers, i3 as follows:

Number of Number of
Size of container: bottles Size of container—Con. bottles

Yo pInt e 151, 767, 360 48 quart oo 1, 609, 632

*3 pint.- 2, 817, 216 1 quart .. ~ 88,246,224

i pint.._ 4,135, 824 Y4 gallon__ -~ 1,102,608

*38 pint... 117, 860 1 gallon-___.. ~ 2,507,004

1 pint_.. - 255,917, 520 *13 ounce..... - 16,128

*3 quart - 884, 448 #1244 OUNCe « e 28, 636

4% quart ... 67, 458, 240 *20 OUNCO. e 1,872

The figures preceded by asterisks denote containers for “specialties”, which
are not eligible for use in packaging whisky, brandy, rum, gin, or alcohol.

Very truly yours,
Guy T. Heuvering, Commssionert
This, letter, translated into stamps needed and stamps actually
issued, offers the following comparison : .

LAl figares 10 thousands] *

i

o .
Stam ¥ Percent is-
Gallonage | needed to g sued to
representad| reflect tax | 08
P | payments ’g‘“‘“d needed
i
« 9,488 151,767 § 182,605 121
41 , 135 i 3 234
31,089 | 285,017 | ¥ 334,700 131
18 01 7,408 § 113, 560 170
" 656 2102 | 4, i
2,807, 807 | 5,048 200
80,604 | 817,138
Do {c gallonage, tax paid .10 3 — Y10 SRR R
Imported gallonage, tax paid. . JTICL ] SO IS
Total gallonage, tax PAId. cummn-nnonunn QR ' 82,816 680, 535 820, 540 141
. g ¥
5 3

Py wh

These bottles, bought by distillers apd rectifiers during the fiscal
year of 1935, are sufficient for abeut 80 million gallons.” Tax-paid
mmports in bottles of foreiph manufacture added to domestic tax-
paid gallonage would increase this total to less than 83 million
gallons. The domestic and import requirements therefore would
amount to bottles sufficient for 83 million gallons. These bottles,
based upon Commissioner Helvering’s report of bottle sizes, would
need less than 590 million stamps.

Up to June 1934 there had been issued to collectors and the trade
215 million stamps more than needed to authenticate all tax-paid
consumption to that date. Hence, these excess stamps should have
represented the inventory available to legitimate producers. No
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stamps are needed by the legitimate trade in excess of the amount
of bottles legitimately used. It is against the law to reuse bottles,
so the amount of stamps used should equal he bottles bought.

There were some 250 million more stamps issued than bottles
bought during 1935 despite the fact that there had been some 215
million more stamps issued in 1934 than required by the gallonage
tax payments. .

Furthermore, during the next 6 months again more stamps were
issued than needed to the extent of 107 million.

Also in January of this year an additional 15 to 20 million more
than required went to collectors.

‘What becomes of them? Where are they? Commissioner Helver-
son says the records of his Burean do not disclose the number in the
hands of collectors. Well, our investigation has proved to us that
they are not all in the hands of collectors and the legitimate trade,
that many are and have heen available to the illicit industry; and if
these were used exclusively to authenticate liquor on which duties as
well as taxes were due, then the tax evasion could amount to many
hundreds of millions of dollnrs.

And that is just what seems te be happening, according to a record
which has been made available to ux by Messrs. Horwarth & Hor-
warth, of New York City, who are certified public accountants for
hotels, restaurants, and other places for on-premise consumption,

Senator Kina. Who did yon say they were?

Mr. Greexnor, They are certified public accountants for hotels
restaurants, and other places for on-premise consumption,

This record is an analysis of the sale of the various types of liquor
which the drinker-by-the-glass asks for. It shows the proportion
of demand for foreign spirituous liguors, such as Scotch whisky,
Irish whisky, Cuban rum, and French brandy, as compared to rye,
bourbon, and gin of American manufacture. The demand for the
foreign product is more than one-half of the demand for the domes-
tically made product. Hence, importations of foreign tax-paid
spirits should reflect this consumer” demand. However, the Treas-
urer’s report for November 1935 shows th..t, whereas more than 11
million gallons of the domestic product was tax-paid, less than
800,000 gallons of the foreign produet was tax-paid, making the
ratic not 2 to 1, but 13 to 1. This might indicate that strip stamps
which were being obtained illegally and strip stamps which wero
being counterfeited were being usetl mostly to authenticate Ameri-
can-made bootleg products of presumably foreign manufacture,

There are other indications to show that this trafic is expanding*
rather than diminishing. One is the report of the committee on
statistical ata of the National Conference of State Liquor Adminis-
trators for the full year 1934. The report cites that in Ohio, in the
full year 1934, there were 1,887 prosecutions, 1,344 convictions, How-
ever, in the 6-month period of 1935 there were 8,342 prosecutions. In
other words, in 6 months time there were almost twice as many arrests
for illicit sale as for the previous full year.

Mr. Sanford Bates, Federal Director of Prisons, is quoted in an
editorial in the New York Herald Tribune of January 6, 1936, as
saying that there are “twice as many liquor-law commitments to the
institutions under his care in 1935 as'in 1984.” This would mean that



LIQUOR TAX ADMINISTRATION ACT 231

there had been more than 69,000 prosecutions for liquor-law violations
in 1935, which would be a greater amount than in any prohibition
year, despite the faet that from 1920 to 1934 there were 665,000 arrests
for Federal liquor-law violations, more than 80 percent of which were
terminated in pleas of guilty. Even today bootlegging must pay if
people will risk going to jail for a Federal offense.

Senator BarxLey. Those violations were mostly the bootlegger who
goes around in hand-to-hand sale.

Mr. Greenuvur. Yes, sir,

Senator BargLey. Your plan does not interfere with that.

Mr. Greennur. I should not have said “yes” to your question.
They were violations of various kinds.

Senator Barxrey. The bulk of them were unlicensed and unregu-
lated bootleggers?

Mr. Greennor. That would be the case in the manufacture. Most
of the liquor violations would be people who are using non-tax-paid
liquor on the premises.

Senator Barkrey, The great majority of those violations would not
be on the part of legitimate licensed dealers?

Mr. Greennur. No, sir; it would not.

Senator BarkLey. Of course, we know any time a dealer might
make a mistake, but it would not be on that account. The great bulk
of them are committed by the men who are not licensed.

Mr. Greennvur. I would not say the majority of them were.

Senator BarkrLey., Would you say the majority were not?

Mr. Greexnut. I would say the majority of the illicitly manufac-
tured liquor today which is geing introduced in the trade is intro-
duced in the trade through the licensee.

Senator BArRKLEY. You mean in the manufacture?

Mvr. GreeNmguT. I mean in the distribution, The manufacturer, of
course, is not licensed,

Senator Barkrry. You mean the licensed distributor or the unli-
censed distributor?

Mr. Greennur. I mean the licensed distributor.

Senator BarkvLEy. Have you any evidence to substantiate that
statement, that the majority of these violations you are speaking of
have occurred in the places of business of the licensed dealers or
distributors?

Mvr. Greenuur. Later on in my testimony, if you will permit me
to go on, I will try to show the point you raised, and which was also
raised by the Treasury Department.

Senator Barsiey. It is true, though, that your plan does not deal
with the hand-to-hand distributor or the bootlegger?

Mr. Greennvur. No, sir.  That is correct. It deals only with the
225,000 licensed outlets, which I will show later on in my testimony
could not remain in business if the volume of business was the amount
of tax-paid liquor which the Government is collecting taxes on.

Senator Coperaxn. There is a further answer to that. This plan
would work, as it here indicates, that liquor would be so much
cheaper by reason of the plan there would not be the temptation to
buy from the bootlegger.

r. GreeNnur. Yes, sir,
Senator Kina. Is that all you wanted to say, Senator Copeland ¢



232 LIQUOR TAX ADMINISTRATION ACT

Senator Coreranp, Yes; that is all.

Senator Kine. You may proceed, Mr. Greenhut.

Mr. Greenmyr, In the American Wine and Liquor Journal of No-
vember 1935 the Chairman of the National Alcohol Tax Commission,
who is also a member of the Ohio A. B. C. Board, said:

Bootleggers will not long stay in business if the people of the State are able
to buy liquor they can rely upon in the State stores as cheap as the illicit
dealer is selling at. N
_ In November 1935 the Pennsylvania Liquor Control Board, accord-
ing to the American Wine and Liquor Journal of that month—
decided to stage continual warfare on the allegedly steady stream of bootleg
liquor coming across the borders, It is understood that 450 additional agents
will be appointed, who, it Is believed, will be concerned chietly in operations
against bootlegging practices,

Pennsylvania sells liquor under the State monopoly system, and
yet in 1934 there were 4,784 prosecutions, 2,674 convictions for viola-
tion of the liquor laws, and now, despite the great amount of arrests
and convictions in 1934 and 1933, the State authorities find it neces-
smg to increase the staff by 450 additional agents.

n September 27, 1935, the New York Herald Tribune quotes
former I, A. C. A. Administrator Choate as saying:

You see, it is foolish to hope to stamp out bootlegging until the really fantastic
profits have been taken out of it, and the only way to take the profits out of
bootlegging is to lower the price of tax-pald liquors by lowering the taxes on
them,

Mr. Choate is not corrvect in his assumption. There is another
way to reduce the price of tax-paid liquors, namely, the method
covered by the Copeland amendment,

Prof. Paul Studenski, professor of economics at New York Uni-
versity, in an article in Mida’s Criterion of September 1935, fur-
nishes the following table:

Cost structure of a case of 12 fifths of straight unaged whisky, 94 percent proof,
retaiting at $1.50 a fitth
I. Distiller:
Cost of manufacturing (including liquor, $1.25; bottling and
packing, $1; delivery, 60 cents: overhead, 121 percent,

G0 CONES) e $3.256

Federal tax, $4.51, and strip stumps, 12 cents L 03

' O T 7.88
Price obtained.

Net PLrOfit o e

II, Wholesaler:

Price paid to distiller. oo e 9,10
State exelSe oo - 2,40
12 to 15 percent mark-up (gross profit) e 1.5

Price obtained o e 12,75

ITI. Retaiter:
Price paid to wholesaler—_._ . e 12,75
Mark-up 35 to 40 pereent in the case of cheap Jiquors; less in
the case of dearer ones (gross profit) - .
Price obtained from consumer. o oeen e 18. 00
=
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1V. Congumer: Price paid, at $1.50 o fifth_ . oo e 18, 00
Summary—Cost structure of a bottle (n fifth) of the foregoing whisky :
Cost Of HQUOT - o e e L1014
Bottling and packing and distiller’s overhenu oo oo 111,
Delivery to wholesalere oo ooma - 05
P'rofits to distiller e e 10
Gross profits of wholesalers (including cost of license) ... L10Y,
Gross profits of retailers (including cost of leense) - 43
Federal and State taONCS_ oo —— hY
Total [ -~ 150

In this table Professor Studenski shows that, whereas the actual
cost to manufacture liquor was 1014 cents a fifth, the consumer price
was $1.50 a fifth. Under the Copeland amendment this liquor would
cost the consumer $13.33 instead of $18 and the Federal and State
Governments would collect the same amount of taxes, namely, $4.63
Federal and $2.40 State,

We believe that just as long as such an enormous spread is allowed
to continue, due to the pyramiding of overhead and profits on taxes,
the bootlegger and all of those associated with him will likewise
continue to exist and flourish,

Since bootlegging activities arve as widespread as they were last
year, it must be conceded that no less than 50 percent of distilled-
spirits consumption is not being tax-paid. The full year’s Federal
internal-revenue collections indicate that tax-paid consumption is
running at the rate of approximately 100,000,000 gallons annnally.
If an equal amount is being illicitly sold, the evidence would indi-
cate that at least 25 percent of the illegal product consists of Amer-
ican-made moonshine distributed in the false guise of legitimately
imported and tax-paid Scotch whisky, Irish whisky, Cuban rum, and
French brandy. On this amount of illicit selling, if the foreign
brands are no more than 25 percent, then the full tax loss on the
foreign-brand merchandise would be about $112,000,000, and the tax
loss on the remaining 75,000,000 gallons would be $150,000,000.
Additionally, the State governments would lose approximately
$100,000,000, which would make a total Federal and State tax loss
exceeding $360,000,000.

We contend that such an enormous tax loss is made possible only
because the method which is used in collecting the tax is a continua.
tion of an out-moded method which was in eperation previous to the
l)mhibition period and which was designed for the days when the
iquor traffic was conducted primarily in sales in barrels, whereas
now it is carried on exclusively in bottles. This contention is sub-
stantiated by a letter written to Senator Harrison by Mr. L. H.
Parker, chief of staff of the Joint Committee of Internal Revenue
Taxation, of March 25, 1935. In his letter Mr. Parker said:

Marcn 25, 1935,
Ion. PAT HARRISON,
United States Senate, Washington, D. C.

MY DEAR SENATOR: As per your request, I have given such time as has heen
available to a preliminary study of the proposition of eollecting the present
gallonage taxes on liquor by means of stamps purchased and affixed by the
retailers Instead of collecting same from the distillers,

The receipts from the $2-per-gallon internal-revenue tax on distilled spirits
have been disappointing. Such receipts amounted to $157,496,603 for the cal-
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endar year 1934, indicating tax payments on approximately 78,000,000 gallong
of distilled spirits. Pre-war consumption avernged between 135,000,000 and
140,000,000 gallons per annwn ; and, taking into account present conditions and
increased population, I do not believe actual consumption in 1934 was less than
pre-war consumption.

It this be true we are losing at least $114,000,000 annually through the
illegal sale of liquor upon which the $2 tax has not been paid. Many persons
of judgment in such matters believe that we are losing a much larger sum.

Senator Kina, Is not that rather a false assumption or deduction,
because it is contended some of them, and I think with justification
for it, that under present conditions there is a larger consumption
of beer and of light wines leading to a diminution in the consump-
tion of distilled spirits?

Mr. Greexnur. That might be said, Senator, except that you
have today 225,000 ontlets selling distilled spirits. If you had this
law they could not stay in business on the volume of spirits on
which taxes are paid to the Government.

That is one thing, but to get back to another thing, this is Mr.
Parker’s letter to Senator Harrison.

Senator BarkrLey. What proportion of the licensed 225,000 are
engaged in other business along with the sale of liquor?

Mr., Greexpor. I am not sure, but T would say 50 percent of the
liquor consumed today is sold on the premises, and perhaps 50 per-
cent is going through licensed package stores.

Senator Barkrey. I had reference to the statement that the num-
ber of people engaged in the sale of retail liquor should not be in
business if they depended on the sale of liquor, and that would de-
p"ilnd whether liquor is the sole business or whether it is sold on the
side.

Mr. GreeNaut. As far as the correct interpretation of that is con-
cerned, as to whether he may make money or may not, he may
charge a price sufficient to bring his cost down to 20 cents, if he
charges 40 cents for a drink, so that it would not be 3314 percent.
If you have 225,000 outlets it is possible no more than 30 percent of
those would be stores selling for off-premise consumption, that is,
sold by the bottle, and the balance are restaurants, hotels, and places
like that, that have other business.

Senator Barkrry. On the amount of whisky they sell, they might
not be able to sustain themselves, but with the business including
a lot of other things, they may be able to do it.

Mr. Greenmur. I have not been able to get from the Department
a break-down of the 225,000 outlets, but if one-third of the licenses
are selling by the package and you disregarded entirely the volume
which woulcr be sold for on-premise consumption, the volume on

- which the Treasury Department is collecting $2 a gallon would still
not be enough to sustain these people who are still doing a package
business, which I will show later, in breaking it down for you.

Continuing the letter to Senator Harrison, it says:

It appears probable that the great majority of the American public desire
to buy legal liguor. The trouble with the present system is that the consumer
cannot tell whether he is buying legal tax-paid liquor or not. He may think
he is buying tax-paid liquor because the bottle bears the strip stamps, but this
is no proof that the $2-per-gallon tax has been paid. The bottle may contain
bootleg liquor and the only tax paid is the 1 cent for the strip Samp.

In my testimony before your committee on December 11, 1933, I pointed out
that existing liquor laws covered some 30 pages of the United States Code



LIQUOR TAX ADMINISTRATION ACT 235

and needed revigion and rewriting. 'These laws are cumbersome not only in
form but are iil adapted for use in connection with present-day methods. “The
liquor business, in the days when these laws were originally written, was
carried on largely by ‘sales in barrels; now it is carried on nlmost exclusively
by sales in bottles,

I have been given a copy of an amendment to title 1T of the Liguor Taxing
Act of 1934, which I understund Sentator Copeland proposes to introduce,

Senator Kina. That is the amendment now before the committee.

Mr. GreeNHuT. Yes, sir; a copy of that amendment was sent by
Mr. Harrison to Mr. Parker, and also a copy to the Treasury Depart-
ment_for comment, and this is Mr. Parker’s letter back to Senator
Harrison that I amn reading. Continuing, the letter says:

This bill provides briefly as follows:

(1) Rates of tax to be ns at present,

(2) No gallonage taxes shall be imposed on the distiller or importer.

(3) Gallonage taxes shall be collected from the retailer by stamp affixed
at tinie of sale,

(4) Protection aguainst illegal practices by distiller, importer, or wholesaler
accomplished by bond guaranteeing, in addition, payment of gallonage taxes,

The following advantages claimed for the new plan are worthy of considera-

tion :

(1) Pyramiding of tax by adding a profit on tax would be prevented.

(2) Consumer would he able to tell when he is buying tax-paid liquor.

(8) Unmecessary Inying up of capital in liquor inventories would be eliminated.

(4) Prices to consumer would be reduced without reducing tax rate.

(B) Revenue of Government would be substantially increased, through reduc-
tion in amount of tax evasion,

Time has not been available in which {o do more than survey the general
aspects of the plan. From a preliminnry examination, it appears that the
plan is worthy of consideration and should be the subject of investigation or
hearings by the appropriate committees.

Very respectfally,
L. H, ParkeR, Chief of Staff.

In other words, Mr. Parker agrees with us that simply by changing
the method now in vogue to the method proposed b nator Cope-
land’s amendment, most of the Krcsent existing evils will be elimi-
nated, Were this merely & theory with no practical evidence
available of the effectiveness of a similar plan, 1t would be easier
to understand the expressed and adamant attitude of the Treasury.
However, right here in Washington, is the perfect operating example
of how effectively this plan could be used to collect the taxes which
are due the Government under the law. . ]

The District collects its taxes by appending stamps representing
full tax payments on each bottle, similar to the method proposed in
Senator Copeland’s amendment, and as a result is collecting mora
than six times the amount of gallonage taxes of those collected by the
Federal Government at the source. - L

Senator BarkrLey, Is that not true only when the distributor buys
his liquor from outside of the District of Columbia, but that tax-paid
liquor that is sold in the District does not pay an additional tax?

r. Greexnur, No, sir; liquor which comes in from the outside
doeg not pag any additional tax. . . .

Senator Barkrey. That tax is paid before it comes in and the
stamps are fixed to it. .

_ Mr, Greexnur, Yes; because the wholesaler or the rectifier or the
distiller who makes that liquor buys the stamps in advance and
laces the stamps on the bottle for the convenience of the merchants

ere,
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Senator Barkrey. That is where the sale is outside of the District,
but where the sale occurs in the District the stamp has already been
affixed and the District collects no additional tax.

Mr, Greenmur. Noj all of the liquor sold to the District is subject
to a 50-cent-a-gallon tax no matter how it comes in, and that stamp
must be affixed to the bottle.

Senator Barkiey. That is, of course, a District revenue matter
and might or might not apply to the whole country. Of course, this
tax you are speaking of is an item of District revenue, and Washing-
ton 1s a little differently sitnated in matters of that sort, from other
cities, large or small.

Mr. Geeennur, In California they have a statute effective in July
1935 which has run only about 6 months, and the revenue has ad-
vanced considerably. In the city of Los Angeles in the last 6 months
the tax collections, on a population basis would be four times the
tax collections of the Federal Government.

Senator Kine. That is accounted for somewhat by the improved
economic conditions.

Mr. Greennur. That would be so if we were not taking a com-
parable period, but I am taking the taxes for the same period paid
to the Government and from the time it leaves the distilﬁn-y until it.
reaches the retailer is a period of not more than 20 or 30 days and
vou would not have much of a spread in that period of time.

Senator Barkrry. The Federal tax is $2 a gallon.

Mr. Greenuur. Yes, sir.

Senator Barkrey. What is the District tax, 50 cents on a gallon?

Mr. GreeNnor. Yes. sir .

Senator Barkrey. What is the California tax?

Mr. Greenmor. Eighty cents a gallon.

Senator Barkrey. Of course, they have to collect it from the re-
tailer, because they have no way of reaching the manufacturer. Most
of the whisky is made in a few States and shipped all over the coun-
try, so that no State could levy a tax at the source, and it has got to
tax it at the point of distribution,

Senator Coreranp. What Mr. Greenhut is attempting to show is
that it is a system that is in use in the District of Columbia and in
the State of California, and is evidence of the amount of turn-out
per unit, and I think his argument is, as I understand it, that it is
very much in excess of the unit elsewhere.

Senator Bargrey. Of course, if that is true it is bound to carry
the implication that an enormous number of these retail dealers are
buying liquor from bootleggers and distributing it. If that is going
on, there certainly ought to be some investigation of the character
of the people who are getting licenses to sell liquor.

Senator Coreranp, That is my contention, Senator.

Senator Kine. Is that all, Senator Barkley?

Senator BarkLey. Yes.

‘Senator King, Just proceed, Mr. Greenhut.

Mr. Greenmur. For instance, for the 12 months of 1935 Federal
excise taxes were paid on about 98,000,000 gallons. According to the
Treasury Department there are approximately 225,000 outlets
throughout the United States which are licensed to sell spirituous
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liquor. Hence, each outlet averaged tax payments on approximately
435 gallons for the full year.

In the District -of Columbia there were 653 outlets paying the
50 cents per gallon District of Columbia tax by affixing a canceled
tax stamp on each bottle similar to the method proposed by the Cope-
land amendment. During the same 12-month period the District
A. B. C. Board collected taxes on approximately 1,985,000 gallons of
spirituous liquor, or more than 3,000 gallons per outlet.

Therefore, during a corresponding period the District of Columbia
taxes paid by stamp at point of retail sale were more than six times
the Federal excise taxes collected at the sonrce.

The Treasury contends that the cost of the plan proposed by Sen-
ator Copeland would substantially increase the cost of enforcement,
This statement likewise must be challenged. Although no figures
have been made available to us by the Treasury as to the total cost
for liquor-tax collection and enforcement, the Secretary, before the
House Ways and Means Committee last March, testified that “be-
tween 7 and 8 million dollars is properly chargeable to our efforts
to prevent smuggling.” This approximates $1 per gallon on some
12 percent of last year’s import duties on liquor.

Let us compare this cost of collecting import liquor duties—the
only figures on such expenses vouchsafed by the Treasury Depart-
ment—ith the operations in the District of Columbia.

The total expense last year of the District’s entire operation was
$37,650, which included not. only enforcement and supervision, but
the conduct of all other departments and divisions of the District
A. B. C. Board, and represented only 2 cents per gallon or 8 cents
operating cost out of each dollar of receipts. So the District is col-
lecting six times as much and at one-fourth the cost per tax-paid

allon compared with the Treasury Department’s rollection of
import liquor duties.

f the comparicon of costs were based on percentages derived from
the sums allocated by the Treasury Department for collection of
internal excise taxes, the District’s ratio of expense per gallon would
be still lower.

No one in the Treasury has yet suggested any method by which
the present enormous tax loss can be recovered for the Federal and
State Governments. No plan has been devised by the Treasury which
assures that these huge tax evasions can be prevented. We contend
that until the Secretary submits a program which will insure collec-
tion of this enormous potential revenue that the plan covered by
Senator Copeland’s amendment should be adopted meanwhile,

We claim that if excise taxes and import duties were to he deferred
until a retail sale is made, as provided in the Copeland amendment,
there would be little or no tax evasion. A penalty bond in an amount
satisfactory to the Seeretary would be forfeited upon presentation
of proof of illicit selling. Furthermore, both the seller and the buyer
would be guilty of a conspiracy to defraud the United States Gov-
ernment, an offense subject to severe penalty.

Additionally, the method covered by the Copeland amendment
provides that each retail licensee would be compelled each month to
report the amount of his excise-stamp purchases; also that in his

41705—~pt. 3—36——4
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application for a surety bond he would file an initial balance sheet
and operating statement. His balance sheet would reflect the amount
of his cash on hand, investment in inventory, investments in fixtures
and equipment, prepaid insurance, and other assets,

His operating statement would give terms of his lease, amount of
his vent, his monthly pay roll to clerks and messengers, his sales in
proof-gallons, his sales in dollar value.

Total tax-paid consumption for the fiscal year 1935 amounted to
less than 83 million gallons. The Treasury reports there are 225,000
licensed retail outlets selling distilled spirits. This means that each
retail outlet averaged sales of less than 370 gallons or approximately
30 gallons per month,

Domestic whisky today costs an average of approximately $1.25
per pint. This would reflect gross sales of about $300 per month
in the average retail liquor store, The retailer’s gross profit on this
amount, due to competition, could not exceed $100. Hence, an in-
vestigator of the Government, in checking a New York City re-
tailer’s monthly report against receipts for excise-stamp-tax pur-
chases, could logically inquire how this retailer conld pay $100
monthly license fee, $200 monthly rent, $300 advertising, association
dues, and last, but not least, upkeep of himself and his family, where
$100 was the gross amount available for such expenditures. If he
spent $10 for each $1 of gross profit, he would not find it easy to
explain month after month,

Furthermore, the illustration would be more glaring because the
legitimate licensees’ reports would reflect considerably higher tax
payments and stamp purchases, and, therefore, the illegitimate tax-
evading retailer would more quickly be isolated. '

Within a very few months the surety companies issuing bonds, to
protect themselves against severe penalty losses, would be of great
assistance in the analysis of these retailers’ reports. If, on the other
hand, because a new system had been adopted which assured de-
tection and carried severe penalties, the monthly reports reflected
more nearly the amount of tax payments which would be necessary
in order that a man’s volume would be great enough to keep him in
business, the objective for which this plan had been designed would
be achieved, namely, that the hundreds of millions of dollars that
are now enriching bootleggers and tax-dodgers would be diverted
into the revenues of the Federal and State Governments.

High retail prices caused by the pyramiding of overhead and profit
on taxes result in a high tax-paid consumer market which encourages
illicit selling. Mr. Choate and many others have suggested that
taxes be lowered so that retail consumer prices could ﬁe lowered.
No excise tax or import duty reductions are necessary to bring about
low retail P\'ices if the Copeland amendment is adopted, %ecause
lower retail prices can be attained by tax deferment than could be
possible were the present $2 excise tax to be reduced to $1.10 and all
mﬁ:t duties from $5 to $2.50.

Treasury offers no suggestion as to how the present high retail

sriceg can be reduced, whereas it will probably admit that there is a
efinite relationship between high retail prices and large-scale illicit
selling. Under the present system of tax collection retail prices
cannot substantially be reduced, and therefore the Department’s in-



LIQUOR TAX ADMINISTRATION ACT 239

sistence that the present method be pursued unwittingly is an en-
couragement to bootleggers and rumrunners,

Of primary interest to your committee and to the Treasury should
be our insistence that the plan will result in the collection of $360,-
000,000 annually of excise taxes and import duties now due but not
being collected.  This session of Congress is faced with a problem of
finding funds needed to cover money already appropriated. We are
not sugagestmg new taxes—merely a new method for collecting taxes
due under the law which are not now being collected, and which will
result in $360,000,000 of additional revenue to the Federal and State
treasuries.

Hence, the present session of Congress affords the ideal opportunity
for the enactment of Senator Copeland’s amendment, hecause it
makes available a tax collecting instrumentality which can be used
to offset a substantial amount of any new tax burdens.

There is one additional item which I should like to enter into the
record. On January 22, 1936, C. M, Hester, Esquire, Assistant Gen-
eral Counsel of the Treasury Department, submitted to the chairman
of this committee a memorandum regarding the Copeland amend-
ment in which he raises 12 objections to the Copeland amendment
and to which I should like to submit answers for the consideration of
this committee.

Mr. Hestor’s views are summarized below in italic letters, and my
reply to each individual objection is in roman type.

1. That bootlegging has steadily diminished since last year due
to more vigorous enforcement methods and to the steadily improving
quality and diminishing price of legitimate spirits.

In my testimony I have submitted conerete evidence supported by
statements in the press from Treasury records that conclusively prove
that illicit stills and rumrunning have heen greatly on the increase;
that still seizures in 1935 exceeded those of 1934 by more than 50 per-
cent. Although it might be argued that this would show greater
enforcement, activity on the part of the Treasury, it also shows that
illicit distilling was sufficiently profitable in 1935 to encourage more
bootleggers to operate illicit sti{ls in that year than in the previous
year. Obviously bootleggers do not build stills with a capacity com-
puted by Mr. Choate’s basis, exceeding 600,000,000 ﬁullons annually
unless an established market exists for this illicit product.

Furthermore, in my statement I show that the Ohio State Enforce-
ment Division prosecuted twice as many liquor violators in 6 months
of 1935 as in the full year of 1934; also that although in Pennsyl-
vania alone in 1934 there were 4,784 prosecutions, the State author-
ities found it necessary at the end of 1935 to add 450 additional
agents to curb illicit activities.

Furthermore, I showed that there were twice as many liquor law
commitments to Federal prisons in 1935 as in 1934, which would
indicate that there had been 69,000 prosecutions for iiquor law vio-
lations in 1985, a greater amount than in any prohibition year.

We argue that unless enormous profits continue to exist in illicit
distillation and in illicit distribution this great army of bootleggers
and rumrunners would not remain in business, subjecting th: ves
to prison penalties and heavy fines,



240 LIQUOR TAX ADMINISTRATION ACT

Q. That the preseni-day consumption if it reaches 110000000
gallons annually codld veflect true demand.

The Treasury has stated that there are from 225,000 to 250,000
licensed retail outlets. This would mean that each licensee’s sales
averaged 480 gallons annually, or 40 gallons per month. Further-
more, the Treasury states that more than one-half of the whisky
being sold today is priced at $1.50 per quart. License fees for retail-
ers throughout the country average $500 annually; rent would aver
age perhaps $1,200, without considering clerks, insurance, or the
maintenance of the owner and his family, costing at least $350
monthly. How can a man remain in business if his gross sales per
month amount to $240 of which (as in the case of a package store)
his gross profit could not exceed $80, whereas his expenses amount
to at least $500 per month ¢

We conclude, therefore, that, since all these people are remaining
in business, licenses are being used as cloaks to sell illicit spirits far
in excess of the amount sold which has been tax-paid. We contend
that the average package store throughout the country must do a
gross business exceeding $30,000 annually (this would mean 5.000
gallons, not 480, at $6 per gallon) in order that it might stay in busi-
ness. If one-half of the consumption of the couniry is represented
by sales from package stores, then the present consumption would be
considerably in excess of 300,000,000 gallons. The best illustration
of this is that consumption here, in the District where a system simi-
lar to that proposed in the Copeland amendment is in operation, is
at the rate of 3,000 gallons annually per outlet, or six times the tax-
paid consumption reflected by Federal tax collections,

3. That counterfeit labels. counterfeit strip stamps, and counterfeit
bottles are not being used due to improved enforcement methods and
to the supervision by the Department over the manufacture ond
distribution of liquor bottles and strip stamps.

If the committee desires, we will produce counterfeit labels, coun-
terfeit American strip stamps, counterfeit Canadian bottled-in-bond
stamps, and counterfeit bottles, which are as readily available today
as ever they were in prerepeal days. Furthermore, if the committee
will guarantee immunity, I will have delivered to it as much as it
desires of 100-proof whisky of good quality in quarts or pints bear-
ing legitimate strip stamps and District of Columbia tax stamps, at
a cost not exceeding $7.50 per case of 8 full gallons. Obviously this
liguor is hootleg, because the $7.50 is only sufficient to cover the
cost of the Federal and District tax.

4. That because excise tawes on distilled spivits are now collected
from distillers and, importers and because these collections are under
the supervision of revenue officers there can be no evasion: That there
s mo loophole “save for possible instances of collusion between pro-
ducer and Government officers.”

‘We have not raised the issue of pnssible collusion between producer
and Government officers, The quotation is Mr, Hester’s. 1t is gen-
eral knowledge, however, that considerable collusion existed in pre-
repeal days. If the same men are in the Department in responsible
posts who were there during the prohibition days it might be argued
that since collusion existed then it continues to exist now.
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However, whatever taxes are being collected from distilleries and
importers under revenue officers have no bearing on the taxes which
are not collected frem those who do not pay taxes,

For instance, Treasury agents in 1935 captured more than 16,000
stills. Additionally, the State enforcement agencies captured about
an equal amount. These stills were in operation making illicit
liquor. Did not the Treasury Department fail to collect the $2
Federal tax which was due the Government on every gallon of liquor
distilled by these stills? TIf they ran only an average of 2 months
the tax loss to the Government would be far grester than the total
amount of tax collected from legitimate distillers, rectifiers, and
importers.

Let me read you from the report of the Governor and legislature
of the State of New Jersey, by D. Frederick Burnett, Commissioner,
Department of Alcoholic Beverage Control |reading]:

Alcohol costs but 20 cents a gallon to produce, It bears a Federal tax of
$2 and a State tax of $1 per gallon, or a tax of 1,500 percent. When to this
is added the expense of distribution and the reasonable profits of the distiller,
the wholesaler, and the vetailer—say $1.27 altogether—-the minimum price at
which legitimate alcohol may reach the consumer is $447, 'The bootlegger,
however, sells it for $2.50 a gallon,  Fair competition is obviously out of ques-
tlon. Ag long as these high taxes remain, the differential between legitimate
and illicit industry is a standing invitation to violate the law. Because the
bootlegger pays no tax, he can always undersell the legitimate licensee by a
substantial margin, lle captures the market of the price-conscious public,
who gulp his products while he gobbles the profit.

Senator Corer.annp., That is a letter from whom? )

Mr. GreenHor. That was reported to the Governor and the legis-

. N :
lature of the State of New Jersey by D. Frederick Burnett, Depart-
ment of Alcoholic Beverage Control.

An illicit still that produces 1,000 gallons per day costs $10,000 (o install,
The sule of 1,000 gallons brings a gross income of $2,000, If the ¢ s of hoot-
leg production is 40 cents per gallon, or twice that of legitimate ass produc-
tion, he has left $2,100,  Assuming his distribution cost to be extremely high—
say, $1,100 to in c¢lude the “pay off” to dishonest officials—he still has left
$1,600 per day net profit. If he pays less for “protection”, his net profit is
even higher. If he runs 10 days unmolested, his capital cost is repaid, If we
are able to detect and selze his still in a month from the time it started, he for-
feits hig property, to be sure, but he has his original investment in hand and
enongh profit to start two new stills “on velvet.,” 'The result is the same what-
ever the gallon ¢apacity, since the ratio to cost of installation is roughly 1 to 10,
Thus a still of 100-zallon capacity costs $1,000, Hence, with a small capital
investment, the bootlegger is on his way to fortune, He himself not only pays
no taxes, but every gallon sold slukes a demand which otherwise would be satis-
fled from the lawful supply and so bear its share of tax, He is not only a tax
evadler, but he deprives the State of taxes which, otherwise, would be collected
from legitimate sources. So long as enormous protits are to be made, men will
take the risk,

5. That the proposed system. would obviously facilitate fraud on
the part of retail dealevs beeanse all iquor coming into thelr hands
today is tan-paid; that it would be relatively easy for vetailers to sell
Uguor without affixing stamps to the bottles. )

All liquor coming mto retailers’ hands is not tax-paid, although
all or most of it when on their shelves or on their bars has strip
stamps on the bottles.

Regarding tax stamps required by the Copeland amendment, the
manufacturer might be required to state on his label the amount of
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tax which would be due on the bottle; and furthermore, the label
might include warning to the customer that unless a canceled reve-
nue stamp in that amount had been affixed to the bottle, definite
})&annlties could be imposed against the buyer as well as the seller.
t is inconceivable that a buyer of liquor, purchasing a 1-pint bottle
on which a 25-cent Federal tax was due, would make himself liable
to severe punishment in ovder that he might save some part of that
25 cents. Today there is no risk if the bottle has a strip stamp
affixed, even if the retailer knows that the contents have not been
tax-paid.

6. That the only outlets for dlicit spirits are dwelling houses,
speak-casies, dives, and_so forth,

What ever illicit selling takes place in dwelling houses, speak-
easies, and dives is small. We admit this. We contend, however,
that the greatest amount is through present-day licensed channels.

7. That the proposcd system would very substantially inercase the
rate of tawes on dustilled spivits.

The custom of the trade is to add & percentage for operating expense
and profit on the cost of the product. It stands to reason that where
the cost is reduced initially, by perhaps one-half, because the taxes arve
not included, the retail price must be substantially less than the price
now charged.

8. That vetailers might be required to use as many as 675 different
denominations of ewcise-tar stamps.

Mr. Hester has not carefully studied the Copeland amendment. It
requires no more denominations of tax stamps than those now used
by the District of Columbia Control Board, which is eight in all.
The number of denominations of strip stamps now issued by the
Treasury under its present system is 21.

O That the cost of the proposed systemn wouvld be very great,
r('(iu/'r/ng not fewer than 20000 additional em ployees.

.ess employees would be needed rather than more. In my state-
ment a comparicon was made between the Secretary’s estimate of the
Treasury’s cost in collecting revenue and the actual expenses of the
District A, B. C. Board’s entire operation. This showed that the Dis-
trict is collecting six times as much revenue at one-fourth cost, due
to the system it is using in the District, and which we propose should
be nationalized. The District has two investigators on its pay roll
covering 653 outlets. On the same basis the Federal Government
wonld need some 700, or about one-fourth of the number now in the
Treasury doing similar work.

10. That the system of bonding all distillers, rectifiers, importers,
wholesalers, and vetwilers so that payment of the tawes would be guar-
anteed becomes confusing, hecause it would be impossible to discharge
the bonds when spirvits ultimately had veached the vetailers.

This view shows that Mr. Hester has not analyzed how bonds would
operate, All bonds would cover the tax liability of any bonded indi-
vidual just so long a- title to the untaxed goods remained with that
individual.  As title passes, the protection in the bond passes with the
title. Hence, the distiller, shipping a carload of 1,000 cases to a
wholesaler, is bonded to guarantee payment of taxes due. When title

asses {0 the wholesuler, by virtue of his receipt of these goods, his
B(md assumes the liability. When he, in turn, passes the goods to
perhaps 1,000 retailers, the 1,000 retailers’ bonds assume the liability.
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When the retailers pay the tax by aflixing the proper amount of
stamps to each bottle as the individual bottles are sold or opened for
use, automatically the affixing of these stamps cancels the obligation
under the original bond, because the aflixed stamps cancel the tax obli-
gation. In each case the bond is not on a specific transaction, but is
on the continued responsibility of the distiller, or the wholesaler, or
the retailer, to pay all taxes which are due while the untaxed goods
are in his possession, or until they are passed on to someone whose
bond assumes the full responsibility. In the case of the retailer, how-
ever, the responsibility would be not only for the taxes due but like-
wise would operate as a guaranty to the Government for any fines or
penalties,

11. That the taz as now imposed is not “pyramided” by reason of
a pereentage “mark-up”; that all handlers of liguor fiw arbitrary
amounts on each transaction in dollars and not in percentages; that
the dollar element would remain constant regardless of the cost of the
goods to manufactwrers, wholesalers, and velailers,

Wo are prepared to submit to the committee printed price lists
showing wEut are the retail “mark-ups” on practically all distilled
spirits now being sold throughout the country. These price lists are
compiled by manufacturers and establish the retail selling price.
They show that the “mark-up” is a definite percentage, ranging from
3315 percent to 40 percent on the cost of the goods to the retailers,
regardless of the price of the goods.

All retailing is done in all lines of business on what is known as a
retail “mark-up”, namely, a specified percentage on the cost to the
vendor of the goods. If the goods cost less, the “mark-up” in dollars
is less; if the goods cost more, the “mark-up” in dollars is more and
the percentage remains constant. Hence, if the goods included pre-
paid taxes, which on all liquors represent from two to five times the
actual value of the distilled spirits themselves, the “pyramiding” of
these taxes means that the consumer pays from 30 to 50 percent more
for goods which are tax paid than he would under the Copeland
amendment.

13, That the present high prices ave not due to ony “pyramiding”
but to the scareity of liguor of prime quality. That many brands of
domestic whisky are available «t $1 w quart end that more than one-
half of the whisky being sold today is $1.60 per quart.

There is no scarcity of liquor today. There are more than 235
million gallons in bonded warehouses; about 15 million gallons are
being added to these reserves monthly. The high price charged at
retail is caused primarily by the “pyramiding” of the tax, as shown
in Professor Studenski’s example which I gave in my statement.
This shows that liquor costing 1014 cents one-fifth costs the consumer
$1.50 one-fifth.

The average sale throughout the country is approximately $1 a
pint and this only recently due to the reduction of import duties

rincipally on Canadian whisky, which has been used as the basis
guring the last 2 years for all domestic blends.

In January 19386 import duties on Canadian whisky were reduced
from $5 per gallon to $2.50. Resultant retail prices again demon-
strate how duties and taxes are pyramided. For instance, on Scotch
liquor, coming into the United States under the now $2.50-per-gallon
duty, the retail price was reduced 90 cents a fifth or $10.80 a case
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containing 2-4/10 gallons of 86 proof. The actual reduction in duty
was $5.13 per case.” On Canadian Club, 90 proof, the duty reduction
amounted to $6.75 per case; the retail reduction to consumers $13.50
per case.

These two illustrations prove that duties and taxes, imposed at
the source, are pyramided as the product passes through channels
of distribution.

In conclusion, we should like to offer the suggestion that Senator
Copeland’s amendment be adopted for a period of 2 years in order
that a comparison may be made between the income derived during
the last fiscal year under the present method and the income which
will result from the operation of the method proposed by his amend-
ment,

I thank you, Mr. Chairman.

Senator King. Thank you, Mr. Greenhut. Mr. Berkshire, we will
hear you.

STATEMENT OF STEWART BERKSHIRE, DEPUTY COMMISSIONER,
BUREAU OF INTERIAL REVENUE, TREASURY DEPARTMENT

Senator Kixe. Have you any matters you desire to discuss before
the committee, and parficularly do you desire to male any observa-
tions concerning the testimony just given?

Mr. Bergsuire, Yes, sir; Mr, Senator, under the present system
of tax collection in the Treasury Department, the production of all
legitimate liquor in the distilleries and rectifying plants, industrial
alcohol plants, and brandy distilleries in the country, is under the
control and supervision of Government officials from the time that
the grain goes into the distillery until it is withdrawn from the cis-
tern room. proofed and weighed out by a Government officer, and
entered into a Government warehouse, which is under the supervision,
also, of a Government officer, who carries the keys to the warehouse,

The tax is paid upon the withdrawal from the warchouse, and we
understand this is the plan by which the tax is collected on intoxicat-
ing liquor in every country in the world, that when the spirits are
removed from the Government’s custody, the tax must be paid.

Up to that time we know that we are getting all of {he {ax on all
of the spirits produced in all of the distilleries in the United States.

Now, Mr. Greenhut has made the statement that somewhere along
the line, between that point and the point of retail sale, there is intro-
duced into that flow of liquors something in the neighborhood of,
as he says. 50 percent of illicit liquor sold behind spurious brands
and through counterfeit strip stamps, or stamps which have been pro-
cured through the loose handling of Government officers.

I take it that is a fair statement of what he has said.

We do not think that anything like that is happening at all,
under the present system,

Under the present system liquor may be bottled only in marked
bottles, the bottles manufactured under Government permit also,
and the bottles ave sold only to distilleries and rectifiers.

Into each of those bottles is blown the number representing the
permitee, the manufacturer who made the bottle; the number repre-
senting the registered distillery who purchased the bottle from him;
and the date; so that an officer in checking any retail establishment
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may examine the bottles and know the name of the manufacturer of
the bottle, and the person who packaged that bottle of whisky.

That is in addition to this strip-stamp provision which has been
discussed so much at length. The strip-stamp provision and the
bottle regulations go land in hand, and I want to say that these
spirits are bottled under the direct supervision of Government offi-
cers, either at the distillery at the time of withdrawal, if it is bottled
in bond, or by a rectifier under supervision of Government officers,
and only rectifiers and distilleries may bottle spirits for retail trade.

Senator Kinc. Are there many of those?

Mr. Berksuire. There are 379 rectifiers, 106 distilleries, and 158
banded distilleries in the United States. Those are the places where
we now supervise the bottling of the spirits which go into these
retail stores. The strip stamps arve issued by the Government officer
in this way:

The distillery must make application to the district supervisor for
the strip stamps required for his bottling activity for a stated length
of timej; that is approved by the district supervisor., It is then taken
by the distiller to the Collector of Internal Revenue and buys that
number of stamps. The stamps are not turned over to the distiller
or rectifier, but the Collector of Internal Revenue sends them to the
Government officer in charge at that plant, in whose custody they
remain at all times under Government lock and are passed out to
the rectifier or distiller for his day’s requirements, the tottling being
under the direct supervision of the particular officer who delivers
to him those strip stamps.

Senator Barkiey. The strip stamp is a little confusing, that is
just something put over the neck of the bottle indicating the tax has
been paid ¢

Mr. Beexsumee. Yes; it is a stamp put over the neck of the
bottle to show the tax has been paid. The tax was paid on the
barrel of whisky as it come out of the warehouse.

Senator Barxrey. And the color of the stamp, green, pink, or pale
red, indicates how old the whisky is?

Mr. Berxsuire. If it is o green stamp, it will state, for example,
produced in the spring of 1915 and bottled in the spring of 1934,
That is the old bottling-in-bond stamp, Senator.

The red stamp does not indicate the age of the whisky.

Senator Barxrey. That indicates it is newer than the other one?

Mr. Bergsuire, The label would probably indicate the age of the
whisky, in that case.

Senator Kine. But the strip stamp is the same whether it is aged
whisky or new whisky, if it is bottled in bond ?

Mr. Berksuire. 1f it is bottled in bond it will be a green stamp
and the red strip stamp is provided in the liquor-tax law of 1934, and
is applicable to liquor other than bottled in bond.

Senator Barkiey. What about liquors that sre not rectified?

Mr. Bergsmzge. Considerable liquors are reduced in proof by the
rectifier and bottled without rectification, but in either event the
strip-stamp provision applies just the saine.

The thing we want to emphasize is this, that no one can get pos-
session of those strip stamps except the distiller and rectifier, and
they are placed on the bottles as we see them every day in the store,
under the supervision of Government officers,
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On this question of counterfeiting stamps, there has been an occa-
sional case of the counterfeiting of the red strip stamp prior to 1
Year ago, when the requirement went into effect that these red strip
stamps must be serially numbered. .

That is a very important point. The Secretary of the Treasury
himself conceived the idea a year ago, when there was a certain
amount of counterfeiting cases showing up, that if a serially num-
bered stamp was used there would be no counterfeiting. When the
collector issues those stamps to the distiller he keeps a record of the
serial numbers for that plant, and inspectors use these records
checking stock in stores.  That 1s a thing which has practically cut
out counterfeiting of strip stamps.

An investigation by the office of Chief Moran of the Seceret Service
Bureau in the Treasury Department indicates that since stamps
have been numbered we have had only one case on record where
there has been an attempt to counterfeit these serially numbered
strip stamps. They must counterfeit the stamp; then they must put
on a counterfeit number, which will run into some serial number
already in effect.

: Selmt?or King. Do they counterfeit the serial numbers and avoid
the tax

Mr. Berksime. Yes; they attempt to counterfeit them, but when
they do then they duplicate them or get one that is not in existence.

ur inspectors and investigators each month are furnished with
the numbers in their district, so that when go around and investi-
gate stocks of goods they have the serial numbers of the stamps is-
sued during that month, and if other numbers show up, they know
something is wront immediately.

Senator Kina. Where there is opportunity of counterfeiting, if
that pro?perly expresses it, with the numbers duplicated, could that
be done

Mr. Berksuire, They would have to guess the numnber.

Senator Kina. Could they go around and notice the bottles on the

shelves of the retailer and get the serial numbers, or whatever there
is to identify the stamp, then go and counterfeit 1t ?
- Mr., Berksmire. They could. They attempt to counterfeit our
money, and they will attempt to counterfeit these stamps, and we
are watching it all of the time, but we know it is not anything like
a major problem today.

We know what the problem is, and we know they are making

bootleg liquor in illicit stills, and we think we know where it 1s
oing. o

8 It is going to the speak-easies and the dives, and it is being drunk

by those people who know what they are buying, and this proposed

plan does not touch that problem anywhere.

Senator Kixe. Is that liquor introduced to the public through the
licensed liquor dealers?

Mr. Berksiire. Noj it is not.

- Senator Kina. I was interested in the statement made by the
alcohol administrator in his report to the Governor of New Jersey,
or the legislature, I do not know which, in which he refers to the
large number of plants where this liquor is manufactured. What
kind of an explanation can you make of that?
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Mr. Berxsuire. Mr. Burnett is the commissioner up there, nnd
he works with us splendidly. 1 think he did make the statemwent
some 12 months ago he thought half of the liquor consumed in his
State was bootleg, and I happen to know he has withdrawn that
snd in recent statements has said the Treasury Department has
been doing a splendid job in enfovcing the law.

Senator Barkrry. It took the peolﬁe up there some time, I sup-
pose, to get out of the habit of making and drinking bootleg liquor.

Mr. BerksHIgre., Senator, a year and a half ago the legitimate dis-
tillery and the legitimate dealer had little to offer, and until legal
liquor came into existence the bootlegger did not have any competi-
tion.

In 1934 something like 35.000.000 gallons were produced, and in
1985 there were over 300,000,000 gallons produced, so that you can
see it will not be long before we will have a stock of liquor in the
country that will be good and within reasonable price range.

Senator BArkLEY, Kt the present time, anybody going into a retail
liquor store and seeing a bottle of liquor, whatever the brand may
be, with one of these stamps on it, he knows now with reasonable
certainty that liquor has heen manufactured under Government
supervision? :

Mr. Berksmge, That is correct,

Senator Barkrey. Suppose this plan is adopted, and you do away
with taxation at the source. and simply tax by putting a stamp
which has been paid for on a bottle by the retailer, from whatever
source he may get it, would the purchaser of that liquor, secing the
stamp, have any way of knowing whether it was purchased legiti-
mately, or whether it was bootleg liquor, except in case where there
are certnin well-known brands, which he would want and pay for,
but would he have any assurance in that case that the bottle had not
been refilled with some spurious produet and sold under the brand
he was familiar with?

Mr. Berksmire, No.

Senator Barkrey, I understood the witness to make the statement
today, one of his reasons for saying it would bring more revenue
vas that it would tax bootleg liquor at the point of distribution, and
the same sort of stamp would be put on it that would be put on all
other liquor, and the point I am raising is whether the public
would know when thev {)ought a bottle of liquor whether they were
getting the real or a spurious product,

Mr. Bezksmire. They would not know,

Senator BarxrLey. As a_matter of fact, would there be any reason
for Government supervision if you take away this supervision at
the source?

Mr. Berxsiire. We think we would still be required to supervise
the manufacture of spirits. If we are going to assume that the re-
tail dealer is going to make collection at the time of the retail sale
to the customer of the amount of tax which is owing to the Govern-
ment on that bottle of liquor, there must have been some supervision
somewhere in order to know the alcoholic content of that bottle,
whether it was 80 or 90 proof, in order that the vetailer might know
the amount of tax he is to collect.
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Senator Barkrey. He is not to collect the tax at so much per pint,
according to the size of the bottle, but he has got to ascertain the
contents, the alcoholic contents, so as to be able to fix the tax accord-
ing to the proof of the whisky which he is selling by the pint, or
guart, or whatever it may be. Is that true?

Mr. Berxsmire. I must say, the way the bill is drawn I cannot
tell whether it is contemplated they will pay so much a bottle or
whether they are going to estimate the tax on the basis of the proof
of the liquor in the bottle,

Senator Kixe. Under the present system the tax is collected based
on the proof?

Mr. Berksire, That is corvect, Senator.

Senator Kixg. Paid by the manufacturer, distiller, or rectifier?

Mr. Berksiire. The law as stated in the Copeland amendment is
the sanie as the present law, $2 per prnof-;m‘lon or $2 per wine-
gallon if below proof. Today the whisky 1s withdrawn from the
warehouse in the barrels, at 100 proof or over, so that they pay only
$2 per proof gallon, but under this plan, as I take it, if it is 80-percent
proof, that bottle of liquor must either pay a tax the same as 100
proof, or the retail dealer himself must estimate eighty one-hun-
(ll’(‘(:tlls in order to determine how much tax must be paid on that
bottle.

Senator Coprnaxp. Mr. Chairman, may I ask that Mr. Greenhut
answer that parvticular argument, as I am not myself technically
acquainted with it.

Senator Kixe. Certainly,

Mr. Grepnmur, Mr., Chairman, in the bill it says that liquor sold
at 100 proof would pay the $2 tax based on the 100 proof, but if below
proof 1t would be based on the wine-gallon. Is tf\nt right?

Mr. Berksuire, I am asking you.

Mr. Greesnur. That was drafted by the legislotive counsel of the
Senatce, and that is the way it reads.

Senator Kine, Is that the way you understand it?

b Mr. Greennur. Yes, sir.  The tax in the District is on the bottle
asis,

Mr. Bergsmge. It is on the bottle basis and not the proof basis?

Mr. Greenuur. That is right.

Mr. Berksmige. The man who sells liguor at 80 proof that came
out at around 60 proof is going to pay a tax much higher than $2 a
gallon, and the result of the Copeland amendment is to materially
increase the tax on liquors.

Senator King. Especially if diluted below a hundred proof.

Mr. Berxsmge., If it is reduced to 50-proof, he will pay at the
rate of $4 a proof-gallon, because he will pay twice as much tax, so
that the effect of the Copeland amendment will be to raise the tax
materially.

Senator Coperaxp. Mr., Chairman, in view of the fact I am not
technical in the matter, T vespectfully ask when such a point as this
is discussed, that My, Greenhut will he privileged to answer it.

Senator Kineg, Either that, or when the witness is through you can
ask Mr, Greenhut to reply to it.

Mr, Bergsuire. The effect, T {ake it, would be to encourage the
sale of liquors at high proof, which I understand is not the policy
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of our Government, but that the policy is rather to encourage the
consumption of liquors of lighter proof.

Senator Kina. ?f' it were sold by the bottle, then it would encour-
age the dilution below a hundred proof, and there might be more
bottles sold.

Mr. Berksiire. No, Senator; it would be the other way, it would
have just the opposite effect, becanse a quart of lquor at a hundred
proof bears a 50-cent stamp, and n quart of liquor at 50 proof bears
a 25-cent stamp, but under this plan, a quart of liquor at 50 proof
would bear a 50-cent stamp, the same as a hundred proof.

Senator Barkrey. Have you made any estimate of the number of
men who would be required to inspect all of these retail establish-
ments over the country, 225,000 establishments, and the extent of that
inspection, in order that the tax might be collected and the law
enforced ¢

Mr. BergsHIRE. Yes. Senator; we have thought a great deal about,
that, and we think it would take instead of our force of some 4,500,
at lleast 20,000, to check anything like adequately some 200,000 retail
outlets,

On the point of the 200,000 retail outlets, and one of the things
which was emphasized by Mr. Greenhut, particularly on the question
of profit that each one of these establishments must make in order
that he may stay in business, I might «ayv this:

That for illustration. in the State of New York, we checked 14,000
retail liquor dealers, and determined that only slightly over 1,000 of
those 14,000 were in the liquor business alone. and that almost 13,000
of them had taken out the occupational stamp.

Senator Barkrry., That is the $25 a year stamp?

Mr. Berksuire, Yes; that is correct. They had a stock of liquor
in connection with their drug store, grocery store, or other business,
so that this was a side line, and not the only business of the dealer,

Senator Baey. How many bonds would be required?

Mr, Berksuire, It would require some 200,000 bonds.

Senator Kina. Have you anything else, Mr, Berkshire?

Mr. Berxsmme. We have a plan in effect whereby all of the liquor
establishments in the United States are being regularly inspected,
and in connection with that inspection program we have made,
wlithin the last 12 months, more than 400,000 inspections in those
blaces,

l Senator Kiva. In various parts of the country?

Mr, Berxsuire. All over the country, and in cities of 100,000 pop-
ulation or more, they make regular inspections,

By those inspections we have discovered less than 15 percent where
there is any violation of law at all. More than 85 percent are oper-
ating strictly in accordance with all laws and regulations.

Of the 156 percent violating the law, 50 percent of them did not
have their occupational stamp. The other violations were failure
to have a stamp on bottle, which may have dropped, but in less than
one-half of 1 percent was there the sort of violation which Mr,
Greenhut described, that is, the introduction of illicit liquor through
spurious labels.

On January 2 T wrote a letter to each of the district supervisors,
requesting that they list all cases where they had found non-tax-paid
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liquor seized, and all of the details in connection with the report of
Tabels, stamps, and so forth, in connection with those seizures,
also asked for a statement of opinion as to whether they have a
problem in connection with the sale of non-tax-paid liquors, put up in
an imitation label, either with or without counterfeit stamps, and
say whether it is a major or minor problem.

{ have received letters from each of the 15 supervisors, and have
taken short excerpts from each of these letters, which I should like
to read in the record at this time,

They are as follows:

Boston district, which comprises Maine, New Hampshire, Ver-
mont, Massachusetts, Rhode Island, and Connecticut [reading]:

The duplication of domestic brands of liguor in packages used by the vari-
ous legitimate Americun firms has never galned a strong foothold in this
district,  There have been no proven cases of counterfelt bottled-in-bond
stamps.  There have been no proven cases of counterfeiting Internal Revenue
red evidentiary strip stamps. Since the advent of the serlally numbered red
evidentially strip stamp, there have been virtually no instances where a dupli-
cation of a domestle package has been found bearing such stamps. 'The loose
method of handling the old red strip stamp resulted in this stamp being
found on any type of puckage regardless of its contents, 'The indlciu bottle
has not been used in this area in the duplication of domestic brands. Shortly
after repeal and extending well through 1934, rare Instances, particularly in
the Maine aven, were found of duplications of American brands, but these
duplications were amateurish in character and were shinilar to duplications
during the prohibition era. The paraphernalin used was similar to that munu-
factured on a large scale in this country price to repeal. The strip stamps
were usually of the pale green varicty with the word ‘Export’ or some other
similur legend printed thereon. The use of thig stamp on a domestic package
would fmmodiatc v di Cose it as belag renk im'tation. It I8 safe to say that
since repeal there has been no major seizure of duplicating American brands
which would bear the scrutiny of any person at all well versed in the liquor
business, Duplication of this type of merchandise Is not considered a problem
in this district.

From the New York district, which comprises the State of New
York [reading]: :

It is believed that since the establishment of the retail liquor dealer inspee-
tion units, practically no Hquor dealers are, to any extensive degree, cm'rying
on their shelves or in their stocks any spurious liguors., If they have any
transactions along this line, it is done on the outside of their premises. The
digcoveries made by ithe retail liquor dealer inspectors have dwindled to a
matked degree since a year ago, as veflected by the reports rendered by the
retail liquor dealer units, It i3 belleved that insofar as the general sale of
spurious or non-tax-paid liguors as conducted through retail or wholesole
liquor stores is concerned, such a condition is surely under excellent control
and at a minimum.

From the Philadelphia district, which comprises the State of
Pennsylvania [reading]:

This problem has dwindled to the point where it has become a minor one,
and in each of the instances cited the seizures were so small as to have war-
ranted no attention during prohibition. It is not belicved that there is any
place in this district which deals in such counterfeits at this time, us in-
quirics by investigators have developed the information that, while the same
can be furnished, it is necessary to order them from out of the dlstriét.
Finally, in those instances where selzures were made, the stamps and labels
did not appear to be new and fresh, and it is a natural conclusion that the
same were manufactured during prohibition,
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- From the Newark district, comprising the States of New Jersey
and Delaware [reading] : '

Since the successful- seizure of the enormous quantity of labels and plates
as lsted in our cage N. J. 28, which involved the arrest of one George Mistler,
at 416 Central Avenue, Newark, N, J,, it is the opinlon of the Secret Service
representative and thig office that we have successfully: stopped the source of
supply for such spurious stamps and labels, ¥From a review of this type of
violation in this district, it is the opinion of this office that we now! have
under arrest or indictment all persons who have in the past been printing op
distributing imitation labels and counterfeit stamps and that this type of vio-
Iation i no longer u problem in this district.

From the Baltimore district, which comprises the States of West
Virginia, Virginia, Maryland, North Carolina, and District of
Columbia [reading] :

It appears from the reports submitted of the different States comprising
this district that the imitation-package problem has been greatly reduced, and
it is, as far as this district is concerned, a minor enforcement problem,

From the Atlanta district, which comprises the States of South
Carolina, Florida, Georgia, and Alabama [reading]:

It might be stated at the outset that the imitation-package problem in this
supervisory district is of a minor nuture. We rarely scize liquor bearing
counterfeit internal-revenue stamps or so-called cutting plants in this distriet.

From the Louisville district, which comprises the States of Ten-
nessee and Kentucky [reading]:

The use of elther counterfelt strip stamps or imitation labels in this distriet is
unusual. The few cases listed above were given wide publicity at the time of
the seizure and as a result the representatives of the various distilleries have
kept a close watch on the liquor stocks of the various dealers, thus eooperating
with this office in an attempt to stop the use of counterfeit strl) stamps and
imitation labels,

Recently we have received two reports of violations of this nature; one of
these has been investigated and found tu be false; the other is under investiga-
tion at this time, '

Nearly all of the non-tax-paid liguor sold in this district 18 sold as such in
[;mm bottles without any attempt being made to make it appear as legitimate
liquor,

From the Cleveland district, which comprises the States of Michi-
gan and Ohio [reading]:

You will note that there have been 31 cases made in this district since repeal,
wherein imitation strip stamps, labels, and bottles have been selzed containing
tax-unpaid spirits, It might be well to remember that this district has not con-
centrated on this type of violation, but has confined its efforts wherever possible
to the source of supply of illicit alcohol and moonshine spirits. In the last few
months we seem to be getting more of this type of violation, and in almost all
cases the imitations are of Canadian brands. The operations are by the old
cutting-and-bottling syndicates that operated during prohibition,

In Detroit the sale of this imitation liquor has been quite prevalent among
bellboys of certain hotels, selling to guests in the hotel who belleve they are
getting Canadian liquor brought across the river. It mighr be that the bellboy
himseif believes this, because it has been noticed that these illicit rectifiers have
been getting rather high prices for thelr imitations,

In Clevcland we have had two gangs, particularly, which seem to peddle thelir
imitation liguors in the smaller towns of Ohio, West Virginia, and Pennsylvania.

However, it is the opinion of this office that this form of violation is rapidly
belng curtailed, due to present bottle regulations, the inspections by the retail
liquor dealers’ inspection section, and a more concentrated drive on this par-
ticular type of violation,
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Chicago district, comprising the States of Wisconsin, Illinois, and
Indiana, reports [reading]:

It is only on rare occasfons that non-tax-paid distilled spirits bearing imita-
tion labels or counterfeit strip stamps ave found by inspectors or Investigators
of this district. When such spirits are found they ordinarily consist of one or
two bottles of “Three Star Hennessy” brand or some of the favorite brands of
Scoteh whisky which have been sold 1o dealers at regular prices,

It is the further opinion of this oflice that such traffic as is now being con-
ducted In non-tax-paid distilled spirits in this district is confined largely to the
so-calle | slum aren, or to the shipment of aleohol and other non-tax-paid spirits
to points In territories which arve elther classifled as “dry” or where State con-
trolled lquor stores are being operated.

New Orleans district, which ¢omrrises the States of Louisiana,
Mississippi, and Texas, reports [reading]:

In the San Antonio district, which ix comprised of the southern and western
Judicial distriets of Texas, there was no case mude in 1033 involving the subject
under discussion, During 1034 there was only one case made, while in 1935
there were three cases made,

In the Dallas district, composed of the northern and eastern judicial districts
of Texas, during 1934 there was one case involving this subject, In 1935 therve
wus one case involving this subject,

The records of the Mississippl district show thut there has been no selzure
since 1934 and 1935 involving this subject.

Investigator in Charge J. M. Koons, of the State of Louisiana, in
discussing this subject, makes the following statement:

It 18 my opinion that at the present time there is not any great traffic in
imitation labels, wrappers, corks, caps, bottles, and counterfeit stamps and other
paraphernalia going to make up imitation packages in this distriet. Instead,
the illicit trade is merely refilling empty bottles and selling them simply as cheap
whisky, with no claim whatever to the purchaser that he is getting the genuine
article, Strip stamps are not placed on the bottles, and alse plain, unlabeled
flasks are used,

The Kansas City district, which comprises the States of Missouri,
Kansas, Oklahoma, and Arkansas, reports [reading] :

The above-listed cases indicate that the use of fmitation labels and counterfeit
strip starps within this district is only occasional, and this office has been very
vigilant in watching for violations of this type.

The investigators of this district have been on the lookout for counterfeit
stamps, stolen stamps, or stamps being reused, and in addition, instructions
were issued to the retail inspectors to watch closely for imitation stamps in
all of thelr inspections of retail Hquor dealers,

In addition, we have been watching closely the samples transmitted to the
chemist for analysis, thinking that it might be possible that the investigators
were slipping up on such possibilities, but there are no indications that at this
time counterfeiting stamps or imitation labels and other paraphernalin are
being used in the distribution of ligquor within this district.

It i8 our belief that the situation is well under control and that non-
tax-paid spirits ave in the main being sold as non-tax-pald spirits, and not,
at this time at least, with any attempt to give the appearance of tax-paid.

The St. Paul district, which comprises the States of North Dakota,
South Dakota, Minnesota, Nebraska, and Iowa, reports [reading]:

There is set out above the analysis of the situation in thig district, as far
as the sale of non-tax-paid spirits under imitation label, wrapper, and
counterfeit or genuine stamps of the old issue, is concerned. This is a grad-
ually diminishing problem and at the present time is consldered a minor
enforcement problem in this district.
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The Denver District, comprising the States of Wyoming, Utah,
Colorado, Arizona, and New Mexico, reports |reading]:

The problem of counterfeit strip stamps, imitation labels, wrappers, etc.,
in this district causes us little concern, as we have never to any extent
been bothered by the sale or attempted sule of such liquors, which is well
proven by the fact that only two such cases, both minor ones, have been
made in the Thirteenth District since repeal of the eighteenth nmendment.

Our problem is almost wholly that of moonshine whisky, which, in most
cases, 18 sold as such; and little attempt, if any, is made to dispose of such
liguor as tax-paid.

It is felt, and is doubtless very true, that a certain percentage of non-tax-
paid liquors, both moonshine and rectificd whiskies, are being dispensed and
disposed of by way of the bar bottle; but the quantity, I belleve, is very small,
and does not offer a very serfous problemn even in thig district,

‘The San Francisco district, comprising the States of California,
Nevada, and Hawaii, reports |reading]:

Arrests, selzures, and investigation discloses at this time that the use of for-
eign or domestic labels or counterfeit strip stamps has practically ceased in
this area. It is to be presumed that dealers in set-ups or such imitation labels
and counterfeit strip stamps have discontinued such business, and the only
supplies of such set-ups are those that some few violutors may have in thelr
posse'.l:sion which they secured either prior to repeal or very shortly following
repeal.

The general use by violators of the new bhottles coming under regulations 13
is not a very serious matter. In no seizure which this office has made, have
we found that any viclator had any considerable number of bottles of one type
or bearing the same lahels. Where violations of regulations 13 have been dis-
covered, it has usually been in small quantities and the bottles have been of a
large assortment bearing different labels and probably coming from several
different sources. Deanlers in used bottles who formerly made a practice of
supplying bootleggers are very careful that their stock of such bottles contains
none of the new bottles coming under regulations 13,

The Seattle district, comprising the States of Washington, Ore-
gon, Montana, and Idaho, reports [reading]:

There has been no selzure made in this district since repeal of non-tax-paid
spirits under imitation label, wrapper, and counterfeit or genuine stamps of
the old issue. There is no evidence whatsoever that this practice is resorted
to in this district. Moonshine whisky in all instances is sold as moonshine
whisky., Cut-alcohol whisky is sold as cut-alcobol whisky.

Attention is called to the fact that Mr. Greenhut uses the system
of tax collection now in effect in the District of Columbia as an
example and states in effect that it is the same plan as he proposes.

L4 Al . . . .

The system used in the District of Columbia does not impose a
tax at the point of sale. The law requires the wholesaler to pur-
chase stamps r('prcsentmg t'he tax, which stamps must be placed upon
the bottles before the spirits are sold to the retailer. The only ex-
ception to this procedure is in the case of purchase by a retailer from
a distributor outside the District, in which case the retailer must
purchase stamps and place them on the bottles within 24 hours of the
time spirits are received by him,

It will be observed, therefore, that all stocks of liquor in the
District of Columbia must be tax paid at all times and that the
present system is not a tax at the point of retail sale, as proposed
m the Copeland amendment,

417¢5—pt, 3—36 5
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With reference to our statement as to 110,000,000 as against the
statement of Mr. Greenhut a moment ago of 150,000,000, or whatever
it was, for 5 years’ consumption before repeal, I have the exact
ﬁgl;rfﬂs for the 5 years before repeal, which I will read into the record,
as follows:

Gallons
For 1916 . 123, 860, 000
For 1916. 133, 850, 000
For 1917 164, 201, 000

That is the year before war prohibition, and they were getting
rid of their stocks. Then war prohibition came along and it
dropped to the following:

Gallons
or 1918, 90, 000, 000
For 1919 83, 000, 000

Then, national fpmhibition came along in 1920.

The average of those five sets of figures is in the neighborhood
of 119,000,000, and we have figures which we can produce, which
indicate ciearly that there is somewhere in the neighborhood of
9 or 10 million gallons per year which were withdrawn then tax-
paid and went into the manufacture of hair tonics and for other
industrial purposes, which are today withdrawn under our present
law tax-free.

That is how the average figure of 110,000,000 for the 5 years

before prohibition came about.
" The consumption this year will run in the neighborhood of 110,-
000,000. At the close of November 1935 the previous 12 months ran
something like 93,000,000, so you see we are rapidly approaching the
figure of consumption which existed prior to prohibition.

Senator Barkrey. What is the present tendency in the price of

whisky ¢
Mr. Berxsmire. The tendency of quality has greatly improved, as
it remains in the wood longer, and the price is lower. can say

today you can buy a whisky on the market at retail stores which has
been in the wood as much as 1 year for around $1.25 a quart. That is
something very near the old preprohibition price. I think they used
to pay a dollar a quart, 50 cents a pint, and 25 cents a half pint for
fairly good whisky in the old days.

Senator BaiLey. Not so fairly good.

; IIVIr. Berksuire. That was fairly good comparable to the prices of
oday.

Se{m.tor Barkrey. I saw alot of advertisements in yesterday’s Post,
Belle of Anderson, at $1.49 a quart, then I saw another brand $1.29 a
quart. This latter is a year old and the other, I think, is at least sup-

osed to be 2 or 3 years old, How does that compare, for that type of
iquor, with the pre-war price?

r. BergsHire. Very well; VOIX’ near the same price. I do not
think you could ever buy 2-year-old whisky much unci)er $1.50 a quart,
I understand that is correct—I would not attempt to be entirely cor-
rect there, but I think that is correct.

The Treasury prepared u memorandum which I expected to read.
I take it from the statement of Mr, Greenhut that he has seen that
memorandum, and he commented on the 12 points raised in the
memorandum. In view of the fact he has commented on the 12 points,
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1 do not think I will take the time of the committee in reading from
it, but X will introduce it for the record.

Senator King, It may be received.

Senator CoreLanp. How many inspectors did you say would be
necessary to make sure the retall dealers carry out the plan, if my
plan would be adopted ¢

Mr. Berksuire. That is merely an estimate, Senator, but if you are
going to make anything like a proper check of 200,000 liquor dealers
and be sure you are getting anything like the tax due, I should say it
would take 1n the neighborhood of 20,000.

Senator CoreLanp, How many have you now ?

Mr. Berksmire, We have in the neighborhood of 4,500-—that is,
taking the two branches of our service—one, the enforcement, which
looks after the bootlegger, catching the stili, and prosecuting cases,
and something like half of that is supervising legitimate operations,

Senator CoreLaNp. What is the average pay of these men'

l\gg.‘i}gomnsmnm. The average pay of these men, I would say, is $2,200
or $2,400.

Senator Coreranp. Then, if you had to have 15.000 more men at
$2,400 a year, it would cost $32,000,000, but by that expenditure you
would be sure these retail stores were carrying out the law and actu-
ally paying the taxes which are due to the Government; and if there
is possibility of any such saving as we have been alluding to, would
it not be a pretty good investment to spend $32,000,000 for the sake
of getting two or three hundred millions?

Mr. BerksHire. Senator, my answer must be this, T think it is
conceded the product of the illicit distiller is now being disposed of
throu%h the speak-casy, or the dive, and does not come near your
retail liquor dealer’s store.

We are collecting 99 percent of the tax on the legitimate product
under the present plan, and I understand that under the proposed
plan it is conceded it will not assist us in collecting the tax on the
strictly illicit product.

We think, instead of gaining anything, we stand to lose a material
fraction of the tax whic?\ we are now sure we are collecting,

Senator Bairy. How would it operate in the States where they
sell the liquor by the State?

Mr. BergsHIRE. State-stores plan, how would it operate?

Senator BamLey. Yes.

Mr. Berksuire. I would rather Mr, Greenhut explain that.

Senator Bamey. Do you not think the Federal Government could
control the sales tax on liquor sold in State stores?

Mr. Berksmme. We have had a case decided in Pennsylvania
within the last year in which the courts held that the Pennsylvania,
stores did have to pay the Federal tax on liquor.

S Sen%tor Bamey. That is not in the Supreme Court of the United
tates

Senator Kina. That was in the Federal Court?

Mr. Bergsmire. The Supreme Court of Pennsylvania held that, as
I understand.

Senator Coreranp. You made a point of the bottles, I take it fromn
your testimony you thought there was great safety there by reason
of the fact you supervise the bottles. What happens to those bottles
when they get empty, in my State of New York?
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Mr. Berxsmire. The law requires that they be destroyed.

Senator CoreLanp. Are they ¢

Myr. Bergsuire. I think so. We find bottles many times, and we
see that they are, when we locate them, but that is just another of
our problems in attempting to enforce the law.

Senator Corrraxp. If you had these inspectors, you would see the
were destroyed; but as a matter of fact I am advised that hundreds
of thousands of empty bottles are being purchased and used.

Mr. BERKSHIRE, \gTe do not think it is anythin% like that.

Senator BarkiLey. If anybody takes a pint of liquor out with him
and consumes it on the road and throws the bottle on the side of the
road, there is no way to prevent that, unless you have a lot of bottle
pickers-up. ‘

Mr. Berksuire. It is just another detervent. They are hard to get
in large quantities. If you were figuring on o man cheating the Gov-
ernment by picking up second-hand bottles, he might do it, and
coupled with his ability to get these strip stamps, he could do it, but
it is just another stumbling block for the bootlegger, and we think
it has been of great aid to us in enforcing the law.

Senator CoperLanp. My only anxiety is to help enforce the law,
and how and where we are going to get the money. I know of men
in New York who used to be ragpickers, and are now bottlegickers,
to use the language from Kentutﬁgv, and are now Iiicking up bottles;
what is being done with them I do not know, but I have a suspicion.

I want you to know, too, as far as I am concerned, I am not
reflecting on the Treasury one single bit. I know how hard a prob-
lem this has been, but if there is in this amendment a possibility of
increasing the revenue by a large amount of money by the expendi-
ture of some more money, it seems to be the logical thing to do.” That
is my idea.

Mr. BerrsHIre. We have never questioned the intentions of the
Senator, I am sure, one time. We cannot see the plan as a practical
one, Senator, that is all.

Mr. Hester, There is one point I might add. Yesterday in New
York we inspected indiscriminately in Itlanhuttan and in the Bronx
170 retail outlets and did not find a single violation, and within the
past few months in New York City the check of the revenue agents
and tie check of the men—Commissioner Valentine’s men—in 36,000
inspections during that time, they found only 168 retail dealers sell-
ing non-tax-paid liquor. They did find 600 who did not have an
occupational license, selling tax-paid liquor.

Senator Corrranp, Did your inspectors inspect each bottle and
check the serial number?

Mr. Berksmire. They do. When they make an inspection they gn
into the plant, and the only thing we have been accused of, I thirlk,
Senator Copeland, is of making too careful an inspection.

Senator CoreLaxp. You would not want to leave the impression
with the committee that the $25 stamp you spoke of is the only
expense involved in selling liquor, even though 1t is a side line?

Mr. Berksnige. No; they have the State license to pay.

Senator CoreLanp. And that costs about $1,200%

Myr. Berkstine. I do not think so, for the retailer, They vary in
each State, *
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Senator Coreraxp. The point involved, as Mr, Greenhut stated,
is that it would not. be possible to carry the overhead on the small
amount of gallonage. If there is a $1.200 tax, and I think that is
the tax in my State and city, that is $1,200 in New York City and
$800 in the smaller cities, there must be a profit to meet that expense,
as well as the smaller expenses.

Mr. Berksmue, That is true, and, of course, they are going broke
every day, and that is one of the points we make, as we do not
believe that class of individual who is operating on a shoestring
and going broke every day, is a proper person to collect taxes for
the Government. We think that would be one of our serions prob-
lems if we attempted to put this plan into effect.

Senator Barkrey. What would be the moral situation on the
question of consistency on the part of the Federal Government in
trying to stamp out bootlegging, with nonsupervised manufacturers
of it, and at the same time putting a tax on to raise revenue for the
Government, because, if I get this plan correctly, it makes it a legal
proposition for this retailer to buy the bootleg liquor from the manu-
facturer of the spirits, or from the bootlegger, and sell it over the
counter, provided he puts a strip stamp on 1t before he sells it.

Mr, Berxsmige. I think it would be a question whether this act
has the effect of repealing all of the revenue acts, which provide
that liquor must be made in a qualified registered distillery.

Senator Barxrey, Now, if the nonsupervised and so-called illegi-
timate liquor produced by the man who is not willing to come in
under Government supervision, shall have the same standing, be-
cause it has not paid the tax, what encouragement is theve for the
legitimate manifacturer to be legitimate ?

Mpr. Berksimire. None, I suppose.

Senator Kina. May I ask one question? Is bootlegging, from
1s(our <;xperiom-o, diminishing, I mean, the production of bootleg
iquor?

r. Bergsnire. Every evidence which comes into the Treasury
Department indicates that bootlegging is greatly on the wane.

The big racket has been broken up, and I want {o say this, in con-
nection with the statement about the still seizures, It’is a fact thot
we seize just about ns many stills today as we did last vear, but the
stills we scize today are of a capacity of one-half to one-third the
capacity of those which we seized a_year ago.

The big racketeer operated in a big way, and he had a big still, and
made his money fast. Those big rackets have been broken up. and
we know that a great many of those fellows are now in the peni-
tentiary.

As the result of that, as the capacity of the stills diminish, our tax
payments increase. In most places in the United States we have the
situation well under control.

Senator Coprrann. In regard to your inspectors, during the past
year, have there been many dismissals?

Mr. Berustire. We have dismissals right along.

Senator Corkraxp. Could you give us an idea of the number in
thinMt year?

r. Berksuire. You mean for cause?

Senator Corrranp, Yes.
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Mr. BerksHIre. I should say during the past year we would not
run more than one a month. I take it you mean our men have caught
in collusion with violators?

Senator CopeLanD. Yes,

Mr. Berksuire, I should say not more than 10 or 12 in a year.

Senator Coreraxp. They were dismissed because of collusion?

Mr. Berksuire. Yes, sir; that is correct.

Senator Kinc. Are you troubled much with bootleg liquor im-
ported, particularly since the last law we passed in which we created
a customs unit out on the high seas?

Mr. Berksuire. Noj that has been reduced to a minimum.

Senator KiNa. So that you do not have the boats out at sea as you
formerly had?

Mr. BerxsHire. That is right.  'We have not made a large seizure
of liquor within recent months, which we could determine definitely
as having been brought in.

Senator Barxrey. Most of the illicit stills being small, it is more
gasy t(; conceal a small one than a large one, and more difficult to

etect ?

Mr. Berksmine. That is correct, and as you break up these gangs
of individuals in large operations, they will scatter, and will invest
in a small pot still that they can move about. And it does not
involve as great a tax evasion as formerly.

The additional statement on behalf of the Department, which I
offer now, is as follows:

The Copeland amendment would have the effect of imposing the
excise tax on distilled spirits at the point of retail sale. In consider-
ifn lthis proposal, the discussion should fall under three heads, as

ollows:

First, present-day conditions with respect to production and sale
of illicit distilled spirits, that is, spirits not tax-paid.

Second, the present system of tax collection.

Third, the system contemplated by the Copeland amendment.

As to the first, the Copeland amendment assumes that bootlegging
is still rampant, on a very wide scale. Its proponents claim that
tax evasions now amount to from $200,000,000 to $300,000,000 an-
nually. They claim that a substantial proportion, if not a majority,
of retail deulers sell bootleg spirits to their patrons and customers.
They claim also that much of the supposedly legitimate spirits now
sold to the public is untax-paid spirits behind spurious labels bear-
ing either genuine strip stamps procured through the looseness of
internal-revenue regulations, or counterfeit stamps. The whole
argument for the 5opeland amendment depends upon these and
other similar assumptions.

None of these assumptions is correct. Bootlegging has steadily
diminished since repeal, due partly to more vigorous enforcement
methods by both Federal andp local authorities, and partly to the
steadily improving quality and the steadily diminishing price of
legitimate spirits,

The present-day consumption of tax-paid spirits, when allowance
is made for abnormal economic conditions, compares favorably with
pre-war consumption. During the 5-year period from 1910 to 1914,
inclusive, the total consumption of tax-paid-beverage spirits in the
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United States was approximately 127,000,000 gallons annually. Dur-
ing the 5-year period from 1915 to 1919, inclusive, the total con-
sumption of tax-paid-beverage spirits averaged approximately
110,000,000 gallons annually. During the 12-month period ended
November 30, 1935, the total consumption of the tax-paid-beverage
spirits amounted to approximately 90,000,000 gallons; and the De-
partment now estimates that during the fiscal year 1936 the total con-
sumption of tax-paid-beverage spirits in the United States will not
fall far short of the 110,000,000-gallon average which prevailed dur-
ing the 5-year period immediately preceding the adoption of national
prohibition.

If it is a fact that the Government is today losing from $200,000,-
000 to $300,000,000 in taxes on distilled spirits by reason of illicit
sales, this means that the consumption of bootleg spirits amounts to
from 100,000,000 gallons to 150,000,000 gallons a year; or, in other
words, it means that the total consumption of all distilled spirits ..
in the neighborhood of from 200,000,000 to 260,000,000 gallons a
year by comparison with a maximum preprohibition of approxi-
mately 127,000,000 gallons.

In comparing present-day consumption figures with correspondi
figures for the period prior to the adoption of the prohibition amend-
rent, some weight must, of course, ‘l;e given to the population in-
crease which has occurred in the meantime. Weight must be given
also in considering the figuves for the 5-year period from 1913 to
1919 to the fact that for many months this country had upward of
2,000,000 men overseas. It 1s considered fair, however, to offset .
against these abnormal circumstances the present abnormal economic
situation of the country in which a substantial proportion of the
population is unemployed and reduced to the barest necessities of life.

It is not to be supposed that there is no longer any important
traffic in illicit spirits. It is a fact, however, that such illicit traffic
as remains is almost entirely confined to sales made from. private
residence, speakeasies, dives, and other unlicensed places, with no
pretense whatever that the product is anything but bootleg liquor.
There are approximately 200,000 licensed retail dealers in distilled
spirits, including clubs, restaurants, hotels, taverns, and so forth, as
well as package stores, in the United States. During the past year
all licensed dealers have been subjected to routine inspection by the
Bureau of Internal Revenue and in all cities having a population in
oxcess of 100,000 this inspection is continuous. In maﬁing such in-
spections the Bureau of Interna! Revenue has encountered evidence
of illicit liquor in only a negligillc number of cases, certainly not
exceeding a half of 1 percent of the total number of places inspected.

In the days of prohibition it was common practice for bootleggers
to merchandise their product behind counterfeit labels, thus deceiv-
ing their customers into believing that the product was of legitimate
origin. This practice continued for a time after repeal, but due to
improved enforcement methods and to effective supervision on the
part of the Bureau of Internal Revenue, as well as to legislation
enacted by Congress controlling the manufacture and distribution of
liquor bottles, 1t has now virtually ceased to exist. Liquor bottles
can be manufactured only by companies licensed by. the Treasury
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Department. They can be sold only to registered distillers and
rectifiers, .

Strip stamps were provided by the Liquor Taxing Act of 1934 (Jan,
14, 1934). Although originally sold to wholesale and retail liquor
dealers to be affixed to floor stocks, they can now be produced only
by registered distilleries, rectifying plants, and importers. When so
sold they are delivered to Government officers at the plants, to be
issued by them from day to day to correspond to quantities of tax-
paid liquor bottled under their supervision.

All strip stamps are seriallv numbered and registered at the time
of sale in the name of the distiller, rectifier, or importer procuring
them, Under these circumstances it has hecome virtually impossible
for illicit operators to disguise an illicit product as legal or tax-
paid spirits.

All of the assumptions of the proponents of the Copeland amend-
ment are thus negatived by the records and experience of the Bureau
of Internal Revenue.

As to the second point, the present system of tax collection, the
excise tax on distilled spirits is now collected at the point of pro-
duction; that is to say, at the distillery and general bonded ware-
houses, and as to imported spirits, by customs officers in connection
with the collection of duties. The following is the number of bever-
age plants now in operation: 106 whisky, gin, or rum distilleries,
1(152 brandy distilleries, 176 bonded warehouses, and 363 rectifying

ants.

P All distilleries and warehouses are attended constantly by Gov-
ernment officers. Tax payment occurs at the time spirits are with-
drawn from warehouse under the supervision of these officers, All
spirits are withdrawn in bulk packages (barrels) and usually in
large quantitics. The number of storekeeper-gaugers assigned at
producing distilleries, warehouses, and rectifying plants is today ap-
proximately 1,200, and virtually the entire cost of liquor tax collec-
ti&)ins is represented by the salaries and expenses of this number of
officers,

Not only is the production and tax payment of spirits carried on
under the supervision of internal-revenue officers, but internal-reve-
nue officers hikewise are in constant attendance at all plants which
under the law are permitted to bottle spirits for retail sale. As
above stated, the manufacture and sale of all liquor bottles, as well
as the sale and distribution of strip stamps, are at all times kept.
within observation and control of internal-revenue officers for the
express purpose of preventing the introduction of untax-paid spirits
into legitimate channels of trade. The Bureau of Internal Revenue
is firmly of the opinion that this system leaves no loophole, save
for possible instances of collusion between producers and Govern-
ment officers, for ¢vasion of taxes or the introduction of illicit spirits
so far as licensed distributors and retailers are concerned. Such
trifling instances as have been found in recent months of illicit sales
by licensed places have heen found to be cases where unscrupulous
bartenders introduce untax-paid spirits in bottles after they have
been opened at the bar.

‘The third point, the system contemplated by the Copeland amend-
ment: The proposed system appears to contemplate tax payment of
distilled spirits by retail dealers at the point of retail sale, whether
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in unopened packages or by the drink. Tt is believed that a thor-
ough canvass of the subject matter covered by the previous discussion
will demonstrate that the present system is thoroughly satisfactory
and should not be superseded by any other system. Quite apart from
this, however, the proposed system appears to be wholly impracti-
cable. The following points should be noted:

First. The proposed system would obviously facilitate fraud on
the part of unscrupulous retail dealers. At the present time liquor
coming into their hands is tax-paid, except for such as may be surrep-
titiously introduced. Under the proposed system all liquor coming
into their hands would be un-tax-paid. Assuming their willingness
to defraud the Government—and this is one of the assumptions of
the proponents of the system—it would be relatively easy for them
to sell at least a portion of their merchandise without affixing stamps
to the bottle. This would be true even in the case of sales of un-
opened packages, but it would be true more particularly of sales by
the drink, where the package may not come into the view of the
purchaser. Under the tax-collection system now in vogue, as above
described, the Government receives exactly 100 percent of all excise
taxes due on distilled spirits produced by registered distilleries.
Under the proposed system the conclusion cannot be escaped that
the Government would be bound to lose some fraction, and perhaps
a substantial fraction, of such taxes.

Second. The proposed system, as admitted by its proponents, would
have no effect upon sales of bootleg liquor through unlicensed outlets,
such as dwelling houses, speak-casies, dives, and so forth. Except
for negligible quantities sold by licensed places through the device
of refilling bottles at the bar, this constitutes virtually the whole
traffic which exists today in un-tax-paid spirits.

Third. The proposed system would have the effect of increasin,
very substantially the raie of tax on distilled spirits. The amend-
ment provides for the collection of the tax at the rate of $2 for each
proof-gallon, or wine-gallon when below proof. This is apparently
considered by the proponents of the scheme to be a necessary arrange-
ment in order to provide some degree of uniformity and standardi-
zation in the issuance of stamps to be affixed to retail packages. It
would mean, however, that a quart of whisky bottled at 85 degrees
proof would pay the same amount of tax as a quart of whisky bottled
at 100 degrees proof, The rate, in other words, would be 50 cents a
quart, 25 cents a pint, 12.5 cents a half pint, and so on, without regard
to the alcoholic content of the spirits contained in the bottle. Bot-
tled mixed drinks, such as highballs and cocktails, frequently run in
proof at low as 25 degrees; that is to say, they contain as little as
125 percent alcohol. Under the proposed scheme such products
woulci be subject to tax in the same amount per bottle as full-proof
spirits—that is to say, spirits containing 50 percent alcohol.  The
effect of this provision, while securing the standardization and uni-
formity necessary to make the scheme appear to be feasible, would
be to put a definite penalty on alcoholic beverages of low alcoholic
content—a penalty which probably would be sufficient to drive these
commodities out of the market altogether in favor of beverages of
higher proof. A further result would, of course, be to bring about
a substantial increase in the cost to the consumer of all low-proof
beverages.
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If it should be said that this result is not intended and that the
real intention is that the tax shall be, as ii is at the present time,
proportionate to the alcoholic content of the beverage, the result is
even worse. There is no uniformity at the present time in the alco-
bolic content of different whiskies, gins, brandies, rums, and alcoholic
specialties. The standard proof is 100 degrees. Whiskies and gins,
however, are commonly sold at lower proofs, such as 93 degrees, 92
degrees, 90 degrees, and so on, down to 85 degrees. In the case of
cordials and liqueurs, the variation and the range of variation are
even greater. with respect to these commodities, the proof may ra,n%e
as low as 60 degrees. In the case of mixed drinks, such as highballs,
cocktails, and so forth, the proof may be as low as 25 degrees.

It would follow, if it is not intended to alter the present rate of
taxation, that stamps would have to be provided in an endless num-
ber of denominations for each bottle size, and that each retail dealer
would be required to select and affix the proper stamp to correspond
to the proof of the particular spirits in each bottle, There are at
the present time nine approved bottle sizes. If the tax is to be
imposed, as at the present time, on the basis of proof, this would
mean that every retail liquor dealer would be required to carry in
stock stamps of not fewer than 75 denominations for each bottle size,
or a total of 675 different denominations. Further comment on this
point is believed to be unnecessary.

Fourth. The cost of the proposed system would be very great, It
would involve the detailed checking of the accounts and records of
all retail-liquor dealers periodically by internal-revenue officers in
order to see that their tax payments corresponded, at least approxi-
mately, with their records of purchases and sales. Since there are
approximately 200,000 licensed dealers, a huge number of additional
employees, estimated by the Bureau of Internal Revenue at not
iewe(ll' than 20,000, would be necessary in order to insure against

raud.

Fifth. The proposed system contemplates that each distiller, rec-
tifier, importer, and wholesale and retail dealer, would give bond
%uaranteeing the tax payment of spirits produced or sold by him,

t is not seen how the proposed bondinﬁ system would be of advan-
tage to the Government.  This may be illustrated by the case of
the distiller who would be required to give bond to guarantee tax
gayment on a day’s Froduction of, say 1,000 barrels of whisky. The

istiller would sell this quantity to, say 20 different rectifiers. Each
of these 20 rectifiers would, of course, be required to give bonds guar-
anteeing tax payment uﬁon his portion of the total quantity.

The 20 rectifiers, to keep the case as simple as possible, would
bottle the spirits without rectification, and each would sell on to
say, 20 different wholesalers, each of whom would in turn be required
to give bond for the spirits bought by him.

We now have 400 wholesale dealers, each with a portion of the
original 1,000 barrels, which on an equal division would amount to
about 40 cases.

Each wholesale dealer would sell on to, say, 20 retail dealers, an
average of two cases to each such retail dealer. So that in the end the
original lot of 1,000 barrels would find its way into the hands of 8,000
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retail dealers, located in all parts of the country, who would put the
spirits on their shelves and sell, bottle by bottle, to the retail trade.

If the liquor were all bottled in quart coutainers, the number of
bottles involved would be about 400,000; if in pint bottles, the number
would be 800,000; if in half-pint bottles, the number would be
1,600,000. Retail sales of this imrticulnr lot would probably extend
over many months, and possibly years. The Department has been
unable to understand what evidence it could procure under these cir-
cumstances which would enable it to discharge the bonds given by the
distiller and, successively, the 20 rectifiers and the 400 wholesale
dealers to guarantee the tax payment made ultimately by the 8,000
retail dealers over this protracted period.

Sixth, It is claimed by the proponents of the Copeland amendment
that the effect of the amendment would be a substantial reduction in
the cost of alcoholic beverages to the consumer, 'This claim is based
upon the premise that under the Present system of tax collection at
the point of production, the tax is “pyramided” by reason of a percent-
age mark-up applied by all intermediate distributors through whose
hands the merchandise passes between the point of production and
tax lpa,yment and the point of retail sale. This premise is also consid-
ered to be unsound. Rectifiers, wholesale dealers, importers, and dis-
tributors generally add to the price of the product only their costs of
handling, including overhead, plus an amount calculated to enable
them to carry on their business profitably, It is believed obvious that
should spirits be sold ex-tax, prices charged by distributors would
continue to be influenced as they are today mainly by the close com-
petitive conditions that prevail in this market, and that in the end the
transfer of the tax to the retail dealer would have little, if any, effect
on the price charged the consumer,

It is important, in considering prevailing liquor prices, to under-
stand that at the time of repeal the stocks of distilled spirits in the
United States were extremely limited, and that there has always
been a scarcity of spirits of good quality. This, and not any system
of “pyramiding” prices, has been responsible for the high prices
which have been charged, and still are charged, for liquor of prime
quality. As to spirits of current production—that is to say, spirits
produced since repeal—prices are moderate. Notwithstanding the
higher rate of tax, spirits of fair quality can now be procured in all
parts of the country at prices comparing favorably with the prices
which obtained during the preprohibition period. Many brands of
domestic whisky a year or mors old and %in can be had at prices in
the neighborhood of $1 a quart or fifth, and, according to information
furnished by the Distilled Spirits Institute, more than half the
whisky being sold today is priced at less than $1.50 per quart. There
is no reason to suppose that under the present system of tax payment
the time will not soon arrive when distilled spirits of the best quality
will be available everywhere at prices but slightly in excess of pre-
prohibition figures.

Thank you.

Senator King. Thank you, Mr. Berkshire.

(Subsequently the clerk was instructed by the chairman to place
in 'the record the following communication received from the Secre-
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tary of the Treasury regarding the proposal offered by Senator
Copeland ;)
TREASURY DEPARTMENT,
Washington, February 27, 1936,
Hon. WirLiam H. KiNg,
United States Senate, Washington, D, C.

My Dear SENATOR KiINg: As you requested, Mr. Oliphant taiked with Mr.
Greenhut on Tuesday with reference to the proposed legislation sponsored by
Senator Copeland which would shift the collection of the excise tax and import
duties on distilled =pirits from the point of production or importation to the
point of retail sale,

Mr, Oliphant reports that Mr, Greenhut submitted no evidence or argument
in the course of the dixcussion which had not already been carefully considered
by officers of this Department, and I am compelled to say that the Department
must remain of the opinjon that his plan is impracticable, would be extremely
expensive to adminixter, would have no effect on the present illicit traffic in
liquor, and ‘would open the way to tax evasion and fraud with respect to the
spirits produced by legitimate distillers and imported by legitithate importers
upon which the Foderal excise tax and customs duties ave now fully paid at
the xource,

The views of the Treasury Department with respect to the proposed legisla-
tion were recently expressed at some length in a report (ransmitted to the
Joint Committee on Internal Revenue Taxation under date of November 18,
1935, which is undoubtedly available to you. Under these circumstances, it is
considered unnecessary for me to rehearse the objections to the Greenbut
plan at this time, It should be sufficient to sny again that all bevernge spirits
legitimately manufactured in this country sare produced at fewer than 300
distilleries, all of which are constantly attended by internal-revenue officers;
that all such spirvits ave tax paid at the time of withdrawal from bonded ware-
houses, of wh.ch there are fewer than 200, all likewise constantly attended by
internal-rgvenue officers: that the customs duty snd excise tax applicable to
legally infpor. ed distilled spirits are collected at the time of the importation of
such spirits or the withdrawal thereof from customs bond under the super-
vision of customs officers; that under the internal-revenue and customs regula-
tions now in force the Treasury Department is now collecting upwards of
$240,000.000 annually in excise taxes and customs duties applicable to such
spirits, with a minimum of administrative cost and inconvenience to the tax-
payers; and that under the present system there is no reason to suppose that
there is any loss of revenue whatsoever with respect to spirits legitimately
produced or imporied,

The Department naltm‘ully would view with great ('oncern any propmnl which
would require the release of gpirits from internal revenue or customs custody
to be manipulated, rectified, bottled, and packaged, and to move through the
customary trade channels into the hands of some 200,000 retail dealers with-
out the prepayment of internal-revenue taxes and customs duties, The col-
lection of the applicable taxes and duties from this number of retail outlets
under whatever system might be used would obviously entail tremendous
difficultier and expose the revenue service to such risks of fraud that the
adoption of such a system would be regarded as nothing short of disastrous.

Mr. Greenhut suggested that he was desirous of avoiding public hearings on
this subject for the reason that, as he said, he feared that an open discussion
of the proposal would reflect diseredit upon this Department. You, of course,
know that the Department has no such apprehension. Should the committee
conclude that public hearing®s would be desirable, the Department will be
glad to send its representatives for the purpose of furnishing any information
with regard to the proposal which the committee desires. It is suggested
that should a public hearing be decided upon, it would be advisable to invite
the appearance of representatives of the various trade groups which would
be affected by the proposal, that is to say, distillers, rectiflers, importers, and
wholesale and retall liquor dealers. )

Yours very traly, h

H. MORGENTHAU, JR.,

Booretary of the Treasury.
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Senator Kine. We will hear from Dr. Doran.

STATEMENT OF DR. J. M. DORAN, REPRESENTING THE DISTILLED
SPIRITS INSTITUTE

Dr. Doran. Mr. Chairman and Senators, I represent the Distilled

Spirits Institute, the trade association of manufacturing distilleries,
Discussing the Murphy amendment, it is a fact that ethyl alcohol
may be made from blackstrap molasses the same as ethyl alcohol
may be made from corn. Likewise. there is an ethyl alcohol made
from petroleum in this country and, if anything, is the superior of
both of them. I do not believe the Murphy amendment seeks to de-
prive the industrial users of the country of the cheapest and purest
raw material, ethyl alcohol, from whatever source, or by whatever
process it is produced.
" However, unless the use of ethyl alcohol from grain is confined
to use for beverage purposes a highly undesirable situation would
likely come about. Before prohibition about 70 percent of all bev-
erage spirits was the so-called blended whisky, the base being whisky
of the character made in Kentucky, taken to the rectifying plant and
blended there witli neutral spirits made from corn.

It has been my estimate that on account of the cheaper raw mate-
rial, particularly blackstrap, brought into seaboard plants, of which
there are just a few of them, owned by large corporations, the whole
price level will be reduced to the blackstrap price plus the conversion
cost.

Senator Bamey. You said it is just as good.

Dr. Dogran. I will say this, Senator: I do not think anybody can
tel] the difference.

Senater Bamey. What would be the ultirate effect 2

Dr. Doran. T would not say there would be any difference, but it
will have this economic effect; hundreds of men who have spent mil-
lions of dollars in plants in the West based on the F. A, C. A. regu-
lations as to the use of corn in spirits will have their businesses
destroyed, and the business would be transferred to a few seaboard
molasses plants, '

Senator BaiLey. It is your argument that it protects you?

Dr. Doran. It is an argument of the utilization of anywhere
from 25 to 80 million bushels of corn. While it is true that is
only a small percentage of the total corn used, yet it is a very sub-
stantial percentage of the corn that goes to market.

While the chemists are continually developing new processes at
cheaper prices—and I happen to be a chemist myself and have no
quarrel with that procedure—I do say if we are going to permit the
cheaper, or what I might say, synthetic substitutes, to continuall
whittle away the food uses for products of the farm, you will

see the time when we will not have anything like the use that we

have now, whether it is molasses, oil, or what,

.1 think the ordinary man in the street, whose opinion is worthy
of consideration, believes his whisky, whether it is good for him or
bad for him, whether he can tell the difference or not, is made from
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corn and is not made from blackstrap molasses or from rubber tires,
or petroleum,

do not think it is a question of whether it is just as good, or
whether he can tell the difference, but I think you are dealing with
principle of proper labeling, in conformity with the policy laid
down by Congress in its Food and Drugs Act.

I would not want the pharmaceutical people to be injured in the
slightest, and I think the amendment should make a distinction be-
tween beverage and nonbeverage use.

Senator Barkiey. This amendment does not prevent the manu-
facture of whisky, but you do not want to call it whisky, and what
would you want to call 1t ¢

Dr. Doran. I would call it imitation or compounded whisky.

Senator Barkrey. It is not an imitation it is real whislﬂv.

Dr. Doran. 1 am sorry to disagree with you, Senator. Historically
whisky is from grain spirits,

Senator Barxrey., Historically that was so.

Dr. Doran. Up to 60 days ago it was grain distillate,

Senator BarkrLev, If you cannot tell the difference according to
the algebraic rule, what is equal to the same thing is equal to each
other, then you are not denying the right to a thing to be labeled what
it ought to {)c, so that what will you call it, the proposed amendment
does not bar the manufacture of it, and you can go on making it out
of blackstrap molasses; but what will they call it if they do not call
it whisky?

Dr. Doran. I think they can call it imitation whisky.

Senator BaiLey. It is not imitation whisky.

Dr. Doraw. I think it is.

Senator BarLey. Rayon may be imitation silk, but it is not sold as
silk and it is not Iabeled as silk,

Senator Kina, Equally, would not corn whisky be an imitation of
blackstrap whisky ¢

Dr, Dorax. If there had been such a thing, I would say yes,
Senator Barkrey. What is troubling me, we are leﬁ;islatmg a legis-
lative function into existence; you are deciaring a thing not a thing
which it is.

Dr. Doran. Here is what occurred: Following repeal, the
F. A. C. A. made a regulation which had been adhered to up to the
last few weeks, following out the finding of President Taft, which
was developed from several years of vexgv intensive research and
inquiry, and which held that whisky was a distillate of grain.

Under the Revenue Act of 1917 discussed here before, it was re-

uired that the Commissioner make uniform rules with respect to
the marking of all mixtures, regardless of origin. That was aca-~
demic. Then war prohibition came on, and national prohibition came
before that act became effective, and when the repeal came, the
F. A. C. A, in conjunction with the food and drugs ;])eople went back
to the old Taft decision and said whisky is a distillate from grain
yet the Treasury Department feels they are bound by the terms o
the 1917-18 revenue act, which, as I say, was never operative in any
material degree.

I believe you can make blended whisky out of a distillate from
any source, and I want to say right now it will not be blackstrap.
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It, in all probability, will be petroleum, and in my humble judgment.
that is probably the cheapest raw material for the manufacture o
neutral spirits, and- I do not look on that with any degree of satis-
faction from the standpoint of the user or the distiller, particularly
the small distiller, and from the standpoint of the man in the street.

Senator Barxrey. What is the total production of corn in this
country in bushels?

Dr. Doran. It runs around 214 billion bushels, but the great bulk
is used on the farin,

Senator Bargrey, What is the proportion used commercially ¢

Dr. Doran. I understand less t?mn 10 percent goes to the market
and is sold as cash corn, that is, 25 or 80 million bushels that I speak
of placed on the market as cash corn, If the farmer is denied that
market, I suppose he will get along, but it is just one of those things
making it a little more difficult.

Senator Kina. Would not a part of what you call the cash market
be used for breakfast foods and such purposes?

Dr. Doran. I would not imagine there would be any great change
one way or the other, as to what goes into starch and breakfast
foods, and things of that sort. :

- Senator Kina. You do not say so, but do you think that the Con-
gress is bound by the regulations that may be promulgated by.the
Pure Food Administration? oo

- Dr. Doran. No, sir; I make no such statement. .

Senator Kine. If they ruled a certain thing was whisky and noth-
ing else would be calleg whisky, we would not be bound by that.

Dr. Doran. No; not at all. Not in any sense. I do think, though,
in all equity, when a market is now established, Congress ought to
protect that market and not permit a cheap material to work into
it. It is not depriving anyone of anything, but it is merely maintain-
ing a status quo. - :

Senator Kine. I recall several years ago when we were considering
a tariff act, some of the importers of camphor objected to synthetic
camphor and insisted that no synthetic camphor was as good as that

rown in the Orient, and it should not be sold, because 1t was inter-
ering with business set up in camphor. Do you think Congress
ought to have said synthetic camphor, which was as good or a little
better, should not be sold?

Dr. Doran. I think it should be so marked. 1 do know that oil
of wintergreen, distilled in Tennessee, is the same material, chemi-
cally, as methyl salicylate, which is made synthetically, and I think
the Department has attempted to maintain the distinction of mark-
ings in order to preserve what was a real, established industry; and
that is the only purpose of my discussing this Murphy amendment—
to maintain the status quo and not ruin people and deprive the
farmer of this very substantial market, .

- Senator BarkiLry. For my own information, who is urging this
amendment mostly; the {)r ucers of grain or the distillers of grain?

Dr. Doran. The distillers have hag nothing to do with it. This
is the first time I have discussed it. The American' Farm Bureau
Federation and a number of others interested in the use of farm
products have been very much interested in it.




268 LIQUOR TAX ADMINISTRATION ACT

Senator Barkrey. What is the proportion of this whisky pro-
duced from blackstrap and whisky produced from grain?

Dr. Doran. Up to now it is nil because none has been made. It
has been used in gin, but not in whisky, and therefore we have no
experience on the proportions.

enator Barkrey. When did they begin making whisky out of it?

Dr. DoraN. The regulations have just been made, as a matter of
recent days, and we have not yet felt the effect of it.

Senator Barxrey. Is there a plan for the manufacture of legiti-
mate whisky under Government supervision from blackstrap?

Dr. Doran, Now, I understand informally from the Treasury that
some molasses alcohol is now being used in blended whisky, but it
is a very recent occurrence. I will say there is a sufficient capacity
in the molasses distilleries to swamp this whole situation.

Senator Bamey. You do not think they will vapidly go into the
manufacture of whisky from petroleum?

Dr, Dorax. 1 think it will ultimately happen, if the people own-
ing the petroleum-alcohol business see fit to enter that oYeration.

Senator BarxrLey. What do you mean by saying it would be man-
ufactured on the seaboard?

Dr. Doran. For this reason: You have the molasses at the sea-
board ports in tank ships, and that would not be delivered in your
State, because you conlé not bring it up to your State,

Senator Barxiey. I understood you to say that if the distilleries
on the seaboard were at full capacity they could swamp this whole
situation. What did you mean by that?

Dr. Doran. There are eight or nine large molasses plants engaged
in making alcohol from blackstrap for commercial purposes, and the
market would follow the lower level that the distiller from corn
could not meet.

Senator Barkrey. Could you estimate the amount of blackstrap
produced in Louisiana and anywhere else in the States?

Dr. Doran. I think the figures quoted this morning show that
probably about five gallons are imported for every domestic gallon
used, but I have never known a single gallon of Louisiana molasses
being distilled for beverage purposes, and in the last few years not
for industrial purposes, because of the local feed value, as Congress-
man Dirksen pointed out, in mixing, makes it more valuable for
feed purposes than for distilling.

Then, there is some beet-sugar molasses produced in this country
that is more valuable for yeast plants. There is a lot of that molasses
distillation going on in Utah merely because of the fact the by-
product there costs too much to ship it to the eastern markets, and
1t is turned into industrial alcohol for local use in automobile anti-
freeze, but not any of that ever goes into beverage purposes.

Senator King. Is there anything further?

Dr. Doran. I would like to discuss Senator Copeland’s amendinent.

Senator Capper. May I ask you, is the Murphy amendment in the
present form all right, or have you any suggestions as to it?

Dr. Doran. It says for nonindustrial use, and I think it would
be pleasing to the druggists if it said nonbeverage use, or for other
than_beverage use, or something of that sort, becanse the phrase
“nonindustrial use” relates to the Lottle regulations of the Treasury,.
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but it would place all minor lots of prescription alcohol in this
beverage class, and I think it should be amended as to that phrase,
“beverage purposes”, to completely clear the pharmaceutical manu-
facturers of any fear of being imposed upon by higher-priced
material, and not being given a completely clear market.

On the Copeland amendment, superficially this would seem to be
a good thing for the distiller, and would save a lot of capital in-
vested, and the price would probably be reduced to the consumer,
but I discussed the matter at some length with Mr., Greenhut, and
listened carefully to what I considered a careful study of this matter,
and I have the following comments:

In the first place this amendment would seek to destroy the revenue
system in effect for 75 years, analogous to every revenue system in
every State which collects excise taxe~ on liquor, and which is a
modification of the English system, and they have, I think, the best
system of any state.

The question of bonds is what concerns me right away. There are
225,000 retail outlets, and presumably & bond must be executed on
each one. If we estimate the bond would be anywhere from 1 to
thousand dollars, we see that the final principal sum would run to
about 4 billion dollars.

In addition this amendment would not even relieve the distiller or
wholesaler from his bond liability, which could only be discharged,
as the amendment is worded, after the goods were sold to the cus-
tomer he might have,

We know just enough about the troubles of the retailer, and mind
you, we are not dealing so much with the package store because that
is not a problem at ali, he is pretty clean, and I am not saying the
others are not. clean, but here 1s the problem that would be met with
most of the retailers:

Most of our retailers are hotel and restaurant men and so-called
combination men. and it does seem to me a very grave thing to
impose on hotel and restaurant keepers the duties of keeping these
numerous records, keeping up the bonds, going to the collector’s
office every day, when there are 36,000 of them in New York City
alone, and many of them are very small businessmen, with a very
limited amount of capital.

On further examination, it seems to us that the exactions to be
made of the retailer would be most unreasonable, and we believe the
whole surety situation is unsound. We believe the premiums to be
paid on the $400,000,000 of bonds is unreasonable,

When it is all said and done, from what my experience has been,
we have had in the Treasury Department before and during pro-
hibition, a system which has been satisfactory, and I cannot conceive
a commissioner of internal revenue taking the responsibility for the
collection of liguor taxes, a very diflicult commodity to handle, with
295,000 outlets.

Personally T would not assume any responsibility to the President
or Congress for the collection of the taxes without an Army of men.

As much as I appreciate the very zood features of this, and I be-
lieve Senator Copeland conceived the idea very honestly and con-
scientiously, that this is a tendeney to increase the revenue and de-
crease the prices, but I doubt its practicability. :

41768—pt, 8—-36-——8
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While it would relieve the distillers—no doubt they could do busi-
ness on less capital—yet I do not think it would be a very good
thing for the Government.

Senator BargLey. Thank you, Dr, Doran.

We will hear Mr, Curtes.

STATEMENT OF MICHAEL CURTES, NEW YORK, N. Y., REPRESENT-
ING NATIONAL RETAIL LIQUOR PACKAGE STORES ASSOCIATION

Senator BArgLEY. On whose behalf do you appear? .

Mr. Curtes. On my own behalf, and on behalf of the National
Association of Retail Package Stores.

Senator King. That is off-sale stores? .

Mr. Cuortes. Yes, sir. I have a package store of my own in New
York. I was trying to understand the Proposition stated by Mr.
Greenhut in explaining Senator Copeland’s amendment. I was try-
ing t((l) understand how I would go about keeping the books and
records.

I was trying to understand where I was going to get all of the
money to hire the extra bookkeeper and to pay for bonds to carry
out tl()ie regulations that would be laid down if this amendment was

assed.

P I was trying to understand how I would figure out, if I had one or
two customers in the store, how much taxes I am to collect for that
particular bill, for selling that particular bottle.

I was trying to understand how I would figure out from a mathe-
matical viewpoint where I would start.

Some bottles come into our store for retail purposes that are
12-ounce bottles, some 16-ounce, and some 2314-ounce bottles, and I
was trying to figure out. how we would come to an understanding
whereby the consumers would not feel they were being cheated.

If this amendment were passed, I know that the consumer would
feel that the Government is allowing illicit and illegitimate and ver
unhealthy liquor to reach their stomachs. According to the amend-
ment, if a bottle of liquor is in my store, all I have to do is to put
a stamp on it for the tax, and sell it to the customer. The consumer
then begins to worry as to whether or not I bought that from a
legitimate distiller or whether I bought it from a bootlegger, the con-
sumer knowing, no matter where it came from, that the law is
covered when I put the tax stamp on the bottle.

The consumer today has all of the confidence in the world in the
bottle of liquor that I sell or that I show, and in most cases they are
women,

That will give you an idea, Mr. Senator, what the amendment
would do in our particular part of the country, while at this time the
consumers have the greatest amount of respect and confidence in our
tyge of stores, and they have no fear.

Senator BaARkLEY. Your argument is emphasizing the fact that all
of these women buy it for medicinal purposes,

Mr. Corres. Noj they don’t buy it for medicinal purposes; T beg
to differ. They buy it for cocktail parties and bridge parties. I
lImoHr t}?e consumer today has no fear as to the quality of the liquor

sell them, !
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Senator Kine. Do you think the purchasers have the same confi-
dence in all parts of the country that they have in you?

Mr. Curtes. In retail package stores throughout the country they
have the same confidence.

. Reports submitted to the Governor of New York by ex-Commis-
sioner Mulrooney stated that in the past year and a half there was
not one violation under the retail package store law in New York,
and he was proud to say that was a good example of true enforce-
ment and a good example of the system as set up by the State of
New York.

We have no such thing as bootleg merchandise in our stores; and I
feel bad to have a1 man come in here to back up some idea he has
and in order to carry it out, he throws at you that old bugaboo o
bottleggers and tells you about the package store in New York and
the amount, of bootleg liquor on the shelves; then along comes the
law-enforcement officer and the United States Treasury and tell you
that there has not been one violation in the past year and a half.

Whom must we belicve? Must we believe the man who tells you
that to back up his theory or the man who tells you the facts?

Senator Capper. You say there is no bootlegging going on?

Mr. Curtes. I say there is no bootleg merchandise carried or sold
in the retail package stores throughout the country, knowingly, by
the owner.

Senator Career. How about outside of the package stores?

Mr. Corres. I claim the amount of bootleg merchandise that is
sold through licensed outlets throughout the country is no negligible
it is not worthwhile talking about.

I also can purchase that $7.50 case of whisky the gentleman talks
about, but I have to go into some back alley where nobody is around
to have the transaction, which would never come from a licensed
dealer. The licensed dealer is proud of his franchise and will not
jeopardize it by making a few dollars on some shady transaction.

Senator Capper. To what extent is there bootlegging that is not
licensed ?

Mr. Cuortes. I cannot answer that question.

Senator Barkiey. It is all unlicensed.

Mr. Curres. I understand your question, Senator.

Senator Barkrey. How much of the traffic is bootlegging?

Mr. CurtEs. 1 could not answer that by trying to give you a false
impression I had made a survey on the bootleg%ing, in the same
way the statement of this gentleman was made, because he cannot
prove to me how much investigation he made and how many investi-
gators he had that he could prove how much bootlegging there was
in %‘he country. If he could-do it, the Government would have him
right away.

natoryBAnxLEY. If he could do that he would be valuable to the
Government.

Mr. Cortes. He would be so valuable they would take him before
he could leave the room.

In closing, I want to say that retailers, whether hotel owners,

ackage-store owners, or any other member of the industry, feel we
would not be able to carry out without a law whereby we would have
to keep up the books and records that are required by this act.
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Senator Bawky. Dr. Doran spoke of the sale of whisky made fronr
petroleum: do you think there is any likelihond of the American
people buying that sort of whisky if they found out it was made
from petroleum?

Mr. C'urres. Facing the consumer, as I do, about 16 hours a day..

I would say he would be afraid to buy it, because he would feel he
was buying himself a physic.

Senator King. Are there any other witnesses who want to be heard,
becanse the committee is going to close this hearing in a few minutes?

Mr. Warrack. I would like to be heard.

Senator Kine. Please come forward and give your name.

STATEMENT OF NATHAN N. WALLACK, PRESIDENT OF THE LIQUOR
DEALERS ASSOCIATION, STAR LIQUOR C0., WASHINGTON, D. C.

Mr., Warnrack. Senator Copeland, I believe, made the statement
that the dealers in the District of Columbia placed all of the stamps
on the bottles, but that is incorrect ; the stamps are not placed on them
by the retailer but are placed on there by the jobber before we get
them in our store.

He also made the statement our liquor board by the A. B. C. Board
was earning a very small amount of money, but we find that the
District of Columbia system of running may appear negligible to
some people. We know the A. B. C. Board has asked the Com-
missioners and the police department for help because it is difficult
for them to inspect all of the stores. and we know that the police de-
partment have two inspectors and a erew of eight men going around
examining the stores, and for that they are appropriating money from
the police fund.

Senator BarkLey. How many outlets are there in the District of
Columbia ?

Mr. WarLack. Four hundred package stores.

Senator Barkrey. How many retail stores are there altogether?

Mr. Warrack. You mean selling off sale and on sale also?

Senator BarkLEY. Yes; altogether.

Mr. Warrack. 1,800. A great many dealers in the District of Co-
lumbia are very anxious to sell their stores. Only last week six stores
were advertised in the local newspapers for sale.

In most cases where arrests were made in the District of Columbia
for liquor violations it was found that it was legitimate tax-paid mer-
chandise, only it was sold after hours,

Tt would cause a stifling of most of the small dealers throughout.
the United States if this amendment should be adopted.

Senator Kixe. You mean the Copeland amendment ?

Mr. WarLack, Yes, sir.  The good reputation most of the small
liquor dealers bear now warrants the wholesaler in extending themn
credit: and if this new law is passed, it would mean an additional
expense of the bond and an outlay of about $3,000, and that, of course,
would drive all of the small dealers out of the business. ’ .

Senator Baiey. What wonld be the expense of the bond ?

Mr. WarLack. I carry a stock of $40,000, and my bond would
probably be rather high. :

Senator Baieey. Do you not have a bond to the District now ?

Mr. Warnack. Yes, sir,

e —m— - e
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Senator Bamey. How much is that?

Mr, Warrack. I think it is a very small amount.
| Senator Barkrey. Your bond now is obligating vou to observe the
aw,

Mr, WaLnack. Yes; in case I am fined.

Senator BarxLey, If this bond provided here was given, it would
guarantee you would turn over to the Government all of the money
you collected, and it would be a large amount, and a higher premium,

Mr. Warrack, Yes, sir.

Senator BawLey., You could probably get a cash bond.

Mr. Warrack. Noj I would get it from the bonding company, if
I could get it.

Senator Barmey. This bond vou have now, it is to secure payment
of fines in case you are convicted ?

Mr, WarLack. Yes, sir, .

Senator KiNe, Thank you. Will the next witness come forward?

STATEMENT OF W. M. KOCHENDERFER, HOTEL ASSOCIATION OF
WASHINGTON, D. C.

Mr, Kocuesperrer, Mr, Chairman, I would like to submit this
statement on behalf of Mr, H. P. Somerville, representing the Ameri-
can Hotel Association legislative committee,

Senator Kine. Is it in favor or opposed to this amendment?

Mr. KocHENDERFER. Opposed to it.

Senator Kine, You may proceed.

StarBMENT SvsMITeEDd sy H, P, SOMERVILLE, REPRESENTING THE HotsL
ABSOCIATION

Representing the American Hotel Association, which comprises a membership
of over 5,000 hotels in the United States, T wish to express our disapproval of
the proposed amendment by Senator Copeland to revolutionize the method of
collecting the internal revenue on distilled spirits in the United States,

Just what particular results would acerue to the benefit of the Federal Gov-
ernment or the ultimate consumer of alcoholic beverages is not apparent.
Whereas a distillery invariably produces but s limited number of various kinds
of spirits as to proof, ete, also a limited number of sizes, it is not
difficult for that particular distillery to handle the payment for the necessary
stamps, and to have sufficient stamps on hand to cover the various sizes and
qualities of spirits that they manufacture. On the other hand, a retailer, such
as hotels, would probably be compelled to carry hundreds of different-priced
revenue stamps in order to cover the diversified merchandise that they must
keep on their shelves. Placing the burden on the retailer would result in chaos,
unnecessary additional expense in bookkeeping, etc., plus the enormous amount
of money necessary for the Government to set up an inspection service adequate
for the number of retail dealers throughout the country.

We strongly urge the rejection of this amendment and the continuation of the
present system which fs not alone practicnl and satisfactory at the present
time, but was in like manner satisfactory for 75 years previous to the advent of
prohibition,

STATEMENT OF MANUEL J. DAVIS, COUNSEL FOR THE NATIONAL
ASSOCTIATION OF RETAIL LIQUOR PACKAGE STORES

Mr. Davis. Mr. Chairman, there were assertions made as to the
law of the District of Columbia by Mr. Greenhut which were un-
founded and unbasie, and if the committee desires a brief submitted,
I would be glad to submit a brief covering the point as to the placing
of stamps, and also the amount of taxes.
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Senator Kine. You may submit it, and the committee, if it feels
the situation calls for its insertion in the record, it will be inserted,
but you must submit it tomorrow.

My, Davis, I will be glad to do so,

(Subsequently the following brief was submitted by Mr. Davis:)

BrickF COVERING THE MANNER, PLACE, AND TiME WITHIN WIHICH TO AFFIX
StAMPS ON DISTILLED SPIRITS IN THE DISTRICT OF COLUMBIA

Mr. Greenhut, appearing in behalf of the Copeland amendment, which was
offered to the subcommittee of the Senate Finunce Committee hy Senator Cope-
land, made various statements as to the method by which stumps were affined
to distilled spirits in package form. The statements made by Mr. Greenhut
relative to this phase of the District law are unbasic and without foundation.

I quote section 26B of the liquor regulations of the District of Columbia,
which set out the manner, place, and time within which stamps must be affixed
to packages of distilled spirits in the District of Columbin, It can be readily
nl(l)twl that it is the exceptional case when the law requires the retailer to affix
the stamp:

“1. Manufacturer in District of Columbia to affic stamps.—On all beverages
manufactured in the District of Columbia hy n licensed manufuacturer, the
stamps so required shall be affixed to the immediate container, as the same is
hereinafter defined, of the beverage if the beverage is sold by such manufac-
turer in broken-case lots. If the beverage is sold or delivered by such manu-
facturer in unbroken-cuse lots, the manufacturer shall either affix the staxps
to the immedinte container, as the same is hereinafter defined, or affix the
stamps by placing the required number of stamps in an envelope and firmly
and securely affixing the envelope containing the stamps to the outside or caxe
container of the beverages.”

In all events the stamps must be so affixed by the manufacturer before the
beverage is removed from his warehouse or licensed premises.

“2, Wholesaler in District of Columbia to afiz stamps.—(a) Upon beverages,
except taxable light wines, imported or brought into the District of Columbia
by any licensed wholesaler, the stamps shall be aflixed by the wholesaler to
the immedijate container, as the same is hereinafter defined, of the heverage
if the same is sold or delivered in broken-case lots. On beverages, except
taxable light wines, imported or brought into the District of Columbia by any
licensed wholesaler and sold and delivered by him in unbroken-case lots, the
wholesaler shall either aftix the stamps to the immediate container, as the
same is hereinafter defined, or aflix the stamps by placing the required num-
ber of stamps in an envelope, firmly and securely affixing the envelope to the
outside or case container of the heverages. In all events the stamps must be
aflixed bhefore the removal of the beverage from the place of business or ware-
house of the wholesaler for delivery to a purchaser,

“(b) Upon taxable light wines imported or brought into the District of
Columbia by any lcensed wholesaler, the stamps shall be affixed to the imme-
diate container, as the same is hereinafter defined, within 24 hours (exclud-
ing Sunday from the count) after such wines are received at the licensed prem-
iges of the wholesaler and before such wines are sold by the wholesaler,

“3. Retailer to effiz stamps.—Upon neverages purchased outside the District
of Columbia by any licensed retailer, the stamps 8o required shall be affixed by
the retailer to the immediate container, as the same is hereinafter defined,
within 24 hours (excluding Sunday from the count) after the beverage is re-
ceived at the licensed premises of said retailer and before the beverage is sold
by the retailer. Upon beverages purchased by a retailer within the District of
Columbia from a licensed manufacturer or licensed wholesaler and upon which
the stamps have not been affived to e timuediate container, as the same is
hereinafter defined (the stumps being in an envelope attached to the outside
container), the retailer shall aflix the stamps to the immediate container of
the beverages within 24 hours (excluding Sunday from the count) after such
beverages are received at the licensed premises of the retailer and bhefore sait
beverages are sold by such retailer.”

Pursuant to an act of Congress, passed during the first session of this Con-
gress, the Commissioners adopted section 11 of the regulations, whick regu-
lation, in effect, further restricts the placing of stamps on packages of distilled
spirits. Section 11 is quoted as follows:

“(a) No licensee shall purchase any beverages within the District of Colum-
bia for resale except from the holder of a license to sell such beverages to
such licensee for resale,
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“(b) No licensee holding a retailer's license, class A, B, C, D, or B shall
transport, or cause to be transported, into the District of Columbla, any alco-
holic beverage (except the regular stock on hand in a licensed railroad club or
dining car or passenger-carrying marine vessel, and beverages owned by a
retail licengee at the time of the adoption of this regulation) : Provided, how-
ever, that the Alcoholio Beverage Control Board may issue a special permit or
permits to the holder of a retailer’s license to transport, or cause to be trans-
ported, into the District of Columbia, alcoholic bevernges which said Board
is satisfled that beverages bearing the same brund or trade name are not
obtainable by such retnil licensee from a licensed manufacturer or wholesaler
in the District of Columbia in such quantity as reasonably to satisfy the im-
mediate needs of such retail lcensee. Such perinit shall specifically set forth
the quantity, character, and brand or trade name of the beverages to be
transported and the names and addresses of the seller and of the purchaser.
Such permit shall accompuany such beverages during their transportation in the
District of Columbia to the licensed premiges of such retail licensee, and shall
be exhibited upon the demand of any police officer or duly authorized inspector
of the Board. Such permit shall, after said beverages are received by the
retail licensee, be retained by him and shall be marked “cancelled” by the
retail licensee as soon as the stumps denoting the payment of the tax to the
District of Columbia are affixed to said beverages. Bach holder of a retailer’s
license who shall have transported, or caused to be transported, into the
District of Columbia, any alcoholie beverages during any calendar month, shall,
on or before the 10th day of the succeeding month, furnish to the Board, on a
form to be prescribed by said Board, a statement under oath showing the
quantity and character of each brand of beverages so transported, the name and
address of the seller, the number of the special permit, and the date of receipt
of such beverages by such licensee.”

Summarizing this phase of the District of Columbia liguor laws, it can be
readily ascertained that the retailer can purchase stamps for distilled spirits
for only that merchandise which is not handled by a local wholesaler. This
merchandise amounts to less than 10 percent of all the distilled spirits sold in
package form in the District of Columbia.

Mr. Frurios, Mr. Senator, Mr. Harry L. Lourie, the executive
secretary of the National Association of Alcoholic Beverage Im-
porters, was very anxious to appear and be heard, but he was
unavoidably celled to New York, He did not learn of the hearing
unt:; last night, and he would like to have the privilege of filing a
brief.

Senator King. He may do that, but it will have to be done
promptly.

Mr. Fiuoius, When may it be filed ¢

Senator Kina. Just file it as soon as you can.

Senator BaiLey. Is that on the Copeland amendment?

Mr. Fiuius, Yes.

(Subsequently the following letter was submitted by Mr. Harry L,
Lourie, executive secretary, National Association of Alcoholic Bev-
erage fmport;ers, Inc.:)

STATEMENT IN OPPOSITION TO SENATOR COPELAND'S AMENDMENT H. R. 9185

NATIONAL ASSOCIATION OF ALCOHOLIC BEVERAGE IMPpoRTERS, INC.,
Washington, D. C., March 9, 1936.

Senator Wirriam H. King,
Chairman, Subcommitiee, Scnate Finance Committee,
Washington, D. .

Dear SenaTor Kine: This association, representing more than 90 percent of
the total importations of alcoholic beverages in the United States, desires to go
on record as being opposed to the amendment proposed by Senator Copeland
in H. R. 9185 with respect to a change in the method of collecting internal-rev-
enue taxes on imported and domestic distilled spirits, This association, after
careful examination of available public facts, as well as of the facts in its
possession, does not believe that the proposed legislation will increase the
revenue of the United States $300,000,000 a year, nor does it believe that it
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will destroy bootlegging, smuggling, and other illicit operations, Its position
is summarized below :

1. An examipation of the tax-paid withdrawals of United States' whisky for
the years 1934 and 1935 indicates that in 1935 the withdrawals were approxi-
mately 62,000,000 gallons of whisky, which is only slightly betow the quantities
tax paid and withdrawn in the preprohibition period, 1910 to 1918, The tax-
paid withdrawals of imported whisky for 1934 and 1835 were between three
and four times as great as the quantities prior to prohibition. The sharp in-
crease in revenues collected by the Federal Government in 1935 over 1934 is in
itself a sufficient indication that the operations of bootleggers and smugglers
are definitely on the decline.

This association has spent considerable time and money in investigations
with respect to illicit operations. It abandoned such work in the spring of
1935 when It became convinced that the Federal Government, through its
own operations, had reduced the illegal sale of distilled spirits in wet States
to & minimum. An indication of the decline in illicit operations is shown by
the fact that in Chicago, which at one time was the hotbed of bootleggers, one
group offered members of this association for a rather small sum the dies
which they had used for counterfeiting labels and capsules on foreign spirits.
This association feels convinced that the efforts of the Treasury Department in
the past 2 yeurs have reduced bootlegging to a minimum. We admit that the
illicit @istillation of spirits has not been stopped and we do not feel that it ever
will be stopped since in certain sections of our country it has been going on
for a hundred years. It is our beliet' that illicit operations in the United
States may be divided into the following classes:

(@) Illicit distillation of spirits to be distributed mainly in dry States or in
States having a liguor-store monopoly.

(1) The smuggling and sale of tax-puaid legal spirits into dry States and into
States malntaining a liquor monopoly.

We do not believe that in retail package stores there is any important sale
of illicit spirits. The records of the Alcohol Tax Unit indicate a continuous
check-up of the operations of retail establishments.

2. The tax-collection system' proposed to our mind will be difficult to enforce
und may result in losses of revenue. There are 235,000 establishments in the
United States holding retailers' tax stamps issued by the Treasury Department,
The physical impossibility of maintaining a close supervision over every one
of these retail outlets ix obvious, It is from these retail establishments that
the tax would be collected under the proposal, Contrast collecting the tax
from 235,000 individual business establishments with the present system
whereby the tax is collected from some 300 distillers and 600 rectifiers, In
the case of importers, the tax is collected by the customs at the time of with-
drawal of the goods fromn customs custody. Obviously, it is easier to collect
the tax at the source from approximately 1,000 individuals than it would be
to collect it at the point of distribution from some 235,000 individuals. The
cost, of collecting the tax to the Government would increase tremendously and
at the same time it is doubtful if a control could be exerted to prevent evasion
of the payment of the tax.

3. The proposal would not stop hootlegging in the United States. It might
resuit, if effectively enforced, in the collecting of the internal-revenue tax on
illicit spirits, but it would not stop the manufacture of the spirits. It might
result in the introduction of fllicit spirits in legal channels and the tax being
collected on such spirits, It is obvious that under the present and proposed
system illicit operators, even if their products finally paid the Federal taxes,
could still operate at a profit, because they do not pay the occupational taxes
imposed by the States, nor do they operate under the heavy bonds required by
both the Federal and State governments.

4. The cost of the necessary bonds would definitely offset any of the benefits
the consumer is supposed to obtain through the proposed method of collecting
the tax. Under the amendment, bonds to cover the taxes involved would have
to be posted by distillers, rectifiers, importers, wholesalers, and retailers. At
the present time wholesalers and retailers and importers do not post bonds.
Bonds are posted by distillers and rectifiers to cover their general operations.
Presumably the new bonds would be in addition to those now required by the
Government. It is estimated that the bonds which would be required by the
amendment would amount to the amazing sum of bhetween 300 to 400 million
dollars a year,

It is donbtful if the bonding companies could afford to issue such large
sums of bonds for a particular industry at a low rate. Many bonding com-
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panies could not afford to take on more than a small percentage of their total
business in the form of honds for the liquor industry, The bulk of the honding
costs would fall on the retuil establishments which at present represent the
weakest chain in the financial structure of the liquor industry.

5. Retailers would face a difficult financial burden if they had to advance the
funds for the Federal taxes, At the present time retailers purchase goods at
a price which includes the various taxes involved, Their business is financed
on such a basis. If the system is changed and retailers purchased their goods
on a tux-free basis, it would be necessary for them to change thelr financial
set-up in order to obtain funds for the purchase of the Federal tax stomps.
Furthermore, the cost of doing business to retailers would he greatly increased
not only because of the time it necessarily will take for a retailer to aflix the
proper stamp to the particular bottle in question, but also because of the
necessity of keeping close and accurate records for the Federal Government,
The question of the stamps, themselves, represents am interesting problem.
Distilled spirits of various kinds are not sold in uniform bottles, For whiskies,
ging, rums, brandies, and similar distilled spirits, the following-sized bottles
are allowed: 1 gallon, % gallon, 1 quart, 45 quart, 1 pint, % pint, 2 ounces,
1.6 ounces, and 1 ounce,

For cordials, liqueurs, and similar specialties, there are no standards, and
it is a well-known fact that the bottles vary in size from a 1l-ounce container
up to a l-quart 2-ounce container, There are encountered in the trade, par-
ticularly with respect to imports, cordials, and liqueurs, not only in bottles
varying by an ounce from i ounce to 34 ounces, but varying in fractions of
an ounce. The tax stamp would have to be one which exactly coincided with
the quantity of spirits in each bottle. Furthermore, the alcoholic proof of all
of these spirits varies tremendously from as low as 25 proof in the case of
mixed distilled spirits, such as highballs, to as high as 152 proof in the case
of certain rums. Thus an impossible tax-stamp situation is presented, We
estimate at least 1,000 different stamps would have to be employed in order
for the retailer to place a stamp on the bottle which accuvately reflects the
necessary tax, We regard this feature of the bill as impossible of achievement
without greatly increasing the costs to the retailers. It is, of course, obvious
that in the 235,000 retail establishments any number of errors will be made
with respect to the aflixing of the proper tax stamp to the proper bottle,

6. In the case of importers there will be a divided tax collection. Collectors
of customs will exact the usual tariff rates from imported spirits, but the
internal-revenue tux will be collected presumably from the retailers. Never-
theless, the importiers will be held responsibe under a bond for the collection
of the proper internal-revenue tax after the goods have left customs custody.
At the present time all taxes are collected ut the time of withdrawal from
customs custody and the importer who distributes the goods is relieved of any
further requirements under the bonds he has filed with collectors of customs.

7. ¥For probably 2 or 3 years retail establishments would have on their
shelves tax-paid goods which they have purchased under the present system
as well as tax-free goods which they would purchase if this proposal is adopted.
The confusion attendant by the maintaining of a stock of goods of such mixed
elements is obvioux., The difficulty of controlling such a situation appears to
us insuperable.

CONCLUSION

This association feels that the present tax system which has been followed
in the United States for almost a hundred years should not be abandoned at
this time. The system is similar to one adopted by the leading spirit-producing
countries of the world. 7The proposal overlooks the important fact that in
addition to the Federal taxes which are collected with respect to distilled
spirits practically everyvone of the wet States imposes a State gallonage tax.
The State gallonage taxes are collected at various points and such collection
is usually indicated by the affixing of a stamp to the bottlc. Obviously, uni-
formity in tax collection cannot be achieved when both the Federal and State
Governmenty are collecting different taxes from the same product. We belleve
that there is no merit to the contention that the Federal Government has been
deprived of $700,000,000 revenue with respect to spirits, Nothing has been
shown at the public hearings to prove the validity of the claim, We, therefore,
respectfully recommengd that the Senate Finance Committee reject the proposed
amendment because it is not only unworkable but will not achieve the ends
claimed by its proponents.

Respectfully submittead.
Harry L, Lourig, Ezccutive Secretary.
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STATEMENT OF JAMES P. McGOVERN, GENERAL COUNSEL FOR
THE INDUSTRIAL ALCOHOL INSTITUTE, INC,, NEW YORK CITY

Mr. McGovern. Mr. Chairman, at the last session, you gave me
permission to file a brief after the Treasury submitted its amend-
ment, and I would like to ask if there will still be time for me to
submit for the record such a brief?

Senator Kine. You mean in reply to the amendment?

Mr. McGoverN. Yes. There are two amendments, one to section
308, as to which I would like to submit some further statements, if
the Treasury Department and ourselves do not reconcile our differ-
ences.

Senator Kina. What is the amendment?

Mr. McGoverN. That is the amendment that seeks to amend sec-
tion 602 of the Revenue Act of 1918. That was a statute relatin
solely to alcohol, which antedated the passage of the National
Prohibition Act. In looking up in the Code Revisions, I find it was
superseded by title 3 of the National Prohibition Act and has not
been carried into official or the Annotated Code and I am appre-
hensive lest any attempt to revive that statute for the purpose of
the registered distilleries, especially if similar language be used,
might actually jeopardize the objects and the purposes of title 3.

Senator Kine. 1 su%gest you confer with MI; Hester, and if you
go_ n;ot reconcile your differences opportunity will be given to file a

rief.

Mr. McGovern. I would also like to set forth here at this time a
bulletin I prepared for the members of the Industrial Alcohol Insti-
tute on a tgature of the Murphy amendment which was just slightl
touched upon today. I did not intend to appear as a witness at ali
but Senator Capper wanted to know whether, if this amendment were
not entirely satisfuctory to the proponents, was there any amendment
that might be suggested.

Dr Doran spoke about the possibility of the pharmaceutical inter-
ests being affected. Having that in mind, and having reached the
conclusion that the amendment as drawn would seriously affect the
status of ethyl alcohol under the Food and Drugs Act and other laws,
for medicinal purposes, and mind you, I am addressing myself
entirely now to the nonbeverage uses of alcohol, my institute not
having taken any stand as such, on this beverage phase, because this
is primarily an Industrial Alcohol Institute, but, of course, if the
amendment be not adopted, then the neutral spirits or ethyl alcohol,
as the law now provides, could be utilized for all lawful purposes.

I would like to have in the record this bulletin which confines itself
to that rather serious effect, which the passage of the Murphy amend-
ment might have on the status of ethyl alcohol under the EYood and
Drugs Act for medicinal purposes.

My own opinion is that as drawn, the Murphy amendment pro-
vides that ethyl alcohol for medicinal purposes could only be that
made from grain, despite the fact that according to the United States
Pharmacopoeia the specifications of alcohol would be identical re-
gardless of the source from which it comes,

Senator Kine. We would like to have that bulletin in the record.

Mr. McGovern. The bulletin is as follows (reading):
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BuLreriN No, 2256.—Rgk H. R. 9185, ALCOHOL ¥oR MEDICINAL PURPOSES

Situations are constantly arising which seriously affect, if not threaten, the
status of industrial alcohol and the utmost vigilance is required to keep
abreast of abrupt and unexpected changes. The provisions of new laws and
regulations must be studied carefully, and frequently interpretations’ are dis-
covered which, althought not intentional, may result in a subsequent con-
struction causing no end of mischief. If the purpose and policy of proposed
laws and regulations be sound, there should be no occasion for ambiguity in
the language employed to establish them,

A study of the provisions of the amendment proposed to H. R. 9185, as set
forth in Bulletin No. 2248, dated February 5, discloses the possibility of a dan-
ger of the type above indicated and which, it is believed, is worthy of careful
consideration,

Under such proposed amendment it is provided that “no product shall be
labeled or advertised or designated as neutral spirits, * * * for nonindus-
teial use if distilled from materials other than grain * * *” It is also
therein provided that “the term ‘neutral spirits’ includes ethyl alcohol” and
that the new restrictions are “for the purposes of the Federal Alcohol Admin-
istration Act, the Food and Drugs Act, as amended, and of any act of Congress
amendatory of or in substitution for either of said acts.”

There are two provisions in such proposed amendment which stand out im-
pressively and attract immediate attention; first, the reference to and inclusion
of the Food and Drugs Act and, secondly, the declaration that “the term ‘neu-
tral spirits’ includes ethyl alcohol.”

The Food and Drugs Act is not referred to or mentioned in the Federal Alco-
hol Administration Act, the purposes and objects of which, as stated in the
introductory clause, are “To further protect the revenue derived from distilled
spirits, * * * to regulate interstate and foreign commerce and enforce the
postal laws with respect thereto, to enforce the twenty-first amendment, and
for other purposes.” There can be no reason for applying restrictions relating
to the labeling and advertising of ethyl alcohol “for nonindustrial use” to the
purposes of the Food and Drugs Act, if distilled from materials other than
grain, unless it be that ethyl alcohol to be used as i medicine or drug must be
distilled or produced from grain.

The efforts to exclude the medicinal use of ethyl aleohol under the various
codes adopted under the National Recovery Act may be recalled. The regula-
tions issued by the former Federal Aleohol Control Administration, however,
persisted in classifying the medicinul use of ethyl aleohol as a nonindustrial or
beverage use (F. A. C. A. Regulations No. 4, relating to the nonindustrial use of
distilled spirits, approved January 22, 1935, sec. 3, subsec. ¢), and the sale of
ethyl alcohol in containers of 1 gallon or less, except anhydrous alcohol, and
alcohol withdrawn for tax-free purposes were deemed to be nonindustrial or
beverage use (regulation no. 4 above, sec. 4, subsec, b).

The Federal Alcohol Adminisiration Act, approved August 29, 1935, relates to
distilled spirits, including ethyl alcohol, “for nonindustrial use” (sec. 17 (a).sub-
sec. 6) instead of distilled spirits “for beverage use” as previously covered by
the aforesaid codes. There may have been a subtle reason for this change of
expression, but it seems clear that the use of the spirits was to determine the
application of the statutes and not the inherent character or properties of the
spirits themselves, The present reference to the “nonindustrial use” in the
Federal Alcohol Administration Act, must he assumed to be the same as the
reference to “beverage use"” previously employed in the aforesaid codes adopted
under the National Recovery Act,

In the regulations issued under the Federal Alcohol Administration Act the
use of distilled spiv!ts. including ethyl aleohol, as a medicine is still regarded
a “nonindustrial use” or beverage use (regulations no. 2, approved Dec. 20,
1935, sec. 2, subsec. b) and the sale of distilled spirits, includlng ethyl alcohol,
in containers of a capacity of 1 gallon or less, except anhydrous alcohol and
alcohol withdrawn tax free, is still deemed to be for “nonindustrial use” (regu-
lations no, 2, above, sec. 3). In this connection reference should be had to
the preambles and resolution adopted at a meeting of the board of directors
of the Industrial Alcohol Institute, Inc., on October 24, 1935, copies of which
were attached to Bulletin No, 2177, dated October 29, 1935. Interested scien-
tific socleties and trade organizations communicated directly with the Admin-
istrator of the Federal Alcohol Administration and the Secretary of the Treas-
ury in vigorous support of such preambles and resolution.
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The only )ustification for the inclusion by regulation of the medicinal use of
cthyl alcohol as a “nonindustrial use” under the IFederal Alcohol Administration
Act Is presumably based upon the theory that the latter act was enacted to
carry forward tlie purposes and policies of the aforesaid codes under the
National Recovery Act.

The bisic purposes of the I'ood and Drugs Act (act of June 30, 1806) are to
prevent the manufacture, sale, or transportation of adulterated or misbranded
food and drugs. The bill, 8. §, now pending in Congress, constitut's u goneral
revision of such Food and Drugs Act and extends its provisions to cosmetics
and “devices,” There is no reference in the Food and Drugs Act to the in-
dustrial or nonindustrixl use of distilled spirits or the beverage or nonbeverage
use of same, The operations of such aet are confined to the character and
guality of the articles cnumerated and not primarily to their use, The term
“drug” as defined in the Food aund Drugs Act (see. 7)Y includes “all medicines”
and preparations recognized in the United States Pharmacopoeia and is fur-
ther defined in 8, 5, referred to above (see. 201, subsee. b) as “all substances
and preparations recognized in the United Stales 'harmacopoein.”

It is hardly nccessary to refer to the fuct that cthyl alcohol has long been
recognized in the United States Pharmacopoeia and other authorities as one
of the most essential and impoertant drugs or anedicines vital to the public
health. It isx suflicient to herein state that the United States Pharmacopoeia
recognizes and accepts ethyl alcohol as a definite chemical substance regard-
less of the materinls from which it is distilled or produced provided that it
conforms to the specifications therein set forth.

While the use of distilled spirits, including ethyl aleohol, in the manufacture
of medicinal, pharmaceutical, or antiseptic products is considered as an “in-
dustrial use” under above regulation no. 2 of the Federal Aleohol Administra-
tion, the use of ethyl alcohol as such “as a medicine” is regarded as a *“non-
industrial use.” At this point it should be noted that the Secretary of the
Treasury is required to approve regulations issued under the Federal Aleohol
Administration Act (see. 2, subsee. d), and that he also is authorvized, with
the Secretary of Aericulture and the Secretary of Commerce, to make regtla-
tions to carry out the provisions of the Food and Drugs Act (sec. 3y, 1f,
therefore, the medicinal use of ethyl aleohol is carried forward as a “uonin-
dustrial use” in construing the provisiong of the Food and Drags Act and to
effectuate the purposes of that act, as contemplated by the amendment under
discussion, it follows that ethyl aleohol, ineluded in the term “neutral spivits”
could not be labeled, advertised, or designated as neutral spivits, for nonin-
dustrinl or medicinal use unless distilled from grain, Also, if the term “neutral
spirits” Is to include “ethyl alcohol”, the provisions in the proposed amendment
are likewise susceptible of the construetion that even *“ethyl alcohol” could
not he labeled, advertised, or designated as “ethyl alcohol” for nonindustrial
or medicinal purposes unless such ethyl aleohol itxelf s (distitled or produced
from grain. It is not now claimed that such provision could be so construed
but it might be,

Assuming administrative policies find it necessary to restrict the uxe of all
distilled spirits, including cthyl aleohol, for nonindustrial or bevernge pur-
poses to these spirits only which are distilled from grain, it is submitted that
the industrial or nonheverave use of spirvits, especially cthyl alcohol, should
not he sabjected 1o the doubtful construction and uncertainties which the
proposed amendment ereates,

All interests coneerned with the industrial or nenheverage uses of ethyl
aleohol, particularity the representatives of pharmaceutical associations and
scintific societies who have heretofore approached me on the subject, <hould
study carefully the provisions of the amendment in question and promptly
take such action as they feel necessary and proper,

(Mr. McGovern subsequently submitted the following:)

T1i INDUSTRIAL ALCOHOL INSTITUTE, INO.,
420 Lexington Arenue, New York City, February 1936.

BULLETIN NO, 2248

Re propesed amendment to I, R. 8185,

The Congressional Record shows that Senator Louis Murphy, Democrat, of
Towa, submitted yesterday an amendment to be proposed by him to H. R. 9185,
Such amendment reads as follows:
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“Sk, —. (a) For the purposes of the Federal Alcohol Administration Act,
the Food and Drugs Act, as amended, and of any act of Congress amendatory
of or in substitution for either of said acts, no product shall be labeled or adver-
tised or designated as neutral spirits, 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) l’1"ho fifth paragraph of section 605 of the Revenue Act of 1918 is hereby
repealed,’

H. R. 9185 is the omnibus bill referred to in previous institute bulletins. It
passed, the House August 22, 1935, and is now the subject of hearings before a
subcommittee of the Senate Finance Commitiee.

The text of the fifth paragraph of section 605 of the Revenue Act of 1918, as
amended, will be found in bulletin ne, 2225, dated January 16, 1936.

JaMEs P. MoGOVERN, Gencral Counsel.

INDUSTRIATL ALCOHOL INSTITUTE, INC.,
420 Lexington Avenue, New York City, Junuary 16, 1936.

BULLETIN NO, 2225
Re H, R. 10200.

Attached hereto will be found copy of H. R. 10200, being “a bill to repeal the
fifth paragraph of section 605 of the Revenue Act of 1918, as amended” (U. 8. (',
1934 ed,, title 26, sec. 1151 (*-1). It was introduced on January 14 by Repre-
sentative Hverett M. Dirksen, Republican, of Illinois, and has been referred
to the Committee on Ways and Means.

The paragraph of the above-mentioned statute which would be repeated by the
enactment of H. R. 10200 reads as follows:

“All Qistilled spirits or wines taxable under this section shall be subject to
uniform regulations concerning the use thereof in the manufacture, blending,
compounding, mixing, marking, branding, and sale of whisky and rectificd
spirits, and no discrimination whatsoever shall be made by reason of a differ-
ence in the character of the material from which same may have leen
produced.”

The foregoing paragraph was originally incorporated in section 304 of the
Revenue Act of 1917, approved October 3, 1917, without, however, the words
“or wines”, which were included in the above-quoted paragraph of section 605
of the Revenue Act of 1918, approved February 24, 1919.

Section 805 of the Revenhue Act of 1918 is that which imposes “a tax of
30 cents on each proof-gallon and a proportionate tax at u like rate on all
fractional parts of such proof-gallon on all distilled spirits or wines hereafter
rectifled, purified, or refined in such manner, and on all mixtures hereafter pro-
duced in such manner, that the person so rectifying, purifying, refining, or
mixing the same is a rectifier within the meaning of section 3244 of the revised
statutes, as amended: Provided, That this tax shall not apply to gin produced
by the redistillation of a pure spirit over juniper berries and other aromatics.”
For the purposes of this bulletin it is not deemed necessary to quote the complete
text of such section 605.

JamEs P, McGoverN, General Counsel.

{H. R. 10200, 74th Cong., 2d sess.)

IN TiE HOUSE OF REPRESENTATIVES,
January 14, 1936.
Mr, Dirksen introduced the following bill; which was referred to the Com-
mittee on Ways and Means, and ordered to be printed:

A bill to repeal the fifth paragraph of section 605 of the Revenue Act of 1918,
as amended

Be it enacted by the Scnate and House of Representatives of the United States
of America in Congress agsembled, That the fifth paragraph of section 605 of
the Revenue Act of 1918, as nmended (U. 8. C, 1934 ed title 26, see. 1151 (c¢)
(1)), is hereby r«npealed
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JaMES P. MOGOVERN,
COUNSELOR AT LAw,
Washington, D. C., March 7, 1936.
Hon., WirriaM H. King,

Chairman, Subcommittee, Committee on Finance,

United States Senate.
Re section 308, H. R. 9185.

DEAR SENATOR KING: In accordance with the permission given to me at last
evening’s session of the public hearings on H. R. 9185 to supplement my views
for the record, I would now direct attention to a situation which impresses me
as quite limportant in regard to section 308 of H. R. 9185, amending section 602
of the Revenue Act of 1918,

It is understood that the Treasury Department has furnished amendments to
the bill which include radical changes in said section 808. The observation
herein made relates to the purposes and objects of such section as it appears
in the original act, and any amendment now propesed to such section should be
considered in view of the original intent,

I am, as you may know, very much interested in this section as it relates to
alcohol, and reference may be had to the correspondence addressed by me to you
under date of January 17, 1936, and which is set forth in part 1 of the hearings
held January 13, 15, and 16, 1936, at pages 121 to 127.

Section 602 of the Revenue Act of 1918, now sought to be amended, consists
of four paragraphs. This section appeared in the official 1025 edition of the
Code of the Laws, title 26, the separate paragraphs being sectionsg 369, 370, 810,
and 322, respectively. The section also appeared in title 26 of the United States
Code Annotated at sections 369, 370, 310, and 322, The proposed amendments
(sec. 308, H. R. 9185) relate to the first paragraph of section 602, same being
section 369 of the code,

The code was revised and a new edition issued in 1934. Title 26 of the United
States Code Annotated was also revised in 1935, new volumes issued covering
such title, and the provisions relating to distilled spirits are found in volume 3,
embracing sections 1150 to the end, The sections, as contained in the original
1925 editions, were renumbered in the new 1935 editions, and in the front of
the new volumes of the annotated code (title 26) will be found a Table of Cor-
responding Sections showing the section number of the 1925 edition and the
corresponding number in the new 1935 edition,

In the new 1935 edition, after the reference to section 369 (which, as above
stated, constitutes the paragraph of sec. 602 now sought to be amended) the
statement is made that such section was superseded by chapter 3 of title 27.
Section 869 of the 1925 edition of the official code does not now appear in
the 1935 revision nor does such provision appear in the 1935 edition of the
annotated code.

Chapter 3 of title 27 of the United States Code Annotated, which, as above
stated, superseded section 369, constitutes title III of the National Prohibition
Ahct re(l]uttng to industrial aleohol and still appears as chapter 8 of title 27 of
the code.

It is, therefore, most interesting and impressive to note that the authorities
who revised the code, both the official edition and the annotated code, were of
the definite opinion that the first paragraph of section 602 of the Revenue Act
of 1918, now sought to be amended, had been superseded and taken over by
title III of the National Prohibition Act and was therefore regarded no longer
applicable, necessary, or proper. This is also a very strong indication that
section 602 in question related solely and exclusively to alcohol as distinguished
from other spirits. It is possible that such section may have been expressly
repealed but, if not, it was the view of the revision committee in charge of
revising the code that such section had been superseded by the provisions of
title III of the National Prohibition Act and was therefore inapplicable and
unnecessary. Title III Is, as you know, still in effect and has, in fact, been
reaffirmed, broadened and strengthened by subsequent legislation (Liquor Law
Repeal and Enforcement Act, approved Aug. 27, 1985).

It being, therefore, most convincingly shown thet the first paragraph of
section 602 of the Revenue Act of 1918 (26 U. 8. (.. A. 369) relates exclusively
to alcohol, any amendment to such section should now be considered in its
relation to alcohol, No modification or change in the section should be ap-
proved which in any way whatsoever adversely affects the production, ware-
housing, distribution, or use of alcohol in accordance with the purposes and
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objects of title III of the National Prohibition Act and regulations issued
thereunder,
With assurances of esteem, I remain,
Very sincerely yours,
James P. MCGOVERN,
General Counsel, the Industrial Alcohol Institute, Ino.

Senator Kinag. Is there anything further from any witness? Do
you desire to say anything further, Judge DeVries?

Judge DEVries. We have nothing further.

Senator Kine. At this point I desire to submit for the record a
letter I have received from Mr. H. E. Howe, of the American Insti-
tute of Chemical Engineers.

(The letter referred to follows:)

Hon, WiLriam H, Kine,
Chairman, Senate Finance Committce,
Washington, D, C.

DEeAR SENATOR KING: As chairman of the industrial alecohol committee of the
American Institute of Chemical Engineers, an organization of approximately
1,400 technical men, I wish to have placed in the record the opposition of that
body to the amendment proposed by Senator Murphy, of Iowa, to H. R, 9185,

The proposed amendm:at is to a bill drawn to insure the collection of reve-
nue on intoxicating liquor, to provide for the more efficient and economical
administration and enforcement of the laws relating to the taxation of intoxi-
cating liquor, and for other purposes. The amendment undertakes to define
according to its source a perfectly definite identifiable chemical compound,
namely, ethyl alcohol. The American Institute of Chemical Engineers as such
is not. directly concerned with the nonindustrial use of ethyl alcohol, where it is
affected by the Federal Alcohol Administration Act, but it is convinced that it
is both unsound and unwise to set up for this or any other purpose a definition
of a chemical compound as something derived from a particular source in
fontradlstinction to the established properties of the product, regardless of how
t is made.

The basic purposes of the Food and Drug Act are to prevent the manufac-
ture, sale, or transportation of adulterated or misbranded food and drugs, but
there is no reference in the Food and Drug Act nor in the bill 8. §, now pend-
ing, to the industrial or nonindustrial use of distilled spirits or the beverage
or nonbeverage use of alcohol, The Food and Drug Act has to do with the
purity and quality of the articles which it covers and not their use, and in the
pending legislation the term “drugs” refers to preparations recognized in the
United States Pharmacopoeia, in which ethyl aleohol as such has long been
tecognized, quite irrespective of the source of its manufacture, being conccerned
only with its quality and purity.

Under the wording of the proposed amendment all other sources than grains
themselves would be barred as a source of ethyl aleohol. This would include
sugars, wiether derived from the cane, the beet, or corn; starches that might be
converted into fermentable carbohydrates; various farm crops, such as the
Irish and the sweet potato; artichockes, which are being widely discussed as a
source of alcohol to give variety to farm crops; and many agricultural wastes.
Ethylene as a source would likewise be barred. Since alcohol is aleohol, re-
gardless of the raw material from which it is made, it is not difficult to foresee
numerous difficulties and unjustifiable expense in the enforcement of such a plan
of manufacture, and the amendment can scarcely be viewed as anything else
than an effort to discriminate fn favor of one small group at the expense of
the others.

We urge that action on the amendment be unfavorable,

Very truly yours,
H., E. Hown,

Chairman, Industrial Alcohol Committee,
American Institute of Chemical Engineers.
Senator KiNa. The hearings will now be closed and the committee
will go into executive session. .
(Thereupon, at 5: 10 p. m., the hearing was closed.)
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