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Testiroiy of Szuator LEE ercaLs
Ny &, 2215
Tue TLecTrIC 'tILity Tax Pxewetion fcv
"eroRe TiE “enNATC Finauce ComaiTree
™M Aucust, 1074

'R, THALPIAN, | AM TESTIFYIUR TODAY [t SUPPORT OF
ny eiLL, S, 2213 - tue FLecTric Pricity Tax Fxemprion
Act. PECAUSE OF ITS IMPORTANCE TO CONS!MERS OF
ELECTRICITY AND THE DEVELOPMENT OF SOUMD EMERGY REGULATION,
I PROPOSED MY BILL AS AMENDMENT NUMRER 1311 1o THE TaAx
RerorM Act oF 1976 - M, P, 17712,

| WITHDREW MY AMENDMENT AFTER RECEIVIMG ASSURANCE
FROM SEHATOR RIRICOFF, THE ACTING FLOOR MANAGER, THAT
THIS COMMITTEE WOULD HOLD A HEARING OH €, 7217 ppior TO
FINAL ADJOURNMENT OF THE MINETY-FOURTH CoNGRESS, From
OUR COLLOQUY AT THE TIME | WITHDREW MY AMENNMENT, |
KNOW THAT SENATOR YASKELL IS CONCERNEM ABOUT THE SERIOUS
PROBLEMS FOR CONSUMERS WHICH HAVE EVOLVED FROM APPLICATION
OF THE FEDERAL INCOME TAX LAWS TO ELECTRIC UTILITIFS,



+%

-2 -

| BELIEVE THAT THE OTHER MEMBERS ON THIS COMMITTECL
ARE ALSO CONCERNED OVER THE FINANCIAL HARDSHIPS WHICH
WORKING FAMILIES AND THOSF LIVING ON FIXED INCOMES HAVE
REFN FORCED TO ENDURE DUPING THE PAST FEW YEARS AS A
RESULT OF SKYROCKETING ELECTRIC RATES,

APPLICATION OF THE FENERAL INCOME TAX LAWS IN
SETTING ELECTRIC RATES HAS UNNECESSARILY AGGRAVATED THE

BURDEN OF RAPINLY RISING ELECTRICITY PRICES FOR RESIDENTIAL

CUSTOMERS AND BUSINESSMEN, (ONGRESS MAY NOT BE ABLE TO
CONTROL SOME OF THE FACTOPS BEHIND THE INCREASED COST OF
ELECTRICITY, BUT WE CAN ELIMINATE UNNECESSAPY COST
PURDENS RESULTING FROM THE FEDERAL INCOME TAX LAWS,

I 1nTRODUCED S, 7213 AS ONE PRACTICAL WAY FOR
CONGRESS TO CORRECT THE RATE-MAKIMNG ABUSES WHICH HAVE
RESULTED FROM THE APPLICATION OF EXISTING FENERAL INCOME
TAX LAWS, THIS BILL WILL WORK BECAUSE ELECTRIC RATES
WOULD NO LONGER BE SUBJECT TO THE UNFAIR AND CONTRA-
DICTORY ACCOUNTING TECHNIOUES WHICH APE USEDM Th CHARGE
CUSTOMERS FOR FEDERAL INCONE TAXES THAT NTILITIES DO NOT
PAY,
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The FLecTRIC "TILITY TAX CXEMPTION ACT PROVIDES
SIMPLY THAT INVESTOR-OWNED ELECTRIC UTILITIES WOULD PF
RELIEVED OF ALL ORLIGATIGNS AND BENEFITS ARISING UNDER
THE FEDERAL INCOME TAY. LAVS, [NFORMATION COMPILED BY
THE FEDERAL POWEP (OMMISSION CONFIRMS THAT ENACTMENT OF
S. 2213 woULD HAVE A RELATIVELY LIMITED IMPACT ON TREASURY
RECEIPTS WHEN COMPARED TO THE VAST AMOUNTS OF CUSTOMER
OVERCHARGES WHICH WOULD RE PREVENTED,

MATA FROM 107l - THE MOST RECENT AVAILABLE - SHOWS
THAT THE ENTIRE ELECTRIC UTILITY INDUSTRY PAID ONLY FIVE
HUNDPED AND TWENTY-EIGHT MILLION DOLLARS IN FEDERAL INCOME
TAXES ON TOTAL ELECTRIC OPERATING REVENUES OF THIRTY-
SEVEM AND TWO-TENTHS BILLION NOLLARS, THAT WAS ACTUALLY
A FORTY-EIGHT PER CENT DECREASE IN ABSOLUTE NOLLARS FROM
THE ONE BILLION DOLLARS PAID IN FEDERAL INCOME TAXES RY
ELECTRIC UTILITIES IN 1955 - TWENTY YEARS AGO,

"'ORE THAN ONE-THIRD OF THE MAJOR ELECTRIC UTILITIES
PAID N0 FEDERAL INCOME TAXES AT ALL IN 170, TnsTEAD,
THOSE UTILITIES ACCUMULATED OVER THWO HUNPREN AND EIGHTEFN
MILLION NOLLARS OF TAX CREDITS,

NN A RELATIVE BASIS, THE AMOUNT OF FEDERAL INCOME
TAXES PAID RY INVESTOR-OWMED FLECTRIC UTILITIES DECLINED
FROM FOUPTEEN AND SEVEN-TENTHS PER CENT OF PEVENUES IN

JO55 7O ONLY ONE AND FOUR-TENTHS PER CENT OF REVENUES IN
ja7n,
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SINCE TAXES ARE BASED ON INCOME, IT SHOULD RE NOTED
THAT THE ELECTRIC UTILITIES' PROFITARILITY, AS MEASURED
BY THEIR RETURN ON COMMON STOCK EMUITY, WAS THE SAME IN
1955 anp 1970, IN BOTH YEARS, THEY AVERAGED A TEN AND
EIGHT-TENTHS PER CENT RETURN ON EQUITY,

THE ABUSES PRESENT IN THE EXISTING TAX LAWS ARE
BEST ILLUSTRATED RY COMPARING TOTAL FEDERAL INCOMF TAXES
PAID BY ELECTRIC UTILITIES IN 197/ wiTH THE FEDERAL
INCOME TAXES CHARGED TC CUSTOMERS ON JUST THE AMOUNT OF
RATE INCRFASES GRANTED IN A SINGLE YEAR,

PASEN ON A RECENT SURVEY OF STATE REGULATORY
COMMISSIONS, THE LIBRARY OF CONGRESS ESTIMATES THAT
INVESTOR-OWNFD ELECTRIC UTILITIES WERE GRANTED ADDITIOMAL
GENERAL RATE INCREASES TOTALING THREE AND THRFE-TENTHS
_ RILLION DOLLARS IN 1975 ALONE. APPROYIMATELY ONE HALF OF
THAT AMOUNT - MORE THAN ONE AND SIX TENTHS BILLION DOLALRS-
WAS FARMARKED FOR THE PAYMENT OF FEDERAL INCOME TAXES ON
THE ADDITIONAL AMOUNT OF UTILITY REVENUES.
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THE OME AND SIX-TENTHS BILLION NOLLARS CHARGED TO
CUSTOMERS FOR INCREMENTAL FEDERAL INCOME TAXES SUPPOSEDLY
DUE OM RATE INCREASES IN 107 WAS THREE TIMES THE AMOUNT
OF FEDERAL INCOME TAXFES ACTUALLY PAID BY ELECTRIC UTILITIES
ON THEIR IOTAL OPERATING REVENUES IN 197U, ‘'low IS IT THAT
CUSTOMERS CAN RE CHARGED ONE RILLION DOLLARS MORE FOR
TAXES IN A SINGLE YEAR OF RATE INCREASES THAN THE ENTIRE
ELECTRIC UTILITY INDUSTRY PAID FOR FEDERAL IMCOME TAXES
ON TOTAL REVENUES THE PREVIOUS YEAR?

THE ANSWER LIES IN THE EXTENSIVE ARRAY OF COMPLICATED
TAX BEMEFITS WHICH WERE AVAILABLE TO ELECTRIC UTILITIES IN
1974, Since 1971, CONGRESS HAS PROVIDED MORE RENEFITS 8Y
RAISING THE INVESTMENT TAX CREDIT FOR UTILITIES FROM FOUR
TO TEN PER CENT, AND REMOVING THE RESTRICTIONS OMN ITS
APPLICABILITY,

THE MAJOR PROBLEM WITH EXISTING, COMPLEX PROVISIONS
TO AID ELECTRIC UTILITIES IS THAT THEY DO NOYT ALSO BEMEFIT
COMSUMERS HARD-PRESSED BY VASTLY INCREASED ELECTRICITY
RATES. MANY MEMBERS OF CONGRESS HAVE MISTAKENLY BELIEVED
THAT VOTING FOR COMPLICATED ACCELERATED NEPRECIATION AND
INVESTMENT TAX CREDIT PROVISIONS WOULD REDICE RATES FOR
CONSUMERS,



&%

-6 -

THE PRESENT TAX TENEFITS FOR INVESTOR-MINED ELECTRIC
YTILITIES DO NOT GENERALLY PASS THROUGH TO CONSUMERS
BECAUSE THE ELECTRIC UTILITIES CONTIMUE TO CHARGE CUSTONERS
£0R FEDERAL INMCOME TAXES AS IF THE TAX RENEFITS DID HOT
EXIST, YH4E ELECTRIC UTILITIES ARE ABLE TO D0 THIS WITH
THE AID OF SOPHISTICATED ACCOUNTING TECANIONES WHICH PERMIT
THEM TO KEEP THO SETS OF MOOKS - ONF SHOMING LITTLE OP
O TAXES OVED FOR USE EY THE [I7%, AMD ONE SHOMWING SUBSTANTIAL
TAXES OWED FOR USE IN SFTTING RATES.

THE DIFFERENCE CAN PE CUITE DRAMATIC, FOR EXANPLE,

A REGULATORY COM1ISSION WHICH DETERMINES THAT A UTILITY
MEENS AN INCOME INCREASE OF TEN MILLION DOLLARS MAY ORDER
A RATE INCREASE FOR CUSTOMERS OF ALMOST TWENTY MILLION
NOLLARS, THE DOUBLING OF THE IMCOME REMUIRED TO NDETERMINE
THE RATES CHARGED CUSTOMERS IS TO PERMIT THE ELSCTRIC
UTILITIES TO PAY FEDERAL INCOME TAXES AT THE THEORETICAL
FORTY-EIGHT PER CENT ON THE AMOUNT OF RATE INCREASE, AND
STILL HAVE TEN MILLION NOLLARS LEFT FOR IMCOME,

(F COURSE, MEARLY ALL INVESTOR-OYNFD ELSCTRIC UTILITIES
PAY LITTLE OR NO FEDEPAL INCOME TAXES., [MSTEAD, THEY KEEP
THE EXTRA MOMEY CHARGED FOR TAXES, AMD CUSTOMERS ARE LEFT
HOLNING THE RAG BECAUSE OF A FIHE POINT OF ACCOUNTING
THEORY,
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THE PROCESS OF CHARGING CUSTOMERS FOR INCOME TAXES
WHICH ARE MOT PAID TO THE FEDERAL GOVERNMEMT HAS LED TO
VAST OVERCHARGES THAT ARE HOT RELATED TO INCREASED COSTS
OF SERVICE., AT THE END OF 177, THE INVESTOR-OMNED ELECTRIC
UTILITIES VERE HOLDING FIVE AND THREE-TENTHS BILLION NOLLARS
WHICH HAD BEEN CHMARGED TO CUSTOMERS FOR FEDERAL INCONME
TAXES.,

PAST EXPERIENCE INDICATES THAT CUSTOMER MONEY BEING
KEPT BY UTILITIES FOR FEDERAL INCOME TAXES WILL NEVER RE
PAID TO THE THE FEDERAL GOVERNMFNT, MEW TAX DEFERRALS AND
CREDITS ALWAYS EXCEED PAST TAX OBLIGATIONS COMING DUE, SO
THE TOTAL AMOUKT OF KEPT TAXES IS CONSTANTLY INCREASING.,

MY PILL EXTEMDS THE FEDERAL INCOME TAX BENEFITS
GIVEN ELECTRIC UTILITIES TO THEIR CUSTOMERS. "Y EXEMPTING
ELECTRIC WTILITIES FROM THE FEDERAL INCOME TAX LAWS, THEY
WILL NO LONGER RE APLE TO CLAIM A ONE HINDRED PER CENT BONUS
ON EVERY PATE INCREASE, BASED ON A CHARGE FOR FEDERAL IHCOMF
TAXES THAT WILL NEVER BE PAID,

THE INVESTOR-OWNED ELECTRIC UTILITIES WILL BEMEFIT
FROM S, 7213 RECAUSE IT ASSURES THAT THEY WILL REMAIN
FREE FROM THE BURDEN OF PAYING FEDERAL INnCOME TAXES., THEIR
CUSTOMERS WILL BEHEFIT FROM S, 2213 BECAUSE ELECTRIC PATES
WILL NOT INCLUDE ALLOWANCES FOR UNPAID FEDERAL INCOME
TAXES.,
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A DECISION BY A REGULATORY COMMISSION THAT AN ELECTRIC
UTILITY NEEDS INCREASED INCOME OF TEN MILLIOM DOLLARS “iLL
RESULT IN A RATE INCREASE FOR CUSTOMERS OF TEN MILLION
DOLLARS, NOT TWENTY MILLION NOLLARS,

THE GOAL OF REGULATORY REFORM WILL ALSO BE ADVANCED
SIGNIFICANTLY BY ENACTMENT OF S, 2213, THE coNFusion
AHD EXPENSE RESULTING FROM TWO SETS OF BOOKS, SPECIAL
TAX ACCOUMTS, COMPLEX ACCOUNTING PROCEDURES, AMD VOLUMIIIOUS
RECORN-KEEPING WOULD RE ELIMINATED FROM RATE PROCEEDINGS,

FEDERAL INTERFERENCE IM STATE REGULATORY PROCEEDINGS
THROUGH TAX PROVISIONS WOULD BE STOPPED BY ENACTIMENT OF !ty
BILL, For ExamMpLE, SECTION UA(E) OF THE IWTERNAL "EVFHUE
FONE REQUIRES THAT RFGULATORY COMMISSIONS PERMIT ELECTRIC
UTILITIES TO COLLECT A PROFIT FROM CUSTOMERS ON KEPT TAXFS
RELATING TO UNAMORTIZED INVESTMENT TAX CREDITS,

PeFore SECTION !IS(E) was ErACTED By ComGRess In 1771,
THE VAST MAJORITY OF STATE REGULATORY COMMISSIONS HAD
DFECINED THAT IT WAS UNFAIR T REQUIRE UTILITY CUSTONEPS
TO PAY A PROFIT ON FUNDS THEY HAD PREVIOUSLY PAID TO Tiif
UTILITY FOR FEDERAL INCOME TAXES.

SecTion UF(€) DENIES STATE REGULATORY COI'MISSIONS
THE ABILITY TO EXERCISE THEIR SOUMD DISCRETION IN SETTIIC
FAIR ELECTRIC RATES FOR THEIR CITIZENS, FHACTMENT OF
S. 221% vouLp RESTOPE TO THE STATES COMPLETE AUTHOPITY
TO DETERMINE THE FAIRNESS OF ELECTRIC RATES.



TXEMPTING FLECTRIC UTILITIES FROM THE FEDERAL I1MCOME
TAX LAWS MAY ACTUALLY IMCPEASE I"™IITED STATES TREASURY
PECEIPTS, IN 1774, SHAREIOINERS of SOME ELECTRIC UTILITIES
RECEIVED A TOTAL OF SIX HUNDRED AND FORTY-NINE MILLION
DOLLARS IN DIVIDENDS WHICH WERE HOT SUBJECT TO PERSOINAL
FENERAL INCOME TAXES,

THIS WAS AN UNINTEMDED BEMEFIT WHICH CONGRESS HAS
UNSUCCESSFULLY TRIED TO CORRECT, FHACTMENT OF S, 2217
WILL ENSURE THAT ELECTRIC UTILITY DIVIDEMDS ARE FAIRLY
TAXED BY THE FEDERAL GOVERNMENT,

S, 2213 wouLD REFORM TAX-RELATED ARUSES IH SETTING
ELECTRIC RATES BY SIMPLY EXEMPTING ELECTRIC UTILITIES
FROM THE PROVISIONS OF THE INTERNAL PEVENUE CODE. AMOTHER
APPROACH WOULD RE TO REFORM ACCOUNTING PROCEDURES “HICH
HAVE BEEN DEVELOPED TO PROVIDE LEGITIMACY FOR THESF ARUSES
OF THE REGULATORY SYSTEM,

THE PEPORTS, /'CCOUNTING AND "AMAGEMENT TUBCOMMITTEE,
OF WHICH | AM CHAIRMAM, HAS REEM STUDYING THE DEVELOPMENT
AND APPLICATION OF ACCOUNTING PROCEDPURES THAT HAVE RESULTED
IN MISLEADING AND INCONSISTENT INFORMATION PEING REPORTED
TO THE PUBLIC. NE OF THE MAJOR PROPLEM ARFAS IN ACCOUNTING
IS THE USE OF MORE THAM ONE SET OF BOOKS TO REPORT
DIFFERENT FINANCIAL RESULTS TO DIFFERENT PAPTIES,
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Coron SENSE OFTEN GIVES WAY TO APSURD, RBuY
EXPEDIENT ACCOUNTING THEORIES WHEN CORPNRATIONS ARE RECUIRED
TO REPORT ON THE RESULTS OF THEIR ACTIVITIES TO
GOVERNHENTAL AUTHORITIES OR THE PUBLIC., UMFORTUMATELY,
ACCOUNTING FOR FEDEPAL INCOME TAXES IN SETTING ELECTPIC
RATES HAS BEEM ONE OF THE MOST FRUITFUL AREAS OF RESOURCEFUL
CREATIVITY IN DEVELOPING MISLEADING ACCOUNTING PROCFDURES,

I ReCEIVED THE TREASURY MEPARTMENT'S COMMENTS 0N
Ss 2213 oNLY LAST THURSDAY, BUT ITS OPJECTIONS TO MY BILL
DEMONSTRATE SOME OF THE PROBLEMS | HAVE DESCRIRED,

TREASURY POINTS OUT THAT FIVE HUNDRED AND TUENTY-
EIGHT MILLION DOLLARS IS TOO MUCH REVENUE FOR THE TREASURY
T0O LOSE, TREASURY DOES NOT MENTION THE FIVE AND THREE-
TENTHS BILLION DOLLARS OF UNPAID FEDERAL INCOME TAXES “HICH
ELECTRIC UTILITIES WERE KEEPIN® AT THE END OF 1771,

IF UTILITY CUSTOMERS WERE NOT OVERCHARGED THAT
AMOUNT, THAT MONEY WOULD UNDOUBTEDLY RE SPFNT I OTHER
SECTORS OF OUR ECONOMY, INCLUDING SUCH DEPRESSED AREAS
AS AUTOMOBILES AMD “OUSING., THOSE EXPENDITURES HOULD
PROBABLY YIELD MORE TAX REVENUES FOR THE FERZRAL GOVERHNENT
THAM WOULD RE LOST BY EMACTMENT OF S, 2717,
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THE TREASURY MEPARTMENT ALSO STATES THAT THE LOSSFS
AND MEAGER INCOME SHOWN LY ELECTRIC UTILITIES FOR FEDERAL
INCOME TAX PURPOSES 1S A MORE RFALISTIC IMDICATION OF THEIR
TRUE FARNINGS THAN PUBLICLY REPORTED UTILITY EARKINGS,

CVEM THE IMVESTOR-OWNED ELECTRIC UTILITIES AND THEIR HIGH-
PRICED TAX LAWYERS AND ACCOUNTANTS HAVE NOT TRIED TO PySH
THAT HONSENSE,

MUR STUDIES CLEARLY INDICATE THAT ACCOUNTING PROCENURES
USED BY UTILITIES IN REPORTING TO THE PUBLIC ARE DEVELOPED
YITH A PRIMARY CONCERM FOR PROMOTING THE UTILITIES' INTERESTS,

FinaLey, THE TREASURY MEPAKTMENT EBELIEVES THAT . 2217
CONFLICTS WITH THE "GOAL OF ACHIEVING INCPEASED ENERGY
INDEPENDENCE” BY WASTEFULLY ENCOURAGING ENERGY COMSUMPTION,
“E KNOW THAT IT IS A MAJOR POLICY OF THE PRESEMT ADMINISTRATION
TO RAISE T-E COST OF BASIC AND NECESSARY ENEPGY SUPPLIES
FOR CONSUMERS,

CoMGRESS HAS NOT ACCEPTED THAT PoLICY, AND | BELIEVE
SUCH A POLICY DISPEGARDS THE MAGNITUDE AND EFFECTS OF
COST INCRCASES WHICH HAVE ALREADY OCCURRED,

THE ELECTRIC UTILITIES HAVE MOT SuPPORTER ©, ?°1°
BECAUSF, UNLIKE THEIR CUSTOMERS, THEY HAVE SUCCESSFULLY
TURNED THE CONCEPT OF FEDERAL IMCOME TAXATION INTO A COST-
FREE SOURCE OF READY CASH., THEY CALL IT 'CASH FLOW', AND
SPEAK OF THE DENEFITS FXISTIiiG FEDERAL TAX POLICIES TPI:G
TO CUSTOMERS,
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| CALL IT TAX-KEEPING, AMD SAY THAT IT IS UNFAIR TO
RENUIRE HARD-PRESSED RESIDFMTIAL CUSTOMERS ARD RUSIMESSMEN
T0 PAY “PHANTOM" FFDSRAL INMCOME TAXES. | HAVE NOT YET MeT
A C'STOMER WHO BELIEVES THAT HE SHOULD PAY FOR PROPERTY
USED BY 1OMOPOLIES TO PROVIDE FASIC AND ‘'IFCESSARY ELECTRIC
SERVICE AT A HEALTHY PROFIT,

""owzvER, | HAVE HEASD FPOM ANGRY CUSTONERS WHO ARE
OUTRARED AT BEING C'ARGED FO® FENERAL INCOME TAXES WHICH
ARE MOT BEING PAID BY THEIR ELECTRIC UTILITIES,

“ILLIONS OF CUSTOMERS CAN MO LONFTR AFFORD THE
UNHECESSARY AND EXTRAVAGANT "CASH-FLOW" PROVISIONS FOR
ELECTRIC UTILITIES WHICH ARE EMBEDDED IM THE PRESENT
FEDERAL TAX LAWS,

| UPGE THAT THIS COMMITTEE GIVE SERINUS CONSIPERATION
10 S, 2217 AND THE REFORM IT “oULD PRING TO THE PPOCESS OF
SETTING ELECTRIC RATES, | ALSO URGE THAT THE TInAMCF
CO'YAITTEE STAFF YNRK WITH THE STASF OF MY SUTCOMFITTEF [
FURTHER FYPLORIIG THF WAYS I™ WHICH ACCOUNTI'IG PROCENURES
"RIMG CONFUSION AUD INEQUITY IMTO THE COMPUTATION OF
FEDERAL IMCOIE TAYES.,

| BELIEVE THAT A JOIMT EFFOPT WOULDM PE VEPY HELPFUL
10 CONGPESS 1" REFORMING OUR TAX LAWS, A!N UMDERSTAMDING
THE IMPORTANCE OF PROPER ACCOUNTING PROCEPURES.
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IR, CHAIRMAN, | WOULD LIKE TO SURMIT FOR THE RECORD
A LIST OF MY RENMARKS IN THE CONGRESSI1OMAL "ECORD CONCFRHIIE
FENERAL 1:COME TAXES PAID RY ELECTRIC UTILITIES, TiosE
REMARKS CONTAIN MUCH DETAIL WHICH | HAVE OMITTEM FROI nY
TESTIMONY TODAY. | ALSO INCLUDE FOR THE RECORD A COPY
oF My Areupneny 1840 o K,M, 19612, wiTH CORRECTION OF TI0
TYPOGRAPHICAL ERRORS IH THE PRINTING OF THAT AMENDMEWT.

| ALSO SUBMIT FOR THE HEARING RFCORD AN ARTICLE FROM
THE 13 Septemrer, 1975 PuiLADELPHIA INOuIRER, T Shows
HOW UTILITY CONSUMERS ARE OVERCHARGED FOP PHANTOM FFDERAL
TAXES, '

IN THIS INSTANCE PHILADELPHIA FLECTRIC FASED A 1974
RATE INCREASE REQUEST, IN PART, ON A PROJFCTED FEPERAL TAX
PAYMENT OF ONE HUNDRED AMD THO MILLION NOLLARS THAT YEAR,

THE STATE UTILITY COMMISSION, WHICH EVFNTUALLY GRANTED
MOST OF THE RATE-IMCREASE REOMIEST, CONTENDED THAT THE
COMPANY WOULD HAVE TO PAY ONLY NINETY-ONF MILLINN NOLLAPS
IN FENERAL TAXES,

Put, AS IT TURNED OUT, THE COMPAMY DID MOT PAY A CENT
oF FENERAL INCOME TAXES IM 10701, DESPITE FARHIMGS OF ONE
HUNDRED AND TWENTY-HINE MILLION DOLLAPS,

INSTEAD, THE COMPANY ACCUMIILATEM TAX CREDITS OF
MORE THAN ELEVEN MILLION DOLLARS,

15-946 O - 76 - 2
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THAT IS THE COSTLY EFFECT OF THE PPESENT LAW ON
THE CONSUMERS OF JUST ONE UTILITY IN ONE STATE,

Ryr, "p, CHATIRMAM, THE MOST OUTRAGEOUS PART OF THE
UTILITY TAX RIP-OFF IS YET YO COME, IF THE UTILITIES GET
THEIR WAY,

THEY WANT TO SELL THEIR UNUSED TAX CREDITS.

THE BOARD CHAIRMAN OF PaciFic Power AND LIGHT, PoN
C. FRISBEE, TESTIFIED ON THAT POINT BEFORE THE WAYS AND
Means COMMITTEE LAST YEAR,

HE RECOMMENDED THAT UTILITIES BE ALLOWED TO SELL
UNUSED INVESTMENT TAX CREDITS, | WONDER HOW MUCH THAT
WOULD COST THE TREASURY, WHICH DID NOT EVEN MENTION, IN
ITS COMMENTS ON MY AMENDMENT, THE MORE THAN FIVE BILLION
DOLLARS THE UTILITIES WERE KEEPING AT THE END OF 1970,

SO THE UTILITIES DON'T WANT TO SETTLE FOR JUST BEING
TAX-KFEPFRS, RATHFR THAN TAXPAYERS. THEY WANT THEIR CAKE,
THEIR FROSTING, AND THE PAN,

| URGE THIS COMMITTEF TO RRING AN END TO THIS
NONSENSE RY ADOPTION OF MY PROPOSAL.
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Calendaz No. 891
i (é&fz'ﬁl"&s H. R. 10612

IN THH BENATE OF THE UNITED STATES
Juse 14,1976
Ordered to lie on the table and to be printed

AMENDMENT

Intended to be proposed by Mr. METCALF to ILR. 10612, an
Act to reform the tax Inws of the United States, viz: At the

appropriate place insert the following:
1 SEC. .EXEMPTION OF ELECTRICAL UTILITIES FROM

2 INCOME TAX.

«w

(a) IN GENERAL—Section 501 (c) (3) (relating to

-

list of exempt orgnnizations) is amended hy adding at the

9 end thereof the following new paragraph:
wre o inantl

6 “(20) \ corporation engaged in the sale of elec-
Y trical energy, if the rates for such sale have been estab-
8 lished or approved by a State or political subdivision
9 thereof, by an ageney or instrumentality of the United
10 States, or hy a public utility or public service commis-
11 sion or other similar body in the District of Colunbia or
12 of any State or political subdivision thereof.”.

Amdt. No. 1840
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2
(b) TEOHNICAL AND CONFORMING A MENDMENTS.—

(1) Seetion 46(c) (3) (relating to publie utility
property) is amercded by striking ont “clectrical energy,”
in subparagraph (B) (i),

(2) Seetion m:ﬁ (3)  (relating to definition of
public wtility property) is amended by striking ot
“electrical energy,”™ in subparagraph (\\) (i).

(53) Seetion 247(h) (1) (relating to definition of
pablic wility) is amended 1o read as follows:

“(1) P'eoie veary —The term ‘public utility’
meians a corporation engaged in the furnishing of tele-
phone serviee or in the sale of gas or water if the rates
for such furnishing or sale, as the case may he, have
been established or approved by a State or politival <ub-
division thereef or by an ageney o instrmentality of
the United States, o by o publie wility or public serviee
comission or other similar body of the Distriet of
Colmmbia, or of any State or politial <ubdivision
thereol.”.

(4) Seetion 7701 (1) (33) (relating to definition
of regulated public utiliny) s amended by steiking ot
“eleetric energy,” in sabparagraph () (i),

(v) EFrecrive Date.—The amendments made by this

2k section apply to taxable years heginning October 1. 1977,
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Statements by Scnator lce ‘fetcalf in the Congressional
Record Reparding Federal Income Taxation of Investor-
wned Elcctric Utilities.

11 Septeaber, 1974; p. S16345 - Utility Consumers Simonized
29 July, 1975; p. S14090 - Introduction of S. 2213

10 Septerber, 1975; p. $15679 - Competition Keen Among
Utilitics For Taxkecper of the Year Award

15 September, 1975; p. S15930 Competition Keen Amonp
Utilities for Tax Kecper of the Ycar Award - Corrections
of Tvpographical Errors in Tables

4 'tarch, 1976; p. S2901 - The $649 Million Tax-Frece
Bonanza for Utility Investors

23 ‘farch, 1976; p. $3997 - More Tax-Free Dividends for
Utilities

14 Junc, 1976; p. S9136 - Introductory Remarks to
N!fuemhnent No. 1840 to iI.R, 10612 - The Tax Reform Act
of 1976
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STOCK OPTION WRITER'S ASSOCIATION

C210 MASSACHUSETTS AVENUE
GETHESDA, MARYLAND 20016

WALLACE D. JARLOW .
SRECUTIVE DiRgCTOR [ 3052 Ros ki TEL 301220 8046

TURSDAY, AUGUST 24, 1976
UNITED STATES SENATE, COMUTTEE O FIUANCE

TESTIMONY QF MALLACE D, BARLOM, EXECUTIVE DIRECTOR, STOCK OPTION WRITER'S
ASSOCIATION, 6210 MASSACHUSETTS AVENUE, BETHESDA, MARYLAND.

I am Vallace Barlov of Bethesda, Maryland, I have been trading im stock options
for the last 48 years. I appear today on behalf of the independent stock optiom writers,
vhose existence has been threatencd dy W.R. 3052; (also by W.R, 12224 (Mikva), which has
nov been added to the so-called "tax refora” bill,

This bill would transfer income from the pockets of the independent writsrs to the
pockets of the tax exesmpt organizations, Our option lapse incoms would be taxed at ord-
inary incoms rates; theirs would no longer be considered "unrelated business incoms™ and
would NOT be taxed,

Hov important is option lapse incoms to the writer, (or seller), of stock options?
My own experience {s typical., In the last ten years, an sverage of 66% of our opticans
lapsed, In 1973, 79% lapsed and in the first half of 1976, 40% lapsed. 1o 1975, our
option lapse incoms was 80% of the total; dividends were 20%; cepital gains were zero,

H.R, 3032 ts, in effect, & private bill for the relief of the Chicago Board Options
Exchangs, (CBOE); also the ASE and the PEN exchanges, In that (¢t would enlarge their
markets, In this nev market, the exesmpt organizations would have sn uafair advantage over
the independent vriters,

Already, since the advent of “ilsted” options, in 1973, most of the independent
writers ave bankrupt, The few remsining writers of conventional, (or non-listed), options
have suffered, in that premiums on the listed options are much lower tham on the aon-
1isted opticas, In 1976, to date, our annualized premiums &8 & percentags of the ampunt
at risk, amounted to 44,91 on the non-listed calls and 21,61 on the 1isted calls,

Ve nced 451 par year to survive, since our investmsut may be ten times as large a8
that of the buyer, Also, ve need a cushion to protect us against the accumulation of
“rejects”, For example, vhen Canadian Javelin fell from $21 to $2, and vas de-listed,
ve gained soms option lapse incoms. However, wve stand to lose far more tham this oa the
ultinate sale, or charge off, of 2200 shares,

We regard H.R, 3052 as rank and offensive discrimination and we ask the Committee
to protect our people against the ruinous competition of tax exespt organizations,

Thank you for the privilege of testifying.

y, A

“VWellace D, Barlow







21

Summary of Statement
of
Leon Pomerance
on Behalf of
the Chicago Board Options Exchange
Before the
Senate Committee on Finance
August 24, 1976

The Chicago Board Options Exchange ("CBOE®) strcngly
supports H.R. 3052 which removes a barrier to the participation
in the options markets on the part of exempt organizations.
Present law unnecessarily discourages exempt organizations from
writing options to buy or sell securities by inconsistently
applying the unrelated business income tax to certain income
which exempt organizations receive from writing options.

Most exempt organizations are acutely aware of their
need for additional funds. One effective method to increase
the yield from their securities portfolio is an investment strategy
known as "covered option writing." In covered option writing,
an investor who owns a stock writes a “call® (an option to buy
that stock at a specified price within a specified period of
time). The option writer foregoes the possible appreciation
in the value of the stock during the option period in return
tor the premium he receives when he writes the option. This
premium income is similar to other passive income, such as
dividends, which an exempt orqanization derives from investment
:ctivity and which is not subject to the unrelated business

ncome tax.

The "unrelated business income tax®" is imposed on the
net income derived from any unrelated trade or business of cer-
tain exempt organizations. However, the unrelated business
income tax is not applicable to investment income such as divi-
dends, interest, annuities, royalties, and capital gains from
the sale of investment assets. Under present law there is an
anomaly in the application of the unrelated business income tax
to exempt organizations. If an exempt organization writes an
option which i{s later exercised, the gain or loss realized upon the
exercise is treated as capital gain or loss, and is thus exempt
from the unrelated business income tax. In contrast, if the
option lapses or the organization terminates its obligation
under the option by entering into a closing transaction, the
gain or loss is treated as ordinary income or loss and is sub-
ject to the unrelated business income tax.

H.R. 3052 amends Internal Revenue Code §512(b) (5) to
exclude from the term "unrelated business taxable income” all
gains on the lapse or termination of options to buy or sell
securities, if the options have been written in connection with
an exempt organization's investment activities. Thus, H.R. 3052
removes the anomaly in present law: the change would bring the
tax treatment of lapse and closing transaction income into line
with other passive income derived by an exempt organization from
its investment activities.
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Sound tax policy dictates that H.R. 3052 should be
adopted. First, for more than four years the Congress has
attempted to make this change and has recognized that all passive
investment income derived from an exempt organization's invest-
ment activities should be treated consistently: not subject to
the unrelated business income tax. Income from lapses or termi-
nated options is such passive investment income.

Second, the inconsistent treatment of income from
options should be corrected, since such treatment discourages
exempt organizations from writing options in their overall
investment strategy. When an exempt organization writes a
call option, it cannot know whether that option will be termi-
nated through exercise, lapse, or closing transaction. The
possibility that the unrelated business income tax will apply
to the income derived from writing options deters some exempt
organizations from writing options. We do not feel that the
Congress intends to discourage option writing on the part of
exempt organizations in this manner.

Pinally, the purpose of the unrelated business income
tax -- to prevent tax exempt businesses from unfairly competing
with taxable businesses -- is not furthered by applying the
tax to income derived from the lapse of, or closing transaction
in, options written by exempt organizations in connection with
investment activities. Production of investment income, such
as capital gains, by exempt organizations simply does not
involve competition with taxable businesses.

H.R. 3052 is closely related to an amendment to H.R.
10612 (the Tax Reform Act of 1976), and H.R. 12224 which passed
the House on July 20, 1976. The amendment to H.R. 10612 and
R.R. 12224 are substantiallly the same and relate to the tax
treatment of income derived from writing options. These pro-
visions correct another example of inconsistent treatment of
transactions in options, and amend Internal Revenue Code §1234
to provide that gain on the lapse of, and gain or loss from any
closing transaction in, options shall be treated as short-term
capital gain or loss.

The CBOE supports the principles of consistency and
neutrality in the tax treatment of options and believes that
those principles underlie the amendment to H.R. 10612 and H.R.
12224. We therefore supported H.R. 12224 in testimony before
the Ways and Means Committee and suggested changes which were
ultimately adopted in that bill. We wish to point out that the
amendment to H.R. 10612 and H.R. 12224 will be disruptive to
transactions on our exchange and other options exchanges if they
were to contain an effective date which is significantly prior to
the date on which the bill is enacted into law. Since these
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provisions change the character of gain on the lapse of, and
gain or loss from any closing transaction in, options from
ordinary income to short-term capital gain, investors will

be uncertain about the tax treatment of their transactions in
options between the effective date of the bill and the date of
enactment. Such uncertainty will deter many transactions.

We believe that both the House and the Senate recognized and
appreciated the seveérity of this problem and wrote into H.R.
12224 and the amendment to H.R. 10612 an effective date which
is their estimates of when the bill would likely be enacted
into law. We trust that the Conference Committee will estab-
lish an effective date which is not prior to the date of the
provision's enactment.
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STATEMENT OF

LEON POMERANCE
ON BEHALF OF

THE CHICAGO BOARD OPTIONS EXCHANGE
BEFORE THE
SENATE COMMITTEE ON FINANCE

AUGUST 24, 1976

\

1 am Leon Pomerance, Chairman of the Board of Directors
of the Chicago Board Options Exchange. With me are Daniel B.
Skelton, Vice President of the Exchange, and Ernest S. Christiar,
Jr., special tax counsel.

The Chicago Board Options Exchange (“CBOE"™) is a national
securities exchange registered under the Securities Excharge
Act of 1934. It was the first exchange in the United States
xo provide a central marketplace for trading option contracts
for the purchase and sale of stock, popularly known as "puts®
and “calls®. The CBOE has overcome the deficiencies of the
over-the-counter market by providing an efficient and continuous
options market in which a position pteéiously taken can be liq-
uidated ac any time. At the present time, trading exists in
call options on stocks which are listed on the New York and
Arerican Stock Exchange. The C30E expects that trading in
puts will begin soon, and that the number of listed stocks in

which options are traded will be increased.
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CBOE's Position on H.R. 3052

The CBOE strongly supports H.R. 3052 which removes a
barrier to the participation in the options market on the part
of exempt organizations. H.R. 3052 modifies the provisions of
present law which unnecessarily discourage exempt organiza-
tions from writing options by applying the unrelated business
income tax to certain income which exempt organizations receive

from writing options to buy or sell securities.

The Importance of Option Writing to Exempt Organizations

The options exchanges provide exempt organizations with an
important new source of income from their investment activities.
The options markets, as sources of additional funds, are impor-
tant to most exempt organizations, particularly colleges and
universities, since they cannot attract sufficient funds from
contributions or grants, and therefore must look to their in-

vestments for additional income.

An investment technique, known as "covered option writing,®
is a low-risk investment strategy and should not be discouraged
by the tax law. On the contrary, the covered writer risks only
the possible appreciation in the value of the stock during the
option period. The writer foregoes this potential growth in
return for the premium he receives when he writes the option.
This premium income is similar to other passive income, such
as dividends, which an exempt organization derives from in-
vestment activity and which is not subject to the "unrelated

business income tax."
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Covered option writing may be illustrated by an example.
Assume that a university has stock in its portfolio with a
value of $10,000 on January 1, 1976, and that it intends to
hold the stock as a long-term investment. The stock will un-
doubtedly fluctuate in value; and at the end of the year, the
university will have an unrealized gain or loss on the stock.
However, except to the extent that the university has re-
ceived a dividend on the stock during the year, it will not
have realized any income from its investment.

Instead, suppose that the university writes a call
option with a $10,000 strike price on January 1, and receives
a premium of $1,000 for doing so. If the stock declines in
value or even remains the same during the option period, the
option will become worthless and will not be exercised. The
university will realize $1,000 of income when the option lapses,
and will also retain the stock which will then have a value of
$10,000 or less. Alternatively, if the stock increases in
value during the option period, the option will probably be
exercised. The university will realize the same $1,000 premium
from writing the option, but rather than having the stock with
a value in excess of $10,000, it will receive $10,000 in cash

for reinvestment.

Present Tax Treatment of Option Writing by Exempt Organizations

The "unrelated business income tax" is imposed on the net
income derived from any unrelated trade or business of certain

exempt organizations. However, the unrelated business income



tax is not applicable to investment income such as dividends,
interest, annuities, royalties, and capital gains from the sale
of investment assets.

Under present law, there is an anomaly in the application
of the unrelated business income tax to exempt organizations.

The tax treatment of income which an exempt organization derives
from writing puts and calls depends on whether the option is
exercised, lapses, or is terminated in a closing transaction.

If an exempt organization writes a call in connection with its
investment activities and the call is exercised, the underlying
stock is sold by the exempt organization. The premium previous-
ly received for writing the option is treated as part of the capi-
tal gain or loss from the sale of the underlying stock. If a gain
has occurred, the entire gain on the sale, including part or all
of the premium, is not taxed since present Internal Revenue Code
s.Slz(b)(S) provides that "unrelated business taxable income®
excludes all gains or losses from the sale, exchange, or other
disposition of capital assets.

On the other hand, the anomaly arises if an option written
by an exempt organization is not exercised, and the option lapses
or the writer terminates his obligation under the option by
entering into a closing transaction. In the case of both a
lapse and a closing transaction, any gain or loss realized is
classified as ordinary income or loss rather than capital gain
or loss. The Internal Revenue Service has ruled that income

realized by an exempt organization from call options which lapse



is income subject to the unrelated business income tax. Rev.
Rul. 66-47, 1966-1 C.B. 149.
The Change in Present Law Effected by H.R. 3052

H.R. 3052 amends Code § 512(b) (5) to exclude from tle term
"unrelated business taxable income®" all gains on the lapse or
termination of options to buy or sell securities, if the options
have been written in connection with the exempt organization's
investment activities. Thus, H.R. 3052, which has Treasury De-
partment support, removes the anomaly in present law: the change
would bring the tax treatment of lapse and closing transaction
income into line with other passive income derived by an exempt

organization from its portfolio securities.

Reasons for the Change Made by H.R. 3052

More than four years ago, in reporting H.R. 11196 (a bill
similar to H.R. 3052), the Committee on Ways and Means recognized
that income from lapse or termination of an option should not be
treated differently from income upon the exercise of an option,
when the options have been written in connection with investment
activities of the organization. The Committee concluded that in
such circumstances both types of income should be exempt from
the unrelated business income tax because both types constitute

investment income traditionally exempted from that tax. H.R. 3052

15948 0-76 -3
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again recognizes that the taxation of income froam options which
are written by exempt organizations and which lapse or are ter-
minated is inconsistent with the generally tax-free treatment

accorded to exexpt organization's income from investment activites.

The inconsistent treatment of income from option trans-
actions by exempt organizations should be corrected, since such
treatment discourages exempt organizations from using options in
their overall investment strategy. When the university in the
above example writes a call option, it cannot know whether that
option will be terminated through exercise, lapse, or closing
transaction. As explained, the covered writer foregoes part of
the possible appreciation in the value of the stock during the
option period in reutrn for the premium it receives when it
writes the option. To the extent that under some circumstances
(i.e., lapse or closing transaction) the premium may be taxed as
unrelated business taxable income, this potential tax will deter
some exempt organizations from writing options. We do not feel
that the Congress intends to discourage option writing -- a
basically conservative investment strategy -- on the part of
exempt organizations.

Finally, the purpose of the unrelated business income tax --
to prevent tax-exempt businesses from unfairly competing with
taxable businesses -~ is not furthered by applying the tax to
income derived from the lapse of, or closing transaction in,
options written by exempt organizations in connection with in-

vestment activities. The production of investment income, such

-
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as capital gains, by exempt organizations simply does not in-
volve competition with taxable businesses. All of this passive
investment income, including gains from the lapse or closing
transactions in options, should therefore be exempt from the

unrelated business income tax.

H.R. 3052 and the Percy Amendment No. 325 to H.R. 10612
{Tax Reform Act of 1976)

In addition to our testimony in support of H.R. 3052, the
CBOE believes that it would be remiss if it did not point out
to the Committee the closely related provisions of Amendment
No. 325 to H.R. 10612 (Tax Reform Act of 1976) which amendment
was offered by Senator Percy and agreed to on August 6, 1976, and
H.R. 12224 which is substantially the same as the Percy amend-
ment and was passed by the House on July 20,1976. The Percy
amendment and H.R. 12224 deal with another example of incon-
sistent treatment of transactions in options, and amend Internal
Revenue Code §1234 to provide that gain on the lapse of, and
gain or loss from any closing transaction in, options shall be
treated as short-term capital gain or loss. Investors who buy and
sell stocks and securities receive capital treatment for gains and
losses derived from their investment activities. Similarly,
investors who buy and then resell options receive caoital
treatment on their gains and losses. The inconsistency in
present law occurs in the tax treatment of option writers
whose options lapse or are terminated through a closing

transaction. Under rulings from the Internal Revenue
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Service, gain or loss derived by an option writer from the lapse
of, or closing transaction in, options is ordinary income or loss
to the option writer. The Percy amendment and H.R. 12224 remove
the inconsistency in present law by providing that a writer's. gain
on the lapse of, and gain or loss from any closing transaction in,
options is treated as short-term capit;l gain or loss.

Removal of this inconsistency was the subject of extensive
public hearing in the Committee on Ways and Means, is supported by
the Treasury and results in a revenue gain of about $10 million.

Options traded on the CBOE should be taxed no more and no
less favorably than other similar securities and transactions.

We support the principles of consistency and neutrality in th,

tax treatment of options and believe that those same principles
underlie the Percy amendment and H.R. 12224. We therefore support
those provisions.

We wish to point out that the Percy amendment and H.R. 12224
will be disruptive to transactions on the CBOE and other options
exchanges if they were to contain an effective date which is
significantly prior to the date on which the bill is enacted into
law. H.R. 12224 changes the character of gain on the lapse of,
and gain or losss from any closing transaction in, options from
ordinary income to short-term capital gain. Thus, it can
readily be appreciated that between the effective date of the
bill and the date of enactment investors will be uncertain
about the tax treatment of their transactions in options and
will therefore be deterred from making commitments which they

otherwise would have made.
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We believe that the Committee on Ways and Means
recognized and appreciated the severity of this problem and
wrote into H.R. 12224 an effective date which reflected its
judgment concerning when the provision would likely be enacted
into law. Similarly, in adopting the Percy amendment iq H.R.
10612, the Senate provided for an effective date of September 1,
1976, which is its estimate of when the provision would likely
be enacted into law. We trust that the Conference Committee
will establish an effective date which is not prior to the
date of the provision's enactment, and thus will avoid retro-
active treatment of investors.

In conclusion, Mr. Chairman, we thank you for your
attention and consideration of our views concerning these
two imoortant provisions relating to the tax treatment of

options.



i
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COUNC NC

f C ttee on Finan U.S. Senate, in Support of HR 3033

The Distilled Spirits Council of the U.S., Inc. (DISCUS), the
natiooal trade association of the domestic distilling industry, whose
sembers produce approximately 95% of all distilled spirite produced in
the United States, supports the provisions of HR 3055 for the reasons
set forth in sttachment A to this statement (attachment A sets forth Lhe
purposes of each section, the revenue impact, if any, and the reasons in
support of enactment). Attachment B is a section by section explanation of
HR 3055.

The dill would simplify and encourage the exportation of distilled
spirits. 1In addition, the bill would l(bornll;o.thc removal of sasples
for research, development, or testing and would relax existing requirements
for the mingling and blending of distilled spirits in bond. Production of
gin with greater uniformity and without loss in quality would be permitted.
Piually, the bill would extend to bulk spirits brought into the United
States from Puerto Rico or the Virgin Islands the same loss provisfons pre-
sently applicable to imported and domestic spirits thereby curing an inequity
in the present lav.

There would be no loss of revenue as a result of the amendments
contained in the bill; there would be a short-term lag in revenue of an
undetermined, but not major, amount resulting from Section 3 of the bill.

In keeping with our need and desire to {mprove our export position
in all fields, DISCUS urges adoption of these amendments. We appreciate

this opportunity to present our vieus on pending legislation and request

favorable consideration.
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SIMMARY OF PRINCIPAL POINTS
Included in the Statement of Distilled Spirits Council of the U,S., lInc.
Before the Coumittee on Finance, U,S, Senate, in Support of HR 3055

A. Benefits of Bill:

1. Simplification of export procedures
2. Liberalization and siaplification of plant procedures

3. Equalization of loss provision applicable to all dis-
tilled spirits

B. Reveuue Effect:

1. No loss of revenue

2. short term lag in revenue in minor smounts



37

ATTAGRENT A

Summary of Provisions of H. R. WSS
——34th Congress, Piret Sessfon
A. Setas forth the purpose of the Section
B. The revenue tmpact, if any

C. The ressons in support of ensctment

e n_l
8) Would eliminate the requirement of showing on the label of gin
and vodka bottled in bond for export the name of the distiller.
b) Revenue effect - none.
c) Would simplify the labeling of gin and vodks for export and there-

by facilitate export sales.

Section 2
8) VWould extend to bulk imported goods vhich are bottled in the United
States for export the seme tax benefits presently permitted for
domestically produced goods bottled for export.
b) Revenue effect - none.

c) Would broaden market for goods to be exported from the United States.

Section 3
a) Would create an export facility on distilled spirits plant ?t-uu.
b) Revenue effect - no loss of revenue but s short-term lag in revenue
of undetermined, but not msjor, amount.
€) Would simplify export procedures and encoursge further development

of export markets.

Section 4
4) Would liberslize export procedures by permitting transfer to

any Customs-bonded warehouse for export,



<

Sestion 8
8) Would extend to bulk sririts brought ianto the United States

from Pusrto Rico or the Virgin Islands the same loss provisiocns
nsde applicsble to imported and domsstic spirits.

b) Revanue effact - nove,

e) Would correct an oversight ia prior law whereby loss allowances
applicable to domsstic and imported spirits were not made applicable
to products from Puerto Rico and the Virgin Islends.

fastion 9
Provides only for effective date.
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H.R. 3053
8 - S [
EXLAMATION OF THE BILL

This bill makes a series of smsndments to the distilled spirite
plant provisions of the Interns! Revenue Code vhich in genersl are desigmed
to remove restrictions vhich are not necessavy for effective enforcement of
the revenue and regulatory sspecte of these provisions and vhich would
factliitate and encourage exportations. These smendments will heve no

adverse effect on the revenue. They can be summsrized as follows:

SECTION 1. MAGE OF DISTLLLER ON LADEL OF GIN AND VODEA BOTTLED
LI DO FOR_EXPORT.

Section 1 of the bill would eliminste the requirement of showing,
on the label of gin and vodka bottled in bond for export, the name of the
distiller. Such informstion serves no useful purpose, snd since gin sad
vodks sre pruduced from neutral spirits, complisnce with the ststute wWeans
shoving the distiller of the neutral spirits vhich may be s person different
from the producer of the gin or vodka; the shoving of such dietiller on the
label could even be deceptive to the consumer.

SECTION 2.

Section 2 of the dill would suthorize allowance of drawback of
tex on bulk imported goods vhich sre bottled in the United Statas vud exported
therefrom, Because of the limitation to goods "msnufactured or produced ia
the United States” {in existing lew, imported distilled spirits are mot subject
to drevback under section 5062(d). However, by virtue of section 3523, IRC,
reductivn in proof and bottling or packaging are deemed to constftute manufacturing
under section 311 of the Tariff Act of 1930, (19 U.S.C. 1311} This amsndment

vould meke the export standards of Sec. 5062(b) consistent with those in
Section 311,
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SECTION 3, DISTILLED SPIRITS ONDE! 14 9

Section 3 of the bill would permit the bottler or packsger to retura
to sn export storage facility on bonded premises distilled lpirlio vhich would
be eligible for dravback under Section 5062(b). The return of the spirite
must be solely for the purpose of storage pending vithdrawal for export, or
other vithdraval without payment of tsx suthorized under Section 5214(s), or
free of tax under Section 7510.

This section also permits the bottler to return to appropriste storege
facilities on the bonded premises distilled spirits which he haed bottled in
b;od after tex determination. Such spirits msy be withdrawm for sny purposs
for vhich distilled spirits bottled in bond before tax determination may be
vithdrewn from bonded premises.

Appropriste smendments are made to provide for the remission, abate-
ment, credit, or refund of tax on spirits returned to bonded premises under
this section,

The amendments made by this section sre designed to simplify and
encourage export transactions,

SECTION &, W T0 N, .

Section 4 of the bill would authorize withdraval of distilled spirits
from bonced premises without payment of tax for trensfer to aany customs
bonded warehouse. This provision spplies to spirits bottled {n bond for export
and to spirits returned to bonded premises under section 5215(b). The amendment
is designed to simplify and encourage export transactions,

SECTION 5, REMOVAL H] ES RES

Section S of the bill would meke 8 ressonsble extension of the
purposes for vhich samples may be removed without payment of tax to fanclude
plant resesrch in addition to laboratory analysis. This mt is simller

to the recent amendment to Section 5053 relating to beer.
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SECTION 6, MINCLING AND BLENDING OF DISTILLED SPIRITS.

Section 6 of the bill sould prrmit distilled spirits plant
proprietors to comingle dietilled spirits within 20 years of the date of
original entry rather than the existing 8 years. The section also sliminates
the requirements of existing lav that the mingled spirits be placed in the seme
barrels snd that the mingling must be for further storege im bond. Proper sdaini«
stration of the distilled spirits tax and regulstory provisions does not requirve
the limitations on commingling to 8 years or the return of the distilled epirite
to bonded storage, From 8 practicel standpoint, the use of the sams package
{s an unnecessary restriction,

SECTION 7, USE OF JUNIPER OILS [W PAODUCTION OF GLH.

Section 7 of the bill would authorize the use of the extracted oile
of juniper berrfes and other aromatics in the production of gin without
incurrence of the rectification tax in addition to the present system of
rediotillation of s pure spirit over juniper berries and other sramstics.

This amendment will permit production of gin with grestsr uniformity snd
vithout loss in quality,

SECTION 8, L0SS PROVISIONS FOR SPIRITS BROUGHT IM FRON

VIRGIN ISLANDS,

Section 8 would extend to bulk epirits brought {nto the
United 3tates from Puerto Rico or the Virgin Islands the same loss
provisions ~ow applicable to imported and domestic spirits.

Due to an oversight vhen the lav vas amsnded to permit entry
of such spirits into bond the provisions applicable to imported snd
domestic spirits vere not extended to spirits dbrought in from Puerto Rico
or the Virgin Islands. Ensctment of this snction would cure imequities ia

the present lav,
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SECYION 9, EFFECTIVE DATE.

The act would become -ffective on the first day of the first
celendar wonth vhich begins wore then 90 days after enactment. This will
give the Treasury Department and the distilling industry sufficlent time to
modify procedures under the statutes amended,
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Summary of Principal Points

1. Proposed Amendment to H. R. 5161 Would Avoid Unjust
Discrimination. N, R. 5161 amellorates a hardship in the
magazine distributing business by adopting a tax accounting
rule which is more consistent with the generally accepted
accounting principle of matching income and expenses, It
provides that distributions made primarily for display
purposes (and which are returned within 2 1/2 months after the
taxable ycar) are not includible in taxable income. The bill,
however, is limited to magazines, and failure to accord display
distributions of mass market paperback books the same treat-ent
would result in unjust discrimination between similarly
situated taxpayers.

2. Mass Market Paperbacks Meet the Substantive Tests
of H. R. 5161, The House bill would prescribe two requirerents
for determininy whether publications have been distributed for
display purposes. Mass market paperback publishers and
distributors, like magazine publishers and distributors, meet
these requirements. In both businesses --

a. Excess quantities of publications, in-
tended for retail disglay, are distributed
with no expectation that they will be sold.

b. Publishers and distributors are legally
bound to accept returns of the excess distri-
butions,

3. Mass Market Paperbacks and Magazines Have Other
Significant Characterisctics in comnon. Apart Erom meeting the
substantive requirements of H. R. 5161, mass market paperback
books have other characteristics in common with magazines

which strongly militate against disparate treatment of the
two types of publications. In both businesses --

a. The display distributions are substantial

in amount (about 35% for paperbacks). Therefore,
treatment of such distributions as completed
sales may have a significant distorting effect on
taxable income, particularly during periods of
inflation.

b. The publications have very short retail
shelf-lives.

c. Unsold distributions have little or no econonic
value and are almost never resold. Display distri-
butions are generally returned in the form of covers
which have been stripped from the books.

d. The publications are generally distributed by
the same wholesalers, and often to the same retail
outlets with the same potential customers.

4. Summary. For the foregoing reasops, the improved
accounting methaé which H. R. 5161 would provide for magazine
publishers and distributors should be extended as well to
publishers and distributors of mass market paperback books.



STATEMENT OF
THE ASSOCIATION OF AMERICAN PUBLISHERS
IN SUPPORT OF
EXTENSION OF H. R. 5161 TO MASS MARKET PAPERBACK PUBLICATIONS
I. SUMMARY

A. Problem Addressed by H.R. 5161

LI H. R, 5161, approved by the House of Representatives

on August 2, 1976, would go a long way toward eliminating a
disparity which exists between the book and income tax
accountiﬁq of accrual basis taxpayers in the magazine pub-
lishing industry.

The disparity arises because, under Internal
Revenue Service interpretation, current law does not permit
magazine publishers and distributors to deduct from gross
income amounts which they plaée in reserve, in accordance
with generally accepted accounting principles, to provide
for refunds payable with respect to magazines distributed in
a taxable year and returned to them after the close of that
year. Such reserves are considered nondeductible for tax
purposes even though the publisher or distributor intentionally
oversells periodicals to wholesalers to assure adequate
display at the retail level and is legally obligated to
accept for refund all returns of the excess distributions.

In the periodicals industry, the law as so inter-~
preted may result in significant distortions of taxable
income, Bxcggg distributions of periodicals which the parties
never expect to be sold are nonctheless included in income.
When this occurs in the latter part of the tax year, most
returns of the excess distributions are not taken into

account until early in the succeeding year. The result is

15-948 O - 16 + ¢
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that taxable income may be overstated during periods of
rising sales, and understated during periods of declining
sales.

Without affecting existing law relating to the
nondeductibility of estimated expenses, H. R. 5161 would
ameliorate the income-distorting effect on publishers and
distributors of periodicals. The House-passed bill, which
the Treasury Department has‘stated it does not oppose, would
accord those taxpayers an elective right not to include in
income distributions of periodicals made for display purposes
(as defined) where the taxpayer can establish, within two
and one-half months after the ‘close of the year of distribution,

that the periodicals have not been and will not be sold.

B. Position of Association of American Publishers
As described in detail below, accrual basis
publishers and distributors of mass market paperback books
are in the same tax position as periodicals publishers and
distributors.
In both industries
== large quantities of publications are distri-
buted for display purposes with no expectation
that the excess distributions will be sold.
== the substantial excess distributions which
are put on display are in fact a method qf

advertising for retail sales.
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== publishers and distributors are legally bound
to accept all returns of the excess distributions
for full refund or credit, and the returns are
normally in the form of covers which have been
stripped from the books.

<= the two types of publications have very short

retail shelf-lives. Publishers release hundreds
of new paperbacks on a monthly basis and, because
of the scarcity of retail shelf space, many older
titles are withdrawn each month,

== most returns early in a particular tax year

are attributable to the prior year's excess
distributions, and the returns are almost
never resold.

== the publications are often distributed by the

same wholesalers.

== the two types of publications are often displayed

at the same retail outlets with the same potential
customers.

Under these circumstances, mass market paperback
publishers and distributors have as strong a case as do periodicals
publishers and distributors for the relief which H. R. 5161

~would provide. Limitation of its provisions to periodicals would
create an inequity between similarly situated taxpayers and
it is strongly urged that H. R. 5161 be modified to avoig this
inequity.
I1. EXPLANATION OF H. R, 5161

H. R, 5161 would add a new subsection (e) to

section 451 of the Internal Revenue Code. The new provisions
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would apply to sales of magazinces or other periodicals "for
display purpuses.®” Such sales arc defined in paragraph (2) of

H. R. 5161 as those made "in order to permit an adequate

dicplay of the magazine or other periodical . . . if at

the time of sale the taxpayer has a legal obligation to

accept returns of such magazine or other periodical.® For
transacticas meeting this definition, paragraph (1) authorizes
accrual basis taxpayers to elect not to include in gross

income of the taxable year receipts from sales which are

returned by the 15th day of the third month of the next

yea%{ or with respect to which the taxpayer otherwise establishes
that sales have not occurrcd and will not occur (in accordance
with regulations to be prescribed by the Sccretary or his
delegate). An election under these provisions would be

binding for subsequent years and would otherwise be treatecd

as a method of accounting.

In effect, H. R. 5161 would authorize a tax treat-
ment for excess distributions of magazines which is more
consistent with economic realitics than is the present
treatment. Periodicals publishers and distributors would
no longer be required to report artificially created income
attributable to shipments in the latter part of the year
of excess quantities of periodicals which the parties know
will not be sold, provided the taxpayer also eliminates equally
artificiral off-setting deductions now taken for returns made
in the follouwing taxable year. Excess distributions returned
within the statutory period would be ignored for purposes of

taxation.

1/ The two-and-onec-half month cutoff coincides with the date
on which corporate tax returns are normally due.
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I1II. REASGNS FOR EXTENDING H. R. 5161 TO
MASS MARKET PAPLRBACK PUBLICATIONS

In 1ts Report on H. R. 5161, the Committce on Ways
and Means stated:

Your committee believes that when periodicals

are shipped to retailers for display purpuses

with no expectation on the part of the partics

that these periodicals will be sold, it 18 not

appropriate to trcat the shipment as income to

the publisher or distributor.
Since mass market paperback books are distributed under
substantially the sanme arrangement, H. R. 5161 should cover
these publications as well as magazines and other pericodicals,

A. Nature and Size of Mass Market Paperback Business

Mass market paperback bLooks, like periodicals, repre-
sent a distinct segment of the publications industry. They
are nontechnical papcrbacks of standard “rack-size” (approxi-
mately 7" by 4-1/2" or smaller) intended for gencral consumi..cn
and characteristically having lower prices and shorter shelf-
lives than special interest books or “trade” paperbacks (e.q.,
those educational publications, reprints of classics,
and religious and scientific books which have a limited
appeal). For both internal and industry-wide reporting
purpuses, these characteristics distinguish miss market f{ror

se

other paperback publications. The annual Industry Sales 5°:7.0.%:C

e

sarvey of the Association of American Publishers indizates chal
mass market paperbacrs accounted for approximately $319 ralilon
2/

in net sales in 19750

2/  Total net sales of all bnoks (hard cover and paperbace,
by u.5. publashers ain 197% amcunted to approvamately 3,41
billion,
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Distribution of mass market paperback books is
highly competitive. It is estimated that the average retail
outlet contains fewer than 120 “pockets” for displaying
rack-size paperbacks. However, in recent years mass market
paperback new releases alone have exceeded 5,000 separate
titles annually. Considering the large number of releases
of mags market paperback publications, the relatively infre-
quent use of media advertising and the scarcity of retail
display space, it becomes obvious that steps to assure
adequate retail display are central to the sales strategies
of mass market paperback publishers.
To reach the maximum number of retail outlets,
mass market paperbacks, xtke‘éeriochals. are distributed direct
to retailers and through a system of independent wholesalers
and jobbers. 1Indeed, in most cases periodicals and mass
market paperbacks are distributed by the same wholesalers.
As a result, as described below, the methods of marketing
the two types of publications are substantially the same.

B. Distributions for Display by Publishers of Mass Market
Paperback Books

Distributions -- technically in the form of sales --
for purposes of display within the meaning of H. R. S16]1 are
as prevalent in the mass market paperback business as in the
periodicals business. Mass market paperback publishers and
distributors regularly and deliberately make excess dlsg;lbutlons
of their publications for the same reason as do periodicals

publishers: experience has shown that net sales will suffer
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unless sufficient quantities of books are shipped to assure
adequate display at retail outlets. In a very real sense,
for mass market paperbacks, perhaps even more so than for
periodicals, the books themselves are their own advettiaenantz.

The Association of American Publishers believes
all U. §, mass nﬁiket paperback publishers employ the sale-
for-display marketing technique. As in the periodicals
industry, mass market paperback publishers and their customers
have no expectation that the excess distributions will in
fact be sold. Under agreements with their wholesalers and
jobbers, mass market paperback publishers and distributors
have a legal obligation to acéept for full refund or credit
all returns of books not sold at the retail level. The
proportion of shipments which are in fact returned is clearly
substantial. AAP surveys indicate that 35 to 37 percent of
the mass market paperback books shipped in 1°73 through 1975
were returned to the publishers for refund pursuant to legal
right and would qualify as sales for display purposes under
R. R. 5161.

In brief, excess distributions of mass market
paperback publications meet the definition of “"sales for

display purposes” set forth in H. R. 5161. The excess

3/ A recent article from the Washington Post which describes
the marketing of mass market paperbacks 1s appended to this
memorandum. Based on industry sources the article indicates
that "the book has to display well,” and "if it displays, it
sells.” FPurther, it is stated that "Qur ad campaigns are so
tiny, they are laughable. We don't rely on grand promotions.
Each paperback that we display is an advertiscment for itself.”
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distributions are made to assure adequate display at retail
outlets, and mass market paperback publishers and distri-
butors are legally bound to accept all returns. Purther-
more, as with periodicals publishers, tf& distorting effect
of treating as income excess distributions of rmass market
paperbacks may be substantial, since such excess distri-
butions amount to more than one-third of all mass market
paperback shipments. And with inflation a continuing probles,
the distortion of income problem promises to be even more
serious in future years.

C. Short Retail Display Period of Mass Market Paperbacks

While the definition of “sales for display pur-
poses” contained in H. R. 5161 is not explicitly limited to
publications that have short retail shelf-lives, it is clear
that this characteristic of most periodicals is an important
part of the rationale underlying the proposed legislation.
Like periodicals, mass market paperback books also typically
possess very short retail shelf-lives. Thus, this character.s:::
distinguishes mass market paperbacks as well as periodicals
from othgr publications and different kinds of goods sold at
retail outlets,

In the case of mass market paperbacks, a short
retail displgy period is a matter of practical necessity.
A publisher who relecases 25 to 35 new titles each month must
have assurances that clder titles will be regularly removed
from limited display space as :.2w titles reach the retailer.
In practice, this is what occurs.

Mass market paperback publishers releasc approxirastely

400 new Looks on a monthly basis. These monthly distributi-:ns
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are prescheduled for months in advance. In order to provide
adequate retail shelf space, many older titles must be withdrawn
each month. A recent survey of publishers who are members
of AAP's Mass Market Paperback Division indicates that the
expected retail display period of newly released mass market
paperbacks ranges from one to 12 weeks, with most of the
paperbacks having an average shelf-life of four to seven
week%{ Monthly papervack return figures requested as part
of this survey bear out the publishers' estimates. Given
the short retail display period involved, excess distributions
of mass market paperbacks in the latter part of a taxable
year are )just as likely to produce distortions of income
under present tax law as are excess distributions of pericdicals.

While it is true that magazines are dated and mass
marxet paperbacks are undated, this has no significance from
the standpoint of adopting a proper tax accounting rule. All}
a date indicates 1s that there is a great likelihood that
tne majazine will be returned for credit; for paperbacks,
this same point is demonstrated by historical statistics and
the monthly publication schedules. Thus, dating has no bearing
on the real 1ssue -- that 1s, whether it is appropriate to
change a tax accounting rule which (1) fails to take into
account the unique nature of the business (e.g., the need for
significant display distributions subject to an unlimited right

of return), and (2) produces a serious distortion of income.

4/ The shelf-life of a periodical will vary depending upon
whether new 1ssuces are releases on a weekly, monthly, quarterly,
or less frequent bas:s.
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D. Destruction of Mass Market Paperback Returns

Mass market paperback books and periodicals have still
another characteristic in common which distinguishes thea
from the products of many other taxpayers. Like periodicals,
mass market paperbacks generally have little or no economic
value to the publisher once their initial retail display
period has ended. Therefore, rather than incur the freight
charges which would be involved in requiring returns of full
books, mass market paperback publishers -~ liké periodicals
publishers -- accept as returns either covers stripped from
books or affidavits from wholesalers and retailers certifying
that the books have been destroyed. The recent AAP survey
of members of the Mass Market Paperback Division indicates
that more than 90 percent of all returns of mass market
paperback books accepted for refund or credit take'the fornm
of stripped cove}s or affidavits. The small proportion of
full-books which come back to publishers are for the most
part damaged and, therefore, not saleable.

Within the context of H. R. 5161, the foregoing
practice, which is universal among mass market paperback
publishers, has double significance. FPirst, it shows that
the excess distributions of mass market paperbacks are, 1in
fact, made for display purposes. Publishers have no
expectation that they will be able to resell returned books
and therefore do not require full-bock returns. On the
other hand, mass market paperback publishers do require
physical documentation that the excess distributions for

which refunds are sought have been rendered nonsal-.ulle.
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Without altering their existing practices they are, therefore,
in a position to meet the requirement under H. R. 5161 that
the taxpayer establish that a book to be excluded from
income “"has not been sold and will not be sold."
E. Conclusion

Because the sale-for-display practice prevails among
publishers and distributors of mass market paperbacks and
the marketing arrangements in that segment of the industry
are in all relevant respects similar to the methods used by
periodicals publishers and distributors, the Association of
American Publishers urges that the mass market paperback industry
be permitted to adopt the more realistic accounting rules proviced
in H. R, 5161. Their exclusion would result in discriminatory

treatment of taxpayers which are similarly situated.

IV. REVENUE EFFECT
Based on the recent AAP survey of members of the
Mass Market Paperback Division and the 1975 amended Industry

Sales Statistics (adjusted for 1976 sales), it is estimated

that the extension of the provisions of H. R. 5161 to mass

market paperback publishers ~- assuming they all make the

election -- will result in a one-time revenue loss of $16-
5

million, spread evenly over a l0-year period.

V. SUGGESTED AMENDATORY LANGUAGE

The change in H. R. 5161 proposed by the Association

of American Publishers can be accomplished by including specific

5/ The House Report indicates that the adjustment in the
transition year is to be spread over a ten-year period.
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references to "mass marxet paperback books® 1n paragraphs
{i, (2) and (3)(B), of the bill as approved by the House of
depresentatives. Thuse changes are reflected in the proposed

revision of H. R. 5161 which 18 attached to this memorandum.
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{Language to be added

is underscored; language Attachnent
to Le deleted 15 inda-

cated in bracrets. )

{e)

Proposed Amendment to H. R. 5161

SPECIAL RULE FOR CERTAIN PUBLICATICONS WHICH
ARE RETURNED.--

(1) 1IN GENERAL.-- In the case of sales of magazines,
[or] other periodicals or mass market paperback books
for display purposes, a taxpayer who is on an accrual
rethod of accounting may elect not to include in gross
income for the taxable year the income attributable

to the sale of any magazine, [or] other periodical or
;mass markec paperback book which is returned not later
than the T5th day of the third month after the close of
the taxable year (or with respect to which the taxpayer
otherwise establishes in the manner provided by regu-
lations prescribed by the Secretary or his delegate that
the periodical has not been sold and will not be sold).

(2) SALES FOR DISPLAY PURPOSES DEFINED.-- For purposes

of this subsection, a sale is for display purposes if

such sale is made in order to permit an adequate display
of the magazine, [or] other periodical or, ~ass market
paperback book and 1f at the time of sale the taxpayer

has a legal obligation to accept returns of such rmagazine,
{or] other periodical or mass market paperback book.

(3) DISPLAY SALES TO WHICH SUBSECTION APPLIED,~-
(A) ELECTION OF BENEFITS.-- This subsection shall
apply to sales for display purposes if and only 1f
the taxpayer makes an election under this subsection
with respect to the trade or business in connection
with which such sales are made. An election under
this subsection may be made only with respect to a
taxable year beginning after Deccmber 31, 1975,
and may he made only with the consent of the
Secretary or his delegate. The eclection shall be
nade at such time and 1n such manner as the
Secretary or his delegate may by reguliations
prescribe.

(B) SCOPE OF ELECTION.-- An elec-ion nude under
this subsection shall apply to all sales of maga-
zines, land} other periodicals and mass narket
ga&chack books made for display purposes 1in
connection with tne tradc or business with respect
to which the taxpayer has made the election. An
clection made under this subsection shall not apoly
to any sales made for display purposes before the
first taxable year for which the election 1s made.
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(C) PERIOD TO WHICH ELECTION APPLIES.-- An
election under this subsection shall be effective
for the taxable year with respect to which it is
made and for all subsequent taxable years, unless
the taxpayer secures the consent of the Secretary
or his delegate to the revocation of such election.

(D) TREATMENT AS METHOD OF ACCOUNTING.~- Por
purposes of this title, the computation of taxable
income under an election made under this subsection
shall be treated as a method of accounting.
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JOINT STATEMENT OF
- SANFORD J. GOLDBERG

FOR THE NATIONAL ASSOCIATION
OF RECORDING MERCHANDISERS

and
STANLEY M. GORTIKOV

PRESIDENT, RECORDING INDUSTRY
ASSOCIATION OF AMERICA, INC.

RE: H.R., 5161

Before: the
COMMITTEE ON FINANCE
UNITED STATES SENATE
NINETY-FOURTH CONGRESS, SECOND SESSION

August 24, 1976
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SUMMARY

It is standard business practice in the sound
recording industry for distributors and manufacturers to sell
records and tapes with a guaranteed right of returning unsold
copies. Where sound recordings sold in a given tax year are
not returned before the end of that year, but are expected to
be returned during the following year, Generally Accepted
Accounting Principles require that an accrual method taxpayer
reduce its current income by the amount of the estimated
future returns. This principle is designed to insure that
income is not artificially inflated.

By contrast, the IRS permits the accrual method
taxpayer to exclude from income only the revenues attributable
to returns actually received, regardless of the likelihood of
returns during the following year. This is so even when the
purchaser has bought an excess supply of sound recordings for
display purposes, with a guaranteed right of return, and where
there 18 no expectation by the parties that all of the

roducts will ultimately be resold to consumers. The result
s a distortion of income for federal tax purposes.

H.R. 5161 is designed to remedy. an {dentical
distortion of income problem for magazine distributors and
publishers. It would permit the accrual method seller of
periodicals to exclude from income amounts attributable to
sales for display purposes, where the products are returned
to the vendor within 2-1/2 months after the close of the tax

ear in vhich the sales were made. The bill is equitable, has
l:;tlo revenue impact, and can readily be administered by the

The merchandising of sound recordings is closely
arallel to, if not identical with, that of periodicals. Both
ndustries sell their gtoductu with a guaranteed right ot

return, and both experience a high percentage of returns.
Abrupt declines in sales occur frequently in both businesses.
Demand for the product is transient, for its life cycle is
brief, and consumer demand typically cannot be restimulated
by price decreases. Thus, the products, once returned,
usually have little more than scrap value.

It is therefore inequitable to bar members of the
sound recording industry from reducing their income for tax
purposes vhen they are required to do so for financial
accounting purposes. For smaller companies, the adverse
impact on cash flow of this tax accounting rule is an onerous
burden to bear. Yet the cost to the federal government of
curing this inoguity is relatively inconsequential -- a one-
time deferral of approximately $18 million. Moreover, if the
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Commissioner of the IRS were to elect to require that the

impact of the change be sgread over 10 years, the revenue loss
would diminish to $1.8 million annually for 10 years.

Because the sound recording industry directly
parallels the periodical industry in every relevant regard,

it is respectfully urged that H.R. 5161 be amended as proposed
in Appendix A to encompass the sound recording industry,
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STATEMENT
Nr. Chairman and Members of the Committee:

We are grateful for the opportunity to submit this
Statement on behalf of the National Association of Recording
Merchandisers (NARM) and the Recording Industry Association
of America (RIAA). NARM is a trade association which
represents the merchandising segment of the sound recording
industry. Among its membership are retailers, distributors
(wholesalers) ﬁnd *rack-jobbers® (which supply display racks
and stock them with current sound recordings, primarily for
department stores). RIAA is a trade association which
represents the manufacturing segment of the business. 1Its
menbers create and market about 85 percent of the recorded

music and dramatic works sold in the United States.

H.R. 5161 would permit magazine distributors and
publishers to exclude from gross income sales of periodicals
returned within 2 1/2 months after the close of their taxable
year. We urge that it be amended as proposed in Appendix A
to encompass distributors and manufacturers of sound
recordings. Such an amendment would reduce the distortion of

income for federal tax purposes that exists under current law.
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A, Present Law

Under existing law, taxpayers using the accrual method
of accounting must include in income gross revenues from sales
during the taxable year. Revenues are considered earned when
all of the events fixing the right to receive those revenues
have occurred, and the amounts can be determined with
reasonable accuracy. The determination of when these factors
varrant the inclusion of such earnings in income is required
to be based on accounting methods approved by the Internal
Revenue Service. In most instances, the approved methods

accord with Generally Accepted Accounted Principles.

One instance, however, in which tax accounting differs
from Generally Accepted Accounting Principles is where
products are sold by an accrual method taxpayer with a
guaranteed right of return. It is standard business practice
in the sound recording industry for records and tapes to be
s0ld with such a return privilege. When it is known that a
statistically ascertainable percentage of sold products will
be returned in future years, Generally Accepted Accounting
Principles require maintenance of a reserve account for
returns so that income for the year in which the sales occur

vill not be artificially inflated. By contrast, the IRS does
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not permit deductions based on estimates of such future
returns for tax accounting purposes, even though such
estimates accord with business reality. Quite recently, this
rule was held applicable to a member of the sound recording
incustry. See Ertegun v. Commissioner, 531 P.2d 1156 (24 Cir.
1976).

Thus, even though it is understood that the purchaser
is buying an excess supply of sound recordings, and that a
reasonably predictable percentage of them will be returned in
the following year, tax accounting does not now permit an
offset in the year in which the sound recordings were sold,

The result is a distortion of income for federal tax purposes.

B. Explanation of H.R. 5161

H.R. 5161 is designed to remedy an identical
distortion of income problem for magazine distributors and
publishers. 1Its purpose and.etfect is to more properly
reflect the income of members of the periodical industry by
reducing the impact of this inequitable and unjustified
aberration from Generally Accepted Accounting Principles.

The bill provides that, in the case of sales of

periodicals for "display purposes,” an accrual method taxpayer
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may elect not to include in gross income the revenue
attributable to the sale of any periodical which is returned
within two-and-a-half months after the close of the taxpayer's
taxable year. A sale is for "display purposes" if it is made
in order to permit an adequate display of the periodical and,
if at the time of sale, the taxpayer has a legal obligation

to accept returns of the products.

This legislation can readily be administered by the
IRS. The taxpayer's election is subject to IRS consent.
rurthermore, once an election is made, it is effective

prospectively until the IRS consents to its revocation.

C. The Provisions Of H.R. 5161 Should Be Extended
0 _The Sound Recording lndustr

Like periodical vendors, distributors and
manufacturers of records and tapes sell far more copies of a
sound recording than it is anticipated will ultimately be
resold to customers. The volatile nature of the recording
industry, in which the artist and his recorded repertoire riée
and fall with astonishing rapidity, underlies the need for
such intentional overstocking, as part of the industry's mass

merchandising and advertising techniques. When a recording
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is released, no one knows whether it will become an overnight
sensation or a dismal failure. But retailers must be provided

with an adequate supply for display purposes in anticipation
of the hoped-for deaand.

In light of this merchandising technique, it has
become standard, industry-wide practice for sound recordings
to be sold for resale with full return privileges. And, in
fact, the percentage of records returned is high. A 1974
survey of the industry by the Cambridge Research Institute
disclosed that returns on all records averaged 21 percent of

gross sales,

It is apparent that the merchandising of sound
recordings is closely parallel to, if not identical with, that
of perjodicals. Both industries sell their products with a
guaranteed right of return, and both experience a high
percentage of returns. Abrupt declines in sales occur
frequently in both businesses, such as when radio stations
stop playing a song or when the noxt‘lscuo of a magazine is
released. Demand for the product is transient, for the life
cycle of a sound recording, like a magazine, is brief, and
consumer demand typically cannot be restimulated by price

decreases. Thus the product, once returned, usually has
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Jittle more than scrap value; the vast majority of sound
recordings returned to the manufacturer are destroyed. (The
fay thought to have any market appeal are redistributed by the
manufacturer, usually with physically altered covers, at a

fraction of their prior cost,)

In spite of the long-standing and well-documented fact
of ratyrns in the business, members of the sound recording
industry sre barred from reducing their income for tax
purposes, sven though they are required to do so for financial
accounting purposes. The result is an unfair distortion of
income for federal tax purposes. In some cases, this
distortion of income may have a substantial and adverse impact
on cash flowv, particularly on the ssaller manufacturers,
distributors and rack jobbers. Thus, the sound recording
industry is in essentially the same situation as the
publishers and distributors of periodicals, and should
ctl!lurly be afforded the relief provided for in H.R., 5161,

The cost to the federal government of correcting this
inequity is relatively inconsequential -~ a one-time deferral

of approximately $18 million. Moreover, since the procedure
described in H.R. 5161 constitutes a change in accounting

method, it is reasonable to assume, as suggested in the House
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Commnittee Report, that the IRS will require the resulting
adjustments to be spread over a 10-year period, Thus, the

revenue loss may diminish to §1.8 million annually, for 10

years.,
D, Conclusjion

In conclusion, it is respectfully urged that the
benefits of H.R. 5161 be extended to the sound recording
industry, because its marketing practices directly parallel
those in the periodical business and because it suffers
similar distortions of tix inco-g. 8Such legislation will help
to eliminate the inequity and cash flow problems of income
distortion, and yet will have a relatively small revenue

impact.
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Appendix A

The following amendment to H.R. 5161 is suggested to

extend to sound recordings the proposed rule for the inclusion

in income of magazine sales for display purposes.

Amend H.R. 5161 as follows:

On page 1, line 7, after "Magazines," insert

or sound recordings --

On page 1, line 9, after "of," insert

sound recordings or -~

On page 2, line 3, after ®any,” insert

sound recordings or -~

On page 2, line 9, before "periodical® insert

sound recording or -~

On page 2, line 13, after "the" (first
occurrence) insert

sound recording or --

On page 2, line 15, after "such,® insert

sound recording or --

On page 3, line 6, after "of" insert

sound recordings or --
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STATRMENT IN SUPPOXT OF H.R, 0203

My name {s Arthur H, Silverman. 1 am Washington Counsel for Wina Institute,
the trade association of the Californis vine and brendy {ndustry. However, I
spesk for the entire domestic vine industry in urging the passsge of H.R, 8283,

An important segment of the vins industry is composed of specisl natursl vines,
such ss vermouth, sengrie, and other flavored wines, vhich are produced on bonded
vine cellsr premises. The Internal Revenue Code provides that nstursl flsvore
must be used {n the production of specisl natursl wines. Por many yesrs, the
Buresu of Alcohol, Tobacco and Firesrms and its predecessors have recognized
thst seid ststute permitted the use of trace quentities of other flevors in order
to replace the effect of flsvor lost in the processing of fruits. Although the
quantity of such flavoring hes consisted of lese then 1/10 of one percent of

the flavoring materisl, its use is essentisl in most such vwines in order that

the finished flavor heve the characteristic taste of the fresh fruit from which

the flavor is made, 1{.s., thet s stravberry flavor tastes like s fresh stravberry.

Trace amounts of other flsvorings in slcoholic beverages hdve been used in Europe
and other foreign countries over s long period of time, ‘and in wost cases, in
greater quantities then the trace amounts American producers use. It is the
worldvide consensus of opinfon of winemshers, enologists, snd flavor msnufscturers
that a satisfactory flsvor, for uss in most flsvored vines, is difficult, {f not

impossible, to produce without the addition of these trace smounts of other flsvorings.

The provision of the Internsl Revenue Code vhich we are seeking to smend,
26 USC 5386(a), does not spply to wines produccd in other countries. It spplies
only to winss produced in ths United States.

26 USC 5386(a) desls only with the production of special nstural wine on bonded

vine cellsr premises. It does not concern itself in any way with the lebeling of wine,
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However, & recent change in the regulstions for the food industry by the
Food and Drug Administration, 21 CFR 1.12, effective Junse 30, 1975,
established s highly vestrictive definition of the term “natural flavor”,
Since the manufacture end distribution of flavoring msterisls fells within
the jurisdiction of these FDA regulations, flavor manufacturers are required
to state on the contatusrs of flavors shipped to their customers that any
flavor, even though it contained less then 1/10 of one psrcent of other

flavorings, wuld have to be labeled as & "natursl and artificiel” flevor,

The significance of the Food and Drug requirement desling vith lebeling s
that the American vine producer, unlike the producer of similar foreign
products, cannot continus to produce on bonded vine cellar premises vermouth,

sangris, and other flsvored vines of the quslity to which fite customers have

become accustomed, Fl d vine prod s would be forced to establish o

distilled spirits plent st grest cost and psy an sdditfonsl vectification

tax of thirty cents per proof gellonm, in sddition to the spplicsble wine tex,
vith the resultant higher cost to the consumer. However, foreign producers
would not be confronted with these problems and would contfnus to psy only the
applicable wine tax even though their product msy contein grester quantities

of other flavorings.

BATF, becauss of its long history of recognizing the high quality of these
products, is cognizant of the plight of the Americen wine industry and hss
agreed to language that would smend 26 USC 5386(s) to continua to permit trace
smounts of other flavorings in the production of special nstursl wines on

bonded vine cellar premises.

The Departuent of the Treasury has interposed no objection to the enactment

of this_legislation, vhich is intended to permit the continustion of the
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production of specisl natural wines on bonded vine celler premfses. Seid
legislation is not intended to be determinative ae to how these products
vill be labeled.

In fsct, ve know of no objection to the ensctment of this legisletion,
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August 24, 1976

. STATEMENT OF DONALD STEVENS
VICE PRESIDENT, JEWEL COMPANY
OF AMERICA, 235 HOLDEN 8T., PROVIDENCE,
RHODE ISLAND 02908, IN SUPPORT OPF
H.R. 8656
AT HEARINGS BEFORE THE
SENATE FINANCE COMMITTEE

Qutline of Mr., Steven's Remarks on
Behalf of ths Jewel Company of America
in Pavor of Enactment of H.R. 8636

I. H.R. 8656 should be enacted because:

(a) it will remove an anomaly in the U. 8.
Tariff Schedules which discourages the use
of American labor in the linking of crystal
used for chandeliers;

(b) the duty-free entry of loose glass
prisms would create an incentive to estab-
1ish a competitive U, S. chandelier indus-
try and would create new jobs for U. 8.
workers.

II. Brief outline of U. 8. chandelier industry.

A. Glass prisms for chandeliers have never
been a U. 8. made product.

B. Relevant import statistics for the years

1973-75% of items in TSUSA Nos. 545.5700 _and
653.3720. ’ ’

13-9460-7 -6
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Reasons for absence of a U, 8., chandelier industry.

A. Modes of production and lower wage levels
in EBuropean countries.

B. The anomalous U. 8, tariff structure with
built-in disincentives.

C. Present loophole in the Tariff Schedules.

D. Canadian decision to give loose glass prisms
a duty-free preference.

H.R. 8656 will create new jobs for U. 8. workers
and a U, 8, chandelier industry.

A. Duty-free entry will not adversely affect
any domestic industry or its workers.

B. Immediate creation of jobs for linking
operations in U, 8.

C. Creation and expansion of U. 8. production
of chandelier frames and new jobs associated
therewith.

D. Aviilablo domestic labor-intensive tech-
nology could be immediately employed in linking
operations.

E. U, S. manufacturers would become increasingly
competitive against imports.

r. Increased sales of domestic chandeliers
couid result in reduced costs of U. 8. chan~
Zaliers to American consumers.

The Departments of Treasury, State, Commerce and
Labor, together with the AFL-C10, have all ex-
pressed support for H.R. 8656.
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STATEMENT OF DONALD STEVENS, VICE PRESIDENT
OF THE JEWEL COMPANY OF AMERICA, INC.

My name is Donald Stevens. I am Vice President of
the Jewel Company of America, Inc., which is located in
Providence, Rhode Island., Our company is a major importer
and user of loose glass prisms.

I appreciate this opportunity to testify in support
of the enactment of H.R. 8656, the bill to amend the Tariff
Schedules of the United States to provide for the duty-free
entry of loose glass prisms used in chandeliers. I support
this bill because it will remove an existing anomaly in
the Tariff Schedules which presently discourages the
employment of American labor in the production of chan-
deliers. The bill would provide the necessary economic
incentive to establish a U. 8. based chandelier industry
and thereby create new employment opportunities for U. 8.
workers at a time when wide-spread unemployment is of
vital concern to us all. Before addressing our specific
reasons for supporting this legislation, I will outline
briefly the state of the U. 8. chandclief industry.

I. THE U. 8. CHANDELIER INDUSTRY

Crystal chandeliers, over the years, have been

very popular in the United States, not only for residential
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but for commercial use. Glass prisms for chandeliers have
never been an American made product. They have been
imported primarily from Austria, Germany, Italy, Japan

and Czechoslovakia, the traditional centers for the pro-
duction of crystal. American manufacturers import linked-up
(assembled) rather than loose crystal for use in chandeliers.
The great majority of chandelier frames, howty:r, are im~
ported since most frames used with crystal are of cast bton;o
or brass, also a specialty of Buropean craftsmanship and
technology. Available statistics attest to the outflow of
U.8. dollars for the import of these items.

% por example, combined U.S. imports of loose and
linked~up glass prisms and finished chandeliers in chief
value of cry;tal glass amounted to approximately 12 million
dollars in 1913; 11 million dollars in 1974 and 7 million
dollars in 1975 (TSUSA No. 545.5700). Loose glass prisms
account for a very small proportion of these imports, the
balance representing linked-up ornaments and tlnisﬁed chan-
deliers. In addition, imports of chandeliers and lighting

%/ The low 1975 figure reflects the general decline in U,S.
imports in 1975,

S
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fixtures designed for permanent indoor installation in chief
value of brass, many of which employ glass prisms, amounted
to approximately 12 nillion dollars in 1974 and 7 million
"dollars in 1975 (TSUSA No. 653.3720).

II. REASONS FOR THE ABSENCE OF A U. 8. CRYSTAL
CHANDELIER INDUSTRY

The fundamental reasons for the lack of the
development of a U. S. based chandelier industry, apart from
the obvious fact tnat crystal ornaments are not produced here,
are (1) traditionally lower wage levels in European countries
and, in particular, (2) ‘the current U. S. duty structure
which has a built-in disincentive for U. 8. concerns to
undertake domestic linking of glass prisms for chandeliers.

A. The European Situation

Since Westaern and Eastern Europe have been the
major production centers of crystal prisms, a whole industry
was opened to jobbers or manipulators of crystal who, very
economically, through the use primarily of many home
workers, housewives, children, etc., were able to furnish
linked crystal chains of varying lengths to U. S. importers
and manufacturers, thereby reaping substantial profits and

work for their communities. Because of higher labor costs
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and the fact that such homework is effectively precluded by
widcsprc;d collective bargaining agreements in the United
States, American chandelier manufacturers never became in-
-"volved in the pinning or linking of glass prisms. Since the
wages of U.S. workers continue to be higher than those paid
by the Buropean jobbers, who farm out their work to home-
workers, American chandelier manufacturers still remain in a
non-competitive position vis~a-vis European final-pinned
crystal,
B. The Anomalous U.S. Tariff Structure
There is little doubt that the current U.S.
duty structure applicable to loose glass prisms is the chief
obstacle to the establishment of a domestic chandelier in-
dustry. At the present time, the duty rate on loose prisms

is exactly the same as that for linked-up (assembled) orna-

ments. Under TSUS No. 545.57, both items are subject to
a 128 ad valorem duty. Since a great deal of the work of
linking glass prisms, as previously noted, is done in European
countries with low-labor cost, homework operations, there
clearly is no price advantage to U.S. concerns to utilize
an American linked article.

The net result of this anomaly has been a complete

lack of enthusiasm by the lighting industry to develop a
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competitive American industry. Moreover, the same 12% duty

rate is also applicable to a completely finished chandelier,

fully asseabled and trimmed with glass ornaments, where the
.‘chief valus of the finished chandelier consists of glass.

However, for chandelier parts or sven finished chan-
deliers, fully assembled and trimmed with glass ornaments,
where the main value consists of metal, for instance, a brass
frame, the duty rate under TSUS No. 653.37 is only 9.5% ad
valoren.

It is not surprising, therefore, .that most of the major
chandelier distributors in America are not interested in
developing chandeliers of their own design for manufacture in
this country nin;o they can take advantage of this "loophole”
in the Tariff -Schedules which permits the importation of a
completely finished chandelier at an extremely favorable
duty rate. The dollar value of imports of finished chan-
deliers, in chief value of brass, as noted on page 3, bespeaks
of the attractiveness of this loophole to American importers.

I would like to point out that a similar anomaly was
also prelené in Canada's tariff structure. After a complete
review of its duty rates, the Canadian Government in 1973

decided to pernit loose glass prisms a duty-free preference
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until October 31, 1974 in order to encourage the manufacture
of finished chandeliers in Canada. This preference vas
renewed for an addttfoml year, and on October 31, 1975, was
extended once again.

It is clear that unless and until the present 128 U, 8.
duty rate is completely eliminated on loose glass prisms,
there will be no incentive for U. 8. companies to start up
linking operations and begin the manufacture of chandeliers
utilizing these items,

III. H.R., 8656 WILL CREATE NEW JOBS FOR AMERICAN
WORKERS AND A U. S. CHANDELIER INDUSTRY

The elimination of the existing duty rate on loose
glass prisms, by vitiating the present anomaly in the U. 8.
Tariff Schedules, will result in the immediate creation of
nevw jobn‘ for American workers and will foster the beginnings
of a competitive domestic crystal chandelier industry.

I want to emphasize in this regard that duty fres
entry of these articles will not, in any way, adversely
affect any domestic industry or its workers for the simple
reason that glass prisms used in chandeliers, as previously
noted, have never been manufactured in America. Thus, the

elimination of duty on these prisms can only inure to the

*/ See appended pages of Canada's Customs Tariff "A", item
32675-1.
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benefit of American workers and manufacturers.
. A. Nev Opportunities for Workers
The elimination of import duty would result in a
. ‘considerably expanded production of linked crystal by

American labor and thus would immediately improve our com-
petitive position. Many American impc;tteu and manufacturers
would readily shift from buying completed articles from
Buropean jobbers and begin doing their own assembly and
pinning operations.

By setting up linking operations, a substantial por-
tion of which is presently done in Europe, in the United
States, we estimate that initially 1,000 new jobs would be
created for U. 8. workers. For example, the State of Rhode
Island and, particularly, the Providence area, the traditional
center of the American jewelry industry, has a substantial
number of presently unemployed, experienced and skilled wor-
kers who could be Wutoﬁ employed in linking operations

. for the production of assembled ornaments for use in domestic
chandeliers. The creation of new, productive jobs in this
and other geographic areas of the country attendant with the
passage of this bill is an important consideration in this

period of widespread unemployment.
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B. New Opportunities for Industry
The duty free entry of glass ornaments also will

stimulate the creation and expansion of domestic produc-
*“tion facilities for chandelier frames made of cast bronse,
brass,.and other metals. This country has the basic tech-
nical know-how, designs, and assembly methods to produce
entire lighting fixture lines to compete with finished chan-
deliers presently imported at a very favorable duty rate.

We estimate, that in addition to the 1,000 jobs as-
sociated with linking activities, another 2,000 American
workers could find employment in new or expanded domestic
production of frames and finished chandeliers.

Moreover, at a time when wide-spread concern has
been voiced about the export of U.S. technology and jobs
to lower labor cost countries, passage of this bill will
enable U.8. firms employing U.S. workers to utilize domestic
technology to produce chandeueﬁ which will compete with
imported ones which have enjoyed a virtual monopaly in the
U.S. market by default. Puxther, since the best available

technology for linking operations is labor intensive, growing

demand for assembled ornaments will increase the need for and

not displace American workers in this activity.
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I would like to point out again that the Canadian
Government has waived all import duty on loose glass
prisms for the very reasons I have noted -- to give Cana-
dian importers and manufacturers the right and opportunity
to compete with foreign imports.

c. Reduced Costs to the U, 8. Consumer

While we 30 not envision that the cost of chan-
deliers will be greatly reduced with the passage of the
bill, it is anticipated that the resulting savings will
enable American manufacturers to be increasingly com-
petitive against imports. An increased volume of sales,
however, should permit a lowering of profit margins which
could result eventually in reduced costs of domestic made
chandeliers éo the American consumer. These savings to
the consumer would be matched by a significant increase
in the use of American as opposed to European labor as
demand for domestic articles increases.

IV. THE GOVERNMENT AGENCIES AND THE AFL~CIO
SUPPORT H.R. 8656

The Departments of Treasury, State, Commerce, and
Labor have all expressed support for H.R. 8656. Thus,
in its comments on the bill to the House Ways and Means

Committee, the Department of Commerce noted:
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*., « o [E)limination of the duty on loose glass
prisms would be advantageous in helping to con-
trol production costs and would place the domes~
tic industry in a better position to compete

with foreign manufacturers in supplying crystal

chandeliers to U. 8, consumers.”

Similarly, the Department of State observed that the
bill "would end the tariff cost Snrden, and, ih so doing,
help to maintain and improve domestic production and em-
ployment opportunities.” The comments of the Departments
of Labor and Treasury were to the same effect.

The AFL-CIO commented to the Ways and Means Com~
mittee that the bill "is supported by the glass unions
because no U. 8., production of the item is available, and
therefore imports create jobs at this time."

We are aware of no opposition that has been ex~
pressed to this bill.

* L *

I firmly believe that the present anomaly in the
U. 8. Tariff Schedules must be eliminated if this coun-
try is to establish a domestic chandelier industry and
create new opportunities for U. 8., workers and manufac~-
turers. Accordingly, for the reagons stated herein, I

urge enactment of H.R. 8656 in order to accomplish these

objectives.
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STATEMENT OF ALEN 8, YORK
on Behalf of
NEW YORK FOAM SALES CO,
before
U.S, SENATE COMMITTEE ON FINANCE

August 24, 1976

Mr. Chairman, members of the Committes, my name is
Alen 8, York. I anm the President of New York Foam Sales Co.

1 appreciate the opportunity given me to present ths views
of my firm with regard to House passed HR 11605, a Bill to suspend
for a three year period the rate of duty on mattress blanks of
rubber latex.

HR 11605 would temporarily suspend, for a period of three
years, the 15% impore tariff on latex foam buns used in the manu-
facture of latex foam bed pillows and mattresses manufactured and
sold in the United States. We feel that this would be beneficial
to the consumer from & cost and availability standpoint while
causing absolutely no disruption to American industry.

To reviev the reason for this legislation, let me go back
to March of 1975, At that time, there existed only one firm in
the United States producing latex foam buns -- Sponge Rubber
Products Co. of Shelton, Conn, This firm had purchased the sole
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latex foam manufacturing facility from the B. F. Goodrich Co.
Then it happened! On a Saturday night in March of 1975, someone
blew up the plant. Result: an end to al] production of latex
foam in the United States.

During the last year much talk has occurred concerning
the rebuilding of this manufacturing facility. Thousands of
Connecticut residents were put out of work in an already depressed
labor market. In the meantime, btcwyo of contractursl agree-
ments and consumer demand, the manufacturers of finished latex
foam products had to look elsewhere for a continued source of
supply. The only practical ;wrco vas in Canada,

This posed a atgni‘ﬂcant problem: {import tariffs of 15%
ad valorem, This tariff c;uud much disruption resulting in
contracts being cancelled and s declining consumer demand due
to lack of availability. The tariff, by design, was enacted to
protect a domestic industry. Unfortunately, that domestic
industry no longer exists and,therefore, the tariff should be
eliminated,

The domestic manufacturers of finished latex foam products
would be delighted to see another domestic source created -- be it
a rebuilding of the Shelton, Comnecticut facility or elsewhere.
Due to this fact we have asked that the import tu‘iff" of 15% be
suspended for a period of three years rather than be eliminated
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entirely. We want s domestic source, but we haven't seen any
positive effort being made in this direction. In the meantime,
ve must survive as & viable product classification,
As 1 mentioned, HR 11605 was introduced in the House

og Representatives to eliminate the 15% ad valorem tariff for
a period of three years. Following favorable responses kom all
Executive Agencies contacted by the House Ways and Means Committes,
hearings before its Trade Subcommittee, and favorable reporting
of the Bill by the full House Ways and Means Committee, the House
of Representatives passed HR 11605 on May 17, 1976,

' With this background presented, I now ask that this
august Committee consider and report favorably HR 11605 to the
full Senate of the United States. Only by your affirmative action
can this product classification be preserved for the American
consumer, The effect of the present situation has had a devasta-
ting effect on our firm and its labor force as well as many other
firms producing finished latex foam filled products and their
employees throughout the United States, Your speedy consideration
will be appreciated by all,

Thank you for allowing me to present my views here today.

%94 0-76-17



SUMMARY

The total U.8, production of latex foam mattress and
pillows buns was eliminated by & bombing in March, 1975, Mamu-
facturers of finished products using latex foam mattress and
pillov buns now must sesk the aforementioned buns from sources
outside the United States. The current import tariff on the
affected inpottn', . found in classisification No, 727.86 of the
T8USA s 15% ad valorem for Column I vcouutthl.

As there is presently no prodiuction of latex foam
mattress and pillow buns in tb; United States, the 15% ad valorem
tariff serves no purpose and is merely an additional cost to be
borne by the manufacturers and consumer.

Because of the possibility that tha U.8, production
capability will be rebuilt in the future, we ask only & three-
yoar suspension. S8hould the U.8, production capscility be rebuilt
before the end of the thres year suspension period, U.8, manu-
facturers would immedistely turn to that source of supply because
of the excessive motor freight charges involved in the importation
of the product from Canada. ,

It is important to make available "o the congumer this
‘product classification at reasonable prices to preclude its
elimination, My firm, New York Foam Sales, is avare of no
opposition to HR 11605.
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August 24, 1976

Statement by Mac Asbill, Jr.
On Behalf of
wWorld Airways, Inc,
Before the Senate Finance Committee
On
H. R. 11997, the Bank Holding Company
Tax Act of 1976

Summary

Congress should promptly enact legislation along the
lines of H. R. 11997, passed by the House of Representatives
on March 15, 1976, which would grant appropriate tax relief
to divestitures certified by the Federal Reserve Board as
"necessary or appropriate" to effectuate the purposes of

the Bank Holding Company Act Amendments of 1970.
Statement

This statement is submitted by Mac Asbill, Jr., a
lawyer practicing in Washington with the Washington and
Atlanta firm of Sutherland, Asbill & Brennan, on behalf of
World Airways, Inc., a Delaware corporation headquartered
in oakland, California. It advocates the prompt enactment
of H. R. 11997, or its equivalent in purpose and effect.
That bill would grant appropriate tax relief to divestitures

certified by the Federal Reserve Board as “"necessary or
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appropriate” to effectuate the purposes of the Bank Holding
Company Act Amendments of 1970.

Followipq the Committee's request in its press
release of August 10 that witnesses with common interests
consolidate their testimony, I am authorized-to state
that Lykes Corporation of New Orleans, Sperry and Hutchin-
son Co., GATX Corporation, and Powell Lumber Co., each
of vhich has submitted, or will submit, a statement for
the record, join World Airways in this general recommenda-
tion.

The adoption by the Congress of the Bank Holding
Company Act Amendments of 1970 subjected so-called one-bank
holding companies to the Bank Holding Company Act for the
first time. Generally speaking, these Amendments required
such holding companies to divest themselves of either their
banking or their non-banking assets before December 31,
1980. It was contemplated in 1970 that appropriate tax re-
lief would be provided with respect to such divestitures,
as had been done in the case of earlier bank holding company
legislation. Thus, the report of the Senate Committee on
Banking and Currency, S. Rep. No. 91-1084, provided:

- "It is anticipated that the Congress will

follow precedent and will pass a bill

providing companies required to make

divestitures under this legislation with

relief from an undue tax burden as a re-
sult of such divestiture. It would be
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inequitable to require these divesting

companied to commit themselves to a di-

vestiture plan without knowing precisely

what their tax situation will be in re-

gard to such divestiture. Accordingly, it

was deemed necessary to provide a divesti-

ture period of sufficient length that these

companies will have adequate time to make

their divestiture plans after the appropri-

ate tax relief measure is passed by Congress.”

Pursuant to this commitment, the Treasury began the
formulation of such relief legislation and first submitted
a proposal, 8. 3111, to the Congress in 1972. 1In 1973 an
identical draft bill was introduced as 8. 407. That bill
provided for the tax-free spinoff (i.e., distribution to
stockholders) of stock divested pursuant to the 1970 Amend-
ments and also provided for the deferral of gain realiznd
upon the sale of divested property if the proceeds were re-
invested in certain other property (the so-called "rollover"
provision).

World Airways, which is an international and domestic
supplemental air carrier, had in May 1968, through its wholly-
owned subsidiary, Worldamerica Investors Corp., purchased
over 99% of the stock of First Western Bank & Trust Company,
a California corporation. By virtue of this purchase,

World Airways was a one-bank holding company of the type
subjected to the divestiture requirements of the Bank Hold-
ing Company Act Amendments of 1970. Although it might have
been permitted, under the "grandfather" provision in the

1970 Amendments, to retain its bank if it were willing to
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forego forever expansion of its non-banking activities,
World was forced, as a practical matter, to choose between
retention of its bank or its non-banking businesses. Being
primarily in tﬁ; air carrier business, it decided to divest
itself of the bank, in that way carrying out the Congres-
sional mandate to separate its banking from its non-banking
businesses.

It was concluded for several reasons that a spin-
off of the bank's stock to the shareholders of World Airways
was not feasible. Worldamerica had borrowed a substantial
part of the purchase price of the bank stock, and had
pledged all of that stock to secure the loan., It needed
the earnings produced by the bank, or the proceeds of sale,
in order to pay off that loan. The pledgee, Bank of America,
would not permit a spinoff of the bank stock so long as the
loan was outstanding. Moreover, another loan agreement
covering loans to acquire aircraft prohibited distribution
of any substantial part of Ho?ld's assets, including the
stock of Worldamerica or the bank stock owned by that sub-
sidiary. Thus, the only way that divestiture could be
acc&uplished was by a sale.

It soon became obvious that because of antitrust
considerations, and provisions of the Bank Holding Company
Act which prevented bank acquisitions across state lines,

it would be difficult to find a suitable purchaser. Indeed,

-4-

s

[N
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the Department of Justice in 1972 challenged on antitrust
grounds the sale of the bank to Wells Fargo Bank which ap-
peared to be the only qualified California buyer with the
means to acquif; the bank. World concluded that as a practical
matter it would probably be necessary to sell the bank to a
foreign purchaser. Following termination of the Wells Fargo
transaction, World began negotiations with Lloyds Bank Limited
of London which resulted in the sale of the bank in Januaiy.
1974, to Lloyds First Western Corporation (a wholly-owned
subsidiary of Lloyds Bank Limited). This sale was approved
by the Federal Reserve Board. Of the approximately $7,650,000
tax attributable to the sale, about $6,800,000 had been paid
by September 15, 1975; the remaining $850,000 was deferred
in anticipation of being eliminated by a loss carryback from
1975,

At the time of the decision to dispose of its bank,
World Airways was, of course, aware that in 1970 Congress
had committed itself ultimately to providing appropriate
tax relief from the hardships caused by divestitures
prompted by the Bank Holding Company Act Amendments of 1970.
However, because of the limited number of financially competent
and qualified buyers to whom the bank could be sold without
violating the antitrust laws and other applicable government
restrictions, World Airways was unable, as a matter of

practical economics, to await final passage of such relief
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legislation. Rather, faced with a narrow class of potential
buyers who could be expected to avoid challenge on antitrust
or o;her grounds, World Airways was compelled as a matter
of business prdhance, once a suitable buyer could be found,
to make the sale in reliance upon the promise of subsequent
tax relief.

After full hearings and almost three years of de-
liberation, the Ways & Means Committee on March 4 reported
out, and the House of Representatives on March 15 passed,

H. R. 11997, a bill designed to grant relief from the tax
consequences of divestitures required by the Bank Holding
Company Act Amendmepts of 1970. That relief takes two forms.

The flt!t‘ a provision permitting a holding company
to "spin off" (i.e., to distribute to its stockholders) tax~
free either its non-banking assets (including stock) if the
corporation elects to continue fo be a bank holding company,
or its banking assets (including stock) in the event the
corporation elects to cease to be a bank holding company.

In recognition of the fact that such a spinoff would
often be inappropriate, and in some instances impossible,
for reasons such as those applicable in World's situation,
the bill provides an alternative type of relief, the "in-
stallment payment method” pursuant to which a bank holding
company which sells banking or non-banking property pursuant
to the Bank Holding Company Act Amendments of 1970, may pay

in equal annual installments the tax attributable to that
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sale. The installment period ends in 1985, or, if later,
ten years after the due date of the return for the year of
sale. In order to encourage early dispositions in compli-
ance with the 1970 Amendments, the bill provides that
interest will not be imposed upon the annual installments
due in 1985 or earlier years, but that it will be imposed
on any installments due thereafter. In those situations
where -~ as in World's own case -- the sale has been made
and the tax paid before the effective date of H. R. 11997,
the bill provides for a refund of that portion of such

tax representing installment payments which would not be-
come due until after that effective date.

The Ways & Means Committee and the House of Repre-
sentatives rejected the "rollover" type of relief (i.e.,
treating the sale as an involuntary conversion, the gain
on which would not be recognized provided the proceeds were
reinvested in specified types of property and provided that
the basis of such replacement property was appropriately
reduced) , because of the complexities inherent in that type
of relief, especially where the sale's proceeds were in-
vested in stock of a corporation rather than directly in
replacement assets.

Because of a procedural provision in the Congressional
Budget and Impoundment Control Act of 1974 (i.e., that,

except in the event of a waiver in the Senate, neither House



¥'v

102

shall consider a bill which produces a decrease in revenues
effective during the next fiscal year until the first con-
current resolution on the budget for such year has been
agreed to), H. R. 11997 provides that its effective date
will be October 1, 1977, the beginning of fiscal year 1978,
and that no refunds will be paid pursuant to the bill prior
to that dat, -

We beljeve that H. R. 11997 reasonably fulfills
Congress' commitment to provide appropriate tax relief for
divestitures pursuant to the 1970 Amendments. World Air-
ways would recommend only one change, namely that the
effective date provision be modified so that the Act will
become effective upon enactment. Otherwise, World will
be denied a portion of th relief contemplated under the
installment payment method. We know of no substantive
reason why the effective date should be postponed beyond
the date of enactment.

More than half of the 10-year period for divesti-
ture prescribed by the 1970 Amendments has already elapsed.
Consequently, it seems reasonable to expect that both those
one~bank holding companies which have already accomplished
that divestiture and those which have not yet done so, be
apprised soon of the ground rules which will govern the tax

consequences of such divestitures. Consequently, we urge

this Committee and the Senate to take prompt action along the

lines of H. R. 11997,
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STATEMENT ON BEHALP OP AMERICAN ASSOCIATION OF BICYCLE
IMPORTERS, INC. PRESENTED BEFORE THE SENATE COMMITTER
OM PINANCE

MR, CHAIRMAN AND MEMBERS OF THE COMMITTEE:

My name is Philip Kamler. I am President of the American
Association of Bicycle Importers, Inc., & non-profit organi-
sation of independent American bicycle importing businesses.
Our. respective businesses an.»or!.c;n owned and managed.

The issues in contention of HR 12254, a bill to suspend
payment of duties on certain bicycle parts and accessories,
were never clearly defined or fully expressed to the U.S.
Senate Committes on Finance in previous enactments in 1970
and 1973,

Pirst, the parties to this issue should be defined. Pro-
ponents would have you believe that this is an issue between
foreign producers and domestic bicycle manufacturers. Nothing
could be further from the truth. The parties to this matter
are:

1. American businesses whose principal activity is the

importation of complete bicycles. .

2. The eight American bicycle factories.

The American A_agog_:iation of Bicycle Importers, Inc. first came
into being in_l.l;rch, 1975, and thus the reasons for oppoii?:ion
"to enactment, which were as persuasive in 1970 and 1973 as
they are today, could not have expression for the benefit of

the Committee on FPinance. The issues in contention do not
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belong nor should they occupy the time of this Committee
since the issues involved are particular to the hicycle
industry and have never been revealed to the Committee.

The bicycle industry is like no other industry. Bicycles
are assembled in the United States by eight industry factories.
However, the bicycles produced are not made up of American
produced component parts. -The principal component parts of
an American bicycle are imported from foreign producers. It
is reliably reported that these imported parts constitute in
excess of 508 of the dollar value of all purchased parts in-
stalled in domestic bicycles. At the request of the Committee,
we would be pleased to submit our analysis of American pro-
duction costs in documentation of our argument.

We list herewith the imported parts which usually are in-
stalled on American bicycles: . .

Tires and tubes

Rim strips

Spokes

Chains

Pedals

Hand brakes - front and rear =~

s co— . -

Derailleur components and controls

. ‘huiél-specd ftgidghealn i
Front hubs

Rear hubs

Three-speed hubs

Coaster brake hubs
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You may then ask, exactly what does the so-called American
bicycle producer actually produce? The ansver is that he
produces very little.

That brings us to the issue in contention. The pro-
ponents have pictured themselves as American producers.

The facts indicate they are substantial importers of foreign
bicycle parts which they assemble into domestic bicycles.
'Bicyclo importers are industry people whose companies are
U.S. tax payers, employ labor, make substantial expenditures
for goods and services, and whose principal activity is the
import of complete bicycles from foreign producers.

In our opinion, the issue is one of the market place -
an industry competition between bicycle industry people for
their share of the U.S. market consumption.

We should like to express our styonq protest and to bring
to the attention of the Cosmittee the unfair and biased treat-
ment which our Association received relating to passage of
HR 12254 by the Ways and Means Committee of the House.

1. Public hearings before the House Subcommittee were
held on February 19 and 20. Our Association was not
notified nor given the opportunity to present oral
testimony and relevant gactual mdiifiii affecting

"our business interests. The proponents of HR 13254
would have this advantage. Despite our continued

protests up to the moment of passage of the Bill on
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June 23, our Association was not afforded a

public hearing.

We first learned of the public hearings from the

March 2 Congressional Record. After our attorney

protested to the Staff, we were then pemitted to

file a written submission.

The House Committee—report dated Aprii- 29, 1976,

gave broad conclusions favorable to the proponents

which were unsupported by the evidence and funda-
mental questions raised by our submission were
virtually ignored. We point out the following:

a. Misleading and incomplete statistics known or
available to the Committee for the most current
year 1975 were omitted. The report stated the
import of bicycles increased from 18%: of market
consumption in 1965 to 28% in 1974, This repre-
sents an important omission of fact which we re-
ported in our submission and which was not
stated in the report, namely that in the year
1975, the market percentage of bicycles imported
docunod to 23% and, turthet, that 1976 ptojec—
tions supplied by our suhuiuion and supported

BED——— . - ——

— by dm-tic industry sources concluded that

imports would decline to 17% of market consump-
tion. Current bicycle import statistics indicate
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a decline even more drastic than that projected:

Jan. 1 - May 31 No. of Bicycles Imported
1975 291,977
1976 543,645
Decline: n

b. ch;tt Conclusion
.- ’ ‘!'ticn(:o-.lttu recommended continuation of the duty
suspension . . . "to remove price advantage of
foreign bicycle producers." Mgain, reference is
made Dy the House Committee to foreign bicycles
and again the interests of American bicycle im-
§orteu have been ignored.

The proponents of the original passage of the Bill to
suspend duties cited the following basic reasons for the need
of their legislation: ———

1. The paradoxical inequities of tariff treatment of

complete bicycles as opposed to component parts.

2. Lack of domestic sources of supply for certain parts.
We address ourselves to the second reason and submit that con-
ditions have cha:_n_g_o_d in the interim (1973-1976) period which
makes this argument no longer valid. ZThere is new addgqqe.
not existing n 1973, _to conclude that: )

—_ e - -

177 Present domestic cap;c{ty does exist.

———— —

2. Duty suspension acts to prevent domestic industry from
establishing production in the future.
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Domestic industry contention that domestic sources do not
exist to supply component parts of bicycles listed for duty
snapénllon are without foundation in fact. There can be no
argument that there is an American manufacturer of derailleurs,
Excel Dynamic Co., Carol Stream, Illinois, whose product is
advertised in the bicycle trade magasine, American Bicyclist.
We understand that there is information available in the Inter-
national Trade Commission to indicate that this company has an
annual capacity of 1,000,000 derailleurs. A second American
company, Williams Engineering Company, Elk Grove, Illinois,
producing dicycle hand brakes, has been forced into bankruptcy
during the past month. We understand that Mr. Lynn Williams,
President of the company, will testify during this hearing and
we believe his testimony will further support the urgent reasons
for opposition to this bill. .

Pinally, there is the case of Bendix Corporation. This
company produced coaster brakes in their Elmira, New York,
factory, for many years up until 1973. 1In 1973, the year that
corresponds to the duty suspension reenactment year, the company
made the decision to transfer their factory production to
Mexico. It is important to keep in mind that the original bill
did not list coaster brakes as eligible for duty suspension.
The reasoning was apparent, namely that duty suspension would

not be granted as long as domestic industry existed.
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We are informed by representatives of the AFL-CIO,

United Auto Workers Union, that 200 workers were thrown out
of work when the Elmira factory was shut down in 1973. The
UAW bitterly opposed this move; nevertheless, Bendix relocated
their bicycle coaster brake production to Mexico.

Now wve are informed that the renewal duty suspension bill
has -added the following component parts as eligible for duty
suspension:

Coaster brakes

Alloy butted tubing

Alloy cotterless crank sets

Alloy rims

Prame lugs
Heading the list is coaster brakes. The domestic industry
has repeatedly stated that the purpose of duty suspansion was
the protection of the security of American jobs. Shall we
now give duty suspension to coaster brakes? Shall we reward
domestic industry by granting duty suspension on coaster bhrakes
at the cost of the loss of employment of 200 workers? We urge
you Eo rfject thg_Premise of granting duty free importation of
foreign parts by the domestic producers, which is facilitated
by the benefits available under the duty suspension bill now
under considetation. Indeed, this now creates a new category

of unemployment: "Duty Suspension-induced unemployment”.

15946 0-76-8

v
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Pinally, we submit the most current statistics of the
_ bicycle industry presently available:

Domestic Imported Total Market Ratio of
Year Bicycles Bicycles Consumption  Imports
1973 10.0 M 5.2 15.2 M k1)
1974 10.2 M C.Q N 4.2 4 208
1978 -' 5.6 1.7M .30 2N

The startling decline of imported bicycles continues into 1976
and bears out the hpozl.: projections previously sulmitted by
the American Association of Bicycle Importers, Inc.:

Domestic Imported Total Market Ratio of
Year Bicycles Bicycles Consumption  Imports
Jan 1 -
May 31
1975 1,898,292 791,91 2,690,269 34
1976 2,573,024 543,645 3,116,669 1n
Domestic- --
Industry
Increase 674,732
k11
Imported
Bicycle
Decline 248,332
s

‘Two of the largest bicycle producers, Murray of Ohio
Manufacturing Company and Buffmann Manufacturing Company,
producing an estimated 508 of domestic production, have both
announced glowing financial reports in financial publications
for the most current 1976 period. In the July 30 Wall Etreet
Journal, the President of Huffmann Manufacturing Company

announced:
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“Sales in fiscal 1976 were about 107 nnlion'up from

92.1 million from continuing operations a year

earlier . . . uu!tu;nn expects U.8. retailers to buy

8.1 million bicycles in 1976, about 7.0 million from

domestic p_roduccu. That would boost sales by

domestic producers about 258 this year.”

" ‘The continuing precipitous decline in import bicycles, in-
dicating a decline of 32% for the current year to date,
should cast a new light upon the necessity of continued duty
suspension. The sharp increase in domestic production of
35% for the current year must raise a question as to the valid-
ity of the proponents' arguments claiming injury to domestic
industry. '

The basic position of the American Association of Bicycle
Importers, Inc. relating to duty suspension of co.ruiu bicycle
parts and accessories has been set forth in the submission
provided for the House Ways and Means Committee and we ‘submit
that statement herewith.
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STATEMENT ON BEEALF OF AMLRICAN ASSOCIATICHN IF EICYCLE
IMPORTERS, INC. PRESENTED BEFORL THE COMMITTIZ QMOMNMYGTEE ON

AND MEANS, U.S. HOUSE OF REPRESENTATIVES ‘ PO E
. "' S 14 It
MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE: 17 1576
NsOEIv &

My name is Philip Kamler. I am Presicens %?Y&QNR;:&NB
ican Association of Bicycle Importers, Inc. AABI), a non-
profit trade organization of American biﬁycle irporters,

Our respective businesses are American ownei and American
managed.

We thank you for this opportunity to e::ress our views
and to state the position of our Associatic: oppesing the
continuation of the suspcnsion of duty con -.: cle component
rarts for an additional 3-year period to ue::-cer 31, 1979.
Cur opposition is predicated upon the fact =:at such pro-
~osed action would be tantamount to a d:iscri-iratsry import
assessment against American companics whosé -rincipal activity
1s the import of complete bicycles. The ef7::t of the pres-
<nce of imported bicycles in the United St::-s rarket has
.cen to keep price levels competitive whic- -as led tc in-
creascd consumer dexand and sales for the (-::re :ndustry.
I~ports have ccntributed to the areat bicy~.: <¢xzZansion in tae
United States market without displacing do--:t1c croduction.

To fully understand the 1ssucs in cen:e::zoz; there should
Le a clear staterent of what is meant by b::;cle production.
kn American bicycle factory and most foreic- bicycle factories
f¢abricate only the frame of the bicycle. <-: great prepon-
derance of all other comporert parts are r.r:-ased from ccm-

-onent sub-suprliers. In the case of dcreez:ic ticvcle

BEST COPY AVAILABLE
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wanuiavturers, 1t 18 reliably reported that 658 or 2/3 of
the value of all purchased components are imported from
foreign suppliers. Foreign bicycle manufacturers purchase

their componerts in most cases from the identical ‘e

foreign components parts sub-suppliers as U.S. factories.
Thus, we have the picture of domestic and foreign bicycles
varying in essence only in the composition of the bicycle
frames while the remaining bicycle compcnents are made up
of comparable or even identical foreign component parts.
American bicycle manufacturers are thus the largest U.S.
importers of rarts far exceeding replacementwg;tts impor-
ters in the quantity of parts imported.

American importers import complete bicycles and thus,
in effect, imgcrt large quantities of bicycle components
fabricated into these complete bicycles having comparable
or identical components as those assembled into U.S. pro-
duced bicycles., American importers pay irport duties or
the entire oicycle of 5 1/2 - 11% including the components
upon which duty suspension is sought by dorestic manufac-
turers. Irmpcrters do not object to the payrent of import
duties of 5 1,2 - 11% on complete bicyclgs but to grant
duty suspensic- to domestic manufacturers on the impcrt of
comparable or identical comporents constitutes a preference
in favor of the American manufacturer and acts to discrim-
inate against imerican business men whcose principal activity
is bicycle imzortation.

To make “~e issue even more concrete, let us assume
that the €.0.z. values of the components uzon which duty

suspensicn 1s :ousht 1s $10 per bicycle and let us assume
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an average duty of 8.25% (5 1/2 - 118). An American bicycle
importer would then pay duties of § .825 per bicycle. An
American bicycle manufacturer, assembler of components, wovld
receive preferential treatment on the importation of $10 value
of components by duty suspension and have a § .825 trade com-
petitive advantage over an American importer. Duty suspension
must be viewed as discriminatory against the ability of an
Anerican bicycle impcrter to compete in the rarket place,

The proponents of duty suspension have r~ade important
omissions of fact in their submissions to the Ways and Means
Committee, Statistics have been offered for the period 1965
thru 1974. However, important changes have taken place in
1975 and 1976 which are well known to the dorestic industry
and which should be brought to the Committee's attention.

A precipitous decline in both the number of ticycles impor-
ted and per cent share of market consumptior has developed

in 1975 and continues in 1976. We submit thre following

statistics:
Year Domestic Import Total Ratio
Bicycles Bicycles Market of
Consumption Imports

1965 4.6M 1.0M S.6M 18%
1972 8.7 5.2 13.9 In
1973 10.0 5.2 15.2 n
1974 10.2 4.0 14.2 28%
1975 5.6 1.7 7.3 28
(estimate)

1976 7.5 1.5 9.0 1N
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From the foregoing, it is obvious that import bicycles have
suffered a most devastating decline. The nurber of bicycles
imported have declined in each year from 5,200,000 in 1972 to
1,700,000 in 1975. The tatioc of imports to total market
consumption has declined in each year since 1872 from 348 to
23% in 1975. One would believe from the crsl presentaticns
snd reading the written submissions of the prcponents of dut§
suspension that the businesses of American bicycle impcrters
are flourishking. This cculd nct be farther from the truth.
Imports declined from 4,000,000 kicycles in 1974 to 1,700,000
bicycles in 1975 « a decline fc 56.8%. While the domectic
industry complained bitterly that 1975 production declined
44.8% from 1¢,200,C0C tc 5,600, 000 bicycles, it is obvicus
that bicycle imports have declined ever wcre drastically than
domerstic prcduction. Many impcrters’ busincsses are threat-
ened; a nurxber have disccntinued operations; the remaining
importers are "fighting for their lives®. This 19'1 far cry
from the picture painted Ly the domestic industry. The pro-
jecticns fcr 197€ are not favoreble to Arerican impcrters
and indicate a further erosicn in both the rirber of Licycles
irported ard the market shere. We submit the projecticns of
a domestic marufacturer, Huffran Manufacturirg Company, in
their 1973 report to stockholders:

Imported bicycles comprise a significant but cur-

rently decreasing share of the total U.S. market ...

and we feel imports will decrease further in 1976.

This statement is in sharp contrast to statezents of pro-
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ponents of duty auspension.' Statements made in the Congres-
sional Record - House H 1477, dated March 2, 1976, conclude
that "imports have increased their share of the market ...
from 18% in 1965 to 28% in 1974."

Domestic industry proponents of duty suspension picture
virtual industry extinction, viz, “"the future of domestic
bicycle manufacturing industry is threatened." The market
forecasts of the two largest U.8., bicycle manufacturers
paint a picture to the contrary.

In the January 1976 Bicycle Journal, Bill Keyes, Murray,
Ohio manufacturing Company, Executive Vice President, states,

"1976 should have a 15 - 208 increase over 1975."

Huffman Manufacturing Co., in a Jan. 15, 1976 news release

projected retail sales and shipments in 1976 at approximately
9,000,000 units (1975 - 5,600,000 units)"... we believe in-
ports will be somewhat less than the estimated 1,750,000 units
imported in 1975." This statement contrasts with the infor-
mation which the domestic industry has subritted to the Com~
mittee.

We of the Association oppose the continuation of the
suspension of duty on bicycle parts as provided in H.R. 12254.
The reason for our opposition is that such action would pro-
vide unequal and inequitable duty assessment on imported

goods. If, indeed, the domestic industry's concern was with
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discrimination in the tariff schedules, that situation
could be remedied by adjustments far short of total duty
suspension., Indeed, to continue the suspension would con-
tinue the unfair advantage to domestic producers under which
thé domestic industry has developed an increased market share.
The association of domestic manufacturers reasons that dis-
advantaq;l such as wage rates, workmen's cokrpensation, oc-
cupational safety and pollution control, etc., must be
remedied by action on the proposed legislation. This re-
quest ignores the existence of safeguards for domestic in-
dustry under Title II of the Trade Reform Act of 1974. Cer-
tainly if the injury and relationship to importations ex-
isted as stated by the domestic industry, relief thereunder
would be granted after they have proven, through a detailed
investigation by the International Trade Corrission, that
they are entitled to such relief.

The domestic industry association also justifies the
present legislation on the grounds of foreigrn subsidies and
grants and foreign unfair competition. The trade laws of the
United States, as amended by the Trade Reforr Act of 1974,
provide ample machinery, under the countervailing duty sec-
tions and 337 sections, for complaint to be rade and relief
given after a full investigation.

Certainly until the machinery available has been util-

ized, such extraordinary relief as requested in the proposed
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bill would not be appropriate. As a matter cf fact, with

the continuing trend towards monetary adjustrent favorable to
U.8. producers, there is no reason to believe that imports
will not continue to drop off at their rapid pace. Iﬁ fact,
as noted in the February 9, 1976, U.S8. News and World Report,
the cost of labor situation between the domestic industry

and many of the bicycle producing countries has turned in the
domestic industry's favor. (See page 65, Five-Year Pay Scale
Record,)

Conclusions:

The Association submits that the duty suspension on the
foreign purchased bicycle components listed in the original
Fulton bill aﬁd those listed in the proposed new legislation
(HR 12254) will have an important impact upon the competitive
conditions in the domestic market. The granting of duty sus-
pension on the following bicycle components: )

1. Generator lighting. sets

2. Derailleurs

3. Caliper Brakes

4. Drum brakes

S. 3-speed hubs incorporating coaster brakes

6. 3-speed hubs not incorporating coaster brakes
7. Click twist grips

8. Click stick levers

9. Multiple free wheel sprockets
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is tantamount to granting a legislative advantage to one seg-
ment of the American bicycle industry and the Association
opposes such duty suspension. .

The Association similarly finds the extension of duty
suspension to the following additional bicycie components to
be discriminatory:

1. Coaster brakes

2. Alloy butted frame tubing

3. Alloy cotterless crank sets

4. Alloy rims

5. [Frame lugs
and the Association opposes the inclusion of the additional
foregoing conéonents for duty suspension.

The Association submits that there are ample and adequate
remedies and safeguards to domestic industry under existing
laws and regulations to which the domestic industr& may avail
themselves.

Finally, most current statistics reveal a startling de-

cline in the number and market share of bicycle imports. The

domestic industry's claim that importation cf bicycles is

the root cause of injury, is without foundation in fact.

- -It is the-belief of the Associaéion that there is no
—5ust1£ica§1on for the continuance and expansion of the
bicycle parts duty suspension as proposed in HR 12254. 1In
view of the sharply conflicting evidence befcre the Committee,
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we urge the Committee to give the appropriateness and

necessity of the proposed legislation more cetailed

scrutiny. The Association would be pleased =o give orall
-__tesvihnony to substantiate its posltzon and tc assist the

Committee in any other way possible.
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STATEMENT OF JOHN S, MONAGAN
IN SUPPORT OF H. R, 12254 AND
PROPOSED AMENDMENTS
ON BEHALF OF
SHIMANO AMERICAN CORPORATION

STATEMENT SUPPORTS H. R, 12254 BECAUSE
IT WILL STRENGTHEN U, S. BICYCLE IN-
DUSTRY BY SUSPENDING DUTIES ON BICYCLE
PARTS AND REQUESTS INCLUSION OF THREE
ITEMS NOT NOW CONTAINED IN H, R, 12254

My name is John S. Monagan. I am a partner in
the firm of Whitman & Ransom, practicing in Washington.

We represent Shimano American Corporation, a
New York company, engaged in the importation and sale
of bicycle parts.

Our client supports H. R. 12254 and respectfully
urges the Committee to give this bill a favorable report:
because it will benefit the workers and proprietors in

the American bicycle industry.
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Only a few years ago this traditional American
industry was in serious straits and threatened with
complete destruction. Today it is beginning to breathe
again, but only because the Congress has allowed it to
remain competitive with imports and to compensate for
its increasing costs by allowing certain parts to be
admitted duty-free and thus lower expenses to the U. S.
manufacturer,

The instant bill will extend for 18 months the
suspension of duty on certain parts (most of which are
now under suspension) and we strongly support this bill
as a means of preserving the jobs and economic activity
which are by-products of a healthy U. S. bicycle industry.

In addition to the items listed in the instant
bill, our clients request the committee to add certain
other parts to the 1list of those upon which duties will
be suspended.

These parts are: front free-wheeling systems,
disc brakes andi};;e wheeling hubs., It is requested
that H. R. 12254 be amended by adding these items to
those already included in the bill.

None of these parts is presently being pro-
duced in the United States and therefore a sﬁépension
of duty will not affect U, S. manufacturers and workers

producing like articles.
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The disc brakes are a relatively new item and
only recently have attained a substantial volume of
sales. The front free wheel systems are in production
and the first imports will be arriving in the next month
or 8o. The production of free-wheeling hubs is about to
begin and deliveries will commence after manufacture has
developed a sufficient inventory.

For these reasons, it is appropriate to
request a provision for suspension at this time and
we respectfully request that these items be added to
the 1ist established by the House and contained in
H. R. 12254,
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PROPOSED AMENDMENT

Paragraph (b) of H. R. 12254
is amended by inserting the words "fgont
free wheeling systems, disc brakesﬂ:gfg;
wheeling hubs" after "alloy rims" and

before "and parts * * *",
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BEFORE THE
v FINANCE COMMITTEE

UNITED STATED SENATE

RE
H. R. 12254

STATEMENT

OF

BICYCLE MANUFACTURERS ASSOCIATION OF

AMERICA, INC.
_‘3’{
N BY: STUART J. NORTHROP
PRESIDENT
HUFFMAN MANUFACTURING
COMPANY

Dated: August 24, 1976
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Mr. Chairman and Members of the Commiittee:

I am Stuart J. Northrop, President of the Huffman Manufacturing
Company, Dayton, Ohio. Huffman is a member of the Bicycle Maaufacturers
Association of America, Inc. ("BMA"), on whose behalf this statement is
presented. BMA is a non-profit, voluntary trade association whose members
are domestic bicycle manufacturers. Collectively, the BMA companil'.u'l ! manu-
facture a substantial majority of the bicycles produced in the United States.

In addition, this statement sets forth the views of Chain Bike Corporation and
Iverson Cycle Corporation, a subsidiary of Stelber Industries, Inc. While not
members of BMA, Chain Bike and Iverson are domestic manufacturers cf
bicycles and have an interest in this matter which is common to that of BMA
member companies. Thus, this statement speaks for all American bicycle
manufacturers with the singular exception of the Schwinn Bicycle Company which
will offer its own statement,

H.R. 12254 essentially represents a continuation, for a limited 18 month

2/

period— , of the suspension of duty on certamn bicycle component parts originally

1/ Appendix A is a list of BMA member companies,

2/ January l, 1977 to July 1, 1978
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37
suspended as of January, 1971 . The relief contemplated by the provisions of

H.R. 12254 is vital to domestic bicycle manufacturers because it at least partially
offsets the inherent bias against domestic manufacturers in the existing tariff
schedule. Without a continuation of this duty suspension, the competitive posture
of domestic bicycle manufacturers will be severly undermined and the tenuous
sconomic viability of this small industry could be destroyed. Therefore BMA
offers this statement in support of H. R, 12254, which was the subject of an over-
whelming positive vote in the House, and urgently requests your support
for its passage.

As a predicate to discussing the specific bases for the relief sought it is
appropriate to present a brief picture of the economic plight of the United
States bicycle manufacturing industry. Collectively, the industry is a small
one, comprised of only eight companies. These companies are individually
small, and for the most part their businesses are limited to the production and
sale of bicycles. Unfortunately, their economic outlook is grim. Beginning

at the end of the 1960's and during the early 1970's bicycle sales reached record

3/ The original bill was introduced by Congressman Fulton in 1970 and covered
a three year period. In 1974, by P. L. 93-490, it was extended through 1976. The
original bill and P, L. 93-490 covered generator lighting sets in TSUS 912,05
and derailleurs, caliper brakes, drum brakes, three-speed hubs incorporating
coaster brakes, three-speed hubs not incorporating coaster brakes, click-twist
grips, click stick levers, and multiple freewheel sprockets in TSUS 912.10.
H.R. 12254 would add coaster brakes, alloy butted frame tubing, frame lugs, alloy
cotterless crank sets, and alloy rims to the latter, none of which are domestically
produced, and would cover "parts" of the items contained in both TSUS 912. 05
and 912.10.
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levels to the point where thoss years are commonly referred to as the
'bicycle boom." However, in more recent years, the ‘boom" has turned to
bust”, as a dramatic drop-off of sales and the difficult economic recession
have combined to debilitate the industry to the point where the very survival
of a number of segments of our industry is in jeopardy and to the point where
it can fairly be called a depressed industry. During this past year alone,

the H, P. Snyder Manufacturing Company was forced to close its doors after
81 continuous years of bicycle production, and the Iverson Cycle Corporation
and its parent, Stelber Industries, Inc., were forced into Chapter 1l bankruptcy,
As between 1974 and 1975, bicycle sales dropped more than 50 percent. The
prospects for 1976 are not very much brighter and all indications point to a
continued struggle for industry survival in the years to come.

Within that framework, the urgent need for a continuation of the duty
suspension on certain bicycle components is most clear and the discrimination
against domestic bicycle producers inherent in the existing tariff schedules
is starkly revealed,

Under the tariff schedules, the involved bicycle parts are assessed a
duty of 15 percent. In contrast, completed bicycles manufactured

abroad and imported into this country are assessed a duty of only
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S. S percent. That this tariff bias discriminates against and disadvantages
the compatitive posture of American manufacturers is thus clear. An imported
bicycle incorporating the very same components as an American bicycle is
bestowed with a 9.5 percent cost advantage on those component parts, The
deplorably anamoly created presents the domestic manufacturer with the
unacceptable choice of passing the additional cost on to the consumer thereby
becoming non.competitive or absorbing the cost increases and thereby
reducing margins to an intolerable level. Either way, the American producer
suffers, and in light of the economic situation of the industry, that disadvantage
cannot be assimilated.

Yet, the bias inherent in the existing tariff schedules is not the only basis
for passage of H. R, 12254, The components which are the subject of the
bill are domestically unavailable to American bicycle producers either because,
as in most cases, they are not manufactured in this country atallor, ina
few cases, because the supply from domestic producers is of an unproven
product or is not available in quantities nearly sufficient to satisfy the needs

of the collective domestic bicycle industry,

4/ The duty on completed bicycles imported into the United States ranges
from 5.5 to 11 percent, However, the majority of bicycles imported
are of a character which subject them to only the nominal 5,5 percent
duty, and the overwhelming majority, and perhaps almost all the imported
bicycles utilizing the components covered by H.R. 12254, are only
subject to the 5.5 percent duty. Pursuant to TSUS 732.18, if both wheels
of the bicycle are over 25" in diameter, and are valued over $16.66 2/3,
the duty is 5.5 percent. Thus, bicycle duty at rates over 5.5 percent are
virtually irrelevant to the matter of H.R. 12254,
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In either event, the American bike-maker has no choice but to utilize
foreign-made components and in turn be subject to the discriminatory duty,
Of all the components encompassed in the bill before you, only derailleurs
and caliper brakes are made, to any extent at all, in this country and, as will
be shown, their "availability' is, at best, only ostensible,

One U.S. company, Excel, a subsidiary of Beatrice Foods, Inc., recently
undertook the production of one model of derailleur. While each bicycle manu-
facturer will individually form an opinion as to the acceptability of that single
derailleur for use within its product line, Excel cannot be in a position to produce
8 sufficient derailleur supply for the entire domestic bicycle manufacturing
industry, which requires and utilizes a substantial variety of derailleur models.
In fact, after originally introducing its derailleur approximately one year ago,
it withdrew same for, as I understand it, purposes of redesign. Even assuming
for purposes of discussion the acceptability of the Excel product from a Jesign
standpoint, it does not serve to significantly diminish the need of the domestic
industry to obtain derailleurs from abroad. As a relatively new eantrant into the
complex derailleur market with a single model, the capacity of this one company
to provide sulficient supply to the industry collectively is unlikely and the need

for many additional models remains unaddressed in this country,
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Similarly, the Pennsylvania Wire Rope Corporation has indicated that
it has developed a caliper brake prototype although, to the best of our knowledge,
if such a prototype exists, it is not generally available for evaluation. Thus, bicycle
manufacturers cannot be assured that it meets their individual performance criteria
or braking requirements of the mandatory federal bicyle standard promulgated
by the U.S. Consumer Product Safety Commission. Further, in a letter to
Huffman Manufacturing Company dated June 25, 1976, aa official of Pennsylvania
Wire Rope Corporation indicates that it does not yet even have tooling in its plant
to make the brakes, and the letter implies that the company does not intend to
make &8 major selling effort and thus presumably no major production effort,
U any, at this time,
Thus it is clear that the "availability” of caliper brakes domestically
from Pennsylvania Wire Rope Company, even putting aside any considerations
of quality, is not real and could not presently effect, to any meaningful extent,
the need of bicycle manufacturers to look to foreign sources for caliper brakes,
Finally, the Lynn A. Williams Engineering Company makes a product only
related to a8 component covered by the bill. Its product is a hydraulic caliper brake,
as opposed to the mechanical caliper brake which is widely used throughout the

industry. This hydraulic brake, having been marketed for approximately two years
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and offered generally to the industry for one, has met with only very

limited acceptance, having besn utilizsed, to the best of our knowledge, by o!ly

one retailer for a segment of its private label merchandise. Even assuming
acceptability however, Williams is in n“omlon to satisfy the brake component
needs of the collective bicycle manulacturing industry, According to an article
published in the June 30, 1976 issue of the Chicago Daily News, the Williams brake
was found to be faulty due to leaks of hydraulic fluid and the first 60, 000 units
made were recalled and ultimately replaced. This forced the company into
bankruptcy leaving grave questions as to the production capabilities, if any at this
point, of the company. In any eveat, this single company which offers a hydraulic
brake may not offer a product useable by or satisfactory to all bicycle manufacturers

and, under the circ tances, standing alone, cannot respond to the needs of the

collective industry.

The foregoing discussion concerning the "availability" of components in
this country should in no way be interpreted as a lack of support by BMA
and its members for the evolution of domestic sources of supply. To the
contrary, BMA encourages the developmaent of products and production in thie
country, and its members welcome intiatives in that regard. BMA members
have cooperated with Excel, Peansylvania Wire Rope, and Williams in the
development, testing, and evaluation of their products and will continue to be

receptive to and cooperative regarding product development intiatives. The fact
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is however, that until and unless those or other companies develop satisfactory
products in production lot quantities, the bicycle industry has no choice but to
purchase abroad. Thus, as to all of the components covered by H.R, 12254,
there is no viable domestic alternative to the purchase of foreign goods, and,
as discussed, that includes derailleurs and brakes as well,

BMA acknowledges that the ('hy may well come where one or more of the
components addressed by H.R, 12254 is available from domestic sources,
but that day has not arrived and cannot be foreseen anytime very soon.
However, it is with an eye toward the developmaent of domestic capacity that
H.R. 12254 only envisions the extension of duty suspension 3 mere 18 months.
While this relatively brief extension is vital to the bicycle manufacturers, it
creates no prejudice for domestic industries which may wish to undertake or
expand production of components. At the end of the 18 month period the
Congress can again review the situation and if, at that time, a domestic
supply of a given component is available, appropriate changes in the duty
situation can readily be made to accommodate the change in circumstances.

At the present time, continuation of the suspension of duties is clearly
warranted. BMA urges you to pass H.R. 12254 and thereby avoid aggravating
the difficulties faced by domestic manufacturers of bicycles. The tariff
inequities are clear and, given the lack of supply in this country of
components which are necessary to the production of bicycles, the passage
of H. R, 12254 is vital to our struggling industry,

Thank you for your consideration and providing this opportunity to comment,
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APPENDIX A

MEMBERSHIP

BICYLE MANUFACTURERS ASSOCIATION OF AMERICA, !NC..

AMF Wheel Goods Division
P.O. Box 344
Olney, Nlinois 62450

Columbia Manufacturing Co., Inc.
Westfield, Massachusetts 01085

Huffman Manufacturing Co.
P.O. Box 1204
Dayton, Ohio 45401

LRV Industries
2536 North Seamna Street
South E1 Monte, California 91733

Murray Ohio Manufacturing Co.
Franklin Road
Brentwood, Tennessee 37027
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UNITED STATES SENATE PINANCE COMMITTEE

COMMENTS REGARDING
H. R. 12254
A BILL TO SUSPEND THE
DUTIES ON CERTAIN BICYCLE
PARTS

Schwinn Bicycle Company
1856 North Kostner Avenue
Chicago, Illinois 60639
(312) 292-2900

Keck, Cushman, Mahin & Cate
8300 Sears Tower

233 South Wacker Drive
Chicago, Illinois 60606
(312) 876-3400

Attorneys for
SCHWINN BICYCLE COMPANY
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SCHWINN BICYCLE COMPANY

REMARKS ON H.R. 12254

BEFORE SENATE FINANCE COMMITTEE

SUMMARY OF ARGUMENT

What H.R. 12254 does:
A. Extends for eighteen months the duty suspension on

nine bicycle parts which has been in effect for six years.
B. Adds five additional parts to the duty-free category.

Reasons for the duty suspension:

A. The Tariff Schedules create a distinct disadvantage
to American bicycle manufacturers in that most imported
parts are assesscd at 15% ad valoren while rost imported
bicycles are asscssed at 5.5¢ ad valoren,

B. Twelve of the fourteen parts covercd by by the bill have ro
domestic sources of supply. Caliper brakes and derailleurs
are not available in sufficient quantity and sufficient
quality from domestic suppliers. Schwinn must still rely
on foreign sources for these components.

Effect of Expiration of the Tariff Suspension:
A. Inflated bicycle prices to consumers.
B. Loss of sales to foreign-made bicycles.

Economic State of the industry is perilous:

A. Two of the American bicycle manufacturers filed for
bankruptcy in 1976.

B. Schwinn has been forced to drastically reduce its labor
force as orders have significantly dininished.

It is essential to Schwinn and the other American bicycle
manufacturers that H.R. 12254 pass the Scnate prior to
adjournment in early October.
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Schwinn Bicycle Company submits these comments in sup-
port of H.R. 12254 to supplement the oral testimony of Mr. Jay
C. Townley, Schwinn's Director of Product Safety and Govern-
mental Affairs, which was presented to the Committee on August
24, 1976. Schwinn respectfully requests that the Committee on
Finance favorably report this bill to the full Senate at the
earliest opportunity so that the bill may be considered prior
to adjournment of tha session. Without the passage of H.R.
12254, the current duty suspension of bicycle parts in T.5.U.S.
Item No. 912.05 and 912.10 will expire on December 31, 1976.

Schwinn is an Illinois corporation with its sole place
of business in Chicago, Illinois. Since 1895, Schwinn has pro-
duced and sold high quality bicycles and component parts and has
established a reputation for high standards of performance and
workmanship. In 1975, Schwinn's sales accounted for af ‘roximately
twelve percent (12%) of all bicycles sold in the United States.
Schwinn has perhaps the best vantage point of any American bi-
cycle producer in commenting on the problems of foreign compe-
tition, imports and exports. Like other domestic producers,
Schwinn imports a great many foreign parts which are either un-
avajlable, not of sufficient quality or not available in suf-
ficient quantities in the domestic market. 1In addition, Schwinn
also imports complete bicycles including its Schwinn-approved

"Traveller®, “LeTour™ and "Voyageur I1" models. These are high
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quality lug-framed bicycles ranging in price from approximately
$137 to $335., However, Schwinn is primarily a domestic manu-
facturer of bicycles and wants to foster the well-being of the
American bicycle industry. It is in pursuit of this goal that
we are advocating the extension of the current duty suspension
on certain bicycle parts.

A. History of the Tariff Suspension of Bicycle Parts

In 1970, Representative Pulton of Tennessee first pro-
posed the tariff suspension for certain bicycle parts. Public
Law 91-689, commonly known as the "Fulton Bill," created two
duty-free categories in the tariff schedules, T.5.U.§. ltems No.
912.05 and 912.10 which encompassed nine parts: generator light-
ing sets, derailleurs, caliper brakes, drum brakes, three-speed
hubs incorporating coaster brakes, three-speed hubs not incor-
porating coaster brakes, click twist grips, click stick levers,
and multiple free-wheel sprockets. These duty-free categories
were extended for an additional three-year period in 1974 by
Public Law 93-490. A copy of the relevant tariff schedule is
included as Exhibit A. Absent the legislative relief of H.R.
12254, these provisions will expire on December 31, 1976.

B. Background of H.R. 12254

The proposed legislation now before the Senate .as in-
troduced by Representative Daniel Rostenkowski of Illinois on

March 2, 1976. The House of Representatives overwhelmingly

2=
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approved the bill on June 22, 1976.

H.R. 12254 has three operative provisions. Pirst, the
suspension ot tariffs on nine parts which is currently in ef-
fect would be extended until June 30, 1978. This is clearly
the most important feature of the legislation. Second, five
parts - coaster brakes, alloy butted frame tubing, frame lugs,
alloy cotterless crank sets, and alloy rims - would be added
to the duty-free category. These new parts are not avajlable
from donq?tic sources of supply and thus fit squarely within
the rationale of the original tariff suspension legislation.

Third, the words "and parts of all the foregoing” would
be inserted in T.8.U.S.-Items No. 91;.05 and 912.10. vThis lan-
guage would allow subcomponents of the duty-free parts to also
be exempt from duty. The Customs Service takes the position
that unless subcomponents are specifically mentioned in a tar-
iff classification, they are not included. See for example,
Ruling Number ORR 209-71 issued by Mr. A. P. Schifflin, Director
of Tariff Classification Ruling~ regarding parts of caliper brakes
thch appears as Exhibit B. Wwhile this issue has a minor finan-
cial impact on Schwinn and other manufacturers, it often causes
considerable confusion in liquidating entries through Customs.

C. Reasons for the Duty Suspension

1. Tariff Disparity Between Parts and Complete Bicycles

There are two basic reasons for the continuing tariff

-3-
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suspension on bicycle parts. Pirst and most importantly, there
is an anomalous disparity in the tariff schedules between the
treatment afforded bicycle parts which are imported into this
country for assembly into American-made bicycles and the treat-
ment given to 1-portcd,'£0teiqn-nadc bicycles. Most bicycle
parts fall within T.5.U.8. Item'No. 732.36 and are assessed at
a rate of 15% ad valorem. Complete bicycles, on the other hand,
fall within 7.5.U.8. Item No. 732.02 through 732.26 and are
assessed at rates ranging from 5-1/2% to 11%. The vast majority
of these imports fall within T.5.U.S. Itcm No. 732.18:
"Bicycles:

Hlaving both wheels over 25 inches
in diameter:

valued over $16.66-2/3 each.*

This category carries a rate of 5.5V ad valorem for column 1
countries. This strange feature of the tarif’? schedules crecates
an inequitable competitive disadvantage for American bicycle
manufacturers. Por example, Schwinn imports spokes from Gernany .
for use in its bicycle production in Chicago. These spokes are
assessed at 15% ad valorem. If the very same spokes were in-
corporated into a European bicycle and sent to this country,
they would be assessed, as part of the complete bicycle, at 5.5%

of their value. Obviously, this gives foreign manufacturers a

significant cost advantage in marketing their bicycles. A sus-

-4~
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pension of tariffs on the parts embodied in T.5.U.S. Items No.
912.05 and 912,10 partially compensates for this ongoing d}s-,

parity.

Absent the legislative relief embodied in H.R. 12254,

o—-—/’l
on January 1, 1977 the nine parts which have-for the last-sin-—

years been entered into this country duty-free will be subject

to 15 ad valorem duty. The increased cos¢-to—-the manufactirer,
particularly in light of the depressed state of the Aneric;n
biqycle manufacturing industry, will inevitably have to be
passed on to the consumer in the form of higher prices. The
more éostly American-made bicycles are, the more favorable will
be the position of foreign bicycles in the American market. The
truth of this assertion is best illustrated by the interest of
the American Association of Bicycle Importers in the considera-
tion of H.R. 12254, 1In opposing the legislation, the AABI im- ‘
plicitly confirms that the defeat of this bill and the expira- ’
tion of the duty-free categuries will increase the cost of
American bicycles and hence improve the busincss interests of
foreign bicycle manufacturers and importers.

The report which accompanied the original tariff sus-
pension (Senate Finance Committee Report No. 91-1536, December

30, 1970) stated that the purpose of the bill was

"...to improve the competitive ability
of domestic manufacturcrs of bicycles
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by temporarily suspending the duty

on imports of certain bicycle parts

and accessories, thereby reducing

their costs.” 1970 U.S. Code Cong.

and Admin. News, p. 6115.
At that time imports comprised approximately 28% of the total
U.S. market. 8ince that time market share percentages have
varied greatly. Encouraged by the Kennedy Round staged reduc-
tion of tariffs on complete bicycles from 1968 through 1972,
bicycle imports climbed to a level of 37% of the total U.S.
market in 1972. In subsequent years these market share percent-
ages have subsided substantially but imports still constitute a
significant portion of the American market and in 1976 occupied
only slightly less than the percentage they did in 1970 when the
suspension on certain bicycle parts was first introduced. See

Eaxhibit C for complete statistics from 1895 through 1975.

2, Lack of Domestic Sources of Supply

The sccond major reason for enacting the “Pulton Bill® in
1970 was the fact that the parts included were not generally
available from domestic sources of supply. It seemed pointless
to assess duties on parts, and hence raise the cost of the bi-
cycle to manufacturers and to consumers alike, when the manu-
facturers were compelled to purchase parts from abroad anyway.
Although the domestic supply situation has changed somewhat
since the last extension of the duty suspension, Schwinn is still

completely dependent on forcign sources of supply for the four-

-6-
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teen parts covered by H.R., 12254. Wwith or without the passage
of H.R. 12254 Schwinn will still out of necessity, purchase

all of the fourteen parts included in this bill from ?ts Asian
and European suppliers. Twelve of the fourteen parts have no
domestic sources of supply whatever. The new, limited sources
for derailleurs and caliper brakes are explained in detail below.
However, because of insufficient quality, Schwinn cannot utilize
these sources.

In 1975 alone, Schwinn purchased $6,098,990 worth of parts
currently in the duty-free categories. If the tariff suspension
had not been in effect, this would have resulted in additional
payments to the U.S. Customs Scrvice of $928,968.90. See Exhibit
D for a detailed breakdown of Schwinn's 1975 purchases of parts
covered by H.R. 12254. As will be explained in more detail below,
Schwinn lost money in its bicycle production operations in 1975,
There is no fcasible way in which this additional duty could
have been absorbed by the Company. Of necessity, consumer prices
would have been raised to absorb these increased costs,

It is also significant to look at the statistics on
Schwinn's importation of five parts which H.R. 12254 would add to
the duty-free categories. 1In 1975 Schwinn purchased 261,352
coaster brakes from Mexico and Japan at a cost of $741,717. Schwinn
paid duty on these entries of §$111,257.55, yet there is not a

single source of coaster brakes in the United States at this time.

-7-
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Schwinn submits that this situation is a strong fllustration of
the need for duty suspension on fourteen selected parts in H.R.
12254,

D. The New Domestic Source of Supply

Of the fourtecen parts in H.R. 12254, twelve have absolutely
no domestic sources of supply. ‘The American sources of the other
two parts, caliper brakes and derailleurs, as explained below,
are new, largely untested and available.only in limited quality
and limited quantity. FPor these reasons, Schwinn must still
look to foreign sources for these parts,

S8ince October 1974 when the last tariff suspension blll
was enacted limited domestic production of derailleurs has been
initiated by Excel Incorporated, a Division of Reatrice
Poods. Quotations which Schwinn has received from Excel are
below prices charged by foreign deraillecur makers. Schwinn has
examined in detail and tested the Excel derailleur and made a
business decision that it cannot incorporate this component due
to insufficient quality. Similarly, the Pennsylvania Wire Rope
Company has recently developed prototypes of a caliper brake
although Schwinn is not aware of any production sales of this
component as of this date. Schwinn condutted extensive testing
on this component, as well, and similarly rejected its inclu-
sion on Schwinn merchandise because of insufficient quality.

Another brake manufacturer, Lynn A. Williams Engineéring
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Company, has within the last year developed and offered for sale
a new "hydraulic® braking system. Schwinn engineers have been
in contact with their counterparts at the Lynn A. Williams
Engineering Company since 1972, advising as to the performance
specifications which Schwinn required in its brakes and suggest-
ing changes and improvements which they felt might be of value.
Schwinn thoroughly tested the Williams hydraulic brake when it
was finally developed and concluded that it did not meet Schwinn's
standards of quality.

Subsequent events may have mooted the whole question of
the viability of the Lynn A. Williams Engineering Company as a
domestic supplier. As described in a June 30, 1976 article in
the Chicago Daily News, 100,000 of the Williams®' brakes were
sold for use on Sears, Roebuck & Company bicycles. After 60,000
units had been manufactured, a defect was discovered which re-
quired either repair of the brakes at a cost of $1.91 per unit
or complete replacement. Although the company had, according
to the article, expected a profit of $100,000 in 1975, a time
when the tariff suspension on caliper brakes was in effect, the
cost of replacing the defective brakes drove the company into
severe financial difficulties. On May 24, 1976, a petition
under Chapter XI of the bankruptcy laws was filed in the United
States District Court for the Northern District of Illinois.

Prior to the consideration of H.R. 12254 in the House of

-9-
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Representatives, the Commerce Department and International Trade
Commission reviewed in detail the American production of parts
covered by the bill. In the Subcommittee on Trade Hearings,
Mr. Sterling Nicholson of Commerce recommended that the bill be
passed but suggested that the three-year extension, which was
originally in the bill when introduced, be reduced to eighteen
months. Commerce Department representatives reasoned that after
that shorter period, it would be possible to evaluate whether
the new American parts producers could supply adequate quality
and quantity to the bicycle manufacturers. The Committcc on Ways
and Means in the House of Representatives accepted this recom-
mondation and limited the extension to June 30, 1978.

schwinn does not object to this shortened period. The
Company has no preference whatsoever as to where it purchases
its parts. It simply seeks a combination of top-flight quality
coupled with competitive pricing in choosing its suppliers.
However, the quality consideration is foremost. Schwinn, the
fourth largest American bicycle manufacturer, is dependent on
its quality image and reputation in maintaining its viability
in the market. In addition, under the new United States Con-
sumer Product Safety Commission bicycle safety regulation,
Schwinn and other munufacturers must certify that their bicycles
meet sixty-four detailed manufacturing requirements. Failure

to comply with any of these comprehensive specifications subjects

-10~-
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the manufacturer to a repurchase of all noncomplying units. It
is thus absolutely cssential that Schwinn be perfectly sure
that all components meet both the minimum federal requirements
and Schwinn's own high standards of performance and design.
8chwinn respectfully submits that it will be forced to
purchase both derailleurs and cdliper brakes from abroad with
or without the passage of H.R. 12254 until such time as domestic
producers match the quality of foreign components. Schwinn does
not believe that jits costs and consumer prices should be arti-
ficially inflated with extra tariff duties to pr-otect unproven
sources of supply. Schwinn further submits that the Commerce
Lepartment suggestion, as now embodied in H.R. 12254, provides
&n early reevaluation of tho American supply situation and is
equitable for all parties concerned.

E. Pinancial Condition of Schwinn and the American Bicycle
Industry

The relief offecred by this tariff suspension bill is of

critical importance to Schwinn particularly at this point of
time. Schwinn and other bicycle manufacturers are facing one
©f the most difficult periods in their history. 1In the late
1960°'s and early 1970's, demand for bicycles, both imported and

domestic, exploded. However, the famed "bicycle boom® has evi-

Cently run its course. 1In-1974 total market consumption slumped by

over 1,000,000 units to 14,105,775, 1In 1975 the total market was

~11-
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down almost 22} to 7,293,784 units. Schwinn alone experienced
a staggering 36% decline in 1975. As can be seen from Exhibit
E, Schwinn's sales figures for 1976 are running significantly
behind the 1975 pace.

The effect of the reduced sales on the workers at Schwinn
has been devastating. Included as Exhibit P are Monthly Reports
on Labor Turnover for 1972 through July, 1976 which Schwinn has
filed with the Illinois Department of Labor. In 1972 monthly
employment levels were consistent and steady in the 1,900 to 2,200
range. During every month of 1973, over 2,200 Chicago workers
were on the Schwinn payrolls. This trend continued through much
of 1974 until market demand lagged drastically in the fall, With
no orders to fill, Schwinn was forced to lay off over 1,000 em-
ployees in late 1974, January 1975 was the worst month in this
period with only 841 workers on the payrolls.

Although many of these workers were rehired, there
have been periodic layoffs throughout 1975 and 1976 as sales con-
tinued to decline. The official labor reports clearly show that
the monthly average of employees at séhulnn during 1975 was 1,525.
So far in 1976 the average has sunk to 1,486 - a far cry from the
2,200 of 1973,

As sobering as these figures are, they do not reflect the
full scope of our difficulties. In an effort to keep as many

Schwinn workers as possible on the job, the Compaay his been

-12-
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forced to resort to many four-day work weeks throughout 1975
and 1976. The very week these hearings are being held, there
will only be four days of bicycle production in our Chicago
plant.

When Schwinn and other manufacturers speak of economic
hardship and serious erosion of our work force, it is not based
on abstract philosophizing or unsubstantiated theories. Schwinn
faces the unpleasant prospect of laying-off large numbers of its
workers on a month-by-month, week-by-week basis.

The financial picture at Schwinn is similarly distressing.
The bicycle manufacturing oberations resulted in a significant
loss in 1975. It is clear that Schwinn would not have been able
to absorb the approximatcly $1,000,000 in additional duties which
would have resulted if the tariff suspension had not been in
effect in that year. These additional costs would, of necessity,
have been passed on to the consumers.

Other manufacturers have experienced even arcater diffi-
culties. Iverson Cycle Corporation filed Chapter XI proceedings
in bankruptcy in March of this year. H. P. Snyder Company, a
subsidiary of O. F. Mossberg & Sons, Inc., terminated its bicycle
production on Hay 7, 1976 after 81 continuous years in business.
Shortly thereafter, on June 18, 1976, that company also filed a
petition under Chapter XI of the bankruptcy laws.

It is clcar that the small and dwindling Amcrican bicycle

-13-
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manufacturing industry is suffering a severe depression. With-
out the extension of the duty suspension, the American bicycle
manufacturers will be forced to make a decision between equally
unacceptable choices. They musé either absorb the increased
duty, even though most manufacturers have been operating at a

loss for the last cighteen months, or they must increase the

cost of their product to the consumer., This latter action would
cause a scnseless inflation of prices and would inevitably result

in a loss of sales for American bicycle manufacturers.
Conclusion

For all the foregoing reasons, Schwinn Bicycle Company
respectfully requests that the Comuittee on Finance favorably
report H,R. 12254 to the full Senate at the earliest opportunity.
Time is of the essence. The current tariff suspension expires
on December 31, 1976. If H.R. 12254 is not passed by the full
Senate prior to its adjournment in early October, the tariff
suspension will expire causing bicycle prices to be unneces-
sarily inflated, losses to manufacturers ;4 be compounded and
American jobs to be jeopardized. Schwinn submits that the logic

which justified the tariff exemption of 1970 and 1974 is stronger

-14-
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than ever in the troubled market of 1976.

Respectfully submitted,

o0 - S—— o

A/

J, Townley

Schwinn Bicycle Company
1856 North Kostner Avenue
Chicago, Illinois 60639
(312) 292-2900

v

v L s

V4
Brock R. Landry 4
Keck, Cushman, Mahin & Cate
8300 Sears Tower
233 south Wacker Drive
Chicago, Illinois 60606
(312) 876-3400

Attorneys for
SCHWINN BICYCLE COMPANY
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EXHIBIT A

TARITF SCHEDULES OF THE UNITED STATES ANNOTAYED (973)
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EXHIBIT B

CUSTIOMS 1NFORATION EXCHAMNGE
U.S. Custe-housa Louling Green
e Nes York, Kew York 10004

ORR R.hn' 20‘9'11
Mey 12, Mot
Ovlu! F‘ilo‘:l'ﬂs 533.7 4

. Harch 26, 12N
REFERLICE: Itea 732.35. I$US.

supjcet:  Brake cables, broke stoes and levers for caliper Lrakes
. classifiable undcr ftem 732.3€, TSUS.

.
.

In a letter dated Februacy 16, 1971, you fnguircd as to the dutiahle 0[(‘
status of bra'z cables, Yrake sloes, 3ud lcvers for caliper biralon, 267

For tha purpase of thi3 reply ft §s asew ¢ that the sulicct rercion
disc {5 not the preduct of any of the ccrounist countridu latud in 5// kd
the at:achid copy of Geatral leadnote 3(u), Tarlff Sciwenlez of the

Unfted Stazes (33JS).

It is ti> opi~lon of the Burcau that while the subject artieles are
pacts of calinar Lrales tuey are cieluled fron fice entry under ften
912,10, 35US, because there Ls no provision for parts thercweder.

Accordinsly, such parts are ¢lizsifiable unlor the provisfon fer other,
parts of ticicles in ftem 732,36, TSUS, with duty at the rate of 16
perceat ad valorea.

Glnccrcly yours,

(ssgncd) A, P Schifiln

Acting Direstor
Divirscn of
Tarifl Cla:z{ficaticn Rulings
Pl Kecp.r
Actinz Dircetor
KOTE: Thir civculer t=y be relerecd to the yuhlic oaly 40 the nae and
eddicso of vecipient rrnd cthor $e.atifyf-z w-tevial gre doleted,
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EXHIBIT C

Febnary oo, 1998

U.S. Bicycla iarkat Statistics-1895 To 1975
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: EXHIBIT D
Rostenkowski Bill - & -winn lmport Statistics

Part vVolune Purchases Cost
in 1975

———

Parts currently duty-frce under T.5.U.5. Item No. 912.05 and 912.1C:

1. Generator lighting sets 111,127 $ 353,010
2. Derailleurs 984,743 2,03),633
3. Caliper brakes : 1,141,199 2,019,778
4. Drum brakes 2,347 10,069
- 3. Three-speed hubs incorporating

coaster brakes 4,494 52,500

6. 1uree-spced hubs not incorporating
coaster brakes 47,042 272,844
7. Click twist grips ~0- -0-
8. Click stick levers -0~ -0
9. Multiple free wheel sprockets 508,952 1,359,156
Subtotal $6,098,990

Parts which H.R. 12294 adds to duty-free category:

1. Coaster brakes 261,352 741,717

2. Alloy buttced frame tubing
(sets for 1 bicycle) 775 11,400
. 3. lrame lugs (for 1 bicycle) 775 4,007
4. Alloy cotterless crank sets 775 44,175
5. Alloy rims (pairs) 175 6,123
Subtotal $ 807,422
TOTAL $6,900.412

<20~
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\ugust 20, 1976

Hr. Michael Stern, Staff Director
Committee on Finance

2227 Dirksen Senate Office Building
Washington, D.C. 20510

STATEMENT ON BEHALF OF THE
LYNN A. WILLIAMS ENGINZERING COMPANY
IN REFERENCE TO HOUSE BILL HR 12254

Nr. Chairman { Members of the Comittee:

My name is Lynn A. ¥Willlams and 1 request that brakes and other bicycle components
be deleted frum the referred to duty suspension bill.

There are facilities for the domestic manufacture of bicycle brakes.
There are facilities for the domestic manufacture of bicycle dersilleurs.

Sears, Roebuck { Company is now marketing a bicycle with the domestic-
made William's hydraulic brake and with a domestic-made dersilleur.

Bicycle components shoula be made in the U.S.A. in order to provide
additional jobs.

In 1971, the Lynn A. Williams Engineering Company began the development in the
USA of a bicycle caliper brake system. Without any large financial backing we
spent two years in the development of s hydraulic -~aliper brake which is com-
petitive in cost and, we believe, safer in operation that the conventional
caliper brakes imported mostly fros the Orient (and also from Switzerland and
Gersany).

The development was carried out in such a way as to yield good and safe perforaance
and, equally important, to utilize the American manufacturing technology which is
the most advanced for mass production at low cost. Unlike the imported brakes
made by 3 rather unusual slush forging process not well advancedin this country,
our brakes were designed to vse metal stamping for the load bearing parts and
plastic injection molded parts for the others. These are among the two most
advanced manufacturing processes in America. Highly automatic and not dependent
on Jow labor cos:, they can and do compete successfully with manufacturing
snywhere in the wo-ld,
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Page Two
August 2, (976

Moreover there is abundant available capacity for the production of pressed
setal parts and the plastic molded shells and covers.

One (and only ore) large U.S. firm, Sears, Roebuck & Company, showed an
immediate interest in our brake, this based upon & preliminary riding test
in January 1974.

Thereupon, 8 long test program by the Sears lsboratories ensued: stopping tests,
road tests, endurance or life tests, corrosion tests, etc.

Then, at Sear's request, the handlebar actuator was redesigned for better style.

By June of that year, Sears placed an order conditioned upon compliance with
(then inchoate) federal safety standards snd upon additional tests to be
poerformed by Sear's bicycle supplier, The Murrsy “hio Manufacturing Co. Those
tosts ran through the fall of 1974, through the winter and into the spring of
1975,

The brakes have now been installed upon thousands of Sears bicycles, thousands
have gone into service. Thus far there have been very few service complaints.

A copy of an ad from the Chicago Daily News dated August 19, 1976, is attached.
Notethe reference to hydraulic brakes. These are the brakes we manufactured.
The dies, molds and tools for parts have been fabricated for a production rate
(single shift) of one million brakes per year. To increase the capacity requires
only additional shifts or additional duplicate dies and tools.

When we embarked upon this venture we were told by prospective buyers that upon
establishing U.S. manufscturing facilities, the basis for the tariff exemption
under the Fulton Act would no longer exist. This was an important encourage-
ment to our devilopment and our entry into this business.

dut now we read in the testimony that there is no U.S. manufacturer of caliper
brakes.

Mr. Shannon for the Bicycle Manufacturers Association of America testified

for . . . continued suspension of duty on.bicycle parts such as brakes, hubs

and sprockets which are not presently manufactured domestically and on dersilleurs
which is (sic) manufactured by one sole source in limited quantities”.

In addition to our domestic manufacture of brakes, there is s new factory for
brakes established by a Japanese firm in North Carolina selling a well-known
and widely used Oriental style caliper brake under the trade name Dia-Coape.
Pennsylvania Wire Rope Company has the design, capital equipsent and plant
space to manufacture bicycle caliper brakes.

Obviously, U.S. component makers manufacture no more than they can sell. 3ut
8 dbicycle brake :s not a big item. If properly designed for high production
the productive zazicity can be expanded to meet the demand all within normsl
lead times.
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Page Three
August 20, 1976

Sears also sarketsan American made derailleur of an improved type. The firm
vhich makes this derailleur is a part of a four billion dollar company,
3eatrice Foods. Like our brake, the derailleur is not a large ites. Nanu-
facturing capacity can be made available as rapidly as demand cslls for.

The samse paragrsph by Mr. Shannon which flatly asserts that brakes are not
made in the U.S.A. is careless sbout the duty charged on complete bicycles.

It speaks of . . . completed bicycles assembled from these very same parts,
at duty rates of 5.5 per cent". This is partly trus. Some larger lightweight
bicycles carry s duty of $.5 per cent. But omittod is the fact that saaller
bicyclescarry s duty of 11 per cent.

There is no reason why bicycle components should not be made in the U.S.A.

30 as to provide additional jobs. Estimates vary as to the share of bicycle
cost reprosented by components. This varies with the model and type of bicycle
and with the manufacturing. Some make relatively more of their own parts and
components than others. A very conservative estimate is that 30% of bicycle
cost i3 in purchased cosponents. For some manufacturers and some models this
will range up to 60%. By bringing this part of the work back into the U.S.A.

it would be possible to provide more than half again as much work in the U.S.A.
8s nov goes into bicycle manufacturing.

We believe that there is s compelling besis for removing from the bill the
exemption for caliper brakes and derailleurs. Alternatively there will be a
basis for reducing the term of extension from three years to one year.

If we are right in the facts, and we know we are, the very basis for the
exesption, the asserted lack of manufacturing in this country, fails.

We have spent long years and s good deal of money to become manufacturers of

bicycle brakes. We were startled to discover legislation enroute to passage
based upon the assertion that we did not exist.

Respectfully,

LR R . el o

Lynn A. Williass - <
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SUMMARY OF STATEMENT
OF
AMERICAN CEMETERY ASSOCIATION
NATIONAL ASSOCIATION OF CEMETERIES
SOUTHERN CEMETERY ASSOCIATION
WESTERN CEMETERY ALLIANCE
IN SUPPORT OF

H.R, 1142

This bill amends the Revenue Act of 1954 to provide for a distribution
deduction for perpetual care funds created pursuant to local law by a taxable
cemetery in order to provide foy care and maintenance of cemetery property
in which interment rights have been sold to and have been held by the public,

It provides a special deduction in computing the income of such a fund for
amounts actually expended by the fund but only in the amount actually distributed
during the year for such care and maintenance and in any case not more than

$5. 00 per grave site,

Under existing Internal Revenue practice these irrevocable trusts could
be denied deductions for amounts distributed in carrying out the purposes for
which they were created by local law,

We are urging the Congress to rectify the problem, The bill has been
thoroughly reviewed by the Service and by the Treasury and, in deed, is in the
exact form and language requested by the Treasury, It was unanimously reported
favorably by the Committee on Ways and Means,

We know of no opposition to the bill,

Respect{ully, \
M -

R. L. McNitt, Jr,



"
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STATEMENT OF

AMERICAN CEMETERY ASSOCIATION
NATIONAL ASSOCIATION OF CEMETERIES
SOUTHERN CEMETERY ASSOCIATION
WESTERN CEMETERY ALLIANCE

SUPPORTING H.R., 11k42
SUBMITTED TO THE
COMMITTEE ON FINANCE
UNITED STATES SENATE

94TH CONGRESS
2ND SESSION

August 24, 1976
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MR, CHAIRMAN AND MEMBERS OF THE COMMITTEE:

My name is R, L, McNitt, Jr. As a past president of the National Associa-
tion of Cemsteries, I am filing this statement on behalf of the American Cemetery
Association, the National Association of Cemeteries, the Southern Cemetery
Association, and the Western Cemstery Alliance. The meabership of these associa.
tions ‘Include wunicipal, fraternal, religious, community non-profit, and private
cemeteries situated throughout the United States. These organizations have asked
we to present for your consideration the federal tax problems confronting state-
created perpetual care funds, vhich funds are used solely for the care, mainterance
and upkeep of cemeteries.

Forty-three states have laws vhich require cemetery companies to place a
portion of the sale price of every grave spsce in an irrevocable trust. (See
Exhibit “A" attached,) The incowme of the trust can be used only for the upkeep
of the cemetery. The remaining states recognize the probles but treat it differ-
ently, For example, Massachusetts, Connecticut and Fhode Island prohibvit profit-
oriented entities from cezetery operation, thereby channeling all profits toward
cemetery upkeep, Such states provide for the creation of irrevocable trust funds.

The sole legislative purpose of these statutes is to assure that dedicated
resources will be available in perpetuity for the care, maintenance and upkeep of
the cemeteries within the state, thus relieving the states and mumicipalities of
this burden. The funding provisions in the state perpetual care statutes repre-
sent legislative determinations of the methods and levels of funding required for
the perpetual care funds to fulfill their purpose.

From 1921 until the mid-1950's, the Internal Revenues Service treated
Section 501(¢)(13) of the Intemmal Revenue Code of 1954 and its predecessor
sections as providing a total exemption from federal income taxation for cemetery
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perpetual care funds., Tax exemption letters were freely granted upon spplication.
Beginning in the mid 1950's, although there had teen no change in the law, the
Internal Revenue Service revised its position end revoked existing tax exemption
letters. The Service then establighed a distinction btetween perpetual care funds
associated vith cemeteries operated by non-profit organizations and those associa~
ted vith cexetories opersted by taxable cemeteries and to hold the latter per-
petual care funds, but not the former, taxable on their income. The statutes re-
quiring such funds make no distinctions based upon the identity of the cemetery
company as & non-profit organization or s profit-seeking entity,

Teplicit in these state legislative determinations was the assumption based
upon the then existing administrative position of the Internal Revenue Service that
the income of perpetual care funds would not be taxed. Thus, the Internal Revenue
Service's change in its administrative position is frustrating the original state
legislative purpose.

After the Internal Revenue Service's change of position on exemption, rule
ings were sought from the Internal Revenue Service that perpetual care funds vere
taxable as trusts and that amounts distributed by such trusts in fulfillment of
their purposes were allowable deductions in computing taxable income pursuant to
the provisions of Subchapter “J" of the Intermal Revenue Code. In 1965 the
Internal Revenue Service ruled that perpetual care funds were taxable as trusts
but that no deductions were allovable under Subchapter "J" because there were no
ascertainable trust beneficiaries.

As a result of the changed attitude of the Internal Revenue Service, many
Members of Congress have, in the past, introduced several bills to amend the
Internal Revenue Code in an atteuwpt to alleviate the tax burden placed on

75946 0 -7 - 12
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perpstual care funds by the changed position of the Internal Revenue Service.

The Ways and Means Committee of the House of Representatives recognized
the vital interest of every state and community in the continued care, maintenance
and upkeep of cemeteries, In the last analysis the state must bear the burden of
such upkeep when other sources fafl, Many cities, towns, counties s cemetery dis-
tricts and similar municipal authorities have had to take over and maintain
abandoned, unkept and ugly properties by taxing the community for the purpose now
served by these perpetual care funds. As indicated earlier, almost every state in
the Union has enacted legislation requiring the creation of a perpetual care trust
to assume the ultimate burden of maintenance ard upkeep. These funds have for their
sole purpose the prevention of cemeteries from becoming a public nuisance. The
investments of these funds and the expenditure of these funds is carefully regulated
and their financial statements are examined regularly and with the same careful
scrutiny that one associates with a bank examiner.

As {ndicated earlier, generally, these funds take the form of trusts, and
as trust funds can be used only for one purpose. The economic plight of the per-
petual care fund is very real and can only be remedied by a decision of the
Congress to clarify that, in fact, these funds serve a public function and rule
that such funds vhen organized and operated under the circumstances have the right
to compute taxable income by taking a deduction from gross income for what is paid

o "“"‘2‘*1.. i

R. L. McNitt, Jr.

out in furtherance of a state function.
We know of no opposition to the bill,
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EXHIBIT "A"

The following States have statutes vhich require cemeteries to create a

perpetual care fund by placing the listed percentage of the purchase price of

grave spaces in an irrevocable trust.

Alabaza
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delavare
D. C.
Florida
Georgia
Hawaii
1daho
Illinois
Indiana
Towa
Kangas
Kentucky
Louisiana
Maine
Maryland

TERCENTAGE
158
Voluntary
50¢ per sq. foot
10%
$1.00 per sq, foot
15%
No profit cemeteries
$25,000 on establishing cemstery
Voluntary
10¢
104
$1.00 per sq. foot
104
20¢ per sq. ft. or 194
Lo¢ per sq. ft. or 1%
204
15¢
20,
104
304
35¢ per sq. ft. or 10§



EXHIBIT "A"

Massachusetts
Michigan
Minnesota
Mississippt
Missouri
Montana
Nebraska
Nevada

New Hampshire

New Jersey

liew Mexico

Hew York

Horth Carolina
North Lakota
Ohio

Oklahoma
Oregon
Pennsylvania
Fhode Island
South Carolina
South Pakota
Tennessee
Texas

Utah

176

PERCENTAGE

No profit cemoteries
154
20¢,

bo¢ per sq. ft. or 154
100
154

50¢ per sq. ft.

$1.00 per sq. ft,

154 plus § of wemorial and
interwent

24
2%
At least $15 per grave
204
104
101
14,
Lo¢ per sq. ft. or 14
No profit cemeteries
101
208
50¢ per sq. ft. or 20%
50¢ per sq. ft.
50% per sq. ft.



Exhibit "A"

STATES
Vermont
Virginia
Washington
West Virginia

Wisconsin

Wyoning

177

Page 3

VERCENTAGE

204

10¢

10t

104
No profit cemeteries
90¢ per sq. ft.
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i

NATIONAL TIRE DEALERS ond RETREADERS

. NsIE (08 $N g,

-1

1943 L 8treet, N.W., Washington, D.C. 20005 ® Area Code (202) 638-6650

Statcnent of Naticnal Tire Dealer
Retrcaders Associstion on H,R, 247
for the Senate Finance Committee, August 24, 1976
The Nationsl Tire Dealers and Retreaders Association represents {nde-
pendent tire dealers and retreaders, swsll businessmen in all fifty stai:s,
Our wembership nuabers 4,000, vho have s totsl of sone 10,000 retail outlets,
We urgently need the passage of H.R. 2474,
This legislation desls with the several instances under current lav
vhere a manufacturers' excise tax {s {mposed on tread rubber, when in &
siniliar situation the manufacturers’ excise tex i{s not {mposed (or a credit

or refund of the tax s allowed) for the tax on new tires,

The summary of H.R. 2474 (House report 94-1334) etates:
H.R, 2476 provides for credits or refunds of the manufac-
turers® excise tax on tread rubber where tax-paid tread
rubber (1) is wasted fn the recapping or retreading process,
(2) is uscd fn the recapping or retreading of tires the
sale of vhich is later sdjusted under a guarantee or
varranty, or (3) is used in the recapping or retreading
of tires vhich are exported, are sold to State or local
governments, sre sold to nonproflt’ educational {nstitu-
tions, or are sold as supplies for vessals or sircraft, )
In addition, the bill imposes s tax on tread rubber used

in recapping or vetreading tires abrosd, if those cires
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are then imported in the United States,

“The bill also clarifies the treatment of credits or refunds
for the manufacturers' excise tax on new tires vhere sales
are lator adjusted as the result of & warranty or guarantee,
The bill also modifies the ststute of linitatfons so thet &
credit or refund of the tread rubber or new tire tax can be
obtained for & period of one ycar after the warrznty or

guarantee adjustment is made."

This Association has long sought the passage of legislation which
would correct inesuities we belicve have been inadvertently imposed on
retreaders by the Highway Revenue Act, In the past similfar legislation
to provide the relief from these {neauities on the Tread Rubber Tax have
passed the House and the Senate, Unfortunstely, in unrclaced last
minute arendment on the Senate side prevented the final legislation from
being adopted,

The {nequities according to the Internal Revenue Service in the treat-
ment of tread rubber have been caused by the fact that tho tax of 5S¢ a pound
is on the raw nsterial rather than on the finished product, as it {s in the
case of ncv tires. The Internsl evenue Service states that there {s nothing
they cen do to solve the problem without & change in the law, The Internal
Revenue Service has ruled on numerous occasions that losses due to waste
in the retceading process could not be designsted for refunds, In the case
of new 4tlren. 1f a new tire is lost in »roduction, the new tire s not sub-
ject to che Highway Excise Tax, However, {f something happens to the tread

rubber during processing (1,8, some of the rubber not used or something

.
.
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occurs to the tire during the retreading process), there is no method for
recovering this loss, The tex ifability on tread rubber is already crested
and no refund or credit {s perwitted,

Also in the case of tread rubber used in the retveading of tires, the
sale of vhich is later sdjusted under a guarantes or varranty, there is no
aethod for securing a credit or refund on the tax, The consumer gets his
tax back on & pro-rated basis but the retreader gets no refund on this tax,
In the case of nev tires, & tire returmed for adjustment results in a refund
being given to the sonsumer, the desler, m: the unuuctnro-t. The inequity
for the retreader is clear,

Third, vhen a retrcaded tire i{s sold to State and local governments,
there {s no method of getting a credit or refund, }t 8 nev tire {s sold to
a local or State governcent, these (o an oxecption available, “Since trecd
rubber is s rawv materfal, and the taxed ftem, the Internal Revenue Service
says that the finished retreaded tire {s neither taxable or exempt, There-
fore, the rctreader pays the manufacturer the excise tax on tread rubber
but can not recover it from the State government nor can he get an exemption
such as in the case of the nev tire,

In the case of the independent retreader, there have been 8 significant
nuaber of cases where the Internsl levenue Service has come in vhere the
retreader unfortunately has not been paying tax on rubber which has been
uuted.’ or has taken a reduction on the tax on veturned sdjusted retceaded
tices, or has made seme adjustment on his records for a tax credit relative
to tires sold to s state, In every case, the Internsl Revenue Scrvice has

disalloved this, and the retreader has found himself in & financial bind,
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He hawe retrcaders vho have had a tax 1iability as much as $25,000,

This leglslation would cocrect all of these inquities., The inequities
occurred because of the language of the original law, and there never was an
intent by Congress to penalize the retresder as far as this tex vas concermed,

In addition, the Treasury Department suggested that smooth casings
sivipped out of this couiutry to such places as tuxico or Canads, vhich are in
turn retreaded and shipped back to this countr'i should be cequired to have a
tax the same as retreads made in the United States. This Association supports
this suggested change as equitable, and feels that no one should be allowed
to use this as & tax advantage i{n s competitive situation, Therefore, we
cupport tho Treasury's proposal in this regard.

The problems relative to the tcead rubber tax have been going on for s
number of years, and have caused great difficulty for these small business
people, Hopefully, the Senate will understand this plight, and will finally

move with the touse of Mepresentatives to corrcct these inequities,

Submitted by Philip P. Friedlander, Jr., General Manager, National T
Dealers § Retreaders Association, = . ger, National Tire



183

RMA

RUBBER MANUFACTURERS ASSOCIATION
1901 PENNSYLVANA AVE., N.W. @ WASHINGTON, D.C. 20008 o (202) 705-2002

STATEMENT OF

Bdward BE. Wright, Vice President
Rubber Manufacturers Association

On H.R. 2474

For Presentation to the
Senate Committee on Finance

Hearing on Various Revenue and Tariff Bills
August 24, 1976
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1 sm Edvard E. Wright, Vice President for Covernment Relations
and Economic Affairs of the Rubber Msnufacturers Association. This state-
ment i{s submitted on behslf of all U.S. tire manufacturing companies.

H.R. 2474 1s 8 D11l vith two distinct parts. One part, sections
(a), (b) and (c) of the bill as introduced, deals with the federal excise
tax on tread rubber and retreaded tires. The second part, section (d) as
introduced, deals with the federal excise tax on tires vhen a tire fails
and 1s returned by a tonsumer for adjustment pursuant to a warranty or
guarantee,

With respect to tread rubber and rctr,uded tires, H.R. 2474 would
provide manufacturers of retreaded tires the same tax treatment that is
accorded to manufacturers of new tires, and thus would eliminate a tax bias
sgainst retreaded tires under present lawv. Our companies strongly support
snactment of these provisions to correct the unjustifed discrimination
that exists under present law. i’hc House Ways & Means Committee has made
some minor changes in the text of the bill as originally introduced, suggested
by Treasury, and we concur in these changes,

With respect to excise tax adjustaents in tire warranty situa-
tions, the basic intent of the bill is to provide s clear statutory basis
for handling excise tax adjustments. At the present time no statutory
language clearly governs this technical area. A basic excise tax principle,
however, is that vhere a product fails to give normal use and a varranty

sdjustment is made, then the purchaser is also entitled to a proportionate
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excise tax sdjustment. This has besn the practice ever since the federal tire
excise tex vas first instituted. Thus, the purposes of H.R. 2474 &s intro-
duced were:

1. to assure continued uniform excise tax treatmeant

of ultimate consumers receiving warranty sdjustments

on tires, irrespective of numerous variations that

exist in manufscturers' marketing arrangements;

2. to codify the longstanding administrative and

marketing practice (40 years duration) of granting

the ultimate consumer sn excise tax credit based on

the simple and practical method of determining the

undelivered service remsining in s tire which fails

to deliver full gervice and is adjusted under a

varranty; and

3. to prevent serious administrative problems which

would be caused in the trade by requiring a shift to

ad valorem tax concepts. Such a shift would be in-

apprupriate moreover since the tire tax is mot an ad

valorea tax but i{s based on weight.

The original intent of the bill would not be served by certain
changes in the text of saction (d) of the bill made by the House Ways &
Means Committes. These changes, inadvertent we believe, would cause
serious and expensive administrative problems for our companies by intro-
ducing novel ad valorem concepts into warranty adjustments on tires, and
would result in unequal treatment of consumers. This outcome would of
course defeat our original purpose in urging enactment of section (d) of

the bill, But adoption of some brief amendatory language by this Committee,
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vhich wve ars preparing in consultation vith the Committes's steff, will
restore the original purpose of the bill. This language will be presented
to the Comittee before mark-up and we are strongly hopeful of its adoption.
I would 1ike to emphasize that section (d) of H.R., 2474, as iuntro-
duced, and the requested change we will be making in the House version, do
not present issues that involve any actual or potm&ll loss in federsl re-
venuss. Section (d) basically is without revenue hyact.y Basically
section (d) raises s technical question of tax sdministration. We believe
our desire to have 40 years of industry and IRS practice recognized as
sound, and allowed to continue, is based on eminently practical considera-
tions, is fully reasonable, and best serves the interests of consumers.
8ince its inception the excise tax on tires has been separately
stated in each sale and paid by the ultimate consumer. Details of actual
tire varranty adjustment procedures vary from manufacturer to msnufacturer,
with the nature of the retail outlet, and can be quite complex. Standard
practice is uniform, however, in that the purcentage of adjustment on a
failed tire given to the ultimate consumer both as to the tire and the ex-
cise tax perviously paid has long been based on & performance measurement
of the failed tire. In other words, if the tire is deemcd to have given
only 40% of the service warrantied, then the consumer would be allowed
60X off the price of a replacement tire, and also 60% off the federal ex-
cise tax on the replacement tire. Since the tire tax is based on weight,
it 1s uniform as to tires of the same type, size, grade, and classification

regardless of the sales price ch;tgod. This simple adjustment procedure

1/ Total excise tax sdjustments on tires in 1975 pursusnt to warranties were
$14 million or less. No increase or reduction in this amount is at stake,
only vhether internsl business costs to manufacturers, dealers, etc., may
be increased.
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produces an excise tax credit which is correct to within a few pennies

in all cases and in the aggregate produces a perfect sdjustment figure.
Yor wore than 40 years, vherever the manufacturer’s warranty has rus to
the ultimate consumer, variations in the chain of arrangements vith
dealers have not distorted the excise tax adjustment to the ultimate con-
sumer, because the excise tax adjustment has been consistent with the
practical result at the consumer level. The accompanying administrative
procedures have been & convenience to c&nsmn. stores and manufacturers,
and have cause no significant tax gain or loss to anyons in the manufac-
turing-sarketing chain,

Serious administrative problems would be caused on the other
hand by an application of ad valorem tax concepts to the weight-based
excise tax on tires, Under an ad valorem tax approach the price of the
original article s critical because the tax by definition is based on
valus., Since tires are sold and driven sll over the United Ststes, they
sre rarely adjusted at the place vhere sold and original price information
vill simply not be available in most cases, either to the consumer or to
the dealer vhere the tire is presented. This fact alone makes an ad valores
approach unworkable for our industry, and would make requesting original
price documentation an annoyance to consumers. The more complicated paper-
work involved would add to our industry's administrative costs in collect-
ing the excise tax on tires — costs vhich are slready hesvy -~ with no
advantages accruing to the federal government, or anyone else.

H.R. 2474, properly worded, would codify existing procedures so
as to permit a correct and uniform tax adjustment for the benefit of con-

sumers,vithout detriment to other parties in the tax collection process.

* By continuing the ba?c procedures used for more than 40 years, the bill
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would maintain continuity and avoid disruption and unnecessary costs to
the tire industry.

In conclusion, our companies are keenly desirous of accomplish-
ing the original purpose of section (d) of H.R., 2474, and we strongly hope
that the Senate Committes on Finance will sgree that our requested changes
in the House bill are desirable.
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STATEMENT OF SENATOR WILLIAM D. HATHAWAY ON BEHALF OF
S. 1904, FINANCE COMMITTEE, AUGUST 24, 1976

Mr. Chairman, I very much appreciate this opportunity to
testify on behalf of S. 1904, my bill designed to institute some
measure of control over an abused loophole in the tariff schedules
covering certain wool fabrics imported into the United States by
way of one of our insular possessions.

| Under present law, a substantial tariff is levied upon
imported woven wool fabrics. However, such textiles which have
been manufactured abroad and which have then received a simple
“"shower-proofing" treatment in the Virgin Islands are allowed to
enter the United States duty free. ‘

In particular, a heavy wool fabric, made in Romania and Italy,
enters the United States by means of this procedure and escapes
Il! duty. This results in an unfair competitive advantage to
foreign manufacturers over American makers of this fabric,

Over the past few years, domestic consumption of wool textiles
has suffered a dramatic decrease and both American production and
Virgin Islands exports are well below their former amounts.

The harm in the present situation is that the mainland textile
industry is threatened without corresponding benefit to the
Virgin Islands. The "shower-proofing' process is accomplished with
very few workers but its'product competes with similar domestically
produced textiles which represent the labor of thousands of workers

in the United States.

76-946 O - 76 - 13
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To allow this situation to continue unchanged means that
we shall jeopardize further or eliuiéato those American jobs,
And because that will not benefit the Virgin Islands in anywhere
near equal measure, the onlybeneficiaries will be Italy and

Romania who, if they were exploring these textiles directly to

$the United States, would be paying a heavy tariff.

But I do not wish to see the Virgin Islands suffer and that is
why I do not in my bill propose applying normal duties on Virgin
Islands textiles., Instead, S. 1904 sets a quota on such imports
which are not arduous and which will give our shrinking textile
industry the capacity to compete fairly with imports.

The bill has the support of the Administration and is endorsed
as well by all relevant trade associations,

For the record, Nr. Chairman, I offer a copy of the letter of
February 18, 1976 from the Treasury Department; a statement in
support of H.R, 8124, a corresponding House measure; and 8 letter
from the Northern Textile Association dated March 10, 1976, all of
which are in support of S. 1904 and elaborate upon my brief remarks
today.
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NORTHERN TEXTILE ASSOCIATION

111 Congress Street, Baston, Mauschuseits 02110 (017) 342-8230

March 10, 1976 -

The Honorable William J. Green, Chairman
Subconnittee on Trade

Comnittee on Ways and lleans

1102 Longworth House Office Building
Hashington, DC 20515

Dear Chairmant
Re: H.R, 8124

This i{s to further support ay testimony of February 20,
1976 before your Committee in favor of H,R, 8124 and in res-
ponse to the statenents of the Delegate from the Virgin Is-
lands, Honorable Ron delLugo and others on March 2 in opposi-
tion to the Bill,

As the Virgin Islands witnesses pointed out, there is
nov only one company in the Virgin Islands vhich processes
inported wool fabrics. Even at the peak of activity in the
Virgin Islands in 1973 vhen five companies were in operation,
not more than 80 to 100 persons were employed on a part-time
or seasohal basis. The vitnesses asserted that the processing
activities in the Virgin Islands has not resulted in the losse
of jobs by textile workers on the mainland. This {8 not true.

A vodern, efficient mainland will will employ about
525 textile persons to manufacture the 3.5 nillion linear
yards of the heavy weight woolens equal to the quota, In
addition to the 525 textile jobs lost, there is an equal
number of jobs in supportiog industries such as chenicals,
transportation, fuel and fibers.

A quota of 3.5 nillion linear yards of fabrics imported
from Romania and Italy via the Virgin Islands costs the
mainland industry and labor over 1,050 jobs. The benefit to
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the Virgin Islands {s, at wmost, only 80 to 100 seasonal jobds,
This fs an expensive exchange. It benefits the forefgn pro-
ducers substantially; the Virgin Islands only marginally;

and costs the United States (wainland and Islands) close to
& thougand jobs,

Substantial tariffs vere {mposed by the United States
on these fabrics {n 1960 for which Italy and other exporters
vere paid compensation, Hence, thess fabrics are not imported
directly from such countries, The Virgin Islands shower
proofing and processing {s just another loophole to evade this
tariff, Unemployment in wainland mills f{s increased thereby.

e are not proposing, hovever, the elimination of sll
processing of wool fabrics in the Vir;gin Islands, We pro-
pose a reduction to reflect the changed market for such pro-
ducts,

All the vitnesses agree that there has been a drastic
decline in the consuaption of uvool textiles in the United
States, The quota should be reduced to reflect this., The
decline in the market for wool textiles in the United States
is a result of a long-term trend. While this has been going
on, the Virgin Islands quota has actually been increasing.
The quota vas 2.5 millfon yards a few years ago. Although
this vas too high, our protests .to the Virgin Islands Govern-
ment and to the Governor, as well as our personal visits and
pleas, were not only ignored Sut were not even acknovledged,
Instead the quota was -unilaterally and peremptorily increased
by 40% to 3.5 million yards.

In 1975, Virgin Islands processors vere not even able to
f111 the quota; HNow is s propitious time to sdopt this leg-
islation as it will not involve u rollback in the level of
imports of these foreign fabrics via the Virgin Islands.

The Virgin Islands-witnesses suggested that the reduc-
tion of the quota to a half million ysrds at one tipe is ex-
cessive, U.R. 8124, which vas filed last year, proposed
reductions in tvo steps, nazely, one million yards in 1975
and 500,000 yards in 1976. We would be willing to accept an
amendment to the bill go make the quota for 1976 one aillion
y;rd- vith a reductfon.to 500,000 yards 4in-1977 and there-
after, : ) LRl T

The vitnesses attempt to isolate Northern Textile Assoc-
iation as the only organization opposed to the high level of

- - . ="
- -~
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the quota and the only supporters of the Bill, It should be
noted that the H.R, 8124 {s supported by the American Textile
Manufacturers Institute, the National Associstion of Wool
Crovers, as well as United States Covernment Agencies.

Consideration by you and menbers of the Subcommittee is
appreciated, and ve urge that the Bill be reported favorable.

Very truly yours,

R. Reed Grimvade, Treasurer
Charlton Woolen Company

#iliian ¥, Sullivan, President
Northern Textile Association
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Statement of R. Reed Grimwade, Treasurer
Charlion Woolken Mills
Chaslton City, Massachusells

Before the Subcummitiee on Trade,
House Weys and Means Commitiee,
February 20, 1976,0n H.R. 8124

Mr. Chaitrman, my name is R. Reed Grimwade. | am testifying on behalf of the Northern
Teatile Association, 211 Congress Stieet, Boston, Mastachusetts 02110, of which | am a Director.
The Association represents textile manufactusers which use all the principal fibers, including wool
manufacturers. NTA's member firms are located primarily in the Northeast.

I am the principal officer, namely Ticasuier, of the Charlion Woolen Company of Charlion
City, Massachusetts. 1 am accompanied by Mr. Jack Crowder who is general counsel of the
American Textile Manufacturers f-tin le.

1 appreciate this opportunity to testify on H.R. 8124, the Bill now before this subcommittee.
My statement on behalf of the Nosthern Textile Association is also supported by the American
Textile Manufacturers Institute, the largest trade association in the textile industry, which is
headquartered in Charlotte, North Casolina, and by the National Wool Growers Association of Salt
1ake City, Utah. These three organizations together represent virtually the entire wool and textile
industrics in the United States.

We support H.R. 8124 which would reduce, but not eliminate, the quantity of woolen fabrics
which are processed in the Virgin Islands and then re-exported (o the U.S. on a duty free basis. Most
of these imports are heavy weight woolen fabrics which compete with fabrics manufactused chiefly
in the states of Massachusetts and Maine by fisms which employ several thousand workers.

These imported fabrics are manufactured principally in Italy and Romania, sent to the Virgin
Islands for a *'shower proofing™ process, and then re-exported to the U.S. duty free. If these woolen
fabrics were imporsted directly from Haly or other countries where they are made, they wou'd be
subject to the standard rate of duty for similar woven fabrics of wool valued at not over $2 per
pound -- namely, a taniff of $1.13$ per pound.

The showes proofing-process in the Virgin Islands is a simple and ineapensive operation
sequiring a small number of workers. It does not change the appearance or end use of the fabrics
and has a minimal effect upon their value and utility. In fact, most U.S. textile mills sell showes
proofed fabrics at no additional cost fo the consumer. =~ ~— " T

— e

When the showes proofed cloth is shipped to this country from the Virgin Islands, it is asserted
that the foreign materials do not constitute more than SO percent of the total value. The declared
value for customs purposes is placed at twice the value of the cloth when it entered the Visgin
Islands. This enables the goods 1o qualify for duty fice treatment. Attachment A shows the UsS.
Tariff Schedule provisions for tariff treatment of products of insular possessions.
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Some time ago, the Virgin Islands government was persuaded that it should Jimit the quantity

of falsics undergoing the showes proofing process. In 1964, the Virgin Islands imposed 3 quots

*limitation of 2.8 million linear yards. The U.S. domestic industry in 1964 produced 247 million
lincar yards of wool fabrics. By 1974, the quota-had risen to 3.5 million lincar yards and U.S.

peoduction had diopped to 72.7 million lincar yards. Based on the production rate during the fisst

nine months of 1978, domestic production for calendars yeas 1975 will be even lower - about 68.1

million linear yards.

Neaily all the showes proofed fabiics from the Virgin Islands are heavy weight woolen fabrics
which dissupt the market for similar fabiics in this country. The general decline of wool
consumption, coupled with the impact of the recent national recession upon the industry, have
made the situation even more critical.

As you will nole in Attachment B, conditions in the U.S. market have detesiosated to the
point where the Virgin Islands has been unable to sell the quota amounts. Although complete
figures for 1975 are not yet available, imports are not expected o exceed one million linear yards.

Mr. Chaimnan, we believe that this is an appropriate time to reduce the quotas. Since the level
of imports has declined, such a seduction in the quota would nol requise a rollback. Further, it
would insure that a potential business recovery is not thwarted by a flood of imported goods of this

type.

The value of this trade to the Virgin Islands is minimal since only s few workers ase employed
on a part-lime basis in the shower proofing activity. The damage to U.S. mills which spin, weave and
finish the cloth while providing several thousand jobs is disproportionate to any possible value to
the Virgin Islands.

In closing, ] would like to reemphasize that since these impoited fabrics entes the U.S. duty
free, 3 quota remains the only method by which their entry may be limited. Further, there is no
compelling reason why the Visgin Islands should be exempted from both tariffs and quotas.

Ms. Chairman, the wool and textile industries of the United States believe that the serious
market conditions which have developed in recent years sequire that the quota on these duty free
imporls be reduced. We uirge this subcommittee to act favorably on H.R. 8124,

We will be pleased to answer any questions you may have.

Thank you.
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ATTACHMENT A

TANIFF SCHEDULES OF THE UNITED STATES ANNOTATED (19

GENERAL NEADNOTES AND

RULES OF INTERPRETATION

Page d
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ATTACHMENT B
Virgin Islands Shipments from U.S. Domestic Wool
Production Quota V.itoUSs Apparel Fabric Production
(In Thousands of Linear Yards)
1975 3,500 sy 68,100 (est.)
1974 3,500 -+ 1,468 72,661
1973 3,500 2,368 99,674
1972 2,500 2,113 95.841
(1 2]] 2,500 2,841 108,851
1970 2,500 3,734 171,978

*Eleven months dats.

(g«UyA)

A
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THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON. D.C. 20230

FEB 18 1376

Dear Mr. Chairmang

Reference is made to your request for the views of this Depart-
ment on 8. 1904, a bill 'To amend the Tariff Schedules of the
United States in order to change the customs treatment of certain
voven fabrics of wool if products of hn insular possession of the
United States but imported into such possession as fabric for
further processing.” .

The proposed legislation would amend the Tariff Schedules of
the United States (19 U.8.C. 1202). by imposing a quantitative .
1imitation (1,000,000 linear yards in 1975 and 500,000 linesr
yards in subsequent years) on the duty-fres eatry under General
Headnote 3(a) of the Tariff Schedules of certain foreign woolen
fabrics vhich have undergone further processing in an insular
possession of the United States located outside the United
States custons territory. Beyond these limits, fabricn‘fnjm
the islands would be subject to the same U.S. tariff as ‘voolens
from any other most-favored-nation source. The woven woolen
fabrics to which the proposed legislation relates are those
described in items 336.50, 336.55, and 336.60 of the Tariff
Schedules of the United States. . :

Presently, under General Headnote 3(a) of the Tariff
Schedules, fabrics are entitled to duty-free entry if they are
deemed to be a manufacture or product (not fabrics merely further
processed) of the insular possessions and if they meet the value
requirements set _forth under that provision. In recent years a
groving volume of trade in woolen fabrics has been entering
through the Virgin Islands, where woolens frequently undergo
further processing to meet the 50 per cent value-added criterion
for duty-free entry into the United States., The increased value
of such shipments from this .insular possession -~ $300,000 fn
1968, $5.2 million in 1973, and $2.7 million in 1974 ~- has given
rise to protests from the U. S. textile industry against the dis-
criminatory loophole in General Headnote 3(a) of the Tariff Sched-
ules, as presently written, which, if contfnued, could bring about -
substantial uneaployment in that industry,
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ol Although the Treasury normally would oppose any measure which
wvould create & new tariff or a nontariff barrier to trade, the
instant situation would seem to varrant amendatory action. No
unusual administrative difficulties are anticipated if the pro-
posed legislation is enacted. -Therefore, the Departwent would
have no objection to ensctment of 8. 1904.

The Department has been advised by the Office of Management
and Budget that there is no objection from the standpoint of the
Adsinistration’s program to the submission of this report to your
Committee. .

Sincerely yours,

Pt R sttt

General Counsel

The Honorable

Russell Long, Chairman
Committee on Finance
United States Senate .
Washington, D, C. 20510 .
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Departmental Comments Received as of Aug. 23, 1956 on the
Various House Passed Revenue and Tariff Bills

15946 0-16-14
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/ GENERAL COUNSEL OF THE
; umo BYATEO DEPARTMENT OF COMMERCE

R R

JUN 28 1976

Honorable Russell B. Lon
Chairman, Committee on Pinance
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

This is in reply to your request for the views of
this Department on H.R. 1386, an Act

*For the relief of Smith COD.ege
" Northampton, Massachusetts.®

B.R. 1386 would authorize the Secretary of tha '

: rrea-ut{ to admit free of duty thirty-three carillon
n

bells (including all accompanying parts and

accessories) manufactured in Prance for the use of

Saith College, Northampton, Massachusetts. The bill

further provides that, if the liquidation of the entry for

any of the articles has become final, such entry shall

: re‘lizquidated and the appropriate refund of duty shall
made.

The bells which are the subject of the bill are
tentatively valued at $36,400. Carillon bells are
classified under item 725.36 of the Tariff Schedules of
the United States (19 U.5.C. 1202), which provides that
®pPercussion musical instruments: Sets of tuned bells
known as chimes, peals, or carillons:....Containing over
22 but not over 34 bells" are dutiable at 7 percent
ad valorem. Duty would be approximately $2,550.

The Department of Commerce has no objection to the
enactment of H.R. 1386,

When contacted in October 1974 concerning H.R. 16162,
similar 93rd Congress legislation, the only known
domestic producer of carillon bells indicated that he
expected to stop casting bells and would concentrate
entirely on importation and installation of bells.
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- Consequently, there appears to be no domestic producer of

carillon bells that may be affected by the enactment of this
bill, ‘

In the event this legislation were enacted, it would
have no impact on the revenues to, or the administrative
cost of, this Department.

FE
We have been advised by the Office of Management and
Budget that there would be no objection to the submission
of this repoit from the standpoint of the Administration's

. program,

S8incerely,

Tt
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/:' N UNITED STATES

a INTERNATIONAL TRAOE COMMISSION
‘ ) WASHINGTONM, D.C. 20458
N,

THE CuamuAN August 18, 1976

Honorable Russell B, Long
Chairman, Committee on Finance
United States Senate
Washington, D.C. 20515

Dear Mr. Chairwman:

H.R. 1386 has the effect of a private bill which, upon enactment,
vould direct the Secretary of the Treasury to adeit free of duty a
thirty-three bell carillon imported for the use of Smith College,
Northampton, Massschusetts. In the case that the liquidation of the
entry has become final, the bill suthorizes reliquidation of the entry
vith sppropriate refund of duties.

The most-favored-nation rates of duty applicable to carillons
under items 725.34-.38 of the Tariff Schedules of the United States
are currently as follovs vhen--

Containing not over 22 bell SX ad val.
Containing over 22 but not over 34 bells--w-v--- 7% ad val.
Containing over 3§ bell 3X ad val.

Information received by the Commission indicates that the sole
producer of carillons in the United States has msnufactured similar
carfillons containing as many or wore bells in the last several months.
However, this domestic manufacturer has scaled down its operation to
the point where only 3 individuals are currently involved in the
production of bells on a "to-order" basis and this manufacturer does
not oppose the enactment of H.R. 1386,

Imports of carillons contsining over 22 but not over 34 bells
were valued at §8,32% in 1974, and increased to $53,013 in 1975.

Sincerely,

Wallf

Will E. nayd
Chai
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.{" by GENERAL COUNSEL OF THE

_d + | UNITED STATES DEPARTMENT OF COMMERCE
\ kt,j Washrgion, UC 26230

A6 9 WIB

Honorable Russell B, Long
Chairman, Committee on Finance
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

This is in response to your request for the views
of this Department on H.R. 2177, an Act

"To exempt from duty certain aircraft
components and materials installed in
aircraft previously exported from the
United States where the aircraft is
returned without having heen advanced
in value or improved in condition while
abroad. "

If enacted, this legislation would provide duty
exemption for components and materials of U.S. origin
installed in aircraft in the United States when such
aircraft are exported from the United States and
reimported without having been advanced in value or
improved in condition while abroad. The Act would apply
only if the aircraft were entered for consumption
before 1970 pursuant to an entry which is unliquidated
as of the date of enactment of the Act.

This Act applies to a unique case in which a used
aircraft with U.S. components was purchased abroad and
imported into the United States. The Act would exempt
from duty the U.S. components which had been installed
in the plane following a previous importation.

The Department of Commerce does not object to
cnactment of H.R. 2177. It appears equitable to the
Department in this case to exempt products of the
United States from duty when such products are
fabricated components of an article previously exported
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and reentered and when the components of U.S. origin
have not been advanced in value or improved in condition
while abroad. In the Department's view, there appears
to be no reasonable purpose served in holding dutiable
such components, as the U.S, Customs Service has so
ruled them under present law. In our view, exemption
from duty in this case would, moreover, be consistent
with the duty-free trcatment already provided under
TSUS item 800.00 for products of the United States when
returned after having been exported, without having been
advanced in value or improved in condition while abroad.

In the event this legislation were cnacted it would
have no impact on the revenues to, or the administrative
costs of, this Department.

We have been advised by the Office of Management
and Budget that there would be no objection to the
submission of this report to the Congress from the
standpoint of the Administration's program.

Sincerely,

LT o,

//9énéca ounsel
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UNITED STATES INTERNATIONAL TRADE COMMISSION

Washington, D.C. Aué 1° 1976

MEMORANDUM TO THE SENATE COMMITTEE ON PINANCE ON
H.R. 2177, AN ACT TO EXEMPT FROM DUTY CERTAIN
AIRCRAFT COMPONENTS AND MATERIALS INSTALLED IN
AIRCRAFT PREVIOUSLY EXPORTED FROM THE UNITED
STATES WHERE THE AIRCRAFT IS RETURNED WITHOUT
HAVING BEEN ADVANCED IN VALUE OR IMPROVED IN
CONDITION WHILE ABROAD.

H.R, 2177 would exempt from duty components and materials of
any afrcraft which sve products of the United States and which were
installed (after the aircraft was operational) while the aircraft
was vithin the United States when such aircraft is returned to the
United States after having been exported without having been advanced
in value or improved in condition by any process of manufacture or
other means while abroad. This exemption is extremely limited, however,
in that it only applies to aircraft which were entered for consumption
before 1970 pursuant to an entry which is unliquidated as of the date
of the enactment of H.R. 2177.

Although the Commission is not aware of the exact number of
aircraft which would qualify for the duty exemption provided for in
H.R. 2177, it is doubtful that there could be very many entries of
such aircraft which were filed prior to 1970 and have not yet been

liquidated. Therefore, the potential impact of this act on customs

revenues would appear to be minimal.

The enactment of H.R. 2177 would not alter the present tariff

treatment of aircraft in the Tariff Schedules of the United States.

15-946 O - 76 - 15
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The act is apparently designed for a very limited purpose, and, so

long as the U.S. Customs Service does not liquidate the subject entries
prior to the enactment of H.R. 2177, 1} would appear that the act would
accomplish that purpose. The Commission has found no technical

deficiencies in the drafting of H.R. 2177.
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THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON. D C. 20220

JUN 12 W76

Dear Mr. Chairman:

Reference is made to your request for the views of this Department
on H.R. 2181, & bill "To smend the Tariff Schedules of the United States
to provide duty-free treatment of any sircraft engine used as s temporary
replacement for an sircraft engine being overhauled vithin the United
States if duty was paid on such replacement engine during a previous
importation.”

H.R, 2181 vould smend the Tariff Schedules of the United States (TSUS),
(19 U.S.C. 1202) by the inclusion of & new item numbered 801.20, in sub~
part A of part | of schedule 8, TSUS. The new item would provide for the
duty-free entry of any aircraft engine or propeller or any part or accessory
of either, previously imported, with respect to which the duty vas paid
upon such previous importation, if (1) reimported vithout having been ad-
vanced in value or improved in condition by any process of manufacture or
other means vhile abrosd, sfter having been exported under loan, lease, or
rent to an sircraft ovner or operator as a temporary replacement for an
aircraft engine being overhauled, repaired, rebuilt, or reconditioned in
the United States, and (2) reimported by or for the account of the person
vho exported it from the United States.

Importations of the type described by the proposed bill are nowv subject

to duty on full appraised value by reason of headnote 1, part 1, schedule 6,
1SLS, which provides that in the absence of a specific provision to the
contrery, the tariff ststus of an article is not affected by the fact that
1t vas previously imported into the Customs territory of the United States
and cleared through Customs vhether or not duty vas paid upon such previous
importation. As there is no specific provision in the tariff schedules

€5 under which previously imported and duty-paid aircraft engines, propellers,
or any part or accessory of either, could be exported and returned free
af duty in the context of the type of transaction described in the bill, they
would be subject to duty on esch successive importation.

We are unable to relisbly estimate the smount of duty now being collected
on airplane engines and their parts vhich are imported under the circumstances
in which the proposed bill would apply, because import statistics do not differ-
entiate betveen articles imported for the first time and those which were
previously isported. The principal importers under the proposed tariff
provision would be firms that repair and overhaul enpines and repularly
loan engines to customers. Six such firms have been identified in the
United States, and it is probable that the yearly loss of revenue from those
1mporters alone would exceed $2.5 million if the bill is enacted. In addition
to repair firms, some importations by commercial sirlines would also be
affected by the bill, resulting in additional loss of revenue.
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The Department takes no position on the merits of the proposed
legislation. Mo unusual administrative difficulties are snticipated
should the bill be enacted.

The Department vas advised by the Office of Msnagement and Budget
that there vas no objection from the standpoint of the Administration's
progras to the submission of & similar report on this bill to the House
Committee on Vays and Neans.

8incerely yours,

Rt R aliz~

General Counsel

The Honoradle

Russell Long, Chairman
Cowmittee on Pinsnce
United States Senate
Vashiagton, D.C. 20510
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THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON ..

28 Jun w5

The Honorable Russell Long
Chairman, Committee on Finance
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

Thank you for your letter of May 26, 1976 requesting
a report from this Office on H.R. 2181, an Act "To amend
the Tariff Schedules of the United States to provide
duty-free ’_.eatment of any aircraft engine used as a
temporary replacement for an aircraft engine being
overhauled within the United States if duty was paid
on such replacement engine during a previous importation."”

We have reviewad the proposed legislation and have
no objection to its enactment.

The Office of Management and Budget advises that
there is no objection to the presentation of these views
from the standpoint of the Administration's program.

8incerely, ‘

PFrederick B. Dent
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f * | GENERAL COUNSEL OF YHE
umno .'llﬁ' DEPARTMENT OF Wﬂ"ll\“
'ﬁucj

JN 2 BT6

Honorable Russel B. Long

Chairman, Committee on Finance Y
United States Senate

u‘.h‘»nﬂwn, D. C. 20510

Dear Mr. Chairman:

This is in further reply to your rcquut for the vicn of
this Department with respect to H.R. 2181, an Act .

*To amend the Tariff Schedules of the United States
rovide duty-free treatment of any aircraft

engine used as a temporary replacement for an

aircraft engine being overhauled within the

United States if duty was paid on such replacement

engine during a previous importation.®

If enacted, H.R, 2181 would amend the Tariff Schedules of
the United States (T8US) to add a new item 801.20 to allow duty~-
free entry of aircraft engines and parts which have been
previously imported, with respect to which duty was paid on
the previous importation, under the following conditions:

(1) the engines or parts must bs re rted without having been
advanced in value or improved in condition while abroad, atter
having been exported under loan, lease, or rent to an aircraft
owner or operator as a temporary replacement for an aircraft
engine being overhauled, repaired, rebuilt, or reconditioned in
the United States and, (2) must be reimported by or for the
account of the person who exported them from the United States.
Piston and jet aircraft engines and parts are dutiable at the
respective rates of 4 percent ad valorem (TSUS item 660°.44) and
S percent ad valorem (TSUS item 680.48).

The Department of Commerce favors enactment of H.R, 2181.

Under item 801.00 of the TSUS articles previously imported
are duty-free under conditions similar to those proposed in
H.R. 2181, if reimported after having been exported under lease
to a foreign manufacturer. However, in the case of aircraft
owners or operators, rather than foreign manufacturers, such

@

et .
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items do not qualify under item 801.00 and new tariff provisions
appear to be necessary to obtain like treatment.

There are three major American firms engaged in the foreign
aircraft engine repair business which supply replacement engines
on loan. In order to service clients who own foreign-made
aircraft engines, these firms purchase comparable aircraft
engines and pay duty on them when they are originally imported.
When an aircraft experiences engine trouble overseas, the
American firm will loan an engine to the distressed aircraft
and bring the original engine to the United States for repair.
When the repair work is completed, the original engine is returned
to the aircraft and the loaned engine is reimported by the American
repair firm. With each reentry, duty must be paid. Between 100

: and 150 reentries are made each year in the course of these firms'
operations, resulting in an estimated $2 million in annual duty

payments. As a result of these duty paymeats, the firms involved
estimate a loss in business each year of several million dollars
to their foreign competitors.

Enactment of H.R, 2181 would be consistent with the
Mnministration's policy of promoting United States exports of
goods and services. The duties payable on multiple entries of
aircraft engines and parts in the normal course of the aircraft
engine repair business represent a disincentive to the export
of such services, as well as an unnecessary financial burden,
which should and can be removed by the enactment of H.R. 2181.

In the event this legislation were enacted, it would have
no impact on the revenues to, or administrative costs of, this
Department.

We have been advised by the Office of Management and Budget
that there would be no objection to the submission of this report
from the standpoint of the Administration's program.

e

eral Counsel
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UNITED SINIES INTERNATION.. TPADE OvMISSION
Washington, D.C. 20436

August 16, 1976

MEMORANDUM TO THE SENATE PINANCE COMMITTEE ON H.R. 2181,
94TH CONGRESS, AN ACT "T0 A::ZND THE TARIFF SCHEDULES
OF THE UNITED STATES TO PROVIDE DUTY-FREE TREATMENT
OF ANY AIRCRAFT ENGINE USED AS A TEMPORARY REPLACE
MENT FOK AN ATRCRAFT ENGINE BEING OVERHAULED WITHIN
THE UNITED STATES IF DUTY ¥3iS PAID ON SUCH REPLACE-
MENT ENGINE DURING A PREVIOUS IMPORTATION."

H.R.2181 proposcs to amend subpart A of part 1 of schedule 8 of the
Tariff Schedules of the United States (TSUS) by fnserting immediately
after ftem 801.10, TSUS, a new item providing for the duty-free entry of:

Any afrcraft engine or sropeller, or any part or
accessory of either, previously imported, with respect
to which the duty vas paid udon such previous importation,
1€ (1) reimported without hzzing been advanced in value or
improved in condition by any process of manufacture or other
means vhile abroad, after having been exported under loan,
lease, or rent to an aircraft owner or operator as a tempor-
ary replacement for an aircraft engine being overhauled,
repaired, rebuilt, or reconditioned in the United States,
and (2) reimported by or for the account of the person who
exported it from the United States.
Section 2 of the act provides that the amendment shall be effective uith
respect to articles entered, or withdrawn from warehouse, for consumption
on or after the date of the enactment of this Act.

The Commission has been advised that the act was occasioned by the
inability of a firm engaged in the vepair of ajrcraft engines to enter
i{ts "loaner" or replacement engines, propellers, parts and accessories
(upon which duty had been paid on previous {mportations) free of duty. 1!
It is our understanding that the engines, propellers, parts and acces-

sories to be repaired are entered into the United States without the pay-

meut of duty, under bond, for their exportation, pursuant to item 865.05,

—“l7~ﬁh1f§ some of its replnrJ;;ht engincs._brnpcllcrs. parts and acces-
sories were originally imported by this firm, a siarificant percentaze of
its forcign engines and pacts were purchased from others in the United
Stales.
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TSUS. Since it is often not econonically feasible to ground an aircraft
in the United States for a prolonged period of time pending engine repairs,
it is the common practice to vemove the defective engine or part while the
aircraft is abroad and replace it with a "losner” engine or part from the
United States (subject to a rental fee). Hh;n the repair involves foreign
engines, the replacement engines or parts a}e also invariably foreigan made.
When the repairs have been completed and the repaived articles are
exported, the replacement engines or parts are veturned to the United
States vhere they are ordinarily subject to the payment of appropriste
import dutiu. In this regard, headnote 1 to part 1 of schedule 8, TSUS,
provides that:
in the absence of a specific provision to the

contrary, the tariff status of an article is not

affected by the fact it was previously imported into

the customs territory of the United States and cleared

through customs whether or not duty was paid upon such

previous importation.

In the case of the repair firm sponsoring this legislation, we have
been {nfoined that no duties have been paid on its replacement engines or
parts since 1973. All of these engines and parts have been entered
wvithout the payment of duty, under bend, for their exportation, pursuant
to ftem 864.05, TSUS, which provides for the temporary importation of
articles to be repairved, altered, or processed. Under this provision of
the TSUS, these engines and parts nust be exported from the United States
within 2 years (at the latest] of the date ofi {mportation. This require-

ment appears to be the reason for the retroactive provisions of the

proposed legislation.



&

219

H.R. 2181, 1if enacted, would create a specific provision for the
duty-free reimportation of “loaner” or replacement engines, propellers,
parts and accessories. Similar duty-free provisions presently exist in
part 1A of schedule 8, TSUS, to cover reimportations of articles exported
under lease to a foreign manufacturer (ftem 801.00, TSUS), and reimport-
ations of articles which do not conform to sanple or specification (item
801.10, TSUS). The proposed legislation differs from thesu two existing
provisions in that it only requires that the engine, propeller, part or
accessory be reimported by or for the account of the person who exported
it from the United States, while itens 801.00 and 801.10, TSUS, require

that the articles in question be reimported by or for the account of the

person who imported it into, and exported it fron, the United States. The

rationale behind the existing provisions appears to be to prevent double
liability for the payment of duty oa imported articles under certain
circunstances. The proposed legislation, as written could not only pre-
vent double liabflity, it could preclude any liability for duty with
respect to a person reimporting an article which he exported from the

United States, but which he did not originally inport and pay duties on.
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THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON.D C 20220

JUN 22 1976

Dear MNr. Chairman:

Reference is made to your request for the vievs of this Depart-
ment on H.R. 4047, “For the relief of Jack R. Misner."

Mr. Misner of Morth Tonawanda, New York, filed a temporary
importation entry on Septesber 25, 1972, under item 864.05, Teriff
Schedules of the United States, for the renovation of the schooner
Fanda vhich vas imported on September 19, 19722. 1his renovation has
been delayed because of material shortages encountered oy Mr. Misner.

Headnote 1, subpart 5C, schedule 8, larift Schedules of the United
States, provides that the total period for which merchandise entered
under a temporary importation bond may remain in the United States shall
not exceed ) years. H.R. 404} would extend the 3-year period for the
schooner Panda, which was due to expire September 18, 1975, for 2 addi-
tional years.

Although the bill would conter on Mr. Misner privileges not availa-
ble generally to other importers, in view of the circumstances involved,
this Department has no objection to the enactment of the proposed legisla-
tion. Further, the Department expects no unusual administrative diffi-
culties in carrying out the provisions of the proposed legislation.

The Department has been advised by the Office of Management and
Budget that there was no objection from the standpoint of the Administra-
tion's progras to the submission of & similar report on this bill
to the House Committee on Ways and Means.

‘Sincerely yours,

/Wo«"\

AcLng General Counsel
The Honorable /" "y €. Stockell, Jre
Russell Long, Chairman
Committee on Finance
United States Senate
Washington, b.C. 20510
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DEPARTMENT OF COMMERCE
Washington, D.C. 20230

/.\ GENERAL COUNSEL OF THE
L)

JUN 29 W9T8

Honorable Russell B, Long
Chairman, Committee on Finance
United States Senate

Washington, D, C. 20510

Dear Mr. Chairman:

This is in reply to your request for the views of this Department
on H,R. 4047, an Act

"For the relief of Jack R, Misner."

H.R. 4047 would extend until September 18, 1977, the expiration
date of the temporary importation bond covering the schooner Panda.
Mr. Misner entered the Panda, which is under British registry, into
the United States on September 25, 1972, for the purpose of carrying
out certain repairs on the vessel. The Panda was entered under pro-
visions of item 864, 05 of the Tariff Schedules of the United States
(TSUS), which provides that articles to be repaired, altered. or
processed in the United States, when not imported for sale in the
United States, may be admitted without the payment of duty, under
bond for their exportation within one year of the date of importation.
This period may be extended upon application, at the discretion of the
Secretary of the Treasury, for a period not to exceed a total entry
poriod of three years.

Upon entry of the vessel Mr. Misner paid the required temporary
importation bond, which is double the duty that would be paid for
regular importation of the vessel, and the schooner was granted duty-
free entry under the bond for a period of one year following
September 25, 1972. In 1973 Mr. Misner applied for and was granted
a two-year extension of the bond until September 1975. However,
repairs to the vessel have been hampered by continuing delays in
delivery of certain parts, all of domestic origin, with the result that
the repairs were not completed by September 1975, and Mr. Misner
stands to forfeit the bond. Therefore, Mr. Misner is seeking legis-
lative relief because the TSUS does not allow a temporary entry period
of longer than three years, even if repairs are delayed because of

parts shortages.
f!ﬂh
(%),
.
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The Department of Commerce does not object to H. R, 4047. The
Department believes that this Act does not affect U.S. international
economic policy and that it does not adversely affect U.S. producers as
the repairs are being made with goods produced by U.S. manufacturers.

In the event this legislation were enacted, it would have no impact
on the revenues to, or administrative costs of, this Department.

We have been advised by the Office of Management and Budget

that there would be no objection to the submission of this report to the
Congress from the standpoint of the Administration's program.
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August 16, 1976

UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

ME.WRANbUN TO THE SENATE FINANCE COMMITTEE ON H.R. 4047,
94TH CONGRESS, AN ACT FOR THE RELIEF OF JACK R. MISAER

H.R. 4047 has the effect of a private bill which, upon enactment,
would direct the Secrotar} of the Treasury to extend the expiration
date of the temporary importation bond covering the schosner Panda
until the close of September 18, 1977, notwithstanding the provisions
of subpart SC of schedule 8 of the Tariff Schedules of the United
States (TSUS) (19 U.S.C. 1202).

Mr. Jack R. Misner of North Tonawanda, New York, filed a temporary
importation entry on September 25, 1972, under item 864.05, TSUS, 1/
for the renovation of the schooner Panda which was imported on
September 19, 1972. This renovation has been delayed because of
shortages of material encountered by Mr. Misner. Headnote 1, subpart
5C, schedule 8, TSUS, provides that the total period for which merchan-
dise entered under a temporary irportation bond may remiin in the United
States shall not exceed 3 years. The 3-year period for the schooner
Panda is to expire Septecber 18, 1975. H.R. 4047 would extend this

period for two additional years.

Although the Secretary of the Treasury is currently empowered under
scction 318, Tariff Act of 1939, as a2aended (19 U.S.C. 1318) ,‘ to extend
the tiue period prescribed therein for the performance of any act during
the contiruance of an energency rroclained by the President, this au-

thority.docs not provide any basis for relief to Mr, Misner.

1/ Iten 864,05 provides ror the tecporary icportation uader bond of
"rricles to be repaired, 2ltcred or processed (incluling processes
tcr result ir articles manufactured or produced in the United States)."

PEAS 4
N
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This bill would, in effect, confer upon Mr. Nisner privileges
which are not available to other izporters. Froa an equitable or
hardship point of view, the circunstances in this case may very well
warrant the extension of the temporary importation bond period. How-
ever, it may be that there are other similar hardship cases or there
may be such cases in the future, therefore, thc Committee may wish
to pive consideration to giving to the Secretary of the Trcasury the
authority to grant cxtensions in any instance where he dceas the
circumstances warrant.

If the 3-year temporary importation bond period is to be extended
for hardship cases the most appropriate remedy would be an amendment
of headnote 1, subpart SC, schedule 8, TSUS to give the Secretary of
the Treasury the authority to extend the period in cases of hardship.
It is suggested that such an anendaent night be as follows (new
lanzuage underscored):

1. (a) The articles described in the provisions of
this subpart, when not imported for sale or for sale on
approval, nay be admitted into the United States without
the paynent of duty, under bond for their exportation
within 1 year fron the date of importation, which period,
in the discretion of the Secretary of the Treasury, may
be extended, upon application, for one or more further
periods vwhich, when added to the inital 1 year, shall not
exceed a total of 3 years, except that (1) with respect
to articles innortcd under item 864.05 the period may be
extenced beyond 3 years in cases of hardship, at the dis-
crstion of the Secretary o: the Treasury, (2) articles
inported under item 863.75 shall be admitted under bond
for their exportation within 6 months from the date of
irportation and such 6-zonths period shall not be extended,
and (3) in the case of professional equipment and tools of
trade adnitted into the Unitcd States under iten 864,50
which have been scized (other than by sei:zure nade at
the suit of private persons), thes requireaent of re-
exportation shall be suspended for the duration of the
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selture. For purposes of tiais hcadnote, an aircraft
cenzine or propeller, or any part or accessory of either,
irported under item 864.05, which is removed physically
from the United States as part of an aircraft dsparting
fron the United States in international traffic shall
be treated as exported.

(b) For articles adaitted into the United States
under itea 864.50, entry shall be nade by the nonresident
inporting the articles or hy an organization represented
by the nonresident which is established under the laws
of a foreign country or has its principal place of busi-
ness in a foreign country.
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THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON, D.C. 20320

AUG S- 1976

Dear Mr. Chalrmans

This is in response to your request for the
views of the Treasury Department on H.R. 7228
94th Coggreu 2d Session, a House Rused bili.
H.R. 7228 would amend section 5205(h) of title 26
of the United States Code to permit the asuthorization
of means other than stamps on containers of distilled
spirits as evidence of tax payment.

Under existing law the payment of the Federal
excise tax on distilled spirits is required to be
evidenced by the attachment of what is commonly
known as a strip stamp to the containers.

The technological advances in the closure
industry indicate that it may become preferable
to evidence the tax payment on containers of
distilled spirits by devices other than the stamps
that are now used. The proposed amendment to
section 5205(h) of the words "or other device"
to the current description of form of stamp will
allow the authorization of other forms of evidence
of tax payment under the regulatory controls now
in existence.

In addition, H.R. 7228 would amend section 6801(b)
which currently restricts the g‘repaution
distribution of stamps to the Secretary or his delegate.

The restriction has no undesirable features in
relation to the preparation and distribution of pager
stamps since the Bureau of Engraving and Printing 1s
geared to the printing of paper materials. However,
the restriction does exclude consideration of wost
other methods and materials because the Government
is not generally equipped to prepare them in the
desired form from other materials.
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The Department recognizes that the stamp used on
distilled spirits containers to evidence tax payment
repregsents large amounts of taxes and that the
preparation distribution of this evidence of tax
payment outside of the Govermment should be made only
under clrcumstances which will ensure that no revenue
is lost because a different method is used to evidence
tax p:{:ent. The amendment to section 6801(b) provides
that Secretary is to prescribe whatever controls
are necessary for the protection of the revenue when
authorizing persons outside of the Government to prepare
and distribute stamps or other devices for evidence of
tax payment on containers of distilled spirits., This
mn&tnt will provide the Secre with the flexibility
to consider and approve new materials and methods of
ghr:parmg and distributing the product while retaining
the control believed essential to the protection of
revenue,

Enactment of H.R. 7228 would have no effect on
the revenues.

Accordil the Treasury Department favors
enactment otnﬁ%{: 7228. par

The Department has been advised by the Office
of Management and Budget that there is no objection
from the standpoint of the Administration's program
to the submission of this report to your Committee.

sﬁu:crely yours,

vt d R WMo
M ' ;]
General Counsel "
chard R, Albreo
The Honorable 5-" .

Russell B. » Chairman

Committee on Finance

United States Senate

Washington, D.C. 20510 .
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THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON, D.C. 2022¢

JUL 22 W76

Dear Mr. Chairman: .

This is in response to your request for the
views of the Treasury Department on H.R., 8283
94th Congress, 2d Session, a House passed bilf.
H.R. 8283 would amend section 5386(a) of title 26
of the United States Code with respect to the
type of flavors which may be used on bonded wine
cellar premises in the production of special
natural wines,

Under existing law (26 U.S.C. § 5386), special
natural wines are generally the products made,
pursuant to an approved formula, from a base o
natural wine exclusively, with the addition, before,
during or after fermentation, of natural herbs,
spices, fruit %uices, aromatics. essences, and
other natural flavorings. Flavors other than
natural are not tesenﬁ{ permitted to be used in
the production of spec natural wines.

The Department recognizes that in the processing
of natural flavors, particularly those of a delicate
nature, percolation, distillation, extraction, and
other processes often destroy desitable characteristics.
Therefore, the need becomes apparent to restore some
of the original character of such flavors which is
lost by the addition of small amounts of flavor other
than natural. However, such additions are currently
precluded under the law.
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H.R. 8283 would amend section 5386(a) to
permit flavors, other than natural, to be used
in the producl:ion of special natural wines.

It is based on the present n.ed to allow the

use of small amounts of flavors other than
natural in the production of special natural
wines, and vests in the Secretary or his
delegate the authority to approve the use of such
flavors. H.R. 8283 would not affect the
circumstances under which natural herbs, spices, .
fruit juices, aromatics, and other natural
flavorings may be used {n producing special
natural wines.

Enactment of H.R. 8283 would have no affect
on the revenues. Furthermore, the additional costs
incurred by the Government as a result of an
enactment of the proposed bill would be negligible.

" Accordingly, the Treasury Department has no
objection to the enactment of i{.R. 6283,

The Department has been advised by the Office
of Management and Budget that there 18 no objection
from the standpoint of the Administration's program
to the submission of this report to your Committee.

Sincerely yours,

(Sigued) Richard R. Albreoht
- General Counsel

The Honorable

Russell B. Long, Chairman
Committee on Finance
United States Senate
Washington, D.C. 20510
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THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON

89 JuL 76

Dear Mr. Chairman:

Thank you for your letter of June 11, 1976 request-
ing a report from this Office on H.R. 8656, an Act "To
amend the Tariff Schedules of the United States in order
to provide for the duty-free importation of loose glass
prisms used in chandeliers and wall brackets.”

The prisms covered by the bill are not produced in
the United States. Since domestic users are dependent
on foreign supplies, elimination of the duty would help
U.S. producers of chandeliers to compete more effectively
with imports of such articles, with potential benefits
in the form of increased production and employment. '

It is usually preferable to reduce or eliminate
duties in the context of a trade agreement, which
enables the United States to secure reciprocal advant-
ages for our exports. However, under the circumstances
noted above, we believe that the negotiating value of
loose prisms would not be large. Moreover, the present
duty could be reduced only 60 percent rather than elimin-
ated. For these reasons, the benefits of unilateral
duty elimination in this case appear to offset the costs,
and this Office accordingly has no objection to enact-
ment of H.R. 8656,

The Office of Management and Budget advises that
there is no objection to the presentation of these views
from the standpoint of the Administration's program.

Sincerely,
[Illn’{‘)_ ‘Fredord
Frederick B. Dent

ck B. Dent

The Honorable Russell Long
Chairman, Committee on Finance
United States Senate
wWashington, D.C. 20510






THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON. D.C. 30300

JUN 10 1976

Dear Mr. Chairman:

Refereace is made to your request for the vievs of this Department
os :!. 11259, "To lover the duty on levulose uatil the close of June )0,
1978.

The bill would amend subpart B of part 1 of the Appendix to the Tariff
Schedules of the United States (19 U.8.C. 1202) by inserting & nev ites
907.90 to reduce the rate of duty oa levulose to .6625 cent per pound
(columm 1) and 1.9875 cents per pound (column 2) until June 30, 1978. This
vould effectively reduce the columm | tariff on levulose from 20 percent to
spproximstely 1 perceat ad valores.

Levulose is s sugsr complex used im special distetic foods and wedicinal
products (e.g. for diabetes). Domestic consumption of this ites is eupplied
vholly by imports. This bill should lower costs to consumers vithout imjury
to domestic industry. Furthermore, a temporary duty reduction ending on
Juse 30, 1978, would not hinder negotistions ia the MTW or conflict
victh say teriff reductions agreed thereis.

The Customs Service anticipates no uaususl administrative difficulties
if the proposed legislation is enacted.

In light of the foregoing, the Department would have mo objection to
the enactmeat of the proposed legislatioa.

The Departmsat vas sdvised by the Office of Mansgement and Budget that
there vas no objection from the standpoint of the Administration's program
to the submission of a similar report om this bill to the Kouse Committee
on Ways and Means.

Sincerely yours,

s & ttss

General Counsel

The Howorable

Russell Loag, Chesirsan
Cowmittee on Finance
United States Senate
Vashingtoa, D.C. 20510
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THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON

17 JUN W76

The Honorable Russell B. Long
Chairman, Committee on Finance
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

This is in response to your request of May 24, 1976,
for the views of this Office on an Act, H.R. 11259, "To
lower the duty on levulose until the close of June 30, 1978.

We have no objections to the above mentioned bill.

The Office of Management and Budget advises that it
has no objection to the presentation of these views from
the standpoint of the Administration's program.

8inc rely.
\7{1&.«4 R WS

Frederick B. Dent
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UUWED IYAI’E. DEPARTMENT OF COMMERCE

/ GENERAL COUNSEL OF THE
Ort

JN 1887

Honorable Russell B. Long
Chajirman, Committee on Finance
United States Senate
Washington, D. C. 20510

Dear Mr, Chairman:

This is in response to your request for the views of
the Department of Commerce on H.R. 11259, an Act

"To lower the duty on levulose until
the close of June 30, 1978.°

If enacted H.R. 11259 would amend the Tariff Schedules
of the United States (TSUS) to provide for the
importation of levulose at a reduced duty rate through
June 30, 1978. The bill accomplishes this by adding
the following new item to the TSUS:

Column 1 Column 2
907.90 Levulose 0.6625¢ 1.9875¢
per 1b. per 1b.

The ad valorem equivalent of the proposed column-1
specIfic duty, based on 1975 import prices, is 1.0
percent. There have been no imports of levulose from
column~2 countries in recent years. Levulose is
currently dutiable under TSUS item 493.66 at a
column~-1 rate of 20 percent ad valorem and a column-2
rate of 50 percent ad valorem.

The Department of Commerce does not oppose enactment of
H.R. 11259.

Levulose is a purified saccharide that is not produced
commercially in the United States. Current use of
levulose is for special dietetic foods and medicinal
products. Imports amounted to about 274,000 pounds in

: @

"r. .‘ﬂ .
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1975, valued at $175,000. Because of its high price and
specialized uses, levulose is not directly competitive
with other commercial sweeteners of the type produced

in the Urited States. For this reason thers should be
no significant effect on U.8. industry if the duty

on levulose is lowered.

The U.8. firm currently accounting for the bulk of
levulose imports believes the temporary duty reduction
will enable it to expand the U.8. market for levulose
and justify its plans to establish a U.S8. plant to
produce the product domestically by 1978,

The Department believes that duty reductions should
normally be accomplished through trade negotiations to
obtain reciprocal concessions of value to U.8. exporters.

In this case, however, we believe that the economic benefits
of an immediate unilateral reduction outweigh the benefits
of such potential reciprocal concessions that might be
negotiated. In any case, since the duty reduction is
temporary, the President could still negotiate a permanent
reduction during the Multilateral Trade Negotiations.

Enactment of this legislation would not involve the
expenditure of funds by his Department.

We have been advised by the Office of Management and
Budget that there would be no objection to the submission
of this report from the standpoint of the Administration's
program.

8incerely, .

d ]

(4
neral¥Counsel
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LEX{CUTIVE GrFlt.: 37 TH. PRESIDENT
OO IEE OF LWL LNIENT AND BUDGES
VATHINGTON, QC. 20y

. June 22, 1976

Honorable Russell Long
chairman, Committee on Finance
Unjited States Senate

2227 New Senate Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

This is in reply to your letter of May 24, 1976,
requesting the views of the Office of Management
and Budget on H.R. 11259, a bill "To lower the
dgtg gn levulose, until the close of June 30,
1978,

FPor reasons set forth in the reports to your
Committee from the Department of Commerce and
the Department of the Treasury, the Office of
Management and Budget would have no objection
to enactment of this legislation.

Sincerely yours,

* James M. Frey

Assistant Director for
Legislative Reference

15048 0-70 -1
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/ GENERAL COUNSEL OF THE

/' UNITED Ifl‘l!‘ ouwmmn OF COMMERCE
Nuu

AUG 11 1978

Honorable Russell B. Long
Chairman, Committee on Finance
United States Senate
"‘.hington. D. C. 20515

Dear Mr, Chairman:

This is in response to your request for the views
of this Department on H.R. 11321, a bill

“To suspend until July 1, 1978, the duty on
certain elbow prostheses if imported for
charitable therapsutic use, or for free
distribution, by certain public or private
non-profit institutions.”

H.R. 11321 would suspend for the period beginning on
the date of enactment and ending on July }, 1978, the
column~-1 duties applicable to imports from countries
atforded most-favored-nation tariff treatment of
externally-powered electric elbow prosthetic devices _°
for juvenile amputees, and parts thereof, if imported
solely for charitable therapeutic use, or dinttibuuon
free of charge, by any public or private nonprotit
institution established for educational, scientific or
therapeutic purposes. H.R. 11321 would amend subpart B
of part 1 of the Appendix to the Tariff Schedules of the
United States (19 U.S.C. 1202) by inserting after item
912,05 the new ftem 912,07 providing for the above suspension
of duty. The column-2 duties applicable to imports of

electric elbow prosthetic devices from other countries would °

not be affected.

The Department's interest in the proposed legislation
arises principally in connection with its administration
of the Bducational, Scientific, and Cultu:a{, Materials

7rg.0® .
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Importation Act of 1966 (Public Law 89-651; 80 Stat. 897),
vhich permits the duty-free entry of certain instruments

and apparatus vhen entered for the scientific or educational
use of nonprofit institutions established for scientific

or educational purposes. We provided comments on H.R. 11321
to the House Ways and Means Committee earlier this year,

and on a predecessor Bill (H.R. 6893) last year; copies of
our previous comments are enclosed for your information.

In susmary, the Department recammended on the most recent
occasion that favorable consideration be given to H.R. 11321
after H.R. 6893 was revised to avoid an undesirable over-
lapping with the statutory scope of P.L. 89-651, and in
accordance with our opinion that the Bill would have no
adverse impact since there was no domestic production of
such devices for juvenile amputees and none was anticipated
for at least two or three years.

During our review of the circumstances as of June 1976,
we learned that development in this area has occurred
earlier than previously estimated., We understand that a
prototype of a child-size electric elbow has reportedly been
perfected by staff members of a university in New York and
the developers have contracted for production of the device
by a domestic manufacturer. We are advised, however, that
sven though the foreign and the new domestic devices have
similar production costs, the developers of the U.8. device
are convinced of its clear technical superiority over the
foreign article, so that the proposal to suspend the duty
on the foreign device is consequently of little or no concern
to them. We also understand that the groups in the United
States herstofore most interested in importing the foreign
article free of duty scheduled testing of the new domestic
device to begin in June 1976, and that the U.8., developers
are confident the tests will result in their definite
preference for the domestic device irrespective of whether
or not duty must be paid on the foreign imports.

In view of these circumstances, the Department of
Commerce has no objection to the enactment of H.R. 11321,
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¥We have been advised by the Office of Management and
Budget that there would be no objection to the submission
of our report to the Congress from the standpoint of the
Mnministration's program,

8incerely,

Vet

® Counsel

Enclosure
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THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON. O C. 30220

JUN 11 1376

Dear Mr. Chairman: .

Reference is made to your request for the views of this Depart-
ment on H.R. 11605, "To suspend for 8 temporary period the rate of duty
on mattress blanks of rubber latex."

The bill would amend subpart B of part | of the Appendix to the
Tariff Schedules of the United States (TSUS) (19 U.8.C. 1202) by insert-
ing & nev item 912.08. H.R. 11605 would reclassify natural fosm rubdber
used for bed mattresses from T5US Item 727.86 to TSUS Item 912.08, until
June 30, 1978. The effect of the reclassification is to permit natural
fosm rubber used in msttresses to enter the United States duty free uatil
Juae 30, 1978. After June 30, 1978, the item would revert to its prescat
T8US classification. Currently this is a 15 perceat rate of duty.

The bill vas introduced because the only United States manufacturing
plant of natural foam rubber burned down in Harch 1975. Consequently,
the manufacturers of mattresses using natural foam rubber must nov import
fosa rubber, mainly from Canada.

The Customs Service anticipates no unusual edministrative difficulties
if the proposed legislation is enacted.
L ]

In viev of the fact that the only United States manufacturing plant
of the product is out of production, the Department would have no objection
to the enactment of the proposed legislation.

The Department vas advised by the Office of Mansgement and Budget
that there vas no objection from the standpoint of the Administration's
program to the submission of & similar report on this bill to the Committes
on Ways and Means.

Sincerely yours,

st ROt

Geaeral Counsel
Rirber s v 0ee g
The Honorable
Russell Long, Chairman
Committee on Finance
United States Senate
Washington, D.C. 20510
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e EXECUTIVE OFFICE OF THE PRESIDENT
Y| OFFICE OF MANAGEMENT AND BUDGET

i

)

el ‘.5’
ﬁ":-,a 4 WASHINGTON, D.C. 20303
June 28, 1976

Honorable Russell Long
Chairman, Committee on Finance
United States Senate

2227 New Senate Office Building
Washington, D. C., 20510

Dear Mr. Chairman:

This is in reply to your letter of May 26, 1976,
requesting the views of the Office of Management
and Budget on H.R. 11605, an Act “To suspend for
a temporary period the rate of duty on mattress
blanks of rubber latex."

For reasons set forth in the reports to your Com-
mittee from the Department of Commerce and the
Department of the Treasury, the Office of Manage-
ment and Budget would have no objection to enact~
ment of this legislation.

Sincerely yours,

Mjh. <}’

James M. Prey
Assistant Director for
Legislative Reference
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DEPARTMENT OF COMMERCE
Washington, 0.C. 20230

f.'\ GENERAL COUNSEL OF THE
)

29 W78

Honorable Russell B, Long
Chairman, Committee on Finance
United States Senate

Washington, D, C. 20510

Dear Mr. Chairman:

This is in response to your request for the views of this Department
on H., R. 11605' an Act

"To suspend for a temporary period the rate of duty on
mattress blanks of rubber latex. '’

If enacted, H. R. 11605 would amend the Tariff Schedules of the
United States (TS'JS) to suspend the duty on mattress blanks of rubber
latex from countries afforded column-1, most-favored-nation treatment
from April 1, 1975 until the close of June 30, 1978, Imports of mattress
blanks of rubber latex are currently dutiable under TSUS item 727. 86 at
the column-1 rate of 15 percent ad valorem. The column-2 rate of duty,
applicable to imports from communist countries except Poland.
Yugoslavia, and Romania, would not be affected by the Act.

The Department of Commerce does not oppose enactment of
H.R. 11605 since there is currently no domestic source of latex mat-
tress blanks, and duty-free entry would help to control the production

‘costs of those mattress manufacturers using this material.

Mattress blanks of rubber latex are used in the manufacture of a
small percentage of the foam-core mattresses produced in the United
States. The majority of the foam-core mattress industry utilizes
synthetic materials. A fire on March 1. 1975, destroyed the last U.S.
plant producing natural foam rubber latex, forcing the small sector of
the foam-core mattress industry using latex blanks to import its needs.
Import data are not available since mattress blanks of rubber latex
are classified in the TSUS under a broader category.

Foam-core mattresses of rubber latex are not directly competitive
with the synthetic variety produced in the United States because they are

@
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generally higher priced and supply a specialized market which demands
the latex product. For this reason there should be no significant effect
on the U,S. mattress industry if the duty on mattress blanks of rubber
latex is temporarily suspended. .

The Department normally bealieves that duty reductions should be
accomplished through trade negotiations to obtain reciprocal concessions
of value to U.S, exporters. In this case, however, it believes the
economic benefits of an immediate unilateral reduction outweigh the
potential reciprocal concessions that might be negotiated. It notes
furthermore that reducing the rate temporarily would retain some negoti-
ating value since the President could negotiate a permanent reduction
during the multilateral trade negotiations.

Enactment of this legislation would not involve the expenditure of
funds by this Department. -

We have been advised by the Office of Management and Budget that

there would be no objection to the submission of this report to the
Congress from the standpoint of the Administration's program,

72 #
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THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASH.NGTON

JUL
The Honorable Russell Long 1 1975
Chairman, Committee on Finance

United States Senate

Washington, D. C. 20510

Dear Mr. Chairman:

Thank you for your letter of May 26, 1976 request.: 4
a report from this Office on H.R. 11605, an Act "To suspend
for a temporary period the rate of duty on mattress blanks
of rubber latex", .
We have reviewed the proposed legislation and have
no objection to its enactment.

The Office of Management and Budget advises that
there is no objection to the presentation of these views
from the standpoint of the Administration's program.

Sincerely, . .
-1 [
S ; N
I B
Prederick B. Dent
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UNITED STATES INTERNATIONAL TRADE

COMMISSTON August 16, 1976

MEMORANDUM TO THE SENATE FINANCE COMMITTEE ON

H.R. 11605, A BILL TO SUSPEXD FOR A 3}-YEAR PERIOD

THE RATE OF DUTY ON MATTRESS BLANKS OF RUBBER

LATEX
Purpose of bill

H.R. 11605, if enacted,would amend the Appendix to the
Tariff Schedules of the United States (TSUS) to provide for the suspen-
sion until March 31, 1978, of the column | rate of duty on

mattress blanks of rubber latex (provided for in item 727.86, part

" 4A, schedule 7). The column 2 rate of duty, which applies to most

Communist-dominated countries (except Yugoslavia, Poland, md Romania)
would not be affected.

Section 2(a) provides that the duty suspension will
take effect on the date of cnactaent of H.R. 11605. Section 2(b) of
the bill provides for the retroactive application of the duty suspen-
sion to entries made after March 31, 1975, upon the request filed
therefor with the customs officer concerned on or before th; ninetieth

day after the date of enactment of the proposed legislation.

Description and uses

{mported mattress blanks of rubber latex are a blend of
synthetic latex and natural rubber. The latex compound is mechanically
whipped and mecterced into a mold. The rubber in the wold is vulcanized,
then the blank is stripped from the mold, washed, dried, and tested for

degree of firmness. Latex ruvber mattress hlanks have a density
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of approximately 4.5 pounds per cubic foot. Fin holes of up to one-fourth
inch in diameter extemd through the blank and make it breathable.
Frequently tapes or fabric strips are put on the edges of the blank

with adhesive prior to shipping. When the mattress blank is received

by the importing firm in the United States, a quilted cover is sewn

to the tapes on the edges of the blank,thus making a complete mattress
which is then inspected, boxed, and shipped to s customer.

The domestically produced, high-density, high-resiliency
polyurethane mattress competes directly with the latex foam mattress
in the market place. 1/ Polyurethane blanks u;ed in domestically produced
mattresses vary in quality. ODensities of polyurethane foam range from
1.2 pounds per cubic foot to 4 pounds per cubic foot,according to the
domestic industry. The high-density, high-resiliency, polyurethane
foam mattress has a density ranging from 3 to 4 pounds per cubic foot.
Rubber latex and polyurethane mattress blanks are generally used in
mattresses for regular snd modulsr beds. There is some disagreesment
between importers of rubber latex mattress blanks and domestic pro-
ducers of high-density, high-resiliency, polyurethane mattress blanks
as to the relative overall quality of the two-blanks. A study by
Consumer Reports (January 1976) indicates that a latex foam mattress
roverts to its original shape faster than a polyurethane mattress

once the surface pressure on the mattress is rcmoved. It is believed

1/ TInnerspring mattrcsses account for approximately 85 percent of
the uattresses sold in the United Statss; foam mattresses, for 15 percent.
A customer desiring a foam mattress, however, would have to choose
either the polyurcthane foam type or the latex foam type.
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however, that the high-density, high-rcsiliency, polyurethane foam
mattress reverts to its original shape about as quickly as a latex
foam mattress when the occupant of the bed moves or turns. Although
some objective observers feel that the-rubber latex mattresses are
slightly superior to the high-density, high-resiliency, polyurethane
mattresses, we have not been sble to determine the relative coi;sunr

preferences for these products.

Tari ff treatment

. Mattress blanks, including those of rubber and of polyurethane,
are currently being classified in item 727.86 of the TSUS with a column 1
duty rate of 1S percent ad valorem and a column 2 rate of 40 percent ‘
ad valoren. [t should be noted that this item is included on the list
of elicible articles under the Generalized System of Preferences (GSP)
and is admissible duty free from those countries which are Designated
Beneficiary Developing Cowntries for purposes of the GSP. 1/

U.S. producers and productions

At the present time there are no producers of latex mattress
blanks in the United States. The single facility that produced blanks
of rubber latex foam, the Sponge Rubber Products Company, situated in
Shelton, Conne;:ticut. was destroyed by fire in March 1975. A new
company, Latex Foam Products, Inc.,is negotiating to buy the equipment

of the Jdestroyed facility and reestablish operations in the Shelton

17 Sec Txecutive Order 11888, Nov. 13, 1975, cffective date Jan. T, 1976,

N4 0-71-18
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area. 'n;& Economic Development Commission of the State of Connecticut has
authorized a loan of $900,000 to Latex Foam Products, Inc.; however,
this firm probably will not go into production for some months, if
in fact it does start to produce. '

With respect to polyurethane producers, 10 domestic chemical
companies produce polyurethane compound,which is sold to sone 40 large
and small firms that pour the foam. Only 15 of these concerns actually
ship high-density polyurethane buns (or at pieces) to domestic mattress

manufacturers. Although the domestic industry estimates that 700 million
pounds of polyurethane foam will be produced in the United States in

1976, only about 49 million pounds will be of the high-density, slab-
stock type that will be used for high-resiliency mattress blanks.
Some 35S firms produce mattresses of polyurethane in the United States,

only 6 or 8 of these produce mattresses of the high-density polyurethane

type.

U.S. imports

Mattress blanks of rubber latex are not reported separately
in the official statistics of the United States. TSUS item 727.8620
(formerly item 727.8080) covers several imported noncotton articles
of bedd.ing. Included under item 727.862 aré mattresses, mattress
blanks, and baby lounge pads. [mports, by value, of all itecs falling

under 727.8620 were as follows:

Value
Year (1,000 dollars)
1 181
1971 <eemeemeecmmmeeenan 332
1972 cccncmcccceecannnn 372
1973 —=ee-emememmemmaene 289
1974 - comemncnn- I 269



2}

PN

259

Information from the Custons Service indicates that rubber
latex mattress blanks are being imported from Canzda. It i ‘

reported that Great Britain is also a potential source.

Price cogati son

Information available to thc United States International Trade
Coamission indicates that twin-size latex foam mattress blanks (5-1/2 x 39-1/2
x 75-1 inches) are being imported with an f.o.b. rforeign port value of
sporoximatelv $30 to $31 per unit, whereas a competing domestically
produced, high-density, high-resiliency, polyurethane mattress._blank

of the same dimensions has a domestic ex;factor)' pricé of about $23
per unit,

Potential fwpact of H.R. i1605
Should H.R. 1\1605 be enacted, importers of latex foam

mattress blanks would realize a saving in duty of approximately $4.50

per unit on each blank imported. Such a saving would permit the latex

foam mattress manufacturer that imported the blank to come nearer to
meeting the prices of manufacturers of high-density polyurethane

and consequently c¢;uld slightly depress the demand for the
domestically produced high-density pol,\'urethape hlanks and mattresses.

Furthemmore, suspension of the duty for .3 vears aight discourage

U.S. manufacturers from reestablis<ing production of foam rubber latex

in the United States.

Potential loss of revenue

Based on estimated imports of rubber latex mattress blanks
in 1973, the potential loss of tariff revenues resulting from the

enactaent of H.R. 11605 would be approximately $10,000 annually.
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July 1, 1976

UNITED STATES INTERNATIONAL
TRADE COMMISSION

MEMORANDUM TO THE COMMITTEE ON PINANCE QF THE
UNTTED STATES SENATE ON R.R. 12254, AN ACT TO
SUSPEND THE DUTIES ON CERTALN BICVCLE PARTS AND
ACCESSORIES UNTIL THE CLOSE OF JUNE 30, 1978,

Purpose of the bill

H.R. 12254, if enacted, would amend the article description for
items 912.05 and 912.10 of the appendix to the Tariff Schedules of
the United States (TSUS) to read as follows (underscored words are
added by the proposed legislation): -

912.05 Generator lighting sets for bicycles and
parts thereof (provided for in item
653.39, part 3F, schedule 6) . . .

912.10 Derailleurs, caliper brakes, drua brakes,
three-speed hubs incorporating coaster
brakes, three-speed hubs not incorporat-
ing coaster brakes, click-twist grips,
click stick levers, multiple freewheel
sprockets, coaster brakes, alloy butted
frame tuhing, frame lugs, alloy cotter-
less crank sets, alloy rims and parts of

all the foregoing (provided for in item
732.36, part 5C, schedule 7) . . . . . . .

This would have the effect of temporarily suspending the duty on the
above-underscored items. Section 1(c) would change the expiration date
for items 912.05 and 912.10 from 12/31/76 to. 6/30/78.

Description and uses

Parts of generator lighting sets for bicycles include a number of
itens, such as headlamps with mounting brackets, taillights, lens and
reflector units, and set screws. Except for coaster brakes, which are
used principally on less expensive bicycles, the other products covered

by H.R. 12254 (alloy butted frame tubing, frame lugs, alloy cotterless

crank sets, alloy rims, and parts of all the foregoing) are all bicycle

parts used on high-priced rultispeed bicycles.
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Tariff treatment

Imported parts of generator lighting sets for bicycles are currently
provided for under TSUS item 653.39 at a column I rate of duty of 19
percent ad valorem and a8 column 2 rate of 45 percent ad valorem. This
item is included on the list of eligible articles for purposes of
the Generalized System of Preferences (GSP) 1/, and imports thereunder
are duty free from those couﬁzr;es which are Designated Beneficiary
Dovéloping Countries. Coaster brakes, alloy butted frame tubing,
frame lugs, alloy cotterless crank sets, alloy rims, and most parts of all
the foregoing, are currently provided for under TSUS >tem 732,36 at
; column l‘rlto of 15 percent ad valorem and a"colu-n 2 rate of 30 .
percent ad valoream. Imports under item 732.36 are not included on
the list of eligible articles for purposes of the GSP.

U.S. production

Trade sources indicate that there is currently no domestic pro-
duction of parts of generator lighting sets for bicycles, or of coaster
brakes, alloy butted frame tubing, frame lugs, alloy cotterless crank
sets, alloy rims, and parts of all the foregoing. As to those products
currently included under TSUS items 912.05 and 912.10, the rates of
duty for which have been suspended since January 13, 1971, there con-
tinues to be no domestic production, except for derailleurs. In June
1974, a domestic firm began production of derailleurs at its Illinois
facility. An official of that company stated that in 1975 the fimm
produced 140,000 deraillcurs, and projected that the firm would produce

2 million derailleurs in 1976. llowever, while this official indicated

that his company's derailleurs were of good quality and would improve

1/ See Exccutive Order 11888, November 24, 1975, effective date
January 1, 1976.

-
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in quality in the future, there is some question as to whether the
domestically produced derailleurs arc presently of sufficient quality
to satisfy all domestic users.
U.S. imports

Imports of parts of generator lighting sets for bicycles, coaster
brakes, alloy butted frame tubing, alloy cotterless crank sets, alloy
rims, and parts of all the foregoing are not sepurately reported in
the official statistics of the United States. Imports of generator
lighting sots for bicycles are provided for under a "basket" pro-
vision (653.3950) covering parts of illuminating articles of base
motal, other than brass. Similarly, imports of coaster brakes, alloy
butted frame tubing, frame lugs, alloy cotterless crank sets, alloy
rims, and parts of all the foregoing, are provided for under a
"basket" provision (732.3670) covering certain parts of bicycles,
not provided for elsewhere in the tariff schedules. The following
tabulation-shous the value of imports entered under TSUSA items

653.3950 and 732.3670 for 1971-7S.

Item 653. 3950 Item 732.3670

Tmports (31,000) Imports ($1,000)
1971 -ccccwncacn e 4,275 12,275
1972--cceucen- v 7,245 23,833
1973-eccccmcnns 7,220 . 29,831
1974-ccccennnan 6,634 48,076
1975---cceeue-- 5,669 18,861

West Germany, France, and Japan, which in the aggregate accounted
for about one-fifth of the total imports under item 653.3950 in
1975, are the principal suppliers of parts for generator lighting

sets for bicycles; however, probably only a small part of the total
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imports from these countries consisted of such parts. Japan,
Mexico, West Germany, France, and [taly have been the principal
sources of imports under item 732.3670, accounting for about 80
percent of the total value imported in 1975, Imports under this
classification consist of s wide rango of bicycle parts, including
those parts listed in H.R. 15254 It is belioved that imports of
coaster brakes, alloy butted frame tubing, frame lugs, alloy cotter-
less crank sets, alloy rims, and parts of all ‘the foregoing,
accounted for an appreciable portion of the total value of imports
under item 732.3670.

The following tabulation shows the value of duty-free imports froa
1971 through 1975 under item 912.0500, generator lighting sets for
bicycles; 912.1010, three-speed hubs whether or not incorporating
coaster brakes; and 912.1020, derailleurs, caliper brakes, drum
brakes, click twist grips, click stick levers, and multiple free

wheel sprockets for 1971-75.

Item 912.0500 ITtem 912.1010 Item 912.1020

InErts]!! ;0002 Imports($1,000) Imports (§1,000)
1971--vcceve-- 1,068 2,638 11,784
1972+-vcceeee 4,954 8,358 36,159
1973--ccveu- - 5,263 12,378 58,997
1974<cccceues 2,962 9,137 73,040
1975-=-evcu- - 1,53 2,111 17,766

in 1975, Japan and liong Kong were the principal supplicers of
imports under item 912.0500, accounting for about 61 percent; Japan
was the principal source of imports under item 912.1010, accounting
for 88 percent of the total; and Japan, again, was the leading supplier

of imports under item 912.1020, accounting for 78 percent of the total,
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S
Prance was the sccond most important supplier under the latter

classification, accounting for 10 percent of total imports in 1975,

Potential loss of revenue

Based on imports in 1975, it is estimated that the potential loss
of revenue resulting from enactment of H.R. 12254 would be approximately

$1.25 million annually. ce s
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OEPARTMENT OF COMMERCE
Washngton, D.C. 20230

/ .'\ GENERAL COUNSEL OF THE
)

AUG 16 W18

Honorable Russell B. Long
Chairman, Committee on Pinance
United gtates Senate
'.'hinqtonl p. C., 20810

Dear Mr, Chaimman;

This is in reply to your request for the views of
this Department on H,R, 12254, an Act

"To suspend the duties on certain bicycle
parts and accessories until the close
of June 30, 1978,"

If enacted H.,R, 12254 would extend from the close
of December 31, 1976 until the close of June 30, 1976
existing suspension of the column-1l duties, which are
accorded imports from countries receiving most-
favored-nation tariff treatment, on generator
lighting sets and certain specified parts for bicycles.
The Act would also add parts of generator lighting
sets and coaster brakes, alloy butted frame tubing,
frame lugs, alloy cotterless crank sets, alloy rims,
and parts of the foregoing to the specified parts
presently covered by the temporary duty-free
treatment,

The Department of Commerce favors the enactment of
H.R. 12254, The continued duty-free importation of the
parts and accessories covered in the proposed legislation
is important to U.8, producers of finished bicycles in
preserving their competitiveness against imported bicycles
because, but for a small quantity of derailleur components,
none of the parts and accessories covered in the proposed
legic\latiob is manufactured in the United States.

@
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In the absence of the duty suspensions, imports of
generator lighting sets would be subject to a duty of
19 percent ad valorem and the parts to a duty of
15 percent ad valorem. The duty suspensions were
tirst introduced In 1971 in order to help domestic
bicycle manufacturers compete with growing imports of
complete foreign-made bicycles. Domestic manufacturers
have taken a number of steps to increase their
froduction and to improve their competitive position,

ncluding investments in new mchinog. U.8. bicycle
production, which relies heavily on the importation
of duty-free parts, rose from 6.5 million units in
1971 to 10.0 million units in 1973 and 10.1 million
units in 1974, but decreased sharply to 5.6 million
units in 1978, Production is expected to increase
to 7.4 million units in 1976,

During this period, with boom conditions in the
domestic bicycle market, imports of bicycles as a
share of the U.8. market rose from 26 percent
(2,3 million units) in 1971 to 37 percent (5.2 million
units) in 1972, However, from this high level the
imports=-to-consumption ratio dropped steadily to less
than 24 percent (1.7 million units) in 1973 and is
expected to decline to less than 20 percent in 1976.

Purther, in connection with maintaining the
compatitiveness of domestic bicycle manufacturers, it
should be noted that the great bulk of imported
bicycles is subject to rates substantially lower than
those of the parts covered by the duty suspensions.

The two most popular import categories, accounting for
75 and 20 percent of the total quantity of bicycle
imports, are currently dutiable at 5.5 percent

ad valorem (TSUS item 732.18) and 1l percent ad valorem
TTsUS Item 732.12), respectively.

With the exception of derailleurs, the Department is
unaware of any domestic production of generator
lighting sets and the specified parts for bicycles.
According to information obtained by the Department,
there is a U.S. manufacturer of four of the normally
seven parts of derailleurs used by domestic bicycle
manufacturers. The production of this manufacturer,
vhich was started in 1975, supplies parts for about
4 percent of the requirements for derailleur components
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in domestically produced bicycles. Until 1975, U.S8.
bicycle manufacturers historically depended on imports
for virtually 100 percent of their derailleur
component requirements. Major U.S. manufacturers

state that reestablishing the 15 percent ad valorem
duty on derailleurs would increase by 5 or 6 psrcent
the consumer J::'Lcc of bicycles with derailleurs. It is
our opinion t such an increase at this time would
cause U.S. manufacturers to lose a major portion of the
domestic market to import competition.

Until such time as domestic sources can produce
adequate supplies of complete derailleurs to more
nuu{ replace those historically imported, we feel
that it is in the overall interest of the U.8. industry
for the duty suspension on derailleurs to be continued
faor the short period provided in the Act.

In the event this legislation were enacted, it
would have no impact on the revenues to, or the
administrative costs of, this Department.

We have been advised by the Office of Management

and Budgot that there would be no objection to the
submission of this report from the standpoint of the

Administration's program.
8incerely, / %
GQ[ unse ’
O



