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DOUBLE TAXATION OF CERTAIN TOBACCO PRODUCTS

JvuN 16 (legislative daty, MARCH 30), 1964.-Ordered to be printed

Mr. BYRD of Virginia, from the Committee on Finance, submitted
the following

REPORT
[To accompany H.R. 8268]

The Committee on Finance, to whom was referred the bill (H.R.
8268) to prevent double taxation in the case of certain tobacco
products exported and returned unchanged to the United States for
deliveryy to a manufacturer's bonded factory, having considered the
same, report favorably thereon without amen(ldment andrecoInmme nd
that itho bill do pass.

PURPOSE

This bill would prevent double taxation in the case of certain
tobacco products exported and returned unchanged to the United
States for delivery to a manufacturer's bonded( factory.

GENTERA L STATEMElNT

H.R. 8268 would eliminate a tax inequity in connection with the
imiiiportation into tho United States for reprocessing of certain (lo-
mcstically produced tobacco Iroducts and cigarette papers and tubes
which have been previously exported.
Under existing law, when tobacco products, which have beer, ox-

ported without payment of internal revenue tax imposed by section
5701 of the Internal Revenue Code of 1954, are returned unchanged
to the United States, they are dutiable under item 804.00 of tlhe 'lariff
Schedules of the United States. Under this provision, in lieu of the
regular duty, duty equal to the internal revenue tax imposed by
section 5701 is collected when the tobacco products are released from
customs. In some cases, these tobacco products are returned to the
manufacturer's internal revenue bonded factory for further processing.
Upon subsequent removal (after reprocessing) of the tobacco products
from the internal revenue bonded factory for domestic use or con-
sumption, the manufacturer pays the internal revenue tax imposed
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by section 5701, and thus a tax is in effect paid twice on tlhe same
tobacco products.

This bill would alleviate this inequitable situation. The bill
amends headnote 2 to subpart A of part 1 of schedule 8 of the tariff
schedules and section 5704 of the Internal Revenue Code of 1954.
Under the amendments, tobacco products and cigarette papers and
tubes previously exported and otherwise subject to duty may be re-
leased from Customs' custody without payment of the duty attribut-
able to the internal revenue tax, for delivery to a manufacturer of
such articles in accordance with such regulations and under such
bond as the Secretary of te'l Treasury or his delegate shall prescribe.
lThe effect would be to eliminate the first of the two taxes described
in the preceding paragraph. Of course, when the reprocessed tobacco
products are removed from the bonded factory the full excise tax is
then collected.

DEPARTMENTAL REPORTS

T'he Departments of Treasury, anl State, as well as the Bureau
of tile 3Budget, have no objection to this legislation. lhe report
from the Departlment of Conmmnerce recommending enactment follows:

GENERAL C(OUNSEL, OF1 TrIfEDIE)PA1RTMIENT OF CNOMMEIRCE,
IWatshington,n) ,J.,une 15, 1964.

lion. -ARRIY F. BYRI,
Chalirman, Committee on Fiinance,
U.S. Senate, Washington, D.C.

DEIA)I MAn. CHAIRMAN: Thi is in response to your request for
the views of this Department with regard to I.R. 8268, an act to
prevenlt.double taxation ill tile case of certain tobacco products
exported( and returned unchanged to the United States for delivery
to a bonded factory.

II.R. 8268 amendl(s hea(dnote 2 to subl))art A of I)art 1
oft schedule

8 of tlhe Tariff Schedules of the Unite(l States by inserting a p)aragra)ph
providing that, "tobacco )plodlucts and cigarette l)apers and tubes
cl1assifial)le un(ler such item may be released from customs custody,
without payment of that. part of tlie dlty attributable to tlie internal
r''evnue tax, for ret,llurn to internal revenue bond as provi(led by
section 5704(e) of tile Internal Revenue Code of 1954.

Section 5704 of the Internal Revenue Code of 1954 (relating to
exemption from tobacco tax) is also amendlc to accord in the code
for treatyent providedd by the above amendment to tlhe Tariff Sehed-
iles of tile United States SSpecifically, that part of tlio duty attribut-
lble to tlei internal revenue tax ne1d not be paid on tolbcc() pro(lucts
and cigarette papers and tubes classifiable under item 804.00 in the
new schedules (relating to duty on certain articles p)re\iously exported
andill returned).

This departmentt favors tile purpose of H11.R. 8268, 'Tle act would
provide that domestically manufactured tobacco products be subject
only once to payment of tlhe internal revenue tax when they are
exported and returned unchanged to the Unit(ed States for delivery
to at manufacturer's bonded factory, provided that such products
otherwise conform to the regulations set forth by tile Bureau of
Customs and the Internal Revenue Service. Tlhe proposed legisla-
tion would effectuate this purpose by amending thle tlaiff statutes
now in effect and by identifying the point at which the tobacco prod-
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ucts in bond are transferred from Customs custody to the custody
of the Internal Revenue Service. It is the understanding of this
Department that enactment of IHR. 8268 would impose no particular
administrative difficulties upon the Department of the Treasury.
The Department of Commerce therefore recomnnends the enactment

of H.R. 8268.
We have been advised by the Bureau of the Budget that there

would be no objection to the submission of this report from the stand-
point of the administration's program.

Sincerely,
ROBERT E. GILES, General counsel .

CHANGES IN EXISTING LAW

In compliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill are shown
as follows (existing law proposed to be omitted is enclosed in black
brackets; new material is printed in italic; existing law in which noo

change is proposed is shown in roman):
SECTION 5704 OF THE INTERNAL REVENUE CODE OF 1954
SEC. 5704. EXEMPTION FROM TAX.

(a) TOBACCO PRODUCTS FURNISHED FOR EMPILOYEEI', UsI, OIR EX-
PERlIMENTAL PUIRroES.-Tobacco products may be furnished by a
manufacturer of such products, without payment of tax, for use or

consumption by employees or for experimental purposes, in such
quantities, and in such manner ias the Secretary or his delegate shall
by regulation proscribe.

(1)) T.OnACCO PRODUCTS AND CIGAItREmI'IPAPERS AN1) TUmI.:
'IRANSIFERREID OR RIEMOVEI) IN B1ONI) 1FROM DOMEISTIC FACTORIE1ES
AND EXIOIRT WAREHtIOUSES.--A manufacturer or export warehouse
proprietor may transfer tobacco products and cigarette papers and
tubes, without payment of tax, to the bonded promises of another
manufact'urer or export warehouse proprietor, or 'remove sulCh articles,
without payment of tax, for shipment to a foreign country, Puerto
Rico, the Virgin Islands, or a possession of the United States, or for
consumption beyond the jurisdiction of the internal revenue laws of
the United States; and manufacturers 1may similarly remove such
articles for use of the IUnited States; in accordance with such regula-
tions and undller such bonds as the Secretary or his delegate shall
prescribe.

(C) 'PTOACCO 'IMATERElIAILS SHIIPEDIOl)ELIVEREI) IN BOND.---A
dealer in tobacco materials or a manufacturer of tobacco l)rodulcts may
ship or deliver tobacco materials, without payment of tax, to another
such dealer or manufacturers, or to a foreign country, Puerto Rico, the
Virgin Islands, or a possession of the United States; or, in the case of
tobacco stems and waste only, to any person for use by him is fer-
tilizer or insecticide or in thel production of fertilizer, insecticide, or
nicotine; in accordance with such regulations and under such bonds
as the Secretary or his delegate shall prescribe.

(d) TOBACCO PRODUCTS, CIGARETTE PAPERS AND TUBES, AND
TOBACCO MATERIALS RELEASED IN BOND FROM CUSTOMS CUSTODY.--
Tobacco products, cigarette papers and tubes, and tobacco materials,
imported or brought into the United States, may be released from
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customs custody, without payment of tax, for delivery to a manu-
facturer of tobacco products or cigarette papers and tubes and such
tobacco materials may be similarly released for delivery to a dealer
in tobacco materials, in accordance with such regulations and under
such bond as the Secretary or his delegate shall prescribe,

(e) TOBACCO PRODUCTS AND CIGARETTE PAPERS AND TUBES Ex-
PORTED AND RIETURNED.-Tobacco products and cigarette papers and
tubes classifiable under item 804.00 of title I of the Tariff Act of 1980
(relating to duty on certain articles previously exported and returned) may
be released from customs custody, without payment of that part of the
duty attributable to the internal-revenue tax, for delivery to a manu-.facturer of tobacco products or cigarette papers and tubes, in accordance
with such regulations aul under such bond as the Secretary or his delegate
shall prescribe. Upon such release such products, papers, and tubes shall
be subject to this chapter as if they had not been exported or otherwise
removedlfrom internal-revenue bond.



INSq'ANT COFFEE

CIIANGEAS IN EXISTING LAW

in cOlmpliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill are
shown as follows (existing 1aw proposed to be omitted is enclosed in
black brackets; new Imattor is printed in italic; existing law in which
no change is proposed is shown in roman):

TITLE I OF THE TARIFF ACT OF 1930
TARIFF SCHIEDULES OF THE UNITED STATES

SCIEDULE, 1. ANrTMAL AND VEGE:TABLE IPRODUCTS
PART 11. Coffee, Tea, Mate, and Spices

Rates of duty
Item Articles

1 ___ 2

160.10

160.20

160.20

PART II.-COvI'EE. TEA, MATE, AND SPICES
SUBPART A-COFFE AND COFFEE SUIISTITUTES, TEA, MATE

Subpart A hoadnotes:
1. The rates of duty specified in Items 160.10, 160.20, [and

160.21,1 I60.Sl, and 160.SS, shall not apply to nny product
imported into Puerto Rico upon which a duty is Imposod
under the authority of sootion 310 of tils Act.

2, All Immediate containers in wrappings, and all inter-
mediate containers, of ten (Item 160.60) in packages of less
than 6 pounds, not, oech are dutiable at the rates applicable
to such containers annd wrappings if imported nml)ty.

3. Pursuant to 21 U.S.O. 41 the importation of impuro tea
is prohilbited, except ns provided for In part 60 of schedule 8.

Coffee, oruldo, roasted, or ground, whether or not the cnafelno
has boon removed.. . .....---------....----- .

Coffee extracts, ossonce., and concentrates (Including soluble
or Instant coffeeo)- ., ..------------------.------

If products of Cuba . ......-------------.---.---.---.---
Coffee extracts, essences, and concentrates (incltdnll soluble or

instant coffee):
Solub!e or ilstalt coffee (conltaling no adllmixtulre of sugar,

ctreal, or other a(litive)..-.. ------.. ....

Other. --..- ...-- ..-------- ------------...----------..-

IJproducts of Cuba ...................................

Froo

3¢ or lb.
2.4)per lb,(s)

FJree
3f per lb.
£..f. per lb.(s)

Frco

3f per 1b. I
Free
S8, per lb.

0

4

[
160.£0
16f0. 1
160. et

9.869604064

Table: Part 1.--Articles Exported and Returned
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