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85TH CONGRESS } SENATE { REPORT
9d Session , No. 2165

SUBSTITUTION FOR DRAWBACK PURPOSES

Avaust 4, 1958.-—~Ordered to be printed

Mr. Byrp, from the Committee on Finance, submitted the following

REPORT

[To accompany H. R. 9919]

The Committee on Finance, to whom was referred the bill (H. R.
9919) to amend the Tariff Act of 1930 to extend the privilege of sub-
stitution for the purposes of obtaining drawback upon reexportation
to all classes of merchandise, and for other purposes, having con-
sidered the same, report favorably thereon, without amendment and
recommend that the bill do pass.

The purpose of H. R. 9919 is to amend the customs drawback law
by making applicable with respect to drawback of duties on all com-
modities the ‘“‘substitute’” provision contained in section 313 (b) of the
Tariff Act of 1930, as amended, which is now applicable to drawback
of duty on sugar, metal, ore-containing metal, flaxseed or linseed oil,
and printing paper, coated or uncoated.

GENERAL STATEMENT

, At the present time, under section 313 of the Tariff Act of 1930, as
emended, drawback of duties paid on imported merchandise used in
the United States in the manufacture or production of articles which
are exported is allowed in two general situations: (1) When the im-
ported merchandise actually appears in the exported article, and
(2) when the exported article is made wholly or in part from domestic
merchandise of the same kind and quality as the imported duty-paid
merchandise which the manufacturer of the exported article has used
within a specified period, i. e., on a so-called “substitution” basis,
Tho privilege of substitution is limited under the existing section
313 (b) to_sugar, metal, ore containing metal, flaxseed or linseed,
flaxseed or lingeed oil, and coated or uncoated printing papers, H. R,
9919, would amend section 313 (b) of the Tariff Act of 1930 to extend
the privilege of substitution to all classes of merchandise used in the
manufacture or production of articles for exportation,
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2 SUBSTITUTION FOR DRAWBACK PURPOSES

- The specific provisions of the Tariff Act of 1930, as amended, which
are pertinent and which will be helpful in further explaining the
changes which would be made by H. R. 9919, are as follows: :

Section 313 (a) of the Tariff Act of 1930 provides, with certain
exceptions not here relevant, for ‘““drawback’’ or refund of 99 percent
of the duties paid on imported merchandise used in the manufacture
or production of articles exported from the United States. Section
313 (h) provides that drawbacks of duty are allowable only if the
“drawback products” are exported within 5 years after importation
of the merchandise on which drawback is claimed. Sections 313 (a)
and (h) constitute the general provisions relating to drawback of
duties on account of exportation of products made from dutiable
merchandise; under these provisions, drawbacks of duty are allowable
only if the imported merchandise on which drawback of duty is
claimed has actually been used in the production of the exported
articles. However, section 313 (b) makes special provision for draw-
back of duties on sugar, metal, ore containing metal, flaxseed or
linseed oil, and coated or uncoated printing paper. This section pro-
vides for drawback of 99 percent of the duties paid on imports of the
named materials where domestic materials of the same kind and

uality have been substituted for imported materials in the produc-
tion of the exported articles concerned. In order for drawback of
duties to be allowed under section 313 (b), both domestic and im-
ported merchandise of the kinds named must have been used in further
manufacture within 3 years after the receipt of the imported merchan-
dise by the manufacturer of the exported articles. This is in addition
to the requirement under section 313 (h), a Ylicable to all imported
merchandise, that drawbacks are only paya% e if the exportation to
which the particular drawback claim relates has occurred within 5
yeg(xl's of the importation of the merchandise on which the duties were

aid.

d The payment of drawbacks is desi%ned to relieve domestic processors
and fabricators of imported dutiable merchandise, in competing for
export markets, of the disadvantages which the duties on the imported
merchandise would otherwise impose upon them. Such relief for
processors and fabricators has long been regarded as a concomitant
of the tariff system. Provision for drawback of duties paid on im-
ported merchandise used in the production of exported articles has,
accordingly, been a feature of United States tariff legislation for a
long time.

'I%he substitution provision was first introduced in the Tariff Act of
1930. It was designed to relieve processors and fabricators of prod-
ucts made from these materials of the difficulty and expense of
specifically identifying the imported materials that had been used in
tge production of exported products in order to establish eligibility
for drawback. In support of the provisions as originally enacted in
the 1930 act, it was pointed out that sugar refiners and processors of
nonferrous metal ores frequently use raw materials of both foreign
and domestic origin and that only with great inconvenience and
expense could these processors conduct their operations in such a way:
as to separately identify that part of their output contrining imported
materials and the actual amounts so used. From time to time since
the original substitution provision was added to the drawback section
in the gl‘ariff Act of 1930, other articles have been included in the list
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-of articles on which substitution is permitted. The original provision
for nonferrous metals and ore containing nonferrous metals was
‘broadened to extend to all metals; flaxseed and linseed oil was added;
snd finally, printing paper, coated or uncoated, was added.

The favorable reports from the Departments of Commerce, Treasury
-and State, Bureau of the Budget, and the analysis made by the United
States Tariff Commission are printed below:

THE SECRETARY OF COMMERCE,
May 6, 19568.
Hon. HarrY F. Byrp,
Chairman, Commitlee on Finance,
United States Senate, Washington, D. C.

Dear MR, CrairMAN: This is in reply to Iwiour request of March 3,
1958, for the views of this Department with respect to H. R. 9919,
a bill to amend the Tariff Act of 1930 to extend the privilege of substi-
tution for the purpose of obtaining drawback upon reexportation to all
classes of merchandise and for other purposes.

We understand that the privilege of substitution provided for in
section 313 (b) of the Tariff Act of 1930 only for sugar and nonferrous
metals, and since extended to flaxseed and printing paper, has oper-
ated satisfactorily for that brief list of imports. Since that subsection
limits the granting of drawback on imported materials to those ‘“‘of the
same kind and quality’ as those used by United States manufacturers
in producing for export, the Customs Service has found it possible to -
develop a procedure which is admistrable. At the same time, this
provision has relieved domestic manufacturers of articles for export
from the necessity of maintaining precise identification of the above-
imported materials in order to obtain the drawback of the duty paid.

After a quarter of & century of operations, the desirability of this
t};]rpe of legislation has proved itself. We therefore believe it desirable
that the substitution privilege be extended to those additional im-
ported materials which may be used in processing for exports. Since
the proposed legislation contains the same statutory test as has been
employed in the past, it should not cause problems of a more difficult
character than those encountered by the Customs in the operation of
the present law.

The Department therefore favors enactment of H. R. 9919.

We have been advised by the Bureau of the Budget that it would
interpose no objection to tﬁe submission of this report to your com-
mittee.

Sincerely yours,
. SiNcLAIR WEBEKS,
Secretary of Commerce.

OFFICE OF THE SECRETARY OF THE TREASURY,
Washington, April 29, 1958.
Hon, Harry F. Byrp,
Chairman, Commattee on Finance,
United States Senate, Washington, D. C.
My Duar MR. CralrMAN: Reference is made to your request of

March 3, 1958, for a statement of the views of this Department on
H. R. 9919, a bill to amend the Tariff Act of 1930 to extend the privi-
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lege of substitution for the purposé of obtaining drawback upon re-
exportation to all classes of merchandise, and for other purposes,

The proFosed legislation would extend to all commodities the
privilege of substitution for the purpose of obtaining -drawback of
duties upon reexportation,

This Department does not believe any unusual administrative
difficulties would arise if the proposed legislation is enacted.

The Department has been advised by the Bureau of the Budget
that there is no objection to the submission of this report to your
commlb\tf,ee. l

ery truly yours, -
A. Girmore Frugss,
Acting Secretary of the Treasury,

DEPARTMENT OF STATE,
. April 14, 1958.
Hon. Harry F. Byrp,
Chairman, Committee on Finance,
United States Senate.

‘DeAR SeENATOR Byrp: In further reply to your letter of March 3,
1958, which was acknowledged by my letter of March 5, 1958, the
following report is submitted on H. R. 9919, a bill to amend the Tariff
Act of 1930 to extend the privilege of substitution for the purpose of
obtaining drawback upon reexportation to all classes of merchandise,
and for other purposes.

The Department of State strongly supports extension of the
substitution-for-drawback provision of the Tariff Act as a method of
facilitating increased international trade to the direct benefit of im-
porters, exporters, and producers in the United States and foreign
countries, The precise recommendation of the executive branch on
this matter is contained in section 106 of the customs administrative
bills currently before the House Committee on Ways and Means
(H. R. 9424 and H. R. 9425). However, we believe the provisions of
H. R. 9919 would be a satisfactory substitute for section 106 of H. R.
941‘{4 and H. R. 9425 from the standpoint of United States foreign
policy.

The Department has no comment on the administrative aspects of
H. R. 9919, which fall within the responsibility of the Department of
the Treasury.

The Department has been informed by the Bureau of the Budget
that there is no objection to the submission of this report.

Sincerely yours, -
WirLiam B. MAcoumBER, Jr.,
Assistant Secretary
(For the Secretary of State).
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Execurive OFFICE OF THE PRESIDENT,
Bureavu oF THE BUDGET,
: . Washington, D, C., April 25, 1958,
Hon. Harry F. Byrp,
Chairman, Commitlee on Finance,
United States Senate, Washington, D. C.

My Dear MR. CHAIRMAN: Thisis in reply to your letter of March 3,
1958, requesting a report on H, R. 9919, a bill to amend the Tariff Act
of 1930 to extend the privilege of substitution for the purpose of
obtaining drawback upon reexportation to all classes of merchandise,
and for other purposes.

Extension of the substitution-for-drawback privilege would relieve
additional domestic manufacturers of the difficulty and expense of
specifically identifying imported merchandise incorporated in articles
for export through all stages of production in order to obtain the draw-
back of duty. Therefore, the Bureau of the Budget favors the enact-
ment of legislation extending this privilege to as many classes of
merchandise as is consistent with efficient and effective customs

administration. .

- Since the Treasury Department, in-a separate report to your com-
mittee, states that it does not believe any unusual administrative
~ difficulties would arise if the proposed legislation were enacted, we
recommend that favorable consideration be given to H. R. 9919,
Sincerely yours,
. Painuip S. HucHEs,
Acting Assistant Director of Legislative Reference.

Unitep StAaTES TARIFF COMMISSION,
Washington, February 4, 1958.

MEemoranNDUM FOR THE CoMmitTEE ON WAys anpD MEans, House
or RepreEsENTATIVES, ON H. R. 9919, 85TH CoNGRESS, A BILL To
AMEND THE TARIFF Act oF 1930 70 ExTEND THE PRIVILEGE OF
SUBSTITUTION FOR THE PURPOSE OF OBTAINING DRAWBACK UpoON
RepxpouTATION TO ALL CrLAssEs oF MERCHANDISE, AND FOR
OTHER PURPOSES

H. R. 9919 would, if enacted, liberalize the customs drawback law
by making applicable with respect to drawback of duty on all commodi-
ties the ‘“substitution” provision contained in section 313 (b) of the
Tariff Act of 1930, as amended, which is now applicable to drawback
of duty on sugar, metal, ore containing metal, flaxseed or linseed oil,
and printing paper, coated or uncoated.

Section 313 (a) of the Tariff Act of 1930 provides for drawback or
refund of 99 percent of the duties paid on imported merchandise used
in the manufacture or production of articles exported from the
United States, except that 1.0 drawback is allowed of duties paid on
imEorted wheat used in the production of exported flour or byproducts.
(This latter provision needs no explanation in this report.)

+ Section 313 (h) provides that drawbacks of duty are allowable only
if the drawback products are exported within 5 years after importation
of the merchamﬁse on which drawback is claimed.
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Sections 813 (a) and (h) constitute the general provisions relating
to drawback of duties on account of exportation of products made
from dutiable merchandise; under these provisions, drawbacks of dut
are allowable only if the imported merchandise on which drawbac
of duty is claimed has actually been used in the production of the
exported articles, However, section 313 (b) makes special provision
for drawback of duties on the articles mentioned above. This section
provides for drawback of 99 percent of the duties paid on imports
of the named materials where domestic materials o{’ the same kind
and quality have been substituted for imported materials in the
production of the exported articles concerned. . In order for drawback
of duties to be allowed under section 313 (b), both domestic and
imported merchandise of the kinds named must have been used in
further manufacture within 3 years after the receipt of the imported
merchandise by the manufacturer of the exported articles. This is
in addition to the requirement under section 313 (h) applicable to all
imported merchandise, that drawbacks are only payable if the expor-
tation to which the particular drawback claim relates has occurred
within 5 years of the importation of the merchandiss on which the
duties were paid.

The payment of drawbacks is designed to relieve domestic processors
and fabricators of imported dutiable merchandise, in competing for
export markets, of the disadvantages which the duties on the imported
merchandise would otherwise impose upon them. Such relief for
processors and fabricators has long been regarded as a concomitant
of the tariff system, Provision for drawback of duties paid on im-
ported merchandise used in the production of exported articles has,
accordingly, been a feature of United States tariff legislation for a
long time.

The substitution provision was first introduced in the Tariff Act of
1930. It was designed to relieve processors and fabricators of products
made from these materials of the difficulty and expense of specifically
identifying the imported materials that had been used in the produc-
tion of exported products in order to establish eligibility for drawback.
In support of the provision as originally enacted in the 1930 act, it was
pointed out that sugar refiners and processors of nonferrous metal
ores frequently use raw materials of both foreign and domestic origin
and that only with great inconvenience and expense could these

rocessors conduct their operations in such a way as to separately
identify that part of their output containing imported materials and
the actual amounts so used.

From time to time since the original substitution provision was
added to the drawback section in the Tariff Act of 1930, other articles
have been included in the list of articles on which substitution is
permitted. The original provision for nonferrous metals and ore
containing nonferrous metals was broadened to extend to all metals;
flaxseed and linseed oil was added; and finally, printing paper, coated
or uncoated was, added. :

As indicated in the opening paragraph of this memorandum, the
bill under consideration would, by amendment of sec&jl?n 313 (b)
make the substitution provision applicable as regards drawbacks of
duties on imported merchandise generally. "

It was urged before the Senate Finance Committee when it was
considering revision of the Tariff Act in 1929 that the substitution
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provision be made general rather than confined to sugar, nonférrous
metals, and ores containing such metals. . The committee, however,
reported to the Senate that. the substitution privilege was peculiarly
adapted to these products and that the committee did not believe
that it was .sound or advisable to make the provision applicable
generally, The committee concluded, however, that ‘‘the adminins-
tration of the Erovision in the case of sugar and nonferrous metal will
demonstrate the practicability of making the privilege general at a
future date.” As has been previously indicated, thereghas been a
broadening of the original provision on several occasions.

It would appear that the special reason which caused the insertion
in the Tariff Act of 1930 of the substitution provision with respect to
drawbacks of duty on sugar, nonferrous metals, and ores containin
nonferrous metals, and the several additions to this provision whic
have been made over the years since 1930, would not apply in the
case of many other types of merchandise, especially fabricated articles.
The Tariff Commission has not made an exhaustive study of the opera-
tion of the drawback system in practice as would enable it to deter-
mine whether the generalization of the substitution provision to cover
all commodities would be desirable and practicable. As the Treasury
Department has developed rather elaborate regulations regarding
procedures to be followed in establishing claims for drawbacks under
the substitution provision, that department should be in a much better
position than the Commission to explain the probable effects of such
generalization, or of broadening the application of the substitution
provision, so as to cover additional specific commodities. In any
case, the committee will undoubtedly be securing information from
the Treasury Department regarding H. R. 9919.

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 matter is printed in italics; existing law in which no
change is proposed is shown in roman):

* ok * * . * *
SEC. 313. DRAWBACK AND REFUNDS.
(a) * * *
* * » * * * *

(b) SusstiTuTiON FOR DRAWBACK PUurroses.—If impoited duty-
paid [sugar, or metal, or ore containing metal, or flaxseed or linseed,
or flaxseed or linseed oil, or printing papers, coated or uncoated,]
merchandise and duty-free or domestic merchandise of the same kind
and quality are used in the manufacture or production of articles
within a period not to exceed three years from the receipt of such
imported merchandise by the manufacturer or producer of such arti-
cles, there shall be allowed upon the exportation of any such articles,
notwithstanding the fact that none of the imported merchandise may
actually have been used in the manufacture or production of the ex-
ported articles, an amount of drawback equal -to that which would
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have been allowable had the [sugar, or metal, or ore containing metal;
or flaxseed or linseed, or flaxseed or linseed oil, or printing papers,
coated or uncoated,] merchandise used' therein been imported; but
the total amount of drawback allowed upon the exportation of such
articles, together with the total amount of drawback allowed in: re-
spect of such imported merchandise under any other provision of
law, shall not exceed 99 per centum of the duty paid on such imported
merchandise. o



