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TIME FOR TAXING TIRES AND TUBES

TUESDAY, JUNE 21, 1966

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:15 a.m., in room 2221,

New:d.Sennte Office Building, Senator Russell B. Long (chairman)
residing.

P Present; Senators Long, Smathers, Anderson, Douglas, Williams,

Carlson, and Curtis.

‘Also present: T'om Vail, chief counsel.

The Cuairman. This hearing will come to order.

This hearing was called to give interested parties an opportunity
to let the committes know their views on H.R. 318. H.R. 318 relates
to the time for imposing the Federal excise on tires and tubes delivered
by manufacturers to their own retail outlet. Under present law the tax
is imposed on the sale of the product, but for the manufacturer-retailer
this bill would accelerate the time for taxpayments to the time of
delivery.

The House bill is substantially identical to S. 895, introduced last
year by the Senator from Illinois, Mr. Douglas. 1 recall the Senate
a;gﬁeed to the text of S. 895 as an amendment to last year’s excise tax
bill, but it was left out in conference.

The Treasury Department has submitted a report in opposition to
H.R. 318, indicating that the tax advantage to incfependent tire dealers
is not large, and that the bill would introduce new administrative
and compliance problems to the excise tax structure.

Without objection a copy of H.R. 318, together with the Treasury
report, will be made part of the record at this time.

(H.R. 318 and the Treasury report referred to follow:)

{H.R. 318, 89th Cong., 1st sess.}
AN ACT To amend section 4071 of the Internal Revenue Code of 1054

Be it enacled by the Senale and House of Representalives o{ the Uniled Stoles of
America in Congress assembled, That (a) section 4071 of the Internal Revenue
Code of 19564 (relating to tax on tires and inner tubes) is amended by redesignating
subsections (b) andn%o) a8 (o) and (d) and by inserting after subsection (a) the
following new subsection: :

“(b) SpeciaL RuLE ror MaNUrAcTURBRS WHO SBLL AT ReTAIL—Under
regulations presoribed by the Secretary or his delegate, if the manufacturer,
producer, or importer of any tire of inner tube delivers such tire or tube to a retail
store or retail outlet of such manufacturer, produoer, or importer, he shall be
liable for tax under subsection (a) in respect of such tire or tube in the same
manner as if it had beeh sold at the time it was delivered to such retail store or
outlet. - This subsection shall not apply to an article in respect to which tax has
been fmposed by subsection (8). Subsection (a) shall not apply to an article in
respect of which tax has been impcsed by this subsection.” .. o
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(b) The amendments made by subsection (a) shall take effect on the first day
of the first calendar quarter which begins more than 20 days after the date on
which this Act is enacted.

SEc. 2. Section 4226 of the Internal Revenue Code of 1954 (relating to floor
:pocks taxes) is amended by adding at the end thereof the following now subsec-

ion:

“{e) Tax oN CERTAIN Tires anNp TuBes.—On any tire or inner tube which,
on the first day of the first calendar quarter which begins more than 20 days after
the date of the enactment of this subsection, is held at a retail store or retail
outlet of the manufacturer, producer, or importer of such tire or tube, he shall be
liable for tax under section 4071(a) in the same manner as if such tire or inner
tube had been sold by him on such first day. This subsection shall not apply to
an article in respect of which tax has been imposed by section 4071 of the Internal
Revenue Code of 1954. Such section 4071 shall not apply to an article in respect
of which tax has been imposed by this subsection.”

Passed the House of Il()epresentatives October 7, 1965.

Attest:

Rarpe R. ROBERTS,
Clerk,

ExeEcumive OFFICE OF THE PRESIDENT,
Burgeau oF THE BUDGET,
Washington, D.C., April 1, 1966
Hon. RusserLn B. Lonag,
Chairman, Committee on Finance,
U.S. Senate, Washington, D.C.

.. DEAR MR. CHAIRMAN: This is in response to Chairman Byrd’s letter of October
12, 1965, requesting the views of the Bureau of the Budget on H.R. 318, a bill
“To amend section 4071 of the Internal Revenue Code of 1954.” .

The Treasury Department, in a report being made to your Committee on this
bill, opposes its enactment for the reasons stated therein.

The Bureau of the Budget concurs with the views contained in that report,
and op;S)oses the enactment of H.R. 318.

incerely yours,
Wicrrep H. RoMMmEL,
Acting Assistant Director for Legislative Reference.

TrREASURY DEPARTMENT,
Washington, D.C., April &, 1966.
Hon. Russent B. Long,
U.8. Senate,
Washington, D.C.

Dear MR. CHAIRMAN: This is in response to_the request of your Committee
for the views of the Treasury Department on H.R. 318, “An ACT To amend
section 4071 of the Internal Revenue Code of 1954.” The bill would revise the
time of imposition of the excise tax on tires and tubes sold by the manufacturers
through their own retail outlets. 1) . i} .

H.R. 318 is identical with an amendment added to the Excisc Tax Reduction
Act of 1965 on the Senate Floor. This amendment was eliminated in conference.

The excise taxes on tires of 10, or 5, cents a pound,! and on inner tubes of 10
cents a pound, are imposed under present law on the sale of the products by the
manufacturer or importer. Thus, tire and tube manufacturers selling through
their own retail outlets need not pay excise tax on the products until they are
sold at retail, since this represents the first sale by the manufacturer. On the
other hand, independent wholesalers and retailers must purchase tax-paid tires
and tubes. Under the present tax rates, between 10 and 15 percent of an inde-
pendent dealer’s tire inventory will generally represent the excise tax.

To equalize this situation, .1.R. 318 would make manufacturers or importers
who sell tires and tubes of their own manufacture (or importation) through
their own retail stores or retail outlets liable for tax upon the delivery of the

roducts to the stores or outlets, rather than upon their sale at the stores or outlets.

he bill also would impose floor stocks taxes on tires and tubes held by manu-
facturers, producers, or importers in their retail stores or retail outlets on the
effective date of the bill.

t There is also a tax of 1 cent a pound on ‘““laminated”’ tires.



TIME FOR TAXING TIRES AND TUBES 3

The cost disadvantage to independent tire dealers under the present excise tax
treatment is normally limited to the interest and insurance costs of carrying the
portion of their inventory consisting of the excise tax. We have been informed
by the tire manufacturers that, under their credit terms, independent tire dealers
on the average pay for their tires 86 days after receiving them and sell them 95
days after receipt. Thus, for the bulk of the period the independent dealer has a
tire in inventory, he will not have borne the cost of the excise tax. At most, he
will have been required to absorb an interest (through loss of a discount) and in-
surance cost attributable to such tax. At six percent, the interest attributable to
the excise1 tax on the average passenger car tire of between $2 and $2.50 is 1} cents

er montlh.
P The relatively small and stable portion of the replacement tire business accounted
for by sales through manufacturers’ stores further minimizes the significance of
any ‘tax disadvantages of independent distributors. Slightly less than 8 percent
of unit sales of replacement tires was through tire manufacturers’ stores in 1959-60.
This is virtually unchanged from the ratio in 1955 and is less than the 10.3 percent
so distributed in the period 1934-38.2

There are administrative and compliance advantages to retaining the Present
method of basing tax liability on the sale of the taxable articles. A ‘‘sale’’ has a
legal meaning long refined by law and usage. It is a transaction which all pro-
ducers and distributors use for their own accounting purposes. In contrast,
H.R. 318 would introduce new concepts and criteria which are not clear as to
their meaning and which could be exceedingly troublesome in implementation.

H.R. 318 would impose tax on tires and tubes when the manufacturer “‘delivers”
them to his ‘“retail store or retail outiet.”” Both of these concepts are new in the
excise tax area and could lead to difficult interpretative and compliance problems.
For example, to avoid circumvention of the tax, rules would have to be provided
to cover situations where the manufacturer delivers the tires and tubes to a storage
facility next to or close by his retail outlet. Moreover, rules would have to be
developed for classifying outlets thut sell both at wholesale and retail as either
wholesale or retail outlets.

The Treasury De(Fartment does not believe that the relatively minor disad-
vantages to independent wholesalers and retaiiers that may result from the present
tax provisions justify the administrative and compliance problems that would
result from the totally new tax approach containea in H.R. 318. Moreover, if
adjustments are made in the administration of a particular tax to accommodate
to special circumstances within an industry, it can be expected that similar re-
quests would soon be made with respect to other taxes and other industries. This
could only lead to further complexity in an excise tax structure that has already
been criticized for its complications.

For the reasons set forth above, the Treasury Department opposes the enact~
ment of H.R. 318.

The Bureau of the Budget has advised the Treasury Department that there is
no objection from the standpoint of the Administration’s program to the presen-
tation of this report. :

Sincerely yours,
STaANLEY S. SURREY,
Assistant Secretary.

The Cuarrman. Our first witness this morning is Mr. Lawrence M.
Stone, tax legislative counsel, U.S. Treasury Department.
Will you proceed, Mr. Stone.

STATEMENT OF LAWRENCE M. STONE, TAX LEGISLATIVE COUN-
SEL OF THE U.S. TREASURY DEPARTMENT

Mr. Stong. Thank you, Mr. Chairman.

We appreciate your mnvitation to present the views of the Treasury
Department on H.R. 318. This bill relates to the Eomt at which the
excise tax on tires and tubes is to be imposed when they are sold by the
manufacturers through their own retail outlets.

3¢ Dual Distribution in the Automotive Tire Industry-1959,” Hearings before a Subcommittee of the
8elect Committoe on Small Business, United States Senate, 86th Cong., Part 1, pages 366-367. The 195960
data were presented by T. G. MacGowan, Director, Advance Planning Division, Firestone Tiro & Rubber

Company, at the annual meoti% of the Rubber Manufacturers Association, New York City, November 16,
1981, Data wero prepared by Warren W, Leigh, Dean of Business Administration, University of Akron,
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The rate of the excise tax on tires and tubes varies depending on
the type of article involved. Tires of the type used on highway ve-
hicles are subject to a tax of 10 cents per pouncf. For most other tires,
the rgte is 5 cents per pound, while for inner tubes it is 10 cents per
pound.

Under present law, the tax is imposed on the manufacturer at the
time he first sells the tire or tube. Thus, if the manufacturer sells
tires and tubes to an independent wholesaler or retailer, the tax
attaches at the time of this sale with the result that the price to the
independent dealer will in almost all cases include the tax. On the
other hand, when a manufacturer sells tires and tubes through his own
retail outlet, the tax does not attach until the retail sale is made—
this being the first sale by the manufacturer.

It is estimated that between 10 and 15 percent of an ind¢pendent
dealer’s tire inventory will represent the excise tax. The propcuents
of H.R. 318 contend that having to carry the excise tax 1mposss an
unfair burden on the independent tire dealer as compared to the case
of & manufacturer selling tires through his own retail outlet.

To equalize this situation, H.R. 318 would make manufacturers,
or importers, who sell tires and tubes through their own retail stores
liable for tax upon the delivery of the products to the stores, rather
than upon the later retail sale by the stores. The bill also would
impose floor stocks taxes on tires and tubes held by manufacturers,
p}ll'o%\;lclers, or importers in their retail stores on the effective date of
the .

The cost disadvantage to independent tire dealers under the present
excise tax treatment is normally limited to the interest and insurance
costs of carrying the portion of their inventory consisting of the
excise tax. e have been informed by the tire manufacturers that,
under their credit terms, independent tire dealers on the average pay
for their tires 86 days after receiving them and sell most of them 95
da};l?‘s after receipt.

'hus, for the bulk of the period the independent dealer has a tire in
inventory, he will not have borne the cost of the excise tax. At most,
he will have been required to absorb an interest, through loss of a
discount, and insurance cost attributable to such tax. At 6 percent,
the interest attributable to the $2 to $2.50 excise tax on the average
passenger car tire is 114 cents per month.

In the opinion of the Treasury Department, there are adminis-
trative and compliance advantages to retaining the present method
of basing tax liability on the sale of the taxable articles. A “‘sale”
has a legal meaning long defined by law and usage. It is a transaction
which all producers and distributors use for their own accounting
purposes. In contrast, H.R. 318 would introduce new concepts and
criteria which are not clear as to their meaning and which could be
exceedingly troublesome in implementation.

For example, to avoid circumvention of the tax, rules would have
to be provided to cover situations where the manufacturer delivers
the tires and tubes to a storage facility next to or close by his retail
outlet. Moreover, rules would have to be developed for classifying
outlets that sell both at wholesale and retail as either wholesale or
retail outlets.

The Treasury Department does not believe that the relatively
minor disadvantages to independent wholesalers and retailers that
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may result from the {)res'en‘b tax provisions justify the administration
and compliance problems that would result from the totally new tax
aprrouch contained in H.R. 318, o
For the reasons set forth above, the Treasury Department opposes
the enactment of H.R. 318. Our views have been set forth in more
de!;li‘tlil inka report submitted to your committee on April 5 of this year.
180 ou.

SenatoryANDmusow. I take it you sre strongly opposed to the bill?

Mr. Stonn. I would not say—we oppose the bill. I would not use
any word such as “strongly,” or “violently.” . .

Senator ANDERSON. Are you for it, or against it, or neutral? v

Mr. Stone: We are against it. But it 13 not a matter of life and
death—is all T want to add. ‘ e

Senator WiLniams. How much revenue is involved in this?

Mr. StoNe. We could get that figure. We seem to have a disagree-
ment with the industry as to what the exact figures are.

Senator ANpDERsON. What is your estimate? -

Mr. StoNE. Somewhere in the order of $5 to $10 million or less.

Are you asking about the floor stock tax? Yes. :

Senator WiLLiams. The industry estimates about $12% million, is
that right?

‘Mi. SToNE. Yes. And we arelower.. Wa are lowar than $5 million
as a matter of fact. We cannot seem to find the discrepancy yet.

Senator ANpERsSON. Thank you very much. ;

Mr. Burger. '

Will you proceed, sir?

STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT OF THE
NATIONAL FEDERATION OF INDEPENDENT BUSINESS, WASH-
INGTON, D.C.

Mr. Burcer. I am George J. Burger, vice president, National
Federation of Independent %usinws. I appreciate this chance to
testify before you in favor of H.R. 318, legislation which has been
approved in mandate vote among our more than 215,000 members
in smaller, independent business and the professions, located in all
50 States.

H.R. 318 is a good bill, one that deserves your approval and enact-
ment by the Congress this year. It seeks only equal justice under the
law for inde%endent businessmen who stock and sell automobile tires
and inner tubes.

As you know, these independent businessmen are now subject to a
competitive discrimination in that the law requires that they main-
tain continuing, sizable investments in prepaid Federal excise taxes
on their stocks of tires and tubes, while the same law exempts from
this burden the tire manufacturer-owned-and-operated retail stores
with which they must compete.

H.R. 318 would do no more than put both types of sellers on the
same taxpaying and tax-burden basis.

I will not burden you by repeating all the convincing arguments in
favor of this bill. { have testified on similar legislation more than
12 times since 1947. Members of Congress and their committees
have studied it time and again, and have approved it.

65-282—60—2
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Tor instaice, I have un file a letter from the congressional Joint
Committee on Interns! Revenue Taxation (1953) in which there is
agreement that the cause of tax equality would be served by an
amendment identical in aim with that of I{R. 318.

To verify that statement, Mr. Chairman, I am reading in the
xliecord2 a telegram from our head office at San Mateo, Calif., dated

une 20:

In a letter dated to you August 6, 1955, Colin Stam, former staff chief of the
Congressional Joint Committee on Internal Revenue Taxation stated with re-
ference to the tire excise tax—‘‘There is certainly much merit in your contention
that the present provision discriminates against independent tire dealers since in
their case the tax is paid before they receive the tire, and presumably included in
the price charged, while where the manufactnrers sell the tires in a retail store,
the taxable sale does not occur until the tires are sold at retail.”

Mr. Chairman, I want to add there—1I have had 56 years’ experience
in the rubber tire industry, the bulk of that time, owning and operating
an independent establishment, and have a wide acquaintanceship
with tire dealers in the principal cities in 50 States and this is the first
time that I have heard that the tive manufacturers sell the retail
stores. It is my understanding those stocks are on consignment—I
just want to correct that—where the dexzler has to buy them.

The House Committee on Wea.ys and Means, during the 87th Con-
gress, studied and approved unsnimously, a bill identical with H.R.
318. The House approved this bill.

Your own Finance Committee studied and approved a similar
measure during the forepart of 1965, and attempted to secure its
enactment as an amendment to a House-originated tax measure.
The House, however, balked, and asked that the Senate wait for it to
send over a bill on the subject. In this connection, the following
discussion, reported on page 13574 of the Congressional Record of
June 17, 1965, is of interest:

Mr. Lonag of Louisiana. With regard to the particular amendment relating
to manufactured tires in the hands of independent dealers, in my judgment it was
a very meritorious amendment. The objection on the part of the House managers
was not that they did not consider the amendment meritorious. Their objection
was that they had sent a bill to the Senate several times to that effect and the
Senate had not acted on it. Due to pride of authorship, Members of the House
thought that those who had labored so hard in the vineygrd, should get some
credit for it, rather than put this provision in the bill as 'a Senate amendment.
I hope we can have action on this issue at this session. The Senator from Illinois
(Mr. Douglas) was the sponsor of the amendment.

Mr. Douaras. Mr. President, I have no pride of authorship, even though the
House apparently has. If the House will send us the bill again, so it ean take
credit for it, I will gladly support it.

. Mr. Lona of Louisiana. It was a good piece of legislation, and should be agreed

0.
Mr. Dovuagras. If the only way to get good legislation enacted is by the Houge
getting credit for it, I am in favor of having the House get credit for it. If this
is the only way we can make progress, I am willing to conform to that rule.

Mr. Lona of Louisiana. That is & most generous attitude and it is characteristic
of the Senator from Illinois. * * * T hope the Senator from Illinois will join the
author of the measure in the House so that he may at least have the distinetion of
being co-author of the measure. All the House has to do is say ‘“Yes,” and it
would be law some time next week.
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Well, gentlemen, while it is not “next week,”” but ‘“next year,”
the House has said ‘“Yes.” Mr. Jennings, author of H.R. 318, in
his report on the favorable action of the House Ways and Means
Committee, 89th Congress, 1st session, stated:

In the case of tire and inner tube manufacturers, or importers, maintaining
their own retail stores or retail outlets, this means that no tax is imposed until-
the manufacturer makes a sale at retail; i.e., to the consumer. As a result, where
a manufacturer has his own retail store, this means that no tax is paid on his retail
inventory. With manufacturers who maintain large retail stores, carrying several
hundred different types of tires in stock, the tax-free status of this inventory
represents an important factor. On the other hand, the independent tire dealer,
because the sale by the manufacturer, producer, or importer oceurred prior to,
or at the time of his acquisition of the tires and tubes, can have only tax-paid
inventory. With the present tax rates of 10 cents a pound on highway tires and
on inner tubes, information available suggest that independent tire dealers may
have as much as 15 Eer cent of their inventory investment tied up in these taxes,
an investment which their competitors, the tire manufacturers, with their own
retail outlets, need not make. In addition to the large investment, tied up in
inventory, the independent tire dealers, because of this higher inventory cost,
also is faced with larger insurance costs with respect to this inventory.

This bill removes this competitive discrimination.

You have promised favorable action. The time for that action is
now.

I thank you.

Mr. Chairman, to support my statement, on May 13, 1963, T had
aletter from the staff director of the Senate Small Business Committee,
which I would like to have put in the record also.

Senator ANDERSON. Without objection, that will be done.

(The letter referred to follows:)

U.S. SENATE,

SeLeEcT COMMITTEE ON SMALL BUSINESS,
May 13, 1963.
Mr. GEORGE J. BURGER,
Vice President, National Federalion of Independent Business,
Washington, D.C.
DEeAar GEOrRGE: Pursuant to the request in your letter of May 10, I am enclosing
a copy of our 1953 committee print entitled ‘‘Problems of Independent Rubber
Tire Dealers,” on page 5 of which there is a table on company stores. Our latest
information on company stores of tire manufacturers for 1961 is as follows:
Goodyear, 699; Firestone, 784; Goodrich, 604; General, 164; and U.S. Rubber,
166. I am also enclosing three copies of the recent committee report on SBIC’s.
Wish best withes. '
Sincerely yours, .
Lewis G. Opoowm, Jr.,
Staff Director and General Counsel.

Mr. BurGer. Now I am quoting from the Gasoline Retailer,
March 2, 1966, New York:

U.S. Royal Tire opened seventeen new stores from coast to coast last year,
known as Multiline Stores, the new outlets stock in addition to tires, home
appliances, bicycles, T-V, auto accessories, and sporting goods.

From the Gasoline Retailer of December 15, 1965:

J. J. Creamer has been promoted to the newly-created position of manager,
retail stores, Eastern System, General Tire and Rubber Company. The promotion
was necessitated by the expansion of general retail markets, the firm reports.
J. W. Coffey will continue as retail store manager in the western area.
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From ithe Gasolirie Retailer; May 18, 1966 .. i .

General Tire arit. Rubbér: Comipaiiy 'plans four stores ard’ sefvice statiohs in
Buffalo. General'lire & Rubber Company, tire division, has built four'new stores
in car service centers in the Buffalo area in the last four years, according to Morgan
J. Morgan, President, General Tire Division. Formal opening took place re-
cently for General’s tourth Buffalo district storé and service store at 3593 Dela-
ware Avehue: The unit has six bays.’ -Sinée the four proposed new centers
hav}:a not been selected, bt they will probably be in the suburbs, ahd cost $250,000
each. o o ' o o

From Goshen, Ind., October 1965: . o

Goodyear is just putting in ahothéi:idpmpany-owx\ed store in a city of 15,000,
and I bet you apything vhey will have lower prices, than we distributors.

Now, here is a 'copy of an ad from the St. Louis Post-Dispatch,
June 27, 1965 - R o

Goodyear. : This week’ service.' Bearings repacked, front wheels, 33 cents.
Brakes adjusted, any car, 25 cents,. - k o :

“Senator ANDERSON. 1. am almost tempted to ask where that was.

Mr. BurGEr. Mr. Chairman, I hold in front of me a picture from
a trade publication. - “Partial stocks of 6,000 tires stocked at the
General Service Center.” I wrote the dealer in Los Angeles on April 5.
I asked him was he awave of the fact that as an independent he had

t least $6,000, $12,000, or. $20,000 tied up in excise tax in advance.

o answer from the letter. Draw your own conclusion. S

Senator ANDERsoN. Off the record.. '

(Discussion off the record.) -

Senator WiLLiaMs. You may proceed. | ‘ ‘ ,

Mr. Burger. As I said, my experience as an independent in the
rubber tire industry, as dealer, dates back beginning 1909, and con-
tinuing in -aétivity in my own business up until the late thirties.
And during that time, in 1923, 1924, and 1925, I was selected as
sp(()ikesnmn for the tire déalers all over the Nation. Again in 1929
and 1930. . . N : W :

In 1935 I was drafted -into the present Tire Dealers Association
and continued in that activity up until January 1941. So my ac-
quaintanceship with the basic problems of the competitive condition
of these company-owned stores, and what the,dealers face—whether
it be in Wilmington, Del., or Chicago, Ill., or Jacksonville, Fla., or
Miami, Fla.—the competition that the dealers face; the. ruthless
competition, from the company-owned stores, there is no end of it.

You may hear testimony as to the activities, the increasing ac-
tivities of these tire manufacturers in the retail field. I am bringing
to the attention of the Chair many of these ‘exa.m%les because I be-
lieve that the two dominating influences in the rubber tire industry
is both Goodyear and Firestone, because of their size.” " - ,

Here are just copies of ads that appeared, of Goodyear, during the
past 7 months in-the Washington Star.: - o a
. “‘Eleven Friendly Stores in this district,’” This is in January.
February 2, theie 15 another one, Service Stores. “Eleven Friendly
Stores here to serve you.,” .= = . ... : S .

Now, wait, I have a good one here for you. Here is one, they could
not wait for the George Washington birthday sale, big ad, Washington
Star. “The event being celebrated at 11 Washington area Good-
year stores. Sorry, George, we couldn’t hold this sale.”” They
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wanted to. jump ahead of all“the other stores in thu-district on- the
Washington Birthday sale.- ~ ~ ~ .~ b ot T
I have one more from Virginia. -They are announcing to the public
they are opening more stores in that area. EEPEP o
ow, Senator Williams, to your credit, you have been very much
interested in seeing that fheﬂ‘(%vernmen@ ets proper income in taxes
‘from all soturees. I am quoting from a release of the Department of
Defense: P T ,
Additional rcport shows one hundred firms werg,awaxded 68.9 percent of all
military Government’s ‘lét by the Government diiring ‘the fiscal year 1964 to
June 1965. The net value of all military and space hardware purchases amounted
to $24,177,000,000. The tire companies amongst the hundred firms benefiting
from these large expenditures are listed as follows: o
Number 13 on the list, General Tire & Rubber Company, $302 million,
Number 43 on the list, Goodyear, $82 million. Number 86, Firestone, $28
million, ) o L S
Now, in view of the increased earnings of these companies reported
‘in financial - papers ‘this year, you -would think" they ‘would come
voluntarily and make in gratitude to the Glovérnment, to take up
their tax burden in the same manner as these independent tire dealers
companies. ' R
Now, you may hear testimony about the gap from the time the
dealer gets the tires, and by the time he sells them-—some 40, 50, 60,
70, or 80 days. But they fail to tell you that any responsible tire
dealer, any efficient tire dealer, must muintain adequate stock of
tires on which that tax is being sustained. =~
So there was a survey made by the Burger Tire Consultant Service—
I am not the owner of it—I represent them here in Washington—in
December of 1965. And the question was presented to the subscribers
of their magazine, which is devoted exclusively to the best interests
of the independents. And the responses came from North Hollywood,
Calif., another place in California, Galesburg, Ill., Ann Arbor, Mich.,
Winona, Minn., Joplin, Mo., St. Louis, Mo., Clifton, N.J., Carlsbad,
N. Mex., Kingston, N.Y., and Rochester, N.Y. ., .
I would like to have this filed in the record of the hearing, Mr.
Chairman. , IR
-Senator WiLriams. It will be made a part of the record.
(The document referred to follows:)

SURrVEY oF INDEPENDENT TIRE Mnitcruz:xy]sf

(Conducted by: Burger Tire Consultant Service 25¢ West 57th Strect
New York, N.Y. 10019) .

SUBJECT: COMPETITIVE EFFECTS FROM TAX-FREE INVENTORIES HELD IN TIRE
MANUFACTURERS COMPANY-OWNED RETAIL STORES

HERe’S A CHANCE To ScoRE: ANSWER THESE QUEsTIONS ON Excisg Taxes

Action to put you on equal terms with C-O stores, insofar as the collection of tire
excise taxes is concerned . . . That’s what Congress can do next January. The
House of Representatives has acted already. hat the Senate does with the
House-passed bill is up 4o us, in large measure. You can help with the facts
needed to pound home the BTCS case by giving George Burger the information
he'll need 1 these questions. B

1. Your average tax investment. On the average how much money do you
have tied down in prepaid federal excise taxes on your tire-tube inventory?

2. Where this money comes from. If you have funds tied down in prepaid
federal excise taxes, have you found it necessary to go outside your business for
the money?
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3. Company-owned stores and excises. Some tire makers say that C-O stores
sell so few tires that the fact they carry stocks excise tax-free doesn’t give them any
advantage over competing independent dealers. Is this true of false?

4. Discounting the tab for excises. Tire makers say, too, that their terms of
billing allow dealers to sell the tires before the tax is collected, therefore dealers
suffer no disadvantage in competition with tax-free C-O’s. Is this true or false?

5. Where is this money taken from? What area of business promotion, ex-
pansion suffers as a result of the moneP' you have tied down in excises? Adver-
tising? Hiring? New equipment, building, etc?

The source will be held in confidence.

INDEPENDENT TIRE DEALERS’ RESPONSE
Response
No. Hollywood, California—12/15-65
(1) $10,000.00
(2) Yes.
(3) False.
(4) False.
(5) I have less money for ‘‘all promotions.”
Additional comment . . .
““Also necessary to charge subs tax on excise tax—also county taxes on inventory
include excise tax. Depletes gross profit percentages.”

Response
Atascadero, California—1/21/66
(1) $1445.44 plus recap rubber
(2) Yes.
53) False.
g) False.

(5)
Additional comment . . .
“Each year in the past the general rule is a drop in cxcise tax for each tred
design you have in new tires. The dealer takes an absolute loss on this as it is
unlawful to charge the amount of excise tax he paid the previous year.”

Response
Bensenville, Illinois—12/15/65
Sl) $6.500.00
2) Yes.
(3) False.
(4) False.
(5) Leaves me less money for ‘“expansion, equipment, salaries.”
Additional comments . . .
“When we sell tax exermapt organizations it sometimes takes 4 to 6 months to
get the tax credit from rubber company. We are waiting since June of 65 for
$78.00 from the City of Chicago.”

Response
Urbana, Illinois-—12/13/66
(1) $2.500.00
(2) Yes.
(3) False.
(4) False.
(5) I have less money for “advertising & new equipment.’

Response
Ann Arbor, Michigan——
(1) $5,000.00
(2) Yes.
(3) False.
(4) False. . .
(5) T have less money for “‘advertising—hiring.”
Additional comments . . . .
“PDon’t forget the ‘red tape’ involved in addition to above—when many sales
are made to tax exempt units: schools, churches, cities, counties. Very burden-
some without compensation.”
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Response
Winona, Minnesota—12/18/65
él) $40,000.00
2) Yes.
(3) False.
24) False.
5) I have less money for ‘new equipment.”
Additional comments . . .
“Many tires become obsolete and are never sold, or remain in inventory in-
definitely.”

Response
Joplin, Missouri—12/15/65
1) $1,400.00 plus
2) Yes.
3) False.
(4) False.
(5) I have less money for ‘“‘adv. needed equipment.”’

Additional comments . . .

“If tire company owned stores scll so few tires why don’t they close them?
They claim they need them for distribution. , . . We have to borrow money
to keep up to date. . . . Due to large inventory required with so many sizcs
and types it is impossible to turn stock over fast enough to collect nearly all of
excise we must advance.”

Response
St. Louis, Missouri—12/13/65
(1 $1,500.00
5] No.

(4) False.
(5) 1 have less money for “misc uses.”

Additional comments . . .

“i don’t know why the tirc manufacturcr is yelling. We dealers have paid it
for years. ‘They are in the same business. When tires leave their district branch
for delivery to their stores for retail or resale it is hard to believe they don’t know
right from wrong.”

Response
St. Louis, Missouri—12/13/65
(1) $17,000.00
(2) Yes.
(3) False.
(4) False.
(5) I have less money for ‘‘operation of business.”

Response
Clifton, New Jersey—12/14/65
(1) $4,000.00
2) Yes.
(3) False.
(4) False.
(5) I have less money for “advertising.”

Response
Car]sbads New Mexico—12/16/65
(1) %10,000.00 plus
(2) Yes.
(3) False.
(4) False.
(5) 1 have less money for “operating my business.”

Response
Kingston, New York—
q) $5,000.00
(2) Yes, at times.
(3) False.
(4a) False.
(5) I have less money for “all phases,”
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Additional comments . . .
“Not only should there be an equitable basis on levying the tax—the company-
owned stores should not be permitted to compete with independents.” '

Response
Rochester, New York—12/15/65
(1) $1404.43
(2) Yes.

(4) False. R '
(5) I have less money for ‘‘expansion.”’
Additional comments . . .
“We feel that the fact that company owned stores do not pay the federal tax

is an unfair advantage.”

Response
Canton, Ohio—
gl) $3,500.00
2) Yes.
(3) False.
(4) False.
(56) I have less money for ‘“‘everything.”

Response o
Wiikes-Barre, Pennsylvania—12/31/65
(1) $6,000.00 to $7,000.00.

(5) I have less money for working capital,

Response

Butler, Pa.—12/13/65
1) $11,500.00.

2) Yes, .

(3) 1009% False.

(4) False.

(5) I have less money for “‘expansion’’.
Additional comments . . .
“It is not a fair deal to we independent dealers,”

Response
Austin, Texas—12/14/65
(1} '$11,000.00.
(2) Yes.
(3) False. 4
(4) False. )
(5) I have less money for “hiring and equipment.”’

Response
Renton, Washinglon—12/20/65
(1) $6,000.00.
(2) Yes.
(3) False.
(4) False.
(5) I have less money for “‘expansion.”’
Additional comments . .
“Also at a disadvantage over company-owned stores inasmuch as we pay tax
on cost of inventory (which includes excise tax cost).”

Response
(é) Tax on an average of $150,000.00 tire stock.
(8) False.
§4) False.
5) I have less money for ‘“bank account.”

Additional comments . . .

“74 is true {0 a point, all tax should be removed. If it is to continue the list or
our cost invoice price should be all in one figure and not scparate. The trouble in
keeping them scparate is more costly than the investment.”
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Mr. Burcer. Now, boiling down to the final proposition. I am
reading from a dealer’s news, published by the National Tire Dealers
Association, dated October 18, 1965:

The House passed H.R. 318, the bill that provides for the payment of excise
taxes by company-owned stores at the time of delivery rather than at the time
of the sale. TDRA first pointed out this problem in 1955, when the association
testified in favor of equalizing tax treatment before the House Ways and Means
Committee. NTDA has supported the philosolphy of equal tax treatment before
congressional committees many times since. In discussing in the past the pro-
posed legislation with rubber company officials, NTD RA learned that the effective
change would be one of merely bookkeeping procedure for the manufacturers.
Several companies told NTDRA that they have already been paying the tax at
the time of delivery anyway.

Now, Senator Douglas, I have in my hand a cop{r of a letter dated
March 2, 1962 from NTDRA, which in part I will quote, to a very

rominent, courageous, independent tire dealer, in Lincoln, Ill., who
as since ]l):;tssed away, God rest his soul.

Mr. L. D. Clapper, Lincoln, Il

In regards to the bill which is to require the rubber companies to pay the
excise tax, we testified on this in 1953, made quite a point of it in 1955, and have
been informed that since that time Firestone is now paying the excise tax, just
like the independent tire dealers. Goodyear Tire & Rubber Co. phoned us 3
years ago, and said if this problem was important to us, they would be willing
to do the same thing, and pointed out what we are talking about is merely a
matter of putting more money into their service stores instead of less money,
and that they were willing to do if we wanted to do it.

Mr. Chairman, this completes my statement. And I say in all
fairness, all we are asking for is equal justice under the tax law.

Senator Wirriams. Thank you, Mr. Burger. Do you have any
questions, Senator Douglas?

Senator Doucgras. Yes.

Isn’t it true in the past the House would pass a bill putting this
provision into effect, and the Senate would not pass it? The Senate
would pass a bill and the House would not pass 1t?

Mr. Burger. Exactly. I read that in my statement.

Senator Douaras. You would be engaged in a process of battledore
and shuttlecock, with the two Houses not moving, each House moving
separately, but not agreeing with the other.

Mr. BurGcer. Yes, sir.

Senator Douaras. So what you are saying now is, accept the
House bill?

Mr. Burger. Exactly. To your credit, Senator Douglas, you
were one of the ones I quoted.

Senator Douaras. I have felt this way for a long time. I am
disappointed that the Treasury takes a different point of view on
the technical definition of a sale. The adoption of the Treasury
point of view would give to a concern which is integrated so far as
marketing is concerned a very real advantage over separate distri-
bution systems. And I think carried out logically, it would have to
further the integration of marketing under contro{ of manufacturing,
which T do not regard on the whole as a benefit to the country. I
would like to see an independent distributing system.

I am deeply disappointed in the Treasury’s position, which I think
is technically not in the national interest.

Mr. Burger. Mr. Chairman, I overlooked one very important
document.

05-252—66——3
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This is dated June 15, 1966, Bernard Singer, Inc., Albany Avenue
extension at East Chester Street, Kingston, N.Y. ‘

I would like that letter to be put in the record, Mr. Chairman.

Senator WiLLiams. It will be put in the record.

(The letter referred to follows:)

BERNIE SBINGER, INnc.,
Kingston, N.Y., June 15, 1966
GEORGE BURGER,
Washington Building,
Washington, D.C.

Dear MRr. BurGeR; I understand that there is some legislation pending to
climinate the inequities now existing in the tire tax program, and I would like to
offer my experiences in this matter if it would help end the diserimination now
being practised against the independent dealer.

When the tax was increased during the Kennedy administration I objeceted
strongly to the additiona! imposition placed on dealers such as myself while the
stores operated by tire manufacturers remained as they had been—still free of
paying the tax until the product had been sold. I delivered the check to some
internal revenue agents at the Albany, New York office and turned it over under
protest, after I was informed that if I failed to do so my bank account would be
attached and my funds tied up for an indefinite period. This, you know, would
have created quite a hardship for a business that has no large bank balance and
must rely on regular and rapid turnover to keep operating.

These samne agents admitted the unfairness of the law that forced the inde-
pendent to tie up considerable monies while the company stores have the great
competitive advantage of the use of this money as much needed working capital.
I requested that they contact a company store a few blocks away and demand
pa)émcnt from them but they refused stating that the law did not require them
to do so.

Even though we function in the same manner, despite some claims to the con-
trary, the small businessman is forced to operate at s disadvantage. Theie is
littlﬁe, if any, difference in our methods since we both attempt to make sales at a

rofit.
P At my request for a hearing to the next higher authorities an appointment was
arranged, but when I attended several weeks later I was confronted with the same
men and received the same ruling. Once again I aske1 for hearing but failed to
make this one since my wife was very ill and I could not go. With the prospeet
of ((:iontinued sickness and a long frustrating fight I mistakenly allowed the matter
to drop.

All {,hat I and the other dealers I have spoken to ask for is EQUAL treatment.
That is not too much to ask for. Your efforts in our behalf are greatly appreciated.

: BERNIE SINGER.

Mr. BurgER. $1,000 was involved in that deal, in 1964.
Senator WiLLiams. Any further questions? If not, the next wit-
ness is Mr. Patrick J. Moran.

STATEMENT OF PATRICK J. MORAN, CHIEF TAX COUNSEL, GEN-
ERAL TIRE & RUBBER CO., ACCOMPANIED BY EDWARD CRUTCH-
ER, GENERAL CREDIT MANAGER, FIRESTONE TIRE & RUBBER
CO.; AND ROBERT SCHARLOTTE, MANAGER, TAX DEPARTMENT,
GOODYEAR TIRE & RUBBER CO.

Mr. Moran. Good morning. My name is Patrick J. Moran, I
am chief tax counsel of the General Tire & Rubber Co. and 2 member
of the Publie Affairs Committee of the Rubber Manufacturers Asso-
ciation. I am here today representing the Tire Division of the Rub-
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l})Ieli% Manufacturers Association to present testimony in opposition to
.R. 318. ’ '

Accompanying me are Mr. Edward Crutcher, general credit man-
ager, Firestone Tire & Rubber Co., and Mr, Robert Scharlotte, man-
ager, Tax Department, Goodyear Tire & Rubber Co.

H.R. 318 would amend the excise tax law with regard to the taxa-
tion of tires and tubes. It would impose an advance payment of
excise taxes on tire manufacturers who also operate their own retail
outlets. The proponent of the bill has alleged that independent retail
tire dealers are disadvantaged because they must carry excise tax
payments as part of their inventory costs, whereas company-owned
stores do not.

We submit that the bill will not benefit an independently operated
dealer, but instead will serve only to place an additional financial
burden on the tire manufacturers and an unnecessary administrative
burden on the Internal Revenue Service.

This proposal has been a perennial issue and bills to accomplish
this purpose have been introduced to both Houses of Congress over
the past 10 years.

Despite the fact that hearings on this issue have not been held for
over 10 years, the House of Representatives on two rather recent
occasions has passed this raeasure and the Senate also passed it last
year as a rider to a major tax bill. In each case, the bill failed to
pass the test of necessity and legislative action was not completed.
- Senator Dovucras. - What do you mean by the test of necessity?

Mr. Moran. The fact that the Congress did not find that this was
necessary to—-— ‘

Senator Doucras. Each House found separately.

Mr. Moran. Our point is that at the time it was passed, it was
never found to be of such a necessity that it should be enacted into law.

Senator Dovcras. Each House has found separately that it was
proper action.

Mr. Moran. Yes; that is correct.

During each of these instances over the past 10 years the tire
industry has unsuccessfully sought public hearings. In this regard,
we appreciate the opportunity that your committee is giving us
today to present facts surrounding this issue.

The basis for the tire industry opposition to this measure was
documented in some detail in my letter to the Senate Finance Com-
mittee of March 7, 1966. This letter is ugpended to my statement
and we respectfully request that it be made a part of the record of
these hearings.

(The letter referred to follows:)
: : Marcn 7. 1966.

Mr. Tuomas Vair,
Chief Counsel, Commuttee on Finance,
U.8. Senate, Senate Office Building, Washington, D.C.

DEAR MR. VaiL: We in the tire industry are unalterably opposed to H.R. 318,
a bill which would amend the Internal Revenue Code with regard to the excise
tax on tires and tubes. The industry has developed certain information to suppors
the reasons for its objection to this proposed legislation.
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The rubber industry vigorously opposes this legislation because therc is no
discrimination against independent tire dealers with regard to the imposition of
excise taxes. The bill, as passed by the House of Representatives, would require
an increage in the excise tax on tires. The bill would impose the tire tax at the
time of shipment of tires by manufacturers thereof to their retail outlets. The
bill includes a broad definition as to what constitutes inventory held for retail
sale. It would tax the shipment of tires and tubes delivered to manufacturer-
owned retail stores. The bill further provides:

“By ‘retail store or retail outlet’, your committec means one where the manu-
facturer, producer or importer sells tires or inner tubes at retail, and deliveries
to such stores or outlets included deliveries made in the immediate vicinity of the
stores or outlets primarily for future delivery to them. Tax would apply in those
cases to all tires and inner tubes delivered to a ‘retail store or retail outlet’ even
though a portion or all of the tires or inner tubes of a particular delivery to the
store or outlet may be intended for sale at wholesale.”

It is submitted that such an interpretation of retail sales and retail inventory
constitutes a clear inequity against the tire manufacturers because their wholesale
as well as retail inventory will be taxed. Such companies market tires through
a great variety of methods of distribution. The tire manufacturers call only a
fraction of their production through company-owned retail outlets.

During 1964, the latest year for which figures are available, the tire industry
shipped 150,399,000 tires. 48,020,000 tires were shipped to original equipment
manufacturers of vehicles and 100,309,000 in the replacement market, 2,070,000
tires were shipped for export, The distribution of replacement tires was made to
the following outlets:

Outlet: ) Units

Oil companies. - . - oo eeio o aos 23, 518, 000
Chain and mail order. . - Ll 19, 976, 004
Department and discount stores_. - ... 4, 969, 000
Cooperatives. . et e et i accacnaa 1, 833, 000
Direct shipments. . o ceiccceae———— 580, 000
Independent wholesalers_ ... ... .. . .. .._._ 8, 158, 000
Independent retail dealers. . ..o _________.. 30, 556, 000
Company-owned 8t0reB.. . o - oo c e e e mcee 10, 263, 000
Military USes .- - - cdc e ————— 456, 000

Total. e e e e 100, 309, 000

The tire industry has integrated its wholesaling and distributing of tires, to the
end that its inventories of tires can scarcely be identified as whether they are held
for retail, wholesale, or redistribution. -Suppose, for example, that there are some
few retail sales made at a large regional distribution center. Is it the Govern-
ment’s intention to tax all shipments to such a warehouse? Additionally, is the
Government interested in dealing with the tremendous added paperwork which this
legislation will require? Recently, there has been an increasing amount of ware-
housing done at company store locations in order to better some independent
customers. Enactment of H.R. 318 could force the companies to revamp their
procedures, probably at substantial increased cost.

The system of distributing tires is made complex because the same distribution
points must be made to serve company-owned and independent retail outlets,
merchandising companies, grivate brand customers and gasoline stations. There-
fore, it is virtually impossible to designate what portion of the inventory may be
destined for sale in a company-owned retail outlet. The answer is certainly not
to tax all tires and tubes in the inventory regardless of its type. The House of
Representatives has exceeded all reason in laying a tax on a shipment to a retail
outlet, which shipments will include a vast number of tires held at wholesale.

By way of illustrating the complexity which H.R. 318 would introduce for the
Internal Revenue Service and the tire and tube manufacturers as well, let me
relate the tire industry’s method of dealing with National Account customers.
These customers generally are Iarge companies which operate throughout the
country and require tires and tubes in great quantity at many locations. These
customers are given the opportunity to purchase a particular manufacturer’s
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tires at_any outlet throughout the country which markets the manufacturer’s
tires. The independent dealer, gasoline station or company-owned store must get
credit for these special sales and account for them to the manufacturer. H.R. 318
would impose a real problem with regard to the accounting for the tax on such sales,
beeause the shipment of such tires may or may not previously have been taxed.
It would seem that H.R. 318 ought to provide for a credit to & manufacturer
where tires are withdrawn from a retail outlet and placed in a wholesale inventory.

There has been great concern expressed for the volume of wholesale inventory
that might be taxed under the broad definition of retail inventory included in the
House Ways and Means Committee RReport on H.R. 318, One manufacturer
conservatively estimated that 99 of the floor stock tax provided in the bill would
be imposed on a wholesale inventory. This company also admitted that the
definition of what constitutes a shipment to a retail outlet was so vague that any

,estimate was most difficult. It also admitted that the volume of tax on wholesale
inventory could be much greater. Three other companies estimated that at least
25% of the floor stock tax provided in H.R. 318 would be imposed on inventory
held at wholesale. We in the tire industry believe that the House Ways and Means
Committee was unaware of this inequity when it approved H.R. 318,

There are substantial differences among the tire companies in the manner in
which they account for the movement of tires throughout their distribution
gystem. Some companics’ systems of accounting are based on a dollar amount
and excise tax for cach unit., These companies would have relatively little
difficulty in reporting the increased tax due under H.R. 318 although the question
remains as to when the tax will be imposed. Other companies, however, control
the movement of tires on a unit basis. H.R. 318 would require these companies
to completely revamp their accounting structures at considerable cost. The
would be required to change their system in order to bill all shipments to their
retail locations to include the Federal Excise Tax on each item as a means of
determining the tax liability at the time of shipment.

It is important that all who must deal with the merit of H.R. 318 keep in mind
that the excise tax on tires and tubes is presently imposed on the sale of such
units. A sale is a transaction which is casily accounted for by the taxpayer and
casily audited by the Government. It would seem that the adoption of the
complexity of H.R. 318 could lead to some serious inequities when the Internal
Revenue Service adopts inconsistent views, for example, when the tax is due.
The taxing of a transaction other than a sale should not be adopted without the
most careful consideration.

One manufacturer of tired and tubes is deeply concerned with the problem of
discrimination against the manufacturer which would result through the adoption
of H.R. 318. The sentiments of the company are endorsed by the entire industry.

We have already indicated that the tax on sales to independent dealers is paid
on average, 45 days after the date of sale. We have further shown that the tire
manufacturers do not collect the tax until 86 days after sale. Under the terms
of H.R. 318, the manufacturer would be required to pay tax at the time of ship-
ment to & retail outlet or a branch or warehouse in the vicinity of a retail outlet.
Assuming apgroximately the same rate of turnover of retail inventories as we
have assumed in the case of the independent dealers’ inventories, the manufac+
turer would be required to pay the tax substantially in advance of the ultimate
collection of the tax by the company outlet. We have reached the obvious
conclusion that not only is there no diserimination against the independent dealer,
but H.R. 318 would increase the existing inequity in the collection of tax from
the manufacturer. S R ‘

The tire industry previously estimmated that the floor stock tax would amount
to $12.4 million imposed on only five companies. The detail of this floor stock
tax is a8 follows: : ' k

The Goodyear Tire & Rubber Co..__ .~ .. . . . 85, 000, 000
The Firestone Tire & Rubber Co_'........ e siibgetaaeed 4, 600, 000
The B. F. Goodrich CO.-..,J.‘..‘A--..'... .................. duveabaccann 1, 800, 000
The Genera} Tire & Rubber Co. i ci oo arees | 908. 000
United States Rubber Co._. - . .. S | [ 1 1

O e ... 12, 460, 000
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Soime officials of the tire industry have recommended that we advance the
proposition that the tire tax should be a retailéfs® tax instead of a'manufacturers’
tax. This would eliminate all inequities hoth real and assumed. However, this
would make taxpayers out of several hundred tire dealers. o C

*'In the alternative, it may be that the Congress should consider an amendment

to H.R. 318 which would require the manufacturer to pay the tax to the Gov
ernment, hot when a sale or retail shipient cceurs, but rather when the manu-
facturer collects the tax from ‘the oustomer. A 'tire manufacturer ‘would not
become liable fcr the tax at the time a sale of ‘tires occurs, but rathey would
become obligated to pay the tax at the time he makes collection. : )

It is our hope that this report will prove to be of material assistance to the
Senate Findnoe Committee. when it weighs the worth of H.R. 318, Dealing,
as we are, with a large and divepsified industry, we urge that the Senate Finance
Committee carefully consider the problems which H.R. 318 will add to the
administration and collection of the tire excise tax.,’ Your cominittee has a
responsibility to separate the wheat from thé chaff to prevent the unwarranted
adoption of needless tax legislation, ‘ :

aving made a thorough analysis of the effect of H,R. 318, the tire industry is
unanimous in its ~pinion that this bill should be decfeated.” We urge that the
objections of the tire companies be conveyed to the Members of the Senate
Finance Committee, : .

Please feel free to contact me if you should require information in addition to

that contained in this report. ‘
Yours very truly,
- Ture GENERAL Tire & Russer Co.

) Patrick. J. MORAN, Assistant Counsel.

Mr. Moran. There are five manufacturers who own and operate
retail tire outlets. . - :

Senator DoucrAs, Would you give their names, ‘

Mr. Mogran. Goodyear Tire & Rubber Co., Firestone Rubber &
Tire Co., U.S. Rubber——UniroEal, I believe now, the. B. F. Goodrich
Co., and the General Tire & Rubber Co. - -

Senator Dovaras. What companies do not have retail outlets?

Mr. Moran. The other tire manufacturers.

Senator Doucras. Would you name them. .

Mr. Mogran. I could only do it from memory, Senator. If you
like, we wonld—— .

‘Senator Dovaras, You are the member of the Public Affairs
Committee of the Rubber Manufacturers Association. You must
know the names of the companies which do not have outlets.

Mr. Moran. If you like, with your concurrence we would make a
list and submit it as part of the hearings. - (See p. 22.)

Senator Douaras. What proportion of the tires manufactured by
rublber?compa.nieskare manufactured by companies which have retail
outlets : ' : '

Mr. Moran. Offhand I cannot say. We could get this informa-
tion and submit it as ’lp,art of the hearings. e

Senator Doucras, This is a very crucial issue. What %roportxo.n
of the companies which have retail outlets sell through their retail
outlets, and what proportion sell to independent dealers? .- :

Mr. Moran. I might quote, Senator Douglas; from my letter
the fact that the total replacement in 1964, which I think is a go
indication of the replacement tire market today, includes 100 million
units of tires. ' , Cou

i

i
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Senator Dovaras. A hundred miliion. tires? . - : ; .
Mr. Moran. Right. This list indicates that the independent—
sales. to independent retail dealers is 30 million units. ,
I think the answer to your question, then, would be that sales to
independents-is 30 percent of total replacement market, L
Senator Douaras. That is for the industry as a whole. But what
about the five.companies which have retail outlets—what proportion,
of their tires are sold by independent retailers, and what proportion
by their retail outlets? -
Mr. Moran. I .am sorry, Senator Douglas, we don’t have that
information. C
Senator DougrLas. What T am trying to get at is whether the two
big companies that have retail outlets sell primarily through their
own retail stores or sell to independent merchants. That is what I
am trying to find out. A perfectly proper question, and one that a
very skilled attorney, which I am sure you are, should know.
(SMr. l\gO})lAN. Jm sorry to say I don’t have the answer to that.
ee p. 39. . : .
Serlx)ator DovcLas. Ve . ‘
Will you continue? ,
Mr. MoraN. Thefe are five manufacturers who™awn and operate
retail store out; Factual data bag been collecteth from all five
companies ang’summarized, which are detailed in my
appended letter of Marc «
n this tgstimony ouf.
_ basic points:

@

1. The burden §n both
the tax ‘

2. T erally
liberal ¢

3. The\bill is conltrar '5j proSstongal policy of mgintain-
ing simplitity and équit pYE as 34g
The ¥heoretical additional relg
independend, dealer are ingignificant. ‘ ‘ ;

This legislation would{impose a-great ad §trative byfden, both
on ourselves ahd on the Internal Revenue Service, to deygrmine when
payment of thetax is required, hecause the tire compdnies utilize a

eat variety of distribution methods. For exampls, shipments to
independent dealers, “riail outlets, national age6unts, and private
brand customers, are frequiently made from.sf gle distribution center.,
The tire industry has integrated it wholesaling and distributing of
tires to the end that its inventories -of tires can, scarcely be.identified
as to whether they are keld for retail, wholesale, or for redistribution.

The administrative regulations that would be required of the, .
Treasury - Department merely for the matter of interpretation of the

IR
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intent and coverage of the bill would be highly complex and detailed.
Such changes in the collection, payment, and administration would
disrupt the value of 34 years’ experience in this area. Incidentally,
the excise tax payment on tires and tubes, which are now easif
collected, are the second largest contributor to the highway trust fundyt

H.R. 318 would bring into the tax law new and disturbing concepts
of tax legislation which heretofore have never won approval. Since
the tire excise tax was first enacted in 1932, the incidence of tax has
been on the “sale’” of tires, We now have before us a proposal which
would create a hybrid method of taxing tires. Some tires would be
taxed at the time of sale and others would be taxed at the time of
shipment.

A sale is a term long defined and refined in its meaning both by law
and customary usage. Moreover, its incidence in a manufacturer’s
records is easily discernible for audit and accounting purposes. On
the other hand, transfers between divisions are not accounted for in
the fiscal records. The manufacturer would be forced to adopt addi-
tional, costly procedures for recording internal shipments. This
information would serve no useful purpose, except to satisfy the
requirements of this legislation,

Senator Douaras. May I ask this question.

Do you conceive that you pay the tax only at the time of final sale
to the customer?

Mr. Moran. Yes.

Senator DovuaLas. Only at the time of final sale?

Mr. Moran. Yes, sir.

Senator Doucras. How many days is that on the average after
receipt of the tire by your tied dealer?

Mr. CrurcHeER. The average tire dealer——

Senator Doucras. T-i-e-d—your tied dealer, your agent, who
represents you in the retail store shop or filling station.

Mr. CrurcHeR. You mean an independent dealer, don’t you.
You are not talking about our company owned stores now.

Senator Douaras. I am talking about company owned stores.

Mr. CrurcHER. In company owned stores—we think it is approxi-
mately the same as the average independent tire dealer, which takes
about 95 days to turn his inventory.

Senator Doucras. So that during that period, there is no tax levied,
but the independent dealer has to pay at the beEinning of the 95 days.

Mr. CrurcHer. Theindependent dealer gets billed at the beginning.
When he has to pay is another matter. But he does get billed at the
time— :

Senator Dougras. And that bill includes the tax?

Mr. Crurcaer. The bill includes the tax. )

Mr. Moran. I think our later testimony, Senator Douglas, will
clarify this point, as to the billing and the collection of the tax: from
the independent dealer. o

Senator DoucLas. I had always thought the tax was collected by
the Internal Revenue. Who collects the tax? )

Mr. Moran. We collect it from our customers, and we in turn pay it
over to the Internal Revenue Service.

Senator DovaLas. That is, when you sell a tire to an independent
dealer, you add the tax to the bill?
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Mr. Moran. Yes, sir.

Senator Dovaras. But your transfer to your own store does not
carry with it any added payment at that time,

Mr. Crurener. On tRnl point, Senator, there could be some
diff.rence between the rubbar companies. I have reason to believe
that some of them maybe do bill their stores, and some of them do
not. But that is insignificant. 1t isn’t paid anyway until the tire is
sold.

Sonator Currrs, Is this vour contention - that while at the time
tires are transl: rred physically to your company-owned store, you do
not regard that as a sale, and the manufacturer’s exeise tax is not paid
at that time to the Government, and that when tires are transferred
physically from a tire company to an independent dealer, is it your
contention that while theoretically the tax is due at the time of the
transfcr, that beeause you extend them a period of eredit, which comes,
according to your figures, somewhere near the time they are to be
sold. that in actual practice they pay the tax about the time they scll
the tire. Is that your position?

M. Monan. Yes, it is.  The point is that the independent dealer
is novir disadvantaged--on average is not disadvantaged —-because
he dous not lay out the money to pay for tax which, as 1s claiimed by
the proponents of the bill, the company-owned stores do not have
{o pay out the tax,

Senator Curris. Some time back the (longress passed a measure
which took care of the gasoline and 1 believe the fuel oil dealer, the
retailer, who had paid his tax and then lost his inventory by fire,
storm or flood, Are there no such provisions in reference to tires?

Mr. Scuanrorre. T am not familiar with any major problem in
this area comparable with the gasoline,

Senator Curtrs. I am thinking of it in connection with the cost of
insurance.

I am: quite sure it is true that if gasoline upon which the tax is
paid is destroyed, a refund is made, on the theory that the tax is
collected on gasoline to build highways, and the gasoline was never
used on the highways.

It may be a minor point, but it might have some bearing on the
statement that their insurance costs are up because of the liability
for the manufacturer’s excise tax on tires adding to the total cost—
ultimate cost—to the independent dealer, on which he has to protect
himself with insurance.

Senator Doucras. And if he doesn’t take out insurance, he is
completely out of luck.

Senator Curtis. 1 don’t know how necessary it would be to have
the refund law that applies to destroyed gasoline apply to tires or
other proaucts. They may become too complicated.

Senator Doueras. Or if tires are stolen, the independent dealer
will have already paid his tax, and the company-owned store will
not have to pay, because final sale has not been consummated.

Similarly 1 the case of fire, there would be no redress for the
independent dealer. His tax has already been paid. There would
be no charge for the company-owned store. )

A5-252—066—4
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It seems to me these are fuctors. And I think the Senator from
Nebraska has done very well in pointing them out-—as well as interest
costs,

Mr. Moran, These are points that we will later show, that the
increased costs of insurance, becnuse of these factors which the Senator
very well pointed out, is very minimal.

In answer to your question, I have here the names of the other tire
manufacturers that are members of the Rubber Manufacturers Asso-
ciation, that are not one of the five major companies. I would liko
to read them into the record.

Senator Douaras. 1 would upPrecinte it.

Mr. Moran. Gates Rubber Co,, Armstrong Tire & Rubber Clo,,
Mansfield Tire & Rubber Co., Seif)erling Tire, Dayton Rubber Co.,
Kelly Springfield Tire & Rubber Co., Lee ‘T'ire, Cordoroy Tire, Cooper
Tire & Rubber, Mohawk Tire & Rubber Co., Denman Rubber Co.,
MceCreary Tire, and Dunlop T'ire & Rubber Co.

Senator Dovanas, These are all minor companios.

What proportion of the total production of tires is produced by the
big five, enc*x of which appnmnt{y has retail outlets, and what propor-
tion is by the smaller tire companies, which do not have retail outlets.
That is the test.

Mr. Moran., We will obtain that information. If the hearings will
stay open, we will introduce it as part of our testimony,

Senator Dovarnas. With all deference, you must know what pro-
portion the big five have of production of tires. 1 once knew—-1 can-
not recall the figures at the moment, but there was an overwhelming
predominance. These companies that you have just read are reln-
tively minor so far as tires are concorne(f.

Mr. Monran. T will be happy to provide that.

Senator Douaras. Could you supply it by tomorrow morning?

Mr. Moran. Yes, sir.  (See p. 39.)

Senator Dovudcras, Good.

Mr. MoraN. We have analyzed dealer inventory turnover experi-
ence and the credit terms extended to independent dealers. Tho five
major tire companies having company owned stores have developed
information indicating that the average independent dealer will
dispose of his inventory within a 95-day period.

'}‘iro nanufacturers have various programs of extended credit
torms which are granted to all independent tive dealers. As a result
of these torms, the five major tire companies carry an average of 86
days’ sales in dealer accounts recoivable. Many large dealers pay
their accounts before maturity in order to earn anticipation discounts
:xlu the -average terms for smaller dealers will substantially exceed 86

wys.

Consequently, it is our conclusion that the avorago small independ-
ont tire dealer does not pay excise tax prior to his disposal of the tires
involved.

These points clearly show that the claim of inequity or discrimina-
tion against the indopendent tire denler is either nonexistont or greatly
exnggerated. If thore is no inequity to be corrected, then there is no
purpose to the bill except to harass the tire companies.

I?.R. 318 has beon proposed nt a time when the Congress has
expressed an interest in simplifying the tax law. Senator Long,
the chairman of this committee, has taken a long step forward to
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bring equity and clarity to our tax Inw in offering for your considera-
tion his simplified tax reform, introduced as 3. 2780. Wo find that
H.R. 318 is contrary to the theory of simplification and is grossly
inequitable to the tire manufacturers.

Our testimony today has already pointed out that the tire manufuc-
turers pay the tire excise taxes to the Federal Government prior to
collection from their customers. I the commitlee is to consider all
the equities which bear on H.R. 318, it would seem that we should be
asking for an amendment. which would permit s to delny the puy-
ment of these excise taxes. Undoubtedly a more equitable procedure
would be for the tire companies to be granted an additional 30 days
to remit excise taxes ut the end of the second month following the
month in which a tire sale occurs,

As a matter of comparison, until recently employers were permitted
n substantial period of time within which to pay to the Government
payroll taxes withheld from their employees, the'thoory being that
this grace period was a rewnrd granted for collecting these taxes for
the Government.

Although this grace period has been substantinlly reduced in the
recent amendmeitts to the income-tax regulations, the fuct remains
that no employer must remit employment taxes prior to their being
withheld from the employees.

Jonsideration has been given in our industry to a proposal that the
tire excise tax be made u retailers tax in ovder to answer the hypo-
thetical objections which have been raised by the proponent of this bill.

If the tire tax was a retailers tax, neither company owned stores or
independent dealers would have any excise taxes in their inventories.
Although true equity would be achieved, the Government would have
to deal with over 100,000 more excise tax returns.

It should be clear to the committee that the bonefits to be gained
by imposing an excise tax on deliveries to company-owned stores
has been greatly exaggerated by its proponent. Any alleged bonefits
which might be derived from this legis{:xtion have been greatly mis-
ropresented. The average small dealer will not be helped if H.R. 318
is enacted. In fact, the only change will be to complicate life for
the tire companies and the Internal Revenue Service. There is
absolutely no benefit to the small independent dealer.

The Rubber Manufacturers Associntion was not given an oppor-
tunity to testify when the House of Representatives passed H.R. 318,
If wo had appeared, we could have pointed out that the acceleration
of excise tuxes from this bill will amount to $12.5 million instead of
the figure of $2 million used by the House in its haste to adopt this
logislation.

The committee report mentions that the increased insurance costs
to independent deulers because of carrying a tax paid inventory is an
important factor. We submit that the increased cost is not materinl.
Insurance rates on tire inventories will vary from $0.10 to $0.75 per
$100 valuation, depending on the type of building, whether the build-
ing contains a sprinkler systom tl,n("l) the type of location where the
tires are stored. The average deanler maintains a tire inventory of
of approximately $30,000 including excise taxes. 'The incrensed
mmuu{’ insurance costs will vary from $3.12 to $22.36. At most it
would not exceed .08 percent of this inventory. Surely the Congress
is not going to udoptgegislntion which deals with such trifles.
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In conclusion, may we say that it is evident that the very minor
nature of the inequities faecing the individual independent dealer
weeludes any favorable consideration of HLR. 318, Tt is especinlly
mapproprinte to adopt this legislation when one weighs the burden
which would be imposed on the tire manufacturers having company-
owned stores and on the Internal Revenue Service,

Morveover, the hybrid situation developed by H.R. 318 which
would impose tax hability without the occurrence of an actual sale
would be contrary to histovieal precedent and would be clearly definnt
of the current tax philosophy. Both the U8, Congress and the
Department of the Treasury have called for a simplifieation of our
l"o(\ornl tux systom and the removal of any obstacles which obstruet
orderly administration of, and complianee with, this system,

Thank you for your attention,

The ("‘nateman. Let me see if 1 understand what you ave arguing
over. 1 am not worried about comploxity as much as I am about
equity.  Yousay:

The average independent tire dealer will dispose of his inventory within o
Od-day period
and you say:

Tire manufacturers have various programs of extended eredit terms which
are granted to all independent tive dealerse As a result of these terms, the five
major compunies earey an average of 86 days’ sales in dealer accounts receivable,
Many targe denlers puy their accounts before maturity in order to carn antiei-
pation discounts, so the average term for small dealers will substantially exceed
86 duys,

Now, are those dealers vequired to pay any interest on this 86 days,
or to forego a discount if they have the advantage of 86 days of eredit?

Mre, Monrax. | would like to ask Nr, Cruteher to explain that.

Mre, Crerenenr. Noj there is no interest charge in these torms for
the dealois.

Senator Winniams, There is a charge, however, through a roduced
discount. allowance.

Me. Crurener. If they do not pay within the approved terms,
they would lose eash discounts,  But bear in mind, this doesn’t mean
we give them 30 days and discount for 30 days, and then take this
discount away il they don’t pay within our 1aore lengthy terms,
These lengthy terms carry eash discount at maturity.,

Senator Winniaas, Could you give us or put in the vecord the
dizcount rates on the 90-day sales- -~ -

Me, Crurensr, This could be done. T think perhaps it would
differ for each of the five rubber companies, 1 am not sure of this.

The Cuarrman, That is the information that we would like to have,
I would take it that your company-owned stores, in effect, had the
benelit of a eash discount. Would that not be correct?

My, Crurcngr. The  company-owned  stores  enjoy  the same
privilege on eash discount as the independent dealer,

Senator Wintiavs, But yov will foenish this for the record,

Mr. Crurener, Senator, this ean be done.  Now, this would re-
quire each of the five companies to submit their own information, [
believe. (Sce pp. 40-13.)

Senator Winntams, Well, that wouldn't be too much trouble.

My, Crurcner. Bear in mind these torms might be different—well,
would be different at different times of the year.
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Senator WinLiams. But thero is nothing secret about it, is there?
I am not asking for trade secrets. Lt is public information—whatever
terms you would have,

Mr. Crurcuer. The information that any one rubber company
would have would, of course, not be a secret between him and his own
denlers. He would like to think it was a secret that his competitors
don’t know about it.

The Cuamgman. As a practical matter, don’t his competitors know
about it?

Mvr. Crurcien. T think they learn it through the denler organiza-
tions; yes, sir,

Senator Winrniams. Having been a small business operator, 1 know
wo used to take one man’s prices, and we didn’t hesitate a moment in
discussing it with the next man we thought may have better prices.

Mr. Crurener. 1 think you are right. The secret would not be
a secret too long.  The organizations seem to spread the information
around.

The Cramman, Senator Douglas?

Senator Dovaras. Mr. Moran, at the top of page 7 you suid that
the Houso estimated thai the acceleration of excise taxes would bring
in $2 million.

Mr. Monan. Yes, sir., ‘

Senator Dovaras. Your estimate is $12% million.

Mr. Monan. Yes, sir.

Senator Doueras, So the actual amount of the discrimination is
six times as great as the House said it was; is that true?

Mr. Moran. That is not so, ‘

Senator Douaras. It seems to me you have given very eloquent
testimony in support of the bill. -

Mr. Monan. There is no diserimination to be corrected by the bill,
whether it is 2 million or 12 million or a hundred million—there is
still no discrimination to be corrected by the bill.

Senator Doveras. We have $12% million of costs borne by the
independont denlers, whereas the Howuse said there were only $2
million of costs. So 1 want to thank you for the honesty of your
testimony, Mr, Moran, and congratulate you on bringing these facts
forward, indieating that the evil is of a much graver nature than the
House believed. , . ‘
_ Mr. MoraN, We were very much interested, Senator Douglas,
in trying to bring out in the open all of the information that we could
pussibly bring to bear, so that this committee could have all of the
mformation that it needs to adequately consider. this bill. Aund in
view of the fact that this is the first time we have had a chance to
testify in many yoars, and to bring to this Congress the facts in the
case, 1 suppose a more skilled lawyer than myself would have sug-
rested that we not mention this. But we are.nterested in trying to
wing to this committee all of the information to show that there is no
diserimination., . oo o o .

Senator Doueras. The Bible says if you swear to your own hurt
and changeth not, this redounds to your moral credit. NI

I want to say this redounds to your moral ¢redit, and also io. the
argument for the bill in question,. - - .. .. i, . D

In the next paragraph, Mr. Morvan, do the insurance rates include
insurance against robbery, or merely against fire?. )

' . NI s b

IR SIFFRRTIN
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- Mr.'ScuArLOTTB. My’ understanding is that the rates that we
used were comprehensive coverage—fire, theft.

Senator Dovaras. And robbery?

Mr. ScHARLOTTE. Yes. E

Senator Dovaras. Can you verify that? (See p. 39.)

Of course, a big company can say one-tenth of 1 percent is a minor
thing. The little fellow may think one-tenth of 1 percent is the differ-
ence between surviving and not surviving, E

Mr. Moran. Surely $3.12 is not the difference between surviving
and not surviving,

Senator Douaras. Per tire?

Mr. Moran, Noj; per inventory. This is for the total inventory.
The annual cost to a dealer who has a $30,000 inventory would be
increased $3.12—between $3.12 and if he was—had a bud risk, $22.36.
So his profit would be reduced by $22 over the year.

Senator Douaras. I am a little puzzled on the way you handled
the payment of taxes on tires sold to independont dealers.

Is Mr. Stone of the Treasury Departinent in the room?

Apparently he is not here.

Do I understand you have already paid the tax of the independent
to the Treasury at the time of delivery of the tire?

Mr. Scaarvtorre. If I understand your question correctly——

Senator Doveras. Let me make it perfectly plain.  Suppose
Firestone sells a tire to an independent dealer on the 1st of Jluly\
As he sells that tire, has he paid the tax to internal revenue?

Mr. ScaarLorre. The tax on a tire sold on July 1, 1966, would be
paid by August 31, 1966.

Senator WirLiamMs. You have 60 days after the sale; is that correct?

Mr, ScHARLOTTE. It is less than that on avernge, because it is by
the end of the month following the month of sale.

Senator WiLLiams. Isee. It would be 30 to 60 days.

Mr. ScHarLoTTE. On average, about 45 days.

Now, we sell the tire on July 1, 1966. We pay the tax on August
31, 1966. We will not collect the cash from the denler until Septem-
ber 30 or later. And this is really the heart of our argument—that
in terms of cash outlay——

Senator Douaras. It is a month’s disadvantage that the inde-
pendent dealer has, and not 90 days; is that right? :

Mr. ScuarLorreE, We would argue that it is even less than 1 month,
because the tire that he buys on July 1 he will sell within this 90-day
period. . He may not sell it. He may carry it the whole 90-day
period. But so long as he has it in his inventory, he, at the same
time, has not had to pay out cash to the tire manufacturer. So he
can buy the tire on July 1, 1966, and he can still have the tire on
hand -September 30, 1966; but he has yet to pay a dollar of tax or a
dollar of the cost of the tire, because of the ordinary credit that they
are granted. - C = :

So that there is really only a short period. He may sell the tire
i;&ugust 15. He still doesn’t have to pay for the tire until Septem-

er 30. -

This, as I say, is the crux of the matter. The tire manufacturer
provides the credit which in large measure provides the working
capital to carry inventory for the independent tire dealer. C

enator WiLLiams, If the Senator would yield--I think that is the
reason it would be so important for us tc have a list of your discounts

i
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on these 90-day sales; we ¢ould see what compensation the companies
get for this earrying, e ‘ '

Senator Douaras. And the comparative discounts as betwoen the
terms granted to the independent dealers and ‘the terms granted
to the company-owned stores. o ‘ _

Mr, Monan. The terms are identical. The terms granted to in-
dependent stores and the terms granted to company-owned stores
are identical. As Mr. Crutcher so well pointed out previously, we
attempt to keep the independent and company-owned stores on an
equal footing., This is very clear in our organization, and I am sure
it is true in the other companies, ,

Mr. Crurcner. Senator Willinms, to submit these terms that you
usk—now, this of course can be done. As [ say, in each of the five
companies there would be some difference, I am sure. Now, this could
be surveyed by the Rubber Manufacturers Associntion. It will take
a little time for them to survey it and submit it.  (See pp. 40-43.)

Senator Wirriams., Well, if you don’t have it, perhaps Mr. Burger
could get that from the indepondents, becanuse I am sure that they
all have it. We can get that from the dealers rather than the com-
panies. I don’t think that information would take too long to get.

Mr. Crurcuer. T am sure Mr. Burger would be in no position to
rot itf.

d Senator WiLLiams. Each dealer has a copy, has he not?

Mr. Crurcurr. They do not.

Senator WiLt1ams. You mean an independent tire dealer in Elgin,
IIL,, or in Wilmington, Del., does not have a record of the discounts
that are available to him by the compay which he represents?

Mr. CrutcHER. At different times of the year, Senator, no. These
are announced at different times of the year.

Senator WinLiams, We will just take for example the one in effect
as of today. -

Mpr. CrurcHer. He would know what was in effect as of today.

Senator WirLiaMs. Surely.

Mr. Crurcuer. He would know it not through a piece of literature
of any kind, but he knows.

Senator WiLLiams. And you know?

Mr. CruTcHER. Yes. : ‘

Senator WiLniams. So you could easily furnish this as of today for
each company?

Mr, CrurcHER. The terms in effect as of today, yes. As of a
month from now, they would be quite different. ‘ '

Senator WirrLiams., That is all right. We hope to have acted in
less than a month. .

The Cuatiman. If they haven’t changed the pattern, it would proba-
bly serve our purposes to know what terms were in offect as of the
first of this year—if the companies object to giving their present terms.
Unless you wanted to say there has been some change in the policy to
the advantage of the retailer. ‘ T *

Mr. CrurcHER. Basically the point is this. In the winter months,
longer terms are offered to the dealers, with cash discount at maturity—
longer terms are offered than at other times of the year. On winter
tires it is the reverse. Longer terms are offered in the summer.

The CuairmaN. As I understand your position, though, you con-
tend that this doesn’t really make any difference because you are
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doing the same thing for your company-owned stores that you are
doing f‘(?)r the independents, you are treating them both alike in that
respect

Mr, CrutcHER. Identical, yes, sir.

Senator DougLas. Are you willing to stand on that statement—
that the discount terms at any one time are identical for company-
owned stores and for independent dealers?

Mr. CrurcHER. In principle—I can speak for my company.

Senator Dovaras, What 1s your company?

Mr. CrurcHER. Firestone.

Senator WiLLiams. Do your billings to the company-owned stores
include the tax, or is that billed to them after the sale?

Mr. CrurcHER, In our case, Senator, in the case of Firestone, it
includes the tax, for bookkeeping purposes.

The Cuairman. For bookkeeping purposes——

Mr. CrutcHer. Not to pay the Government.

The CuairMaN. Actually you have not paid the Government then?

Mr. Crurcuer. We have not paid the Government.

Mr. Moran. The point here is that each company has a different
method of accounting. Tt is difficult to generalize among the tire
industry on whether they all treat the handling of this tax or the
handling of their billings the same way.

Senator Douar.as. This is a very important point. I want to
see if you want to have it stand on the record.

Mr, Moran, do you say that all of the companies give the identical
discount terms to company-owned stores that they give to inde-
pendently owned retail stores?

Mr. Moran. “All” is a very difficult term to use in a situation like
this. Our policy is clearly stated—that the independent stores

Senator I§OUGLAS. A lot of variation can exist if you say that is the
policy, but it is not always followed.

What I am trying to get at is this,

Do you have more favorable discount terms for company-owned
stores than you have for independently owned retail stores?

Mr. Moran. No, we do not,

Senator WiLLiams, In your statement, you list 100 military sales
annually, ‘ ,

Now, for example, when you sell to the chain and mail order stores
apﬁoxm\ately 20 millior tires, when and how do you bill those?

. Mr. MoraN. We bill them st the time the tires are shipped to them.

Senator WiLLiams. That is paid at the time the tire is shipped.
Let’s go down the line. Department and discount stores, about
6 million, ‘ »

Mr. MoraN, Those sales are billed at the time of shipment.

Senator WiLLiams. How about the cooperatives?

Mr. MoraN. The billing is treaied the same way.

‘Senator WirLiams. Your direct shipments? .

Mr. MoraN. Yes, the same billing. S

Benator WiLriams.  Independent wholesalers? - o

Mr, Moran. They are billed for the tax at the-time of shipment,
andsale. , .. . S oo
Senator WiLLiams. The same way? | ‘

Mr. MogaN. Yes, sir. L e
. Se‘?xiat.or WiLtaams. The independent retailers are billed the same
way? - ‘
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Mr. Moran. They are treated the same way as any other customer,
Senator WiLr1ams. How do you collect from company-owned stores?
Mr. Moran. At the time of sale.

Senator WiLrLiams. The retail sale, not at the time they are shipped,
is that correct? Is that the differential?

Mr. Moran. That is correct.

Senator WirLiams. Now, go back up to the top of the list. I
notice there is 23% billion that are sold through the oil companies.
How are they billed?

Mr. MoraNn. In the same way—at the time of shipment or sale to
the oil company.

Senator WirLiams. The same as the mail-order stores or independ-
ent wholesalers? ’

Mr. Moran. Yes, sir.

Senator WrLriams. Then 90 percent of the tire sales ure biiled with
the tax at the time of the shipment, is that correct?

Mr. MoraN. One-hundred percent of all sales are billed at the time
of shipment,

Senator WiLriams. But the payment is not due in the company-
owned stores at the time of shipment, is it?

Mr. Moran. We don’t want to lose sight of the fact that we are
dealing with a section of the internal revenue code which discusses
how you pay your excise taxes.

Senator \gILLIAMS. I realize that. ILet’s not shadowbox here.

Is there not a difference between the manner in which the tax is
collected on the 104 billion that are sold through company-owned
stores and the 90 million sold otherwise?

Mr, Moran. No; there is no difference.

Senator WiLLiams. Then you would have no objection to a bill
being passed which said that all must pay this tax in identicelly the
same period of time as related to shipments from the company. Since
they are all already being done the same you would have no objecticn
to us embracing or passing a bill that spells that out, and then that
would eliminate all argument, is that correct?

Mr. Moran. If that were to bring equity into the tax law, yes, we
agree,

Senator WiLLiams. You would support a bill that would levy the
tax at the same time in connection with retail stores and company-
owned stores, all related to the time of the shipment froin the plant.
You would support such legislation. Forget this bill, whether it does
or doesn’t. But I understand you would support that principle?

Mr. Moran. I think, Senator Williams, your suggestion is embodied
in a suggestion which I mentioned in my testimony with regard to the
fact this ought to be considered as a retailer’s tax. This would bring
the point into focus that you suggested.

Senator WiLLiams. What confuses me, Mr. Moran, is that first you
say there is no difference in the manner in which the tax is being paid
as related to the others, and then when the suggestion is made that
we embrace in the bill a provision that says that the tax will all be
collected on all categories in relationship to the shipment from the
manufacturer—the same relationship, shipment from the manufac-
turer—then we find objection. You puzzle me some.

Mr. ScuarvorrE. I think perhaps you are using the wrong word,
because what we are talking about is a taxable event, and the taxable
event is a sale, 110¢ a shipment, )
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Senator WiLriams. I think I understand it, too, but I wanted to
‘get it out. The difference is that in these other categories the time
of the sale is interpreted as when it leaves the manufacturer to the
dealer, is that correct? Therefore, the tax is levied at that point.
In the company-owned stores the time of the sale is interpreted as
when they are sold at retail, and therefore there is a delayed action
in the imposition of the tax. Is that correct? '

Mr. ScuarroTTE. Noj; there is no delayed action—-unless you are
trying to relate it to the ultimate consumer. ‘

As you can see, most of the customers that we are talking about
here are middlemen in the chain of distribution. And the company-
owned stores are at the end of the line, at the retail level.

Now, we are simply saying that the present law is simple and work-
able. The tax is imposed at the time of a sale. And when we sell
a tire at the company-owned store down the street, there is a tax
payable. When we sell a tire to an oil company, the tax is payable.

Senator WiLLiams. I think I understand the problem here, and I
think I understand the situation.

The Cuairman. Let me get in on this for & moment, because there
is one thing I want to clear up. If I can clear up two points, I think
I can reach my conclusion. ,

May I say to you, Mr. Moran, and your assistants, and also to Mr.
Burger, as far as I am concerned you boys are going to win or lose this
case right here in this hearing room, because every time I discuss this
matter I have agreed with the last man I talked to, and the reason was
because he always knew more about the subject than I did. If I
talked with the independent tire dealers I agreed with them. When
I talk to you fellows, I cannot meet your argument, so I wind u
thinking you are right about it. Then I talk to them again, and it
sounds like they are right again. S

Let me see if I can nail down the points I think I need to know to
arrive at a conclusion,

First let’s talk about the tax itself.

The tax on tires and tubes is & manufacturer’s tax, isn’t it?

Mr. Moran. Yes. :

The CuAlRMAN. So the tax is imposed at the time you sell that
tire. When you sell it to the independent tire dealer, as far as your
relationship with him is concerned, somebody owes tax on the tire,
is that correct?

Mr. Moran. Yes, that is correct.

The CuairmMaN. And the tax has to be paid to the Government
60 days after this sale.

Mr. MoraN, On an average, 45 days after the sale.

The CaarrmaN. Right. :

If you sell a tire to an independent dealer let’s say, on April 1,
when must the tax be paid? ‘

Mr. Moran. It is due on May 31, because on May 31 you pay
the tax for all the sales during April.

The Cuairman. 1 see.

Now, if you are dealing with your company-owned store, the day
the tax is imposed is the date the store sells the tire.

So if you take the same analysis, then in the latter case the tax
would measure from May 31 instead of from April 1. If you sold it
on May 31, then the tax—the date would start to run from May 31
instead of April 1.
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Mr. Moran. If we sold a tire on—I don’t understand your analysis,
Senator Long.

The Cuairman. All right. . .

First we discussed when the tax would be due, We agreed that
if you sell a tire to an independent dealer on April 1, the tax is due
on May 31 regardless of when the independent dealer resells it,

Mr. Moran. Right. . .

The CuairMan. Now, on the same day, April 1, you put a tire
in your independent store. You really haven’t sold it, but maybe
for bookkee;l)‘ing purposes you treat it as a sale. It is still in the
company. The company . still owns the tire. On April 1 you put
it in your retail outlet and let’s say you sell it on May 31.

Now, in that instance, when wouk{ the tax be due-on that?

Mr. Moran. If our retail store sold it on May 31, the tax would be
due on June 30. , :

The CaairMAN. On June 30.

All right. : g

hSo the manufacturer would have an additional month, then, to pay
the tax. oo S

Now, the tax would then have been postponed from April 1 to May
31 in one case, and in the other case it would have been postponed
until June 30. , '

Mr. Moran. Remember, even though we sold this to an inde-
pendent dealer on Agril 1, he would not pay us that tax until July 31.
The CuairMAN. You are talking about the independent dealer?

Mr. Moran. Yes.

The CuairmMaN. He would not pay you until July 31 because you
are advancing him credit to carry that. ‘ .

Mr. Moran. Yes.

The Crairman. All right. _

Now, to try. to straighten my thinking, let’s leave out your credit
for a minute, because that confuses me. Let’s just try to think about
it with the credit out of it, and then put the credit in and see what
difference that makes, because that is fundamental to your argument,
as I understand it. , :

Mr. MoraNn. Yes, sir. ‘

The Cuairman. I realize that is very important. .

Now then, if there is no credit involved here, you would pay the
tax, but you have to add it to the cost of the tire at that point.

Now, l)ét’s suy he buys $30,000 worth of tires from you. How much
tax would that be against a $30,000 inventory? ‘

Mr. Moran. About 10 percent. ‘

The CuairmaN. So he would have—leaving out the credit feature
ou are speaking of—he would have about $3,000 to pay interest on
rom Aprﬁ 1 to May 381. And your outlets would not have that inter-

est factor to carry, So that would be interest on $3,000 that he would
be looking at, and insurance on the $30,000. :

Mr. Moran. Right.

The CuairmMan. How much do you estimate the interest on that
$30,000 would be, just on the average?

Mr. CrurcHER. One-half percent a month. $15 a month.

) ’lll‘h;a CurAIrMAN. So you are talking about $15 a month for insurance,
right .
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Mr. Moran. No, interest. =~ ' - i

The CuairmMan, All right.

Now, that is 2 months, that is $30 for interest we are talking
about. In addition to that, we are talking about the insurance.
Now, what do you think the insurance on $30,000 inventory would be?

Mr. Moran. We estimate between $3.12 and $22.36, for the year.

The CuairmaN. Let’s get a figure, because I am trying to get all
this together. o

Mr. Moran. Let’s take 312 a year on average, additional insurance.

The Crarman. I think that 1s about what it would amount to.

Mr. Moran. That is the median of the insurance figures that we
have in our testimony.

The CrammaN. So you feel that that would only be about a dollar
a month insurance?

Mr. Moran. Right.

The Cuairman. For 2 months, that is $2. Now, that is $32.

Now, if you isolate that feature, he would be looking at a $32—
he would have a disadvantage of $32.

If I understand correctly, you contend you are selling these tires
to the independent dealer for the same price that you are pricing them
to your own sales outlets.

r. MoraN. Yes,

The Cuairman. And that the discount terms are the same as
‘between the two. - ‘

Mr. Moran. Correct. ‘

The CuairmaN. Now, assuming that to be correct, you say that
you are letting them 'carry this inventory for an average of 85 days,
and that they are not paying you interest on that.

Mr. Moran. Correct.

The CHairMaN, If I understand your argument, you are contending
that on the average these people get the benefit of interest on that—
that the tax has been paid, all right, but on that $3,000, they are getting
the benefit of 3 months—of almost 3 months’ interest on that money.

Mr: Moran. That is correct. )

The Cuairman. In other words, because you let them have it on
consignment, and you are not charging them interest on it, and you
are giving them the same ¢ash discounts that your own stores get, if
I understand it—if you just rough that figure out, you would be
entitled—they are actually gaining $45 in interest, if you just rough it
out to make that 3 montgs rather than 85 days-—you are contending
that they are getting the benefit of $45 interest, because you are carry-
ing this interest on this inventory rather than them.

" Mr. CrurcHER. You are carrying the accounts receivable, yes, for,
a3 5‘f¢u say, nearly 90 days, and a long cash discount, when they do pay
.1‘5 . . - . C .

"Senator WiLtiams. And of course the additional cash discount for
the shorter period of time will show up in this report you are furnishing
us, L ; ' IR

Mr. CrurcHER. I can'only speak for 6ne rubber company, but there
is no variation in the cash (firscount. : ' - '

The CuApMAN. Just to get this straight in my mind—1I want to be
fair to both sides, and I want to consider all factors. =~ ‘

I am trying to get down to dollars and cents. You are contending
that by carrying this inventory, and without charging them interest
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on. the money they owe you, that you are in effect giving them the
benefit of $45 of interest expense that ycu are paying on inventory
they are carrying? .

Mr, MoraN. Yes. That is exactly it.

The CHairMAN. You contend that $45 offsets the $32 they are
out by virtue of having to pay this tax at an earlier date?

Mr. Moxran. This is substantially it, Senator. In other words
if there is any inequity in the present system, it ought to be considered
in favor of the tire companies. ‘

The Cuairman. Well, now, of course you would concede if you are
not carrying some fellow’s inventory for him, that he does have a
good argument, that $32? ‘ : ‘

Mr. Moran. Right. '

The CrAIRMAN. In other words, you would concede if this interest
expense that you are carrying were not a part of this picture, he has
a %\(/)IOd argument? ‘

r. MoraN. This is the very point.  If he had to reach down in
his pocket and pay over to us this excise tax, we would agree that he is
disadvantaged. %ut our point is he doesn’t have to pay this, and
there is no disadvantage. In view of the terms that——

The Cuairman. I might say if what you say is correct, and I were
an independent tire dealer, and I could keep that inventory on that—
sitting up there at no cost to me, and with you carrying the interest
expense, that would be great—that.is how I would do business. .

ut on the other hand, if by doing that I have to forgo my cash
discounts to the extent that that causes me to lose as much in one
respect or another as I gain by this, then of course it would wash it
out. :
h:lz)g I understand your contention to be that you don’t have to do
that ’

Mzr. Moran. He doesn’t have to do that. He still gets the dis-
counts,

’l(‘lhe (:;HAIRMAN. He still gets the discount—even though it is
90 days

Mr. Moran. Yes, sir. .

Senator WiLLiams, But does he get the same discount that he does
if he psgs in 30 da;rs? The answer is no, isn't it?

Mr. CrurcHER. To answer that, there is a short period of time
cach year—maybe 3 months out of each year—when a dealer gets
long terms and gets extra anticipation discount by paying before
maturity.

Senator WiLniams. I have not formed any opinion on this bill,
but I think we would get a better understanding if we would just be
frank with each other. There is a difference. Now, maybe there is
not a difference enough here to be considered. .

Just take the case of two tires and follow it through. You sell
one to an independent dealer-—and you don’t always sell these the
seme month. You sell it May 10 from the company. The dealer
sells it on June 10. In that instance the company would send in a
check, and the dealer would pay it on July 1; is that correct? :The
first of the month, on the month following the sale. That would be
July 1. Now, another tire is shipped the same day, May 10, to a
company-owned store, and that store sells it June 10. 'The tax comes
due August 1, 30 days later; is that correct?
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My, Crurcugr. This is true, bocause there has been no sale when
you ship it to the stove.

Seuntor Wintaams, I am just speanking mathematically. ‘That is
corroct, is it not? '

Mr. Crurerer, That is corvect.

Senator Wrnntams, So to that extent thore would bo a difference
of 50 days in the payment of the tax. And in the case of the inventory
that is financed # rom this insurance, that is the reason 1 want to soe
the discount torms. | don’t think thore is anything secret about. it.
1t has always been my ox‘)orionce as an independent dealer in other
products, that if we hought merchandise on 00-day credit wo paid
-a cortain prico in 80 days, if we paid it 60 days we got a discount,
and if wo paid cash we got a larger discount.  While you might say
there is no cmrying charge added on, there is & enrrying charge
whether you add it on or work it backward. 1 think that if we lay
all these mathematical facts out on the table and recoguize them
we could form n better solution hore—at least 1 ean-—becauso thus
far you have not convinced me that they do not exist, 1If they are
going to be ovaluated I think we can avalunte them better laid right
on top of the table.

Mr., Cryurensr. OQur torms at the moment, as of right now,
happen to be passenger tives sold to a dealer, 50 percont 10th of next
month, another 50 percent the 10th of the second month, 2 percent
cash discount for each pnyment made at maturity.

Senator WiLLIAMS, 'l‘lmt. 8 2 percent?

Mr. Crurcaer. Two-percent. eash discount. They pay half of it
the 10th of next month, Then 2-percent cash discount if they pay the
other half the 10th of the second month, That is the passenger tires,

Senator WiLniams, Suppose the dealer pays cash on delivery?

Mr. Crurcner. The same 2-percent. cash discount.  No anticipa-
tion cash discount. :

Now, the same principle applies on truck tires, excopt that on truck
and tractor tires they may pay the entire amount on the second 10th--
in othor words, the 1uth of the second month-- -and got 2-percent cash
discount.

Senator WrLtiams, If a dealor buys an inventory of snow tires at
this time of the year, off season, what would be the terms?

Mr. Crurcues. The torms right now on snow tires —~thoy are due
one-third next November 10, one-third next December 10, and one-
third next January 10, and in each case, 2-percent cash discount for
the portion paid at maturity.

Senator Winntams, And no discount for advance payment?

Mr. Crurcugr. No, those do not carry anticipation discount of
half & percent & month, for any amount prepaid, However, at other
times of the year we do have terms carrying anticipation discounts,

Senator Winrtrams, If he wants to take advantage of that half of a
percent a month and pay it all, he would got this cumulative 2 percent
on each of the one-third, plus a half of a percent a month as of the
date of payment.

M. gnu'rcumu. Yes. Then we would not have to go out and
borrow money to finance his inventory.

Senator Wirniams, T understand that, but he would have this dis-
count if he paid cash now, and he would have his money in the tax
on the tire throughout this period, '
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Mr. Crurcnrr. He would,

Senutor Winrrams, Now, in a company-owned store could it take
advantage of the discount? You have company-owned stores, but
you do not have to pay the tax unlil after it 1s sold.  Would that be
true, because you would not sell this tire until January, for instance?

Mr. Crurener. We pay the tax

Senator Winniams, Sixty days—45 days after ——-

Mr. Crurenrr. Whenever thoy sell it—the end of the month
following the date of sale——in the easo of our stores selling it, or in
the case of our selling it to a dealer,

Senntor Winnrams, Is this delay differentinl in the time of pay-
ment---whether it is worth a considorption or not-—but that is the
argument between the two operations here now, isn't it? '

!Mr. Monan, Yes, | think you have the facts straight.

Senator Wintianms, This is the argument, Whether we should
corroet it or shouldn’t-—that is the problem that is before us.

The Cnamman, 1t would seem to me that the interest on the money
that you are carrying would more than offset the tax. But the ques-
tion 1s to what extent do the payment discounts offset that differen-
tinl, That is why Senator Willinms very correctly said we would
like Lo know about your payment terms,

Now, is there any one of you here who can say that his company
has eash discounts with no eredit for anticipated payments that
would benefit a person by paying in loss than 90 days?

Mr. Crurcnsg, - Snow tires,

The C'nairmMAN. In 90 days--under certain circumstances, on snow
tires.

Mr. Crurcngr. You mean there would be anticipation discount?
Our terms as of today, no--there are no anticipation discounts on

i\

anything other than snow tires. :

Senator Wirniams, It could be this differentinl in the wintertime
when snow tires are in season--the discount then could be on the
other type of tires for advance payment, for the summer months,

Mr. Crurcner. This is true.

Senator Dovarag. Is that true of Goodyear?

Mr., Scuarnorre. Basically it is the same.

ISouul.m- Witnians, 1 understand it is true pretty much of all of
them,

The Cnamman. We have available to us lawyers, accountants,
whatover it takes to study a tax problem.  We would like to have the
discount for that reason, so they can make a comparative study and
try to como up with an overall answer.  Until that study is completed,
I will still be in doubt as to whether wo ought to pass the bill or not.

Mr. Moran. | think the key consideration is whether this is going
to help any independent dealer in any substantial form. And we
maintain it will not. ‘There is little if any benefit to any independent
dealer by passing this legislation,

Mr. Scuartorre. And may I point out that Senator Douglas, for
oxample, notices that there are some very large companies involved.
There are very many dealers involved. But these dealers are our
customers. And if these customers were really being hurt, wo arve
80 anxious to holp our dealers that we would really make n special
‘effort to work something out. But we really don’t think that it
helps these denlers.  And they are our customers, If our customers
were roully being hurt, we would not bo up hore testifying against this.
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The Cuairman. What is your impression of their position? Do
you think that they themselves seem to feel or don’t feel that they
are being discriminated against?

Mr. ScuarvorTE. My personal judgment, observing the history
of this particular bill, is' that there are relatively few proponents who
have been unusually vocal. And if my American history is correct,
this is often the way legislation has been passed—because there have
been one or two very persistent proponents,

But J don’t see any ground swell from the oil companies, who are
in the same boat, or the chainstores—and these big companies are
much more aware of these financial problems. And they have not
asked for this.

Mr. MoraN. I have studied the situation with regard to General
Tire, because we just completed a series of sales meetings around the
country, among our dealer sales organization.

This bill, or this supposed disadvantage was never mentioned by
any dealer. We have received no letters from any of our dealers
indicating that they are disadvantaged. We have received not one
letter or comment that they are hurt because the General Tire,
company-owned stores are favored by the present tax law.

The Cuairman. There are a lot og’ these small concerns who really
are not in a position to do much about the bookkeeping and the law
and the way that you pay taxes and the way they pay taxes.

Undoubtedly, however, through, as you indieate, these big com-
panies are, these large concerns that buy large amounts of tires—
th%r have a chance to think about it.

oes Sears manufacture their own tires or buy them from one of the
companies?
r. Moran. They do not manufacture tires.

The CuamrMAN. Sears sells the All-State tire. Is that a Sears
subsidiary?

Mr. ScuarLoTTE. No, they are manufactured by an independent
clompany. As far as 1 know, Sears does not even own any stock in
them,

The CuairMAN. So your argument is that certainly Sears would
know what the i)roblem is on both sides of the fence, and so far as
you know, they have expressed no interest in the matter?

Mr. Scuarvorre. That is right. Neither have any of the other
people in this chain of distribution,

Mr. Crurcaer. Nothing in the bill that would help them—the
dealer, large or small.

The Cuamrman, How about Montgomery Ward?

Mr. Moran. They buy their tires. They do not manufacture.

The CuarrMan. Do 1 understand they have not complained about
it? They would cortainly know about whatever discrimination exists.

Mr. Moran. No, they have never complained.

The CuairMaN. And you say the same thing is true for other large
purchasers of automobile tires. _

Mr. ScharLorTE. Including the original equipment manufacturer.
We have to pay the tax when we sell the tire to the original equipment
manufacturer. .

The Cuamman. In other words, Ford Motor Co. would be a big
buyer, General Motors, and Chrysler. And your position is that if dis-
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crimination existed as to the independent dealer, it exists as to them,
also, because they have it on hund] rior to the time they sell the auto-
H{)obile. And they have not compfa)xined or expressed any resentment
about it. - ‘ :

Mr. Moran. T think that is the point. If there is any basis of any
argument for discrimination, the chains ought to be in favor of making
lthlslu retailer’s tax, wherein each one is put on this theoretical equa
evel.

This is the only answer to this dilemma.

The CHAIRMAN. As far as you are concerned, you would have no
complaint about it being a retail tax?

r. Moran. No.

Mr. Scuarrorre. We would not advocate it, because it is contrary
to all the basic policies of good tax administration., We have just
eliminated retail excise taxes, and one of the main reasons was because
the druggist was involved—the locul dealer——because the Revenue
Service ﬁad a very difficult time administering the "sw. We hate to
be in a position of advocating something that really doesn’t make
sense. But this is the only sensible answer to changing the inequity
that has been discussed.

The CHAIRMAN. Senator Douglas? ‘

Senator Douaras. May I ask Mr. Crutcher to swnmarize the pre-
vious gestimony on how Firestone charges taxes to its company-owned
stores? :

Mr. CruTcHER. As Mr. Burger pointed out—there was-a time a
few years ago—and. Senator, I cannot tell you how many years ago
it has been—when Firestone used to pay the tax to the Government
at the time we billed our stores, ‘

Senator Douvaras. That is what T thought you said.

Mr. CrurcHER. There was 8 time we did tf‘l'is.

Senator Doueras. That is precisely what this bill would require.

*Mr. CrurcHER. Yes. We discontinued doing that—and I cannot
tell you how many years ago—but some years ago we discontinued
doing that. But for accounting purposes, for our own convenience,
we, 80 I understand—I am quite sure of this—continued to bill the
excise tax to our stores, just for accounting purposes.

Senator DoucLas. At the time of sale? ' '

Mr. CrurcHer. No. -

Senator DovcLas. Wait a minute. At the time of delivery?

Mr. CRUTCHER. At the time of delivery. ' ‘

Senator DougLas. That is precisely what this bill would require.

Why would this cause this great administrative upset if this 1s what
you are already doing? ' v R

Mr. CrurcHER. I think I can say the reason it would not is that

L

we have never stopped doing it. e set this up some gem‘s ago to
dl(l)l the bookkeeping this way, and we continue to do the ookkeep‘ing
this way. ‘ ‘ ' o o I

Senator DoueLas. You ¢ould continue if this bill were to 'be
udopted. It would not make any change in your practice? ~ -
r. CRurcHER. This is true. But it would not help thé dealer,
would it. S e e e
Senator Douaras. It would not hurt you.
hMr. Moran. The real problem, Senator Douglas, is the fact
that——-
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Senator Douuras. If you can do it, why can’t the other four?

Mr. Moran. When does a taxable event occur? When is a sbip-
ment to a retail store? From the committee report furnished by the
House of Representatives, we don’t know when a shipment to a retail
store occurs. This is an administrative burden.

Senator Doucras. One of lyour arguments has been the great
administrative upset this would cause. But here is something that
Firestone has been doing, and still is doing.

Mr. CrurcHER. I believe we are still doing it. I am not sure.

Mr. ScuARLOTTE. But there is a historical reason for that. And
the reason, as I understand it, that Firestone is different, is because
originally their company-owned stores were separate subsidiary
corporations, and they were by law required to collect the tax, be-
cause there was a sale from one legal entity to another. And this
still exists, as I understand it, with some few Firestone stores. So
that there was a unique situation.

Senator Doucras. Irrespective of the origin, the continuation of
the practice does not seem to have caused great administrative
difficulties for Firestone.

Mr, CrurcHgER. I might add this. This billing is—this billing
of the tire and the tax on our stores is strictly on shipments to that
store.. «

Senator Dougras. Yes, I understand.

Mr. CrurcHER. And not to some nearby point, where they might
later draw it out. In this respect too, I might also point out that the
matter of consignment to dealers has—I hate to even bring this up,
because it has not been introduced into this testimony at all

Senator Doucgras. That is all 1ight.

Mr. CrurcHER. But the v, is a fair percentage of tires that go to
detglers are on consignment, and thererore they would not represent
a sale. , :

Now, we don’t bill tax on those. And conceivably that might be
one of the rules that would get into this picture—a shipment to a
retail point. When you ship to a dealer’s consigned stock, that is a
shipment to a retail outlet.

hat would certainly be swkward, to try and bill and keep track
of the tax on that. And I believe out of these five rubber companies,
something in .the vicinity of 15 percent of shipments to dealers are
shipments into consigned stock.

enator Douaras. If Firestone can do it, it doesn’t seem to me
it would be too crushing for the others.

Mr. CrurcHgRr. This brings up administrative problems that to
my way of thinking would be not only a severe problem for the rubber
companies, but likewise for internal revenue, to try to audit something
that is almost unauditable.

The CHAIRMAN. Well, are there any further questions?

You provide that discount information for us. I think that will
help. We will certainly study it and try to arrive at whatever would
be the fair and equitable and just conclusion, all things considered.

(The following letter and attachments were submitted pursuant to
questions raised by members of the committee:)
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RUBBER MANUFACTURERS ABSOCIATION,
Washington, D.C., June 27, 1966.

Subject: H.R. 318—Proposed legislation related to the payment of Federal excise
tax on tire and inner tubes.

Hon. RussgrLL Long,
Chairman, Commillee on Finance,
U.S. Senate, Washington, D.C.

DEAR MR. CHAIRMAN: Pursuant to a request at the Committee hearing on
H.R. 318 on June 21, 1966, there are enclosed statements of the basic credit
terms granted by certain tire manufacturers to both independent tire dealers
and the manufacturers’ company-owned stores.

The enclosures were supplicd by those tire manufacturing companies having
their own retail facilities as well as acting as suppliers to independent dealers.
The companies are listed as follows:

Firestone Tire & Rubber Company
General Tire & Rubber Company
The B. F. Goodrich Company
Goodyear Tire & Rubber Company
United States Rubber Company

You will note that none of the enclosures bears any attribution to a specific
manufacturer, but each is identified as Dealer Credit Terms—‘‘Company A",
. .. “Company B, ete. This identification is merely used to protect the
confidentiality of the information supplied by each company. The listing of
“Company A", “Company B”, etc., bears no reference to the alphabetical order
in which the companies are actually listed above.

A further enclosure is a simple chart which shows the over-all effect of these
credit terms in relation to the so-called “‘inequity’’ which is the apparent target.
of H.R. 318. The chart is based on testimony at the June 21 hearing.

At the hearing, it became apparent that an understanding of these credit terms.
is of particular importance to the Finance Committee. A dealer is granted the
29, cash discount on all payments made at or before the specified maturity date.
The average credit terms of 86 days reflcets many transactions where the dealer
is allowed a much longer period (in some instances as much as 200 days) to pay
for tires and tubes and is still granted the 29, cash discount. Thus, there is no
forfeiture of a discount to the dealer—on the average—until after the 86 day
period previously cited.

The anticipation discount which may be allowed at certain times is in addition
to and entirely distinct from the 29, cash discount. Failure to obtain an antici-
pation discount is not a penalty but rather represents a dealer’s decision as to
where he wishes to invest his funds. The anticipation discount is thus compensa--
tion for such discretionary investment in his own inventory.

As to the estimated costs of insurance discussed at the hearing, such estimates.
énelu}(lief both fire and extended coverage; they do not, however, include coverage
or theft.

At the hearing Senator Paul Douglas expressed an interest in the percentage of
sz:)les in the replacement market accounted for by the five manufacturers listed
above. :

Based upon data supplied to the Rubber Manufacturers Association from all
tire companies for calendar year 1965, it has been developed that the five compa--
nies having their own retail facilities account for 60.609, of replacement shipments.
of highway-type tires (passenger, motoreyele, truck and bus) and that they account
for 61.63% of replacement shipments of all taxable tires (including the above
categories as well as farm, aircraft, industrial, pneumatic, bicycle, and solid tires)..

I hope that the Finance Committee will find the foregoing helpful in its delibera--
tion of this matter. However, should any questions arise regarding the enclosures:
we ghall endeavor to answer them. '

Sincerely yours, : :
W. J. SEars, Vice President..
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Company A—Dealer credst terms

Regular terms

Passenger tires and tubes......

2 percent 10th prox....

Product Dating progmms-—Shthpr%X]gg dates and payment
Miscellaneous special brand 2 percent, 3d 10th
tires. prox.
Antl}cﬁlpatlon {l}smunt:
percent for pay-
ment 30-50 cf:ys
X in pdg?x‘nqe.
.percent for pay-
ment 60 days or
more in ad-
vance.
SNOW tIre8..c.amnvaacaaasanens|smanramiacoaacranaaaes Julygthrocl;%itl %xg’ 20: 10: 3% Doo. 10; 3 Jan. 10
T ov, 10; 00, 10; }§ Jan. 10.
I‘};eanucfpnﬂon discount.
Regular brand tires, passenger |- ...-----e-ceceecenneenn Winter dating:
and truck tires. After July 21:
2 ;ieroent. 1§ Nov. 10; 3§ Deo. 10; ¥4 Jan.
No anticipation discount,
Pasungivr tires and tubes,  [.ecieccceccaccnenenenans Sprln%d&tlnz:
tarm tires and tubes, truck After Jan, 1:
tires and tybes, industrial Zone I: 2 percent, 3§ Apr. 10; 3§ May 10;
tires and tubes, camelback, June 10,
finished passenger retreads. Zonejlll: )g rcent, 3§ May 10; 3§ June 10;
u .
Anticipation discount of 24 of 1 percent
for each full month prior to due date.
) 0 ST FUPTRSPNPPI PRI ..| 8pecial dating:
© Sept. 21 through Oct. 20:
2 ;;éroent, Mar. 10; ¥4 Apr. 10; 1§ May
Anticipation discount as above.
| 9 1 Y receevmmammnamanan reemcesssenssans emamam—- Special winter dating:
After Oct, 21:
Zone I: 2 percent, 3§ Mar. 10; }§ Apr. 10;
May 10,
ZoneJII: 2 percent, 3§ Apr. 10; 3§ May 10;
une 10.
Ag{lclpstlon discount as above.
Passenger tires and tubes  |ceococinoacainninen- Speclal datlnﬁ
(except snow tires). Aug. 21 through Sept. 20:
2 percent, 4 Oct. 10; % Nov. 10.
No anticipation discount.
Passenger tires and tubes.. .. [-ccmacneanaienccneanan- Mar. 21 through Apr. 20:
Zone I: 2 percent, ¥ May 10; 14 June 10.
Zone 11: 2 percent, 14 June 10; !4 July 10.
No anticipation discount.
DO0.ccannna- . — Apr. 31 through May 20:
%Percont. 14 June 10; 44 Ju.. 0.
o anticipation discount.
DO0uncencnencncaasmeasenaca|esassnassaccencncessanns Ma;é 21 throltm;l:s.}mlle ?g: 1% Aug. 10.
roent, 14 July 10; ug. 10.
bft’)eantlolpmon disoount.
Do.. ameecaaen June 21 through July 20:
'.;qpereent 14 Aug. 10; 4 Sept. 10.
0 antlofpntlon discount.
Form tires and tubesa.eeeeeeaa) ceecananans aaanacaannen June 21 through Aug. 20:
’ 2 %rcenc, 14 Oct. 10; 1§ Nov. 10; 3§ Dec.
No anticipation discount.
.+ Pagsenger tires and tubes July 21 through Aug. 20:
2 Petoent. 14 Sept. 10; 14 Oct. 10.
. No anticipation discount.
Farm tires and tubes. .........| 3 peroent 2d 10th Aug. 21 tiirough 8ept. 20:
) . . prox. 2 peroent, 3§ Nov. 10; 3§ Deo. 10; }§ Jan.
No antieipation dlscount.
Industrial tires and tubes...... 2 percent 10th prox.... .
Truok tires and tubes..... 2 percent 2d 10th prox..
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CompANY B—DpBaLBR CrEpIT TBRMS

We practice Cycle Billing, which extends the same number of payment days
to all customers, but which varies the payment date according to whichever
cycle a customer permanently operates within.

Cycle billing schedule (6 cycle periods)

Cycle No. Billing perlod Due date

No.1........ 6th of t‘l‘ month through 5th of subsoquent | 25th of month after close of billing poriod.
month.

No. 2........ 16th of a month through 15th of the sub- | 5th of inonth after close of billing period.
sequent month,

No.3........ 26th of at mong: through 25th of the sub- | 16th of month after close of billing porfod.
sequent month,

No. 4........ 1st of a month through the end of the month.] 20th of month after close of billing period.

No. 8.uennnnn 218t of nt mon:,}h through 20th of the sub-{ 10th of month after close of billing period.
sequent month,

Regular terms

Payment due on date indicated on all products, cxcept Heavy Service and
Farm Tires and Tubes.

Heavy Service and Farm Tires and Tubes are due on same datc in second month
after close of billing period.

No anticipation allowed.
Spring dating

All customers in Zone I, purchases beginning January 1.

Payment due—13§ April, 1§ May, % June.

All customers in Zone II, purchases beginning January 1.

Payment due—!$ May, ¢ June, 3 July.

Anticipation allowed,

Winter dating
Purchases October through December 31:
Zone I—4 March, 4 April, }4 May,
Zone IT—1¢ April, 14 May, 13 June.
Anticipation allowed.
Harvest terms (farm tires and tubes only)

Purchases January 21-August 20.
14 October, 1§ November, } December.
f\Io anticipation,

Winter tire terms

Purchases July through September.
% Novomber, }§ December, ) January.
No anticipation,
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Company C—Dealer credit terms
2-percent cash discount allowed Subject to
Shipping period Product category if paid by following maturity dates | anticipation
discount 1
Sept. 21-Dec. 31 May 10..} Yes
Jan. 1-Mar. 20.. . ﬁ June 10.7] Yes.
ey 10 July 10..] Yes.

Mar. 21-Apr. 20.
Apr. 21-May 20

May 21-June 20........

June 21-July 20

July 21-Aug. 20..

eng
All truck and tractor...
All passenger...........
All truck and tractor
Passenger (except Snow

ires).
T'ruck and tractor (except
snow tires).
Snow tires
Paeisenger (except snow
res:

Truck (excopt snow tires)...
Snow tires
‘Tractor tires

pt snow

Aug. 21-8ept. 20

tires

Truck (oxcept srow tires).._
Snow tires

Tractor tlres
Passenger (except snow

res).

Truck and tractor (except
snow tires).

Snow tires

1< Nov. 10, 1§ Dec. 10 3¢ Jan, 10..] No.
13 Aug. 10,, Sept.10.. ... _...... No.
Bept. 10, .o i ceainan No.
ig ov. 10, 1§ Dec. 10, 14 Jan. 19._} No.
Oct. 10, 3 Nov. 10 Deo. 10..| No.
ASept 10, % Oct. 10. 7. _.__._. | No.
........................... No.

ié Nov. 10, 14 Dec. 10, 1§ Jan. 10..| No.
Oct. 10, /S Nov. 10 Dec. 10..] No.
14 Oct. 10 WBNov. 10 cacaeaaen. No.
Nov. 10, o No.
34 Nov. 10, 15 Dec, 10, 3§ Jan. 10__| No.

1 In addition to the 2-percent cash discount, anticipation discount, where applicable as shown above, iy
-allowed at the rate of 6 percent per annum from date of payment to maturity date.

Company D—Dealer credit terms

Antlel
Shipping period Product category Credit terms (subject to 2 feroent tion d
discount at maturity) 1 oount a Pl(

8ept 21 to Dec ax ...} All tlres and tubes. _._...... 14 (March, Aprll and May 10)........ Yes.
Jan.1toMar. 19...._.|..... 32 l\/P , and June 10)... .| Yes.
"Mar. 20 to Apr 19. - Passenger tires and tubes.... 8y and une ) 1) DU .| Yes.
Truck and farm.__._._._.._. Lo(June10). aevenooniao o No.
Passenger tires and tubes.... May, June, and July 10).. No.
Truck tires and tubes. .._... June and July 10 ......... .] No.
Mpr 20to May 10._._. Passenger tires and tubes.... b (June and July 10)... -] No.
ay 20toJune 19.. .. d (July and August 10)........ No.

June 20 to July 19......
-June 20 to Sept. 19._..

June 20to Gat. 10....
.Tuly 20 to Aug. 19.....

Aug. 20 to Sept. 19....
Sept. 20 to Oct. 19....

SI}OW ktimz«: (passenger and
Passengor tires and tubes....

14 (August and September 10)
(October, November, and Decem-

ber 10).
14 (November, December, and June

sgeptember and

;

October and November 10) ..
(November and December 10)

October 10)

1 Does not include relatively small zone 2 whose terms are generally similar but more favorable being 1

month later in tf

1 Calculated et 6 percent per annum from date of payment to maturity.

wuns 20 to 1
3 Does not

?nclude snow tires.

(The company statement period
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Company E—Dealer credst terms

Maturity date (2 percent cash discount| Subject to
Shipping branch Tires and tubes allowed 1f paid by maturity date) [anticipation
discount !

Dec.1to Mar.25. ... All tires and tubes. ... Zone 1: 34 (Apr. 10, May 10, June 10)..{ Yes.
Zone 2: }i (May 10, Juno 10, July 10)..| Yes.
Mar. 2610 Apr. 25, .. |...dO. .. oiiieiiinnns Zone 1: }g (May 10, June 10)_._..__..| Yes.
Zone 2: 1§ (May 10, June 10, July 10)..] Yes,

Apr.26toMay 25._..| Passenger. ......coeoiioanan Zono 1: June 10. ... ___...ooooeel No.
Zone 2; Yes.

Truck and tractor........... Zone 2: July 10 caouenio oo No.

May 26 to June 25....| All passenger......... July 10......__.. No.
All truck and tractor. Aug.10... No,

June 28 to July 25..... All passenger. ....... ... Aug. 10 o,
All truck and tractor. Sept. 10... No.

July 26 to Aug. 25.....] Al passenger......... Sept. 10. No.
All truck and tractor. Oct. 10.. No.

All winter cleat. . 1§ (Nov. No.

Aug. 26 to Sept. 25....] All passenger... ct. 1 No.
All truck and tract Nov. 1 No.

All winter cleat. . ... (Nov. No.

.8ept. 26 to Oct. 25._..| All passenger....... ov. 10. No.
All truck and tractor. dDec. 0ot No.

All winter cleat...... . (Nov. 10, Dec. 10, Jan. No.

-Oct. 26 to Nov. 30....] All passenger......... A DOC N0 eeeeeeaaae .{ No.
All truck and tractor. JJan. 100 .o ... -{ No.

All wintercleat. . ...._...... Y4 (Dec. 10,780, 10) e oo cemecae No.

1 In addition to 2 percent cash discount, anticipation discount, where applicable as shown above, isallowed
at the rate of }4 of 1 percent per month from date of payment to maturity date.

Zone 1: Southern part of United States.

Zone 2: Northern part of United States.

TIRE DEALER , INVENTORY & TAX FINANCING, BY MANUFACTURER

Point of Sale to Dealer Point of Sale by Dealer
SO 220 o Leaer _.._..____L_r..

77 ]

Manufacturer’Pays Tax Average of 45 Days Manufacturer Finances Tax Average of 41 Days

L g7z

Manufacturer Collects From Dealer Average of 86 Days

Dealer Sells Tire Average of 95 Days

Source: RMA Testimony Before Senate Finance Committee, 21 June, 1966.
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The CHA1RMAN. We thank you gentlemen very much for your testi-
mony. »

I think you have done a fine job.

May I say to Mr. Burger I wasn’t able to be in the room—1 had to
go off for two amendments which were agreed to in the automobile
safety bill today. I hope I hit a blow good for the country there. I
am going to read your statement, Mr. Burger, because you have
labored long in this vineyard. If you want to add something to the
record, go ahead and say it now.

Mr. BurGER. I would like to put a question to the Chair, that I
would like to have in the record the names of the two witnesses that
accompanied Mr. Moran, and who they represent.

The Cuairman. That is in the record)t

Now, Mr. Burger, if you want to add some additional statement, or
anybody else wants to add something, you have until 5 o’clock this
evening to get it to us, and we will include that in the record. If you
want to respond to something the other fellow said, we will be glad
to put that in the record as an addendum to your statement. :

(Whereupon, at 12 noon the committee was adjourned, to reconvene
subject to the call of the Chair.)

(By direction of the chairman, the following is made a part of the
record:)

RUBBER MANUFACTURERS ASSOCIATION,
Washington, D.C., June 29, 1966.
Mr. THomas VAL,
Chief Counsel, Committee on Finance,
U.S. Senate,
Washington, D.C.

DearR MR. VaiL: In our discussion of June 27 concerning H.R. 318, you ex-
pressed an interest in the procedures involved in determining the “anticipation
discounts’’ available to tire dealers for early payment to manufacturers to cover
the cost.of gaods sold to the dealer.

In order to give you an illustration of this matter, I have prepared a chart show-
ing the steps used in determining these anticipation discounts.

Although the situation established on the chart is hypothetical, I trust that it
will serve to promote some clarity into this matter.

The conditions established in this situation approximate quite closely eurrent
industrél practices in the area of anticipation discounts. )

incerely yours.
. ' Joseru PETER KIGIN,
Legislative Assistant.

ANTICIPATION Discounts GRANTED TO TIRE DEALERS

Congitions

1. Dealer Furcha.sed $900.00 worth of tires on March 1.

2, Value of $800.00 is exclusive of the Federal excise tax, since the discounts are
not ‘applicable to the tax. :

3. Maturity dates for payment would be 14 April 10, % May 10, % June 10.

4. Anticipation discount applicable would be }gof 1% per month from date of
payment to maturity date.

5. Assume a payment-in-full date of March 10.

Value of tires excluding Federal excise tax. - - oo .. $900. 00
Total 2 percent cash discount. - oo 18. 00
Total anticipation discount._ _ - o 8. 82

Total discounts . - - oo oo e 26. 82

Net payment by dealer.. . o oo oo 873.18



TIME FOR TAXING TIRES AND TUBES 45

Assuming payment in full on March 10, the discounts are figured as follows:

Cash Anticipation
discount discount
Payment due Apr. 10: $300 due minus 2 percent cash discount equals $294
due minus 14 of 1 percent anticipation discount (1 month anticipation). ... $6 $1.47
Payment due May 10: $300 due minus 2 percent cash discount equals $204
ue minus 1 percent anticipation discount (2 months’ anticipation)....... [} 2.04
Payment due June 10: $300 due minus 2 percent cash discount equals $294
due minus 14 percent anticipation discount (3 months’ anticipation)...... ] 4. 41
Total 18 8.82
Total discounts available. ... 206.82
Total cost to dealer for payment on Mar, 10.. 873(. 18

Nore.—If the dealer should pay after Mar, 10, the anticipation discount on the 1st maturity date would
still be available to him and would be calculated on a daily basis using a 30-day month. Moreover, if the
dealer should merely choose to pay on time for the 1st maturity period, the anticipation discount would
still be avatlable to him for the remaining maturity periods.

STATEMENT OF W. W. MARSH, IN BEHALF oF THE NATIONAL TIRE DEALERS
& RETREADERS ASSOCIATION, INc.

The National Tire Dealers and Retreaders Association is an organization
composed of approximately 3,500 tire dealers, of whom the overwhelming
majority (approximately 809,) are also retreaders. We have been quite con-
cerned with the future of the independent tire dealer and have so expressed ourselves
in hearings before several legislative committees.

More than ten years ago we pointed out the inequities in the collection of federal
excise tax on new tires and tubes because the dealer was required to pay the
excise tax on delivery of the tires and tubes while we were given to understand
that company owned stores were not. However, in the ensuing years and in
further testimony on various subjects, principally on the federal excise tax matter
in connection with the Hi%hway Trust Fund, we were told that some companies
pay the excise tax on delivery while others do not. The establishment of a
weighted average of excise tax amounts for a given size tire was an arrangement
between the Rubber Manufacturers Association and the Internal Revenue
Service. Apparently from all indications, such an arrangement has been quite
satisfactory to parties on both sides. As a result, our Association is not at all
familiar with the bookkeeping procedures involved in the collection of this tax.

Our reason for taking the position that we did in the beginning was provoked
by two reasons. One, if company stores were not required to pay tax in a manner
similar to independent tire dealers, then this was basically unfair and diserimina-
tory. Secondly, if something could be developed to improve the competitive
position of the independent tire dealer, we certainly would favor such a concept.

Many changes have taken place in the tire industry in the past ten years in
inventory procedures and the method of handling inventories. While we cer-
tainly are in complete accord with the Highway Trust Program, the fact still
remains that the greatest hardship of the independent tire dealer exists because
of the amount of tax money that he has tied up in his inventory and the increase
in the capital investment because of his tax problem. The independent tire
dealer-retreader has had a new burden thrust upon him by the imposition of a
tax on his tread rubber used in retreading. He must absorb this increased cost
in his federal-state-municipality bids and does not bave the opportunities of tax
recovery now extended to new tire manufacturers and their various outlets. Any-
thing that can be done for these small businessmen to relieve the situation in the
matter of their investments would be warmly welcomed. If there are existing
inequities in the method of collection, these small businessmen would be grateful
for anything which can be done to fortify their position in the community.

O



