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D TESTIMONY OF SENATOR WENDELL H.. FORD - SENATE FINANCE COMMITTEE 

APRIL 21, 1986 

MR. CRAIRMRN: I very much appreciate the opportunity to 

appear before the Finance Cormnittee this morning to express 

my concerns about the excise tax provisions of your tax 

. reform proposal. On behalf of the forty two non-Finance 

Cornittee members who joined Senator McConnell and myself in 

requesting these hearings, f w a n t  to thank you for being ao 

accommodating in scheduling this hearing. The excise tax 

, package is the linchpin of your proposal, and I appreciate 

your willingness to subject it to public scrutiny. I think 

it indicates your true desire to move tax reform and produce 

a bill that is palatable to a majority of the Senate, 

Let me first join the long list of those who are ' 

commending you for your efforts, Like others I appreciate 

the tremendous ta,sk you had and congratulate you on keeping 

the tax reform movement alive. I must respectfully disagree, 

however, w i t h  the w a y  i n  which you propose to pay 

for tax reform -- that is'the $75 billion excise tax and 

tariff package. 

Mr. Chairman, this proposal is nothing short of a tax on 

a tax. The industries that collect federal excise taxes act 

as nothing more than a collection agent for the United 



- these very same taxpayers are the ones who will bear the 

burden of financing reform. The stated purpose of the tax 

reform exercise is to produce a more simple and fair system 

of taxation. Using excise taxes to raise the necessary 

revenue to make such a b i l l  revenue neutral ensures that the ' 

bill will be anything but f a i r  and equitable. 

This proposal will have a particularly harsh ef fect  upon 

Kentucky, causing us to bear an unfair burden for national 

tax reform. Three of the five major excise taxes are levied 

on Kentucky products: coal, tobacco and distilled spirits. 

Close to 1,700 Kentuckians would lose their jobs under this 

proposal, and at a time when unemployment is over 20 percent 

in about a fifth of our counties and over 12 percent 

statewide. Kentucky can simply not afford this tax reform 

proposal .. Kentucky is second only to California in 

the number of jobs lost from the excise tax proposal, and 

represents over 14 percent of the total job losses 

nationwide. . ' 

The effect on Kentucky is particularly harsh when 

compared to the House-passed bill. The Chairman's plan would 

eliminate 69 percent of the relief provided under the House 

bill to Kentucky families making under $11,000 a year. 

Median income families, those making $25,800 a year, would 

lose 45 percent of the savings gained in the Eiouse-Passed 

bill . 



and that is  that they cannot absorb the l o s s  of the deduction - 
and w i l l  have t o  pass it on. Clear ly ,  i n  the case  of those  

. . 
i n d u s t r i e s  which w i l l  suddenly incur  tax  l i a b i l t i e s  i n  excess 

of t h e i r , g r o s s  income, t h e  l o s s  of the deduction w i l l  be 
. - 

passed on i n  f u l l .  The 1068 of the deduction increases  the 

cos t  of  production, and as with any o t h e r  costs ,  will be 

passed on i n  t h e  p r i c e  of the goods. -There is  no doubt that 

this  proposal  w i l l  have the same e f f e c t  as an ou t r igh t  

increase of  up t o  54 percent  exc ise  taxes .  

The o r i g i n a l  purpose o f  t a x  reform was t o  make the t a x  

laws more simple and f a i r ,  I don ' t  think anyone w i l l  

contend that any of the main proposals  a r e  more simple. That 

leaves t h e  goal  of fa i rness .  There is nothing f a i r ,  nor 

equitable, i n ' u s i n g  regress ive  excise t axes  t o  a w e r  wealthy 

corporate  and individual  t a x  r a t e s .  Tax reform which must be 

paid f o r  with exc ise  tax  revenues is not  z e f o m  a t  a l l .  If 

t h e r e  are no a l t e r n a t i v e  revenue sources,  then I would 

suggest t h a t  w e  be  honest  wi th  the American people about what 

the.real purpose of t ax  reform is'-- to give fur ther  t a x  

breaks t o  t h e  rich t o  be paid f o r  o u t  o f  the pockets of poor 

and middle income taxpayers. 

The committee w i l l  be hear ing from o ther  witnesses today 

who w i l l  argue i n  favor o f  this proposal  as a way of using 

the  t a x  code t o  discourage consumption of c e r t a i n  products. 

Unfortunately, th i s  argument misses the point .  The purpose 



provision- As the affected industries lose the ability to 

- deduct excise taxes, they will be forced to pass some, if not 

all, of this additional cost of doing business on to the 

consumer. That means higher prices, which then will trigger 

the indexing of the tax. As the excise tax increases, the 

industries w i l l  again pass a part of the increase on, again 

triggering the indexing of the tax. And the process 

continues without end in a vicious, inflationary cycle. 

Other governments which have used indexing as a 

means of raising revenues have found that it did not work. 

In 1981 the Canadian government indexed the federal alcohol 

excise tax. As a result, alcohol taxes increased f ive times 

between April 1981 and September 1984, resulting in a loss of 

3,200 Canadian jobs. Due to the disasterous result, indexing 

was repealed in May 1985. 

But there is an equally disturbing issue raised by this 

.proposal. Disallowingthe deduction for excise taxes and 

tariffs means that industry must now include the income that 

they receive 'as a collection agent for the government in 

their total gross income. There is a strong argument to be 

made that this is an unconstitutional tax on capital, as 

opposed to income, under the Sixteenth Amendment- Federal 

excise taxes and tariffs have long been recognized as a cost 
. . 

of the goods sold. In order to determine gross income, to be 

taxed under the Sixteenth Amendment, cost of goods sold must 



Statement  By 
SENATOR HITCH McCOHHELL 

Before t h e  
Committee on Finance 
United S t a t e s  Senate 

Apr i l  21, 1986 

Publ ic  Hearing on Chairman's Tax Reform Proposa l  
R e l a t i n g  t o  Excise  Taxes 

M r .  Chairman, custom d i c t a t e s  t h a t  I beg in  by thanking  you f o r  

s c h e d u l i n g  t h i s  hear ing .  But my a p p r e c i a t i o n  f o r  you t a k i n g  t i n e  t o  

d i s c u s s  t h e  e x c i s e  t a x  and t a r i f f  i s s u e s  i n  t h e  tax reform proposal  

now b e f o r e  t h e  Committee, goes far beyond custom. There i s  perhaps 

no s t a t e  i n  America more a f f e c t e d  by these  e x c i s e  tax p rov i s ions  

than  Kentucky, and i t  is  on behalf of t h e  r e s i d e n t s  of my s t a t e  t h a t  

I thank you f o r  focus ing  on a t o p i c  t h a t  s o  d i r e c t l y  a f f e c t s  t h e i r  

l i v e s .  

By i t s  very na tu re ,  M r .  Chairman, t h e  process  of fo rg ing  a t a x  

reform p l a n  involves  choosing winners and l o s e r s ,  While I recognize 

t h a t  i t  Is impossible t o  ag ree  on comprehensive reform provis ions  

t h a t  make everyone happy, t h e  g o a l  of the  l e g i s l a t i v e  process  should 

be t o  produce l e g i s l a t i o n  based on e q u i t a b l e  economic assumptions. 

I have asked f o r  t h i s  time, t h e r e f o r e ,  t o  express  my grave 

r e s e r v a t i o n s  about p roposa l s  which would e f f e c t i v e l y  i n c r e a s e  exc i se  

t axes  f o r  American i n d u s t r y  and u l t i m a t e l y  m i l l i o n s  of American 

consumers--consumers f o r  products  whose d i v e r s i t y  ranges from 

c i g a r e t t e s  t o  gaso l ine ,  d i s t i l l e d  s p i r i t s  t o  t i r e s ,  d i e s e l  f u e l  t o  

coa l ,  a i r l i n e  t i c k e t s  t o  te lephone s e r v i c e s .  
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The Witness L i s t  before  you represents  an exhaus t ive  ca ta logue  

of t h e  i n d u s t r i e s  a f f e c t e d .  Before t h e  day is out  t h i s  Committee 

w i . 1 1  hea r  over  and over  aga in  t h e  arguments, based on fundamental 

p r i n c i p l e s  of e q u i t a b l e  t a x  p o l i c y ,  a g a i n s t  ending' t h e  d e d u c t i b i l i t y  

of e x c i s e  t axes  and t a r i f f s ,  o r  accept ing  f u r t h e r  i n c r e a s e s  i n  

t h e s e  taxes .  

Those t h a t  fo l low w i l l  no doubt emphasize t h e  r e g r e s s i v e  

n a t u r e  of exc i se  t a x e s ,  t h e  d i s rega rd  f o r  fundamental and equ i t ab le  

p r i n c i p l e s  of accounting represented  by t h e  e l i m i n a t i o n  of 

d e d u c t i b i l i t y  f o r  e x c i s e  t a x e s  and t a r i f f s ,  and t h e  s e r i o u s  

C o n s t i t u t i o n a l  ques t ions  r a i s e d  by nondeduc t ib i l i t y .  While 

o u t l i n i n g  these  arguments i s  important,  I am here  t h i s  morning f o r  a  

d i f f e r e n t  reason. I f  t h i s  Committee chooses t o  accep t  t h e  e x c i s e  

t a x  proposa ls  now b e f o r e  them, I want you t o  know i n  t h e  c l e a r e s t  

p o s s i b l e  terms the  consequences f o r  t h e  Commonwealth of Kentucky. 

I n  the coal  f i e l d s  of my s t a t e  t h e r e  a r e  40,000 persons 

employed i n  coal  product ion ,  and perhaps t h a t  many a g a i n  who provide 

m a t e r i a l s ,  equipment and s k r v i c e s  t o  t h e  indus t ry .  Recent s t u d i e s  

show t h a t  nearly 6 %  of t o t a l  personal  income i n  Kentucky can be 

a t t r i b u t e d  t o  the  c o a l  i ndus t ry .  And y e t  t h e  f u t u r e  does not  look 

b r igh t .  Nationwide t h e r e  ' a re  60,000 workers who t h e  c o a l  i ndus t ry  

' can no longer  support .  S ince  1981 coa l  expor ts  have dec l ined  by 27% 

with  t h e  Department of Commerce f o r e c a s t i n g  cont inued inc reases  i n  

coa l  imports .  The r e a l i t y ,  e s p e c i a l l y  i n  l i g h t  of f a l l i n g  o i l  
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p r i c e s ,  Is t h a t  t h e  c o a l  industry i s  faced wl th  a f u t u r e  of economic 

chal lenge.  

It i s  I n  t h i s  context ,  then, t h a t  t h e  Committee Is cons ider ing  

e l imina t ing  the deductibility of e x c i s e  taxes .  This  a c t i o n  would 

r e s u l t  i n  new t a x  l i a b i l i t y  f o r  t h e  coa l  i n d u s t r y  exceeding $1 

b i l l i o n  over  t h e  next f i v e  years. That is an e f f e c t i v e  i n c r e a s e  i n  

t h e  Black Lung e'xcise t a x  of 54%. I n  an economic environment where 

being competi t ive Is everything, that t a x  i n c r e a s e  Is tantamount t o  

p u t t i n g  a b a l l  and cha in  around America's c o a l  companies. 

Not s u r p r i s i n g l y ,  t h e  tobacco Indus t ry  would be a f f e c t e d  by 

t h e  proposed changes s i m i l a r l y ,  150,000 Kentuckians depend on t h i s  

indus t ry  t o  ea rn  t h e i r  l i v ing .  If you e l i m i n a t e  d e d u c t i b i l i t y  f o r  . 
t h e  c i g a r e t t e  manufacturer you, i n  e f f e c t ,  i nc rease  by a t  l e a s t  h a l f  

t h e  e x c i s e  t a x  on a  package of c i g a r e t t e s .  It is t h e  consumer t h a t  

w i l l  pay t h i s  $6 b i l l i o n  i n  e x t r a  t axes  and t h e  low-income consumer 

t h a t  w i l l  f e e l  t he  c o s t  most acu te ly ,  

Kentucky, Mr. Chairman, is a l s o  t h e  l a r g e s t  producer and 

b o t t l e r  of d i s t i l l e d  s p i r i t s  i n  t h e  nat ion.  Nearly 13,000 

Kentuckians work i n  t h e  d i s t i l l e d  s p i r i t s  i ndus t ry  which c o n t r i b u t e s  

over $400 m i l l i o n  p e r  y e a r  i n  p a y r o l l  and p r o f i t s  t o  t h e  states's 

economy. Inc red ib ly ,  nea r ly  40% of t h e  r e t a l l  p r i c e  of a  t y p i c a l  

b o t t l e  of s p i r i t s  s o l d  i n  Kentucky can b e  a t t r i b u t e d  t o  taxes.  The 

Federal  p o r t i o n  of t h a t  a lone is over 282, and e l imina t ing  

d e d u c t i b i l i t y  inc reases  t h e  tax  on s p i r i t s  a t  l e a s t  another  50%. 

Page 3 of 4 



The r e s u l t  w i l l  b e  a n  i n c r e a s e  by a t  l e a s t  one-fourth i n  p r i c e ,  a 

drop i n  demand, and a g r e a t e r  number o f  Kentuckians unemployed. 

There a re ,  of course,  i n  a d d i t i o n  t o  t h e  i n d u s t r i e s  mentioned, 

residents of Kentucky t h a t  e a r n  t h e i r  l i v i n g  i n  t h e  rubber,  a i r l i n e ,  

gasol ine ,  communications, and t r a n s p o r t a t i o n  i n d u s t r i e s .  I f  t h i s  

Committee approves a n  e x c i s e  t a x  i n c r e a s e  of $75 b i l l i o n  t h e s e  

workers, and the consumers who purchase t h e i r  products ,  w i l l  bear  

t h e  c o s t .  

M r .  Chairman, I came t o  t h e  United S t a t e s  Senate  wanting t o  

support  t a x  reform. And whi l e  I cont inue  t o  b e l i e v e  t h a t  t h e  

American taxpayer  deserves  something b e t t e r  t han  t h e  c u r r e n t  t a x  

code, I am not  y e t  convinced t h a t  Congress i s  moving i n  t h a t  

d i r e c t i o n .  That i s  not  t o  say ,  Mr. Chairman, t h a t  t h e r e  i s  no t  much 

i n  your proposal  that I could  support--there is. 

What I cannot exp la in  t o  my constituents I s  paying f o r  t a x  

reform wi th  an unprecedented i n c r e a s e  i n  t h e  most r e g r e s s i v e  t a x e s  

of a l l .  We began t h i s  deba te  we l l  ove r  a yea r  ago because i t  was 

evident  t h a t  U.S. taxpayers  be l i eve  t h e  t a x  code i s  u n f a i r .  I n  t h e  

f i n a l  a n a l y s i s ,  t h e  t a x  reform b i l l  t h i s  committee r e p o r t s  w i l l  be 

. judged p r i m a r i l y  by one s tandard-- the s t anda rd  of equi ty.  And I 

would b e  less than  candid i f  I d i d  n o t  t e l l  you t h a t  from no 

perspective can the n o n d e d u c t i b i l l t y  and p o s s i b l e  i n c r e a s e  of e x c i s e  

taxes be viewed as f a i r  by those  I rep resen t .  
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