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COXGKKSS ) HOUSE OF REPRESENTATIVES j REPORT 
2d8ea*ion J ( No. 91-1435

TRADE ACT OF 1970

AUGUST 21, 1970. Ordered to be printed

Mr. MILLS, from the Committee on Ways and Means, 
submitted the following

REPORT
[To accompany H.R. 18970]

The Committee on Ways and Means, to whom was referred the 
bill (H.R. 18970) to amend the tariff and trade laws of the United 
States, and for other purposes, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass.

I. PURPOSES
The general purposes of H.R. 18970 are:
(1) to cxtena the authority of the President to enter into foreign 

trade agreements through June 30,1973, and to authorize the President 
to proclaim, subject to certain conditions- and limitations, such modi 
fication or continuance of any existing duty or other import restric 
tion or such additional import restrictions as he determines to bo 
required or appropriate to carry out such trade agreements. The Presi 
dent would be granted the authority to reduce rates of duty by 20 
percent or 2 percentage points below the level to which the United 
states was committed on July 1, 1967;

(2) to amend the tariff adjustment and adjustment assistance pro 
visions of the Trade Expansion Act of 1962 (TEA) in order to assure 
that United States industries, firms, and workers who may^ be seriously 
injured or threatened with sejrious injury from increased imports may 
be provided with tariff adjustment or other adjustment assistance 
needed to remedy such injury;

(3) to provide for the inijwsitioii of temporary quantitative limita 
tions on imporU of certain textile and footwear articles and for 
authority to negotiate international agreements or arrangements 
with respect to such articles, in order to assure the nondisruptive 
marketing of the imports of such articles into the United States;

U)



(4) to provide a deferral of United States tax for domestic corpora 
tions engaged in export sales in order to remove an income tax dis 
advantage to U.S. export sales of U.S. owned foreign subsidiaries; 
and

(5) to amend certain other provisions of the tariff .and trade law in 
order to meet immediate trade problems.

II. SUMMARY AND GENERAL STATEMENT
H.R. 18970 represents many months of effort by your committee to 

bring to the House a trttde proposal which will provide a sound 
base for the continuation of a long-range trade expansion policy and 
will meet the immediate need of United States producing And con 
suming interests, and other economic interests both in domestic 
markets and abroad. The bill incorporates in modified form the trade 
proposals made by the President to the Congress on November 18, 
I960, some elements of many other trade proposals regarding orderly 
marketing of imports which nad been referred to the committee, other 
suggestions for changes in our trade and tariff laws made during the 
course of the public hearings, and the domestic international sales 
corporation proposal made to the committee by the Secretary of the 
Treasury.

Your committee devoted over one month to public hearings, receiv 
ing testimony from 37? witnesses representing all segments of the 
United States economy. The printed record includes hundreds of 
written communications from interested persons and organisations 
from all parts of the country. The public hearings were in addition to 
similar hearings held by the committee in 1908. The extensive infor 
mation and the individual views were helpful to the committee in its 
task of formulating the policies reflected in H.R. 18970.

Your committee met in executive sessions for over a month in 
developing the bill. Your committee believes H.R. 18970 deals with 
the basic issues presented by the many trade proposals brought to the 
committee's attention both* in terms of the long-run interests of this 
country in economic cooperation and trade liberalization and the more
immediate nf*j^/JHPJllfiPg *n^^nft»n>in|^f«r*Tt«"™n^ TThifayT Stater   

A. AMENDMENTS TO TRADE AGREEMENT AUTHORITY 
UNDER TITLE I OF THE TRADE EXPANSION ACT OF 1962

The President's trade agreements authority under the Trade 
Expansion Act of 1962 terminated at the close of June 30, 1967. The 
President has been without trade agreement authority since that time 
and in his trade message to the Congress, November 18, 1969, re 
quested renewal of the trade agreement authority, including new 
authority to reduce duties.

*  
TRADE AGREEMENT AUTHORITY

H.R. 18970 would extend the President's authority to enter into new- 
trade agreements under the Trade Expansion Act of 1962 to July I, 
1973. The President is given new authority to reduce duties by 20 per 
cent, or 2 percentage points below the rates of duty whkh will exist 
when the final stage of the Kennedy Round reduction is made effective



on January 1,1972. Should reductions in duty under the new authority 
bo agreed to prior to the final stages of the'Kennedy Round, the re 
maining stages of Kennedy Round reductions and the new reductions 
agreed to are to be aggregated and made effective in at least two 
stages.

OTHER PRESIDENTIAL AUTHORITY

Concern has been expressed with the growth in barriers to trade 
which have developed oespite the Kennedy Round of trade negotia 
tion. The bill amends section 252 of the Trade Expansion Act provid 
ing new authority and direction to the President to act against import 
restrictions or other acts of foreign countries which unjustifiably or 
unreason ably burden or discriminate against United States commerce.

The bill also amends the President's authority to safeguard the 
national security by providing that any adjustment of imports under 
the national security authority shall not be accomplished by tbe impo 
sition or increase of any duty or of any fee or charee having the effect 
of a duty. In addition, time limitations are imposed on the ^Director of 
the Office of Emergency Preparedness in making? determinations on 
applications for action under the national security provision.

B. TARIFF ADJUSTMENT AND ADJUSTMENT ASSISTANCE

The need for making less rigid the criteria for determining serious 
hi jury from increased imports is met in the bill both for tariff adjust 
ment for industries and adjustment assistance in the case of firms or 
groups of workers.

Tariff Adjustment.—As in present law, the criteria for determining 
serious injury are the same for tariff adjustment for industries and /or 
adjustment assistance for firms and workers. Under the new provisions, 
the Tariff Commission, in the case of tariff adjustment, or the Presi 
dent, in the case of adjustment assistance, is to determine whether 
increased imports "«««itribute substantially" toward causingj>rjhreat^ ening serious &jjH£._______    - - -   "~~ 

 If-scriou^injury |sToun<i, an Additional do termination is to be made 
under a new provision. If the Connmssion makes an affirmative injury 
determination, those Commissioners finding injury are to mtke *n 
additional determination u^der the new provision. In general, this 
additional determination will be in the affirmitiyc if the Commis 
sioners find that (1) the imported article substantially undersells the 
domestic article, constitutes *n increasing share of domestic consump 
tion and WAS produced at unit labor costs sebsUuitiOJly below those 
of the domestic article; and that (2) either the import penetration of 
the article in the U.S. market k above a specified rnmimum level and 
is increasing at more than a specified minimum rate, or the domestic 
production of the article, and the employment or wages afforded by 
such pro&paon, are declining to a specified degree.

A majority of the Commissioners present and voting is to be required 
for an affirmative injury determination and a majority of those Com 
missioners finding injury under the criteria provided must determine 
thetype of import restriction required to remedy the injury.

When the Commission finds and reports to the President an affirma 
tive injury determination, the President k required to take *uch 
action m» he deem* neceasary to .prevent or remedy the injury so found 
unleas he determine* that such action is not in the national interest.



In the case of an additional affirmative determination the Commis 
sion, as to injury, the President is required to impose the import 
restrictions founa by the Commission to be necessary to prevent or 
remedy the injury unless he determines that such action would not 
be in the national interest. As is presently provided, if the President 
does not make effective the remedy determined by the Tariff Com 
mission, he must report to the Congress within 60 days of the receipt of 
the Tariff Commission's report and findings. In such case, the existing 
provisions of law with respect to Congressional implementation of the 
Tariff Commission finding as to the action necessary to prevent or 
remedy the injury would continue to apply.

Adjustment Assistance.—In addition to the amendment of the cri 
teria for determining serious injury from increased imports in the case" 
of adjustment assistance, the procedures for petitions by firms or 
groups of workers is amended* Under the bill, petitions by firms or 
groups of workers are to bo made to the President rather than the 
Tariff Commission. The Tariff Commission \vill provide the President 
with a factual report to assist the President in making his determina 
tion as to eligibility of firms and groups of workers to apply for 
adjustment assistance.

The bill provides increased trade adjustment allowances payable 
to adversely affected workers. Under existing law, the allowance is 
65 percent of the worker's average weekly wage or 65 percent of the 
average weekly manufacturing wage, whichever is lower. The bill in 
creases each oi these percentages to 75 percent.

The bill provides that if the President does not provide tariff ad 
justment for an industry after an affirmative injury determination by 
the Tariff Commission, he is required to provide that the firms and 
workers in that industry may request certification of eligibility for 
adjustment assistance.

Section 352 of the Trade Expansion Act with regard to orderly 
marketing agreements is amended to provide that the President may, 
at any time, negotiate such agreements on articles subject to tanft 
adjustment or upon which he has received an affirmative injury 
determination.

New review procedures on ponding tariff adjustment action ar6 
provided. In any report by the Tariff Commission reviewing such 
tariff adjustment actions, it must include information on steps taken 
by firms in tlwj industry to compete more effectively with imports. 
In addition, in any review of tariff adjustment actions by the Tariff 
Commission, as a result of which the President may determine to 
extend, iu whole or in part, or terminate such action, the Commission 
will be required to determine whether the existing restrictions on 
imports are sufficient to prevent or remedy injury to the domestic 
industry.

C. QUOTAS ON CERTAIN TEXTILE AND FOOTWEAR
ARTICLES

It is believed that the tariff adjustment amendments described 
above will be sufficient to deal with (competitive situations facing many 
domestic producers in the economy. However, the effects of rapidly 
increasing imports on two basic industries are such as to require 
extraordinary measures. Title II of this bill deals with the extremely
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serious threat to the textile and apparel industry find the nonmbber 
footwear industry.

Under Title II, the total quantities of imports of certain textile and 
footwear articles are to be limited by category and by country begin 
ning in the year 1971. For that year, imports are to be limited to the 
annual average quantities imported during the three calendar yearn 
1967 through 1969. For the years after 1971, the total quantity of 
imports of each category of textile articles or footwear articles js to 
be limited to the quantity determined for the foreign country for the 
preceding year pl us an increase determined by the President. Any 
such increase is to be limited to a percentage not over 5 percent of 
the total quantity permitted to bo entered in the immediately pre 
ceding year as the President determines to be consistent with the 
purposes of the quota provisions.

The President is authorized to exempt from quotas imports of 
articles: (1) which he determines are not disrupting the United States 
market, (2) when lie determines that the national interest requires such 
action; or (3) when he finds that the supply of such articles in the 
domestic market is insufficient to meet demand at reasonable prices.

In addition, the President is authorized to negotiate agreements 
under which imports of textiles and footwear would be controlled. 
Imports covered by such Agreements would also be exempt from 
quantitative limitations as would imports of cotton textile articles 
as & result of the existing Long Term Arrangements on Cotton Textiles.

Determinations with respect to the establishment of or change in 
quantitative limitations or exemptions from such limitations, other 
than determinations made by the President for national interest 
reasons, would be subject to the rulemaking provisions of the Ad 
ministrative Procedure Act.

The quota limitations provided in the bill would terminate on 
July 1, 1976, unless the President finds that the extension of the 
quantitative limitations for periods not to exceed 5 yean would be 
in the national interest.

D. OTHER TARIFF AND TRADE PROVISIONS

The magnitude and the nature of United States foreign trade ha* 
changed remarkably over the past decade. Although both imports and 
exports separately account for about 4 percent of the gross national 
product, the importance of export sales to and the impact of import* on 
domestic producing interests have grown. Consistent with the change** 
in the tariff adjustment provisions in the Tr* de Expansion Actf the 
bill also amends other provisions of Jaw affecting the conditions of trade 
insofar as imports are concerned. In particular the committee ha* 
tightened the domestic procedures with respect to such international 
trade practices as dumping and subsidization of exports. Greater 
recognition as to the role of the Tariff Commission as an arm of the 
Congress is emphasized in amendments made to the Tariff Act of 
1930. A provision making possible the elimination of the American 
selling price system of valuation k included in the hUL Provision is 
also made for the solution of specific trade problems which cannot 
be remedied under existing provisions of law.



ANTIDUMPING ACT OP 1921

The Antidumping Act ?9 amended to provide that the Secretary, of 
the Treasury must take initial action within 4 months after the ques 
tion of dumping has been presented to him. Under the bill, this would 
require the withholding of appraisement within that period should the 
Secretary of the Treasury have reason to suspect that sales at less than 
fair value are, or are likely to be, taking place. Should the Secretary of 
the Treasury's initial action involve a tentative negative determina 
tion, the Secretary would be authorized to withhold appraisement 
within three months after the notice of negative determination has 
been made. In addition, the Antidumping Act is amended to provide 
criteria for a determination of dumping with regard to imports from 
state-controlled economies. The amendment reflects existing Customs 
practices.

COUNTERVAILING DUTY PROVISION

The countervailing duty provision is amended to require the Secre 
tary of the Treasury to make a determination within 12 months after 
the question is presented to him as to whether a bounty or grant has 
been bestowed on imports into the United States.

Under the bill, subsidized duty-free imports are also to be subject to, 
the countervailing duty provisions but only if the Tariff Commission 
should determine th&t such subsidized imports are injuring a domestic 
industry. The countervailing duty provision is also amended to provide 
the Secretary of the Treasury with discretionary authority with 
respect to the imposition of fc countervailing duty on an article subject 
to quantitative limitation or subject to agreemeit^imdc^j^^

Countervailing
imposed when the Secretary determines that such 

limitations are not an adequate substitute for a countervailing duty 
with respect to the article in question.

TARIFF COMMISSION

In view of the added investigative and statutory burden of the 
Twriff Commission and in view of the amendments to the tariff adjust 
ment provisions requiring a majority of the Commissioners present and 
voting to affirmatively determine injury or to make a remedy determi 
nation, which in some instances are binding on the President, the 
number of Commissioners is raised to 7. Conforming Co that change, 
the tarow of offices for prospective members are adjusted to a period 
of 7 years. Section 330(d) of the Tariff Act of 1930 with regard to 
the status of evenly split decisions by the Commission of findings 
respecting restrictions on imports would be repealed.

AXBIICAX SELLING PRICE SYSTEM or VALUATION

The administration proposal to grant authority to the President to 
eliminate the American Selling Price svstem of valuation pursuant to 
agreesieiits reached st the. end of the Kennedy Round of trade nego 
tiations represents a difficult decision involving the basic issue of 
reciprocity in our trade relations with other countries. Ail of the issues 
involved in the administration proposal have beeU carefully weighed.



R&ther than providing the authority requested in the form proposed 
by the administration, the bill would authorize the President to pro 
claim modifications of the Tariff Schedules of the United States 
required or appropriate to carry out any international agreement (or 
agreements) which relates primarily to the elimination of the American 
Selling price method of customs valuation. Such authority is to be 
exercised only if the President determines that the concessions that 
would be granted with respect to products of the United States under 
such agreement fully compensate for the concessions which would be 
made by the United States under the agreement. Under the bill, the 
proclamation would be subject to a Congressional veto through th«5 
adoption of a concurrent resolution. Certain footwear presently 
subject to American selling price valuation is excepted from action 
under this authority.

MISCELLANEOUS TRADE PROVISIONS

The bill also would provide certain tariff-rate quota controls on 
imports of glycine and related products and on mink furskins. In con 
nection with the action on mink furskins, the bill would also yepsal the 
embargo on certain types of furskins including mink furskin^ from 
the Soviet Union.

Other provisions of the bill would amend the Tariff Act by granting 
the Secretary of Agriculture final responsibility for determining which 
articles come withw the import limitations imposed under section 22 
of the Agricultural Adjustment Act.

ihc J)illrradditioTnfd"iiTv7f£te~ "ihf ormaticn will be required
"from foreign shippers for the purpose of statistical classification of 
imports.

A new provision of law would authorize the President to impose 
* suspension of tirade with a nation which permits the uncontrolled or 
unregulated production of or trafficking in certain drugs in a manner 
to permit these drugs to fall into illicit commerce for ultimate disposi 
tion and use in this country,

B. DOMESTIC INTERNATIONAL SALES CORPORATIONS
(DISC)

Your committee believes that expansion of exports is an important 
national goal *nd that our previous strong surplus in export trade 
must be restored if we are to find a long-range answer to our perennial 
balance-of-payment* problem. It further believes that the U.S. 
income tax system and the tax provision of foreign countries with 
respect to exports place U.S. export sales at a disadvantage and 
as A result encourages the development of foreign subiidisnes and 
the location of manufacturing plant* and related jobs overseas. The 
bill is designed to eliminate these undesirable results and to encourage 
export operations through domestic plants employing domestic 
personnel.

To achieve these obj^tives toe bill provides for a new type of 
domestic export sties corporation known  § * Domestic International 
SeJes Corporation or "DISC." A DISC'S qualified export profit* are 
not to be subject to fix until distributed to ite  o«rehoJden, at which
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time they are considered as fully taxable foreign income eligible for 
a foreign tax credit rather than the intercorporate dividends received 
deduction. This type of tax treatment is comparable to the treatment 
now accorded to export income by other countries.

III. REASONS FOR THE BILL
It has been eight years since the Congress has had the opportunity 

to fully reyie\v the foreign trade policy of the United States. The 
Kennedy Hound of trade negotiations made possible by the Trade 
Expansion Act of 1962 was concluded on June 30, 1967, the date the 
President's trade agreement authority under that Act expired. The 
President has been without trade agreement authority since that 
time.

The preponderance of the economic strength of the United States 
in the early post-World War II period jxjrmitted this country to give 
freely of its economic resources to assist other countries in the free 
world in rebuilding and developing their war-torn economies. An 
important part of the foreign economic policy of the United States 
in that period was the leadership it was able to exert toward a liberal 
ized and expanded system of world commerce.

In the mid-50's, as some of the countries in Europe were considering 
moving toward economic integration, the United States took further 
measures to liberalize trade in order that Japan might become a full
pAftnArjmiinpg fk» tri^Hng^m^nnK^Tf-f^ffi-iCTTVtfl^TrnyATaf^Tffs ami
earlyWs, as some of the countries in Europe took major steps toward 
economic integration, Congress recognized the need to keep countries 
looking outward in their trade relations by approving the Trade Ex 
pansion Act of 1962.

While successful in terms of completing agreement on significant 
reductions in tariffs among many of the industrialized countries, the 
Kennedy Round of trade negotiations had limited success in dealing 
with the problems of barriers to trade other than tariffs. The remaining 
task of economic integration in Europe and the development of re 
gional trade blocks in other areas of the world blunted the thrust of the 
Kennedy Ho\md toward further progress in trade liberalization.

During the 1960's, there has been a tremendous growth in produc 
tive capacity abroad. What has come to be recognized as the economic 
miracle in Japan has made that country the third largest industrial 
nation in the world. Not far behind in economic growth has been the 
development in Europe and in particular West Germany. Indeed, 
many of the development goals toward which the United States 
striyed in the early post-World War II period are being realized. 
While the economies of the developing countries have not kept pace 
with the progress of the industrialized nations, many of these countries, 
particularly in the Far East, have developed new and modern in 
dustries. These industries, usually involving mass production tech 
niques imposed on a low-wage base* in some instances an extremely 
low-wage base, have enabled some of the developing countries to 
assume a formidable competitive position in world murkets.

At the same time as productive and therefore export capacities 
abroad have btHm expanding, the United States has continued: to 
experience deficits in it* balance of payments. In mew recent yeara, 
due to a variety of factors, the balance of trade of the United States
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has also moved to a far less favorable position. One of the develop 
ments that has affected the efforts to improve the balaacc-of-payinents 
position, and has worked to erode the traditional export surplus of the 
United States has been the pervasive influence of domestic inflation 
experienced by the United States, particularly since the mid-1960's.

A major factor in the trends in U.S. exports and imports over the 
past 5 years has been the long-term upward trend in prices, both at 
tb^ wholesale and at the retail level. Between 1950 and 1969, tho 
1>:S. export prices in terms of unit values of manufactured exports 
increased by 18 percent, a rate of increase greater than that experi 
enced by any other major industrialized country. In comparison, 
the unit value of manufactured exports from Japan experienced an 
overall decline during the decade.

Inflation in the United States has not only affected the competitive 
position of U.S. exporters; it has increase*! 'significantly the competi 
tive impact of imports on domestic producers. The combination of 
increased productive capacity abroad and inflation in the Unified 
States has resulted in greatly increased imports. The rate of increase 
in imports in some product "areas, if allowed to continue, would call 
for economic adjustments in the domestic ecomony which would b<* 
as imdesirable as they are unacceptable-.

The Committee believes that the United States eeoaomy and the 
world economy m general, have been well served by the leadership 

jsxfarted by the United States in expanding world trade. The prepon 
derance" of the economic strength of the United States afforded this 
country the opportunity to exert .such leadership in the aaiieipation 
that other countries would follow, However, the hope that other 
countries would move toward greater aot&jrio their own markets hp« 
been realized all too infrequently.

The stake that this country has in expanded world trade is, of course, 
still important. The interest of many other countries in expanded worm 
trade is even greater. The time has come for other countries to realise 
that the United States alone can not accept all of the surplus produc 
tion stemming from increased productivity abroad. Other ioaustrial- 
ized countries must move mucn more rapidly to open their markets, 
not only to competitive products of other industrialized countries, but 
also to the snorts of developing countries.

The United States remains the most accessible market to the effort 
of foreign producers. Despito-tho claims of our trade partners, United 
States cluties, subject to continued reductions under the trade agree 
ments program, are at the lowest feverago level of any major indus 
trialized country. Aside from the agricultural area, in which some 
restrictions are necessary as a corollary of domestic agricultural 
policy, the-United States quantitative restriction* on imports are fe*'. 
In some cases* such as coffee and sugar, the Quantitative restriction* 
for the most part serve the interests of developing couctire* in 
contributing contributing to the stability of their export earnings. 
_ This is in contrast lo many other countries which have moved'mueh 
more slowly in opening their markets. Situations have already amen 
which make necessary extraordinary measures by the United States 
to protect its own producers when foreign markets are closed. The 
Meat Import Act of 196< was made nece^ary primarily because other 
markets in Europe became suddenly closed to the major beef pro 
ducers in the South We*t Pacific. Besiraints maintained by many of
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the European countries on imports of textiles and apparel from coun 
tries in tn,e Far East have added to the great increase in competitive 
pressures which hrvo been borne by the United States textile industry 
since the late 1950's.

Trade policy in th« national interest in the opinion of the com 
mittee requires continuing adjustments as economic conditions change. 
However, as expanding world trade calls for economic adjustments 
in a nation's economy, dynamic developments in the world economy 
sometimes necessitate temporary menaures to avoid uneconomic and 
unwarranted adjustments.

Since *,he end of the Kennedy Round, the United States has con 
tinued to adhere to the principles of expanded world trade. However, 
it has become obvious that the remedial provisions in domestic trade 
law have not afforded domestic producers adequate opportunity to 
adjust to competitive forces, particularly during an inflationary 
period. For these reasons, the committee has provided measures 
that will afford domestic producers the time and opportunity to adjust 
to new competitive situations.

The changes made in the tariff adjustment and adjustment as 
sistance provisions better recognize the adjustment process which 
must )>e followed if the United States is to continue an overall policy 
of liberal trade. Insofar as textiles and footwear are concerned, the 
committee believes that the temporary measures for providing quan 
titative limitations on imjx>rts of these articles are absolutely necessary 
and to ensure the viability of these basic industries, the existence of 
the companies in those industries, and the livelihood of over 2# million 
workers those industries represent.

The hearing record is replete with the serious inroads imports of 
footwear imd textiles have made in the domestic market. In the past 
5 years the ratio of imports of footwear to domestic consumption has 
increased from 13 t' 26 percent and in the first 4 months of 1970, 
imports were acco' ,iting for one-third of the domestic consumption 
of footwear. Stated in different terms, in the past five j^ars imports 
of footwear more than doubled from 96 million pairs in 1965 to 202 
million pairs in 1909. Imports thus far in 1970 were running at an 
annual rate of 282 million, three times the volume of imports in 1965.

Domestic production of footwear declined from 642 million pairs 
in 1968 to 581 million pairs in 1969. The annual rate of production 
thus far in 1970 is about the same as for 1969.

Thfo rapidity of and the magnitude of increases in imports of foot 
wear in recent years cannot be sustained if this country is to have a 
viable footwear industry. Unless and until firm measures are taken to 
arrest the sharp decline in the share of the domestic market available to 
domestic producers, there will continue to be a contraction io domestic 
production.

Job losses have been experienced in this industry for a number of 
years. The workers in the industry, and the communities throughout 
the Nation, who are dependent upon the shoe industry for their ceo- 
nomic support, can ill-afford to suffer further economic dislocation, 
and what is worse the threat of ever greater loss of sales to imports. 
The temporary measures provided in the bill to limit the wlume of 
injurious imports, either through quotas or agreements is essential. 
Such import restraint will remove a serious threat and permit time to 
adjust Moreover, the various programs recently proposed by the
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President for firms producing footwear and their employees can help 
to revitalize the industry and hasten the removal of trie extraordinary 
relief provided in the bill.

The import problem of the textile industrv has lx«en a difficult trade 
problem for a number of years. The potentials of exporting textiles and 
apparel to the United States and the relative accessibility of this mar 
ket resulted in the international arrangement for trade in cotton tex 
tiles in the early ISSO's. As productive capacity developed abroad, Uu* 
shift from cotton textiles, exports of which wen* subject to restraint, 
requited in large annual increases in imports of manrnado fiber textiles. 
Between 1965 imports of textiles of manmade fiber increased from 79 
million pounds to 257 mil'ion pounds, over a threefold increase. 
Imports of wearing apparel of manmade fiber increased from 31 million 
pounds (raw-fiber equivalent) in 1965 to 144 million pounds (raw- 
nber equivalent in 1969. The rate of increase in many product lines 
has been much more rapid.

For example, imports of sweaters of manmade fibers in 1965 were 
501,000 dozen. By 1969 imports of $uch sweaters had increased to 
6,974,000 dozen.

Such increases, in imports, year after year, particularly if import* are 
gaining a greater and greater share of tho domestic market can have 
devastating impact on textile and anparel firms. The ability cf foreign 
producers to shift product lines ana to produce at short notice, lar^e 
volumes of stylizea merchandise at extremely low delivered cost, is 
beginning to result in an increase in plant closing. Thus, as a result, 
employment in both textile mills and apparel factories declined by 
69,000 in the first 6 months of 1970, the first such decline in a number 
of years.

Given tho great growth in plant capacity abroad, and taking into 
account plans lor even greater production levels in a number of foreign 
countries tho threat to the textile and apparel industry is extremely 
serious.

The lack of success in gaining the cooperation of textile exporting 
nations to restrain their exports of textiles r-f wool and of manrnado 
fiber at reasonable levels is a cause of great concern to the committee. 
The problem of world trade in textiles is recognized by all concerned. 
Unfortunately, the ease of access to tho U.S. markets, compared with 
the restraints on exports of textiles to other developed countries have 
placed the burden of action on the United States. For example, the 
United States imports over one-half of Japanese apparel exports; 
tho European Community imports only 5 percent The importance 
of the textile^and apparel industry and its workers to the economy of 
this country is too great to permit further stalemate or further erosion 
of the industry's base. In this connection, it should be noted that tho 
industry is playing a vital social role as a growing employer of Negroes, 
with over 14 percent of the total textile work force being* Negro, a 
higher percentage than for manufacturing industry a* a whole. The 
threat of import increases in some product lines spreading to all prod- 
uct lines makes industrywide action essential. Here, too,, it is hoped 
that the measures provided in tho bill will prove to be needed only 
temporarily.

There has been a tendency in the past to Administer the anti 
dumping act or countervailing duty provision as another facet of the 
trade agreements program under which proposed actions by the



12

United States are negotiable. These provisions of lav need to be 
enforced if domestic producers are to be assured that they may 
compete with imports on the same basis and subject to the ::ame 
requirements which domestic producers must meet under provisions 
of law covering busines* operation.-, in this country. To this end, the 
committee believes that many of the changes made both in the 
trade agreement provisions and other domestic laws are necessary to 
restorate confidence on the part of the United States business, that it 
can expect effective action by the United States government in order 
to protect its interests and the interests of the country as a whole in 
carrying out the laws as intended by the Congress.

In all the measures the committee is concerned with developments 
that erode the productive base of our economy. It is necessary to face 
i:p frankly to the fact that unit wage-cost differentials can and do 
bear more heavily on U.S. producers and their workers than ever 
before due to the economic development abroad in particular in 
dustries. As indicated aboye, the United States cannot accept increases 
in imports that result in economic fldjustments the costs of which are 
greater than the benefits derived from increased trade.

The committee believes that this bill meets the necessity of making 
n long-run commitment to a liberal trade policy. By enactment of the 
President's trade agreement -uithority, the Congress and the President 
will speak with one voice as to the direction of United States trade 
policy. The committee has faced up to the very difficult issue of the 
elimination of American selling price and has provided the President 
the authority to proclaim the elimination of American selling price 
evaluation. He is to exercise such authority only if he finds that the 
interest of the United Slates is reciprocally met by concessions granted 
to the United States by other countries. In all of these measures, the 
committee has attempted to provide the President flexibility to act in 
the national interest in implementing a trade policy which is responsive 
both to the productive needs of the United States economy and the 
position of tins country in world trade.
I 'iiittd States Balance of Trade and Balance of Payments.

Balance oj Payments. In the 10-year period 1960 through 1969, our 
balanco of payments has been in deficit in all but 1 year on a liquidity 
basis and in seven out of the 10 years on an official settlements basis. 1

The deficits generally dccreasecl somewhat in the period 1960 through 
1966. For example, as Is shown in table 1 over these years on a liquidity 
b-sjs, the deficit shrank from $3.9 billion to $1.4 m'llion, while on an 
o ,cial settlements basis, a S3.4 billion deficit was converted to a $266 
million surplus. Since 1966, however, the balance of payments on a 
liquidity basis has deteriorated markedly, and in 1969, the deficit on 
this basis exceeded $7.2 billion. For the first half of 1970, the seasonally 
adjusted deficit in the balance of payments, including receipts of 
special drawing rights, was S2.S billion" on a liquidity basis and $4.6 
billion on an official settlements basis.

i The liquidity baUnc* refleets chinfcm In U.S. nwervec *nd hi all forrlcn holdings (both official and non- 
oflklal) of ll'iuiU dollar UablUIk* which malune In 1 >tar or lets. The official sctU»nenU basis reCects changes 
in V £. rttemt and Ir, fcrclfn effldslTioldinfs of both liquid and nonliquld dollar liabilities.
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Our balance-of-payments position would have deteriorated much 
more rapidly in the past few years than it did were it not for the fact 
fact that high domestic interest rates and a shortage of investment 
funds in the United States attracted a high inflow of short-term 
money from abroad. Foreign capital inflow in 1960, for example, 
amounted to $419 million. By 1966, these inflows had grown to almost 
$3 billion and by 1967 to $3.4 billion. In 1968 they reached the un 
precedented level of $9 billion. By 1969, they still amounted to 
$4.1 billion. This influx of foreign funds, however, cannot be expected 
to continue indefinitely. In fact, in 1970, there has already been some 
reversal of this pattern and withdrawal of capital funds from this 
country. This has contributed to the sizable deficit in our external 
accounts in the early months of this year.

Balance of Tradt.—Traditionally, a substantial merchandise trade 
surplus, has been a bulwark in maintaining a viable balance-of- 
payments position despite substantial deficits m travel, military, and 
nonliquid capital accounts. In 1960, tho balance-of-traqe surplus was 
$4.9 billion. A surplus near or above this level ($6.8 billion in 1964) 
continued through 1965. In 1966 and 1967, however, our trade surplus 
dwindled to $3.9 billion, and in 1968 and 1969 fell to between $600 
and $700 million. In the first 6 months of 1970 the trade surplus 
amounted to about $.1,4 billion. While this constitutes an improve 
ment over the first 6 months of 1969 when the trade balance registered 
a $125 million deficit, it is still far below the level of the surpluses 
prevailing in. tho early sixties.

Examination of the decline in the merchandise surplus discloses that 
whilo exjx>rts have increased moderately over the period 1961-69, 
they have not nearly kept pace with the rapid growth in imports. 
This can be seen from table 2 which shows the percentage change in 
merchandise exports, imports, and balance in the period 1961-69. The 
most striking point shown in the table is the rapid increase in imports 
beginning in 1965. In that year they increased 15 j>crcent over the 
prior year and in 1968, they^increased 23 percent over the prior year, 
which resulted in a decline of nearly 84 percent in tho balance. In 1969, 
the rate of increase in imports slowed aovvn appreciably but still kept 
pace with tho increase in exports occurring in tnat year.

In 1970, based upon experience in the first half, imports are increas 
ing at a rate of somewhat over 9 percent while exports are increasing 
by over 14 percent. This, however, in no small part is due to the 
fact that the export level in 1969 was below what otherwise might 
have been expected because of the dock strikes in that year. Moreover, 
as a share of world exports, U.S. exports in the first quarter showed 
a continuation of the long term decline.

TAKE 2.-PEHCENTACE CHANCE IN MERCHANDISE EXPORTS, IMPORTS. AND IAUNCE, 1*141«

1M1 1X2 1K3 1*4 IKS INI 1M7 IX* INI
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The continuing balance-of-payments deficit has been of maior 
concern to this committee, with regard to trade legislation and also



15

with regard to other legislation with which the committee must deal 
and in particular, tax legislation which affects the competitive position 
of domestic producers, both in this market and abroad.

The committee is very much aware that the United States holds a 
unique position in the field of international financial and monetary 
policy. The responsibility that this country has in the world at large 
makes it essential that it nave flexibility with regard to its international 
pavments position.

Since the end of World War II, many countries have found it 
necessary to lesort to quantitative limitations on their imports, or 
more recently import surcharges, as a means of dealing with par 
ticularly serious balance-of-payments difficulties. With one major ex 
ception, such trade restrictions imposed for balance-of-payments 
reasons have been eliminated by the major trading countries.

Despite its persistent balance-of-payments difficulties, the United 
States has chosen not to impose restrictions on imports as a means 
of relieving pressures stemming from the deficits in the international 
balance of payments. One of the reasons the United States has 
chosen not to impose such restrictions despite a serious balance-of- 
payments problem is the great degree of understanding and coopera 
tion that have been extended in the international monetary sphere 
in treating with the balance-of-payments problems of other countries. 
The trade problems faced by tne United States at this time call for 
the same degree of international understanding and cooperation.

Among those actions taken by the European Economic Community 
which have affected U.S. trade interest is the border tax system and 
the integration of the value added tax system among the member 
countries. These adjustments have to some degree negated the con 
cessions granted to their countries in the Kennedv Round. As a result 
various proposals have been made aimed at offsetting or reducing 
the impact of the border tax system. For the reasons set forth below 
your committee determined that a tax deferral on export earnings 
was more responsive to a number of needs of U.S. producers with 
regard to encouragement of exports. One of the important benefits 
which must be considered is the 3ncouragement given to retaining 
plants and operation in their country which means that job oppor 
tunities are created for U.S. workers.

DOMESTIC INTERNATIONAL SALES CORPORATION
L Removal of Competitive Disadvantages in Our Tax Stniftwe.— 

An examination of our tax structure discloses that we generally 
treat U.S. companies engaged in export activities less fitvorabljr than 
thoea which manufacture abroad through the use of foreign subsidiary 
corporations. Generally, U.S. companies engaged in export activities 
(without the intervention of a foreign subsidiary) are taxed currently 
on their foreign earnings at the full U.S. corporation income ta% rate 
(after the crediting of foreign income taxes) regardless of whether these 
earnings are kept abroad or are repatriated. In contrast, U.S. com 
panies which produce and sell goods abroad through foreign subsidiaries 
generally can postpone payment of U.S. tax on these foreign earnings 
so long as they are kept abroad. This is because the foreign etrnfegs of 
the subsidiary generally are not subject to U.S. tax until such time as 
they are brought back to the United States, generally as dividend 
payments to the parent corporation.
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The result of this structural difference in the tax treatment of 
exporters through domestic corporations and those who use foreign 
subsidiaries to produce abroad is twofold. First, it discriminates against 
the exporter using the domestic corporation, since he must pay full 
U.S. taxes on a current basis. On the other hand, those who produce 
abroad through the use of foreign subsidiaries generally aro required 
to pay only the foreign taxes on their income on a current basis. These 
foreign taxes vary substantially from country to country, but, on tho 
average, amount to about 38 percent, some 10 percentage points less 
than the regular U.S. corporate income tax rate. Consequently, as a 
practical matter, the postponement of U.S. tax on the earnings of 
producers using foreign subsidiaries is of substantial importancev giving 
them a tax differential over the domestic exporter of as much as 10 
percentage points.

Second, the present tax structure encourages the reinvestment of 
foreign earnings of foreign subsidiaries in plants or selling organiza 
tions located abroad, sines this enables the parent corporation to 
postpone the payment of the U.S. tax which would result if the 
foreign earnings were remitted to the United States. Moreover, this 
problem is increased by tho /act that most foreign countries impose a 
tax on dividends at the tune they ore paid by a foreign subsidiary to 
the U.S. parent corporation. As a result, the foreign tax burden itself 
is less if the funds arc kept in the foreign country.

To remove the disadvantage imposed on U.S. exporters, your com 
mittee's bill provides a system whereby U.S. tax wifl not be 
imposed on them as long as they continue to use the income to expand 
their export sales organization or invest their export income in pro 
duction facilities to the extent the facilities are used to produce goods 
in the United States for sale abroad. By postponing tho U.S. tax on 
export income used for these purposes, your committee's bill removes 
tho advantage of production tlirough foreign subsidiaries and en 
courages tho export through domestic corporations of products pro 
duced in the United States.

It is believed that the changes made by this bill through post 
ponement of tho U.S. tax as long as the income is used in export sales 
or production for export will encourage domestic companies to engage 
in export activities and also encourage those who, in any event, would 
engage in sales abroad to locate their manufacturing plants in the 
United States rather than in foreign countries.

2. Tax Advantages Provided by Other Countries To Export Trade.— 
Other major trading nations encourage foreign trade by domestic 
producers in one form or another. Where value added taxes or multi 
stage sales taxes are used to any appreciable extent, the practice is to 
refund taxes paid by the exporter at the time of export and to impose 
these taxes on importers. Where indirect taxes represent a major 
portion of the tax structure, this can represent a significant induce 
ment to exports and a significant Inhibition to imports from other 
countries. Such taxes are generally used throughout the common 
market area aa well as in numerous other foreign countries.

In the case of income taxes as well, however, most of the major 
trading nations have features ia their tax laws which tend to encourage 
exports. A^ number of foreign countries, for example, have the so- 
celled territorial concept of taxation under which they do not tax 
foreign source income at all. The manufacturing company hi one of
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these countries can form a worldwide sales company in a low tax 
jurisdiction (like Liechtenstein or Panama) aud pay virtually no tax 
on the export sales income. In many of these ckses, the foreign govern 
ments involve'* are relatively liberal in how the profits are divided 
bet\yeen manufacturing and selling businesses. In some cases, the 
foreign countries allow the products to fee transferred from the manu 
facturer to the sales corporation at cost. In other cases, a 50-50 split 
of the profits between the sales and manufacturing corporations is 
permitted.

Moreover, some of these foreign countries provide special deprecia 
tion allowances for assets used in export production. Japan, for exam 
ple, permits an export allowance of as much as 80 percent to be added 
on top of an already liberal depreciation allowance where assets are 
used in export production. A number of countries provide special 
deductions for reserves involved in export market development costs.

Finally, some countries provide special exoort exemptions. Ireland, 
for example, gives a total tax exemption with respect to exporting, 
while other countries such as Belgium and Italy provide tax holidays 
which clearly favor companies engaged in extensive export activity.

In view of these widely prevalent practices in foreign trading 
countries, your committee concluded that the deferral of U.S. tax for 
export companies was desirable so long as the use of the income in 
the export trade sales and production activities was continued. Your 
committee also believes that the need to make U.S. exporters more 
competitive with exporters from other countries justifies a clearer and 
more liberal allocation rule in determining the transfer price from 
domestic producers to export sales subsidiaries.

S. Qenerd, Form of Tax Relief Provided by Bill*—In order to en 
courage exports, vour committee has provided tax defeiral for 
export-related profits. The proposal takes the form of a deferral 
from U.S. tax for profits so long as they are retained in a new 
typo of U.S. corporation known as a Domestic International Sales 
Corporation or a "DISC." The requirements for qualification as a 
DISC are that substantially all of the corporation's gross receipts 
and assets must be export related. When the profits of the DISC are 
distributed to its shareholders, they are taxable to them in full at that 
time (without any intercorporate dividends received deduction but 
treated as foreigp source income).

The l>ili provides certain tax advantages where ji domestic corpo 
ration, which is either engaged in exporting or which hopes to enter 
into exporting, sets up a now corporation, a DISC, to cany on its 
export sales (individuals may also oe shareholders of a DISC). Under 
the bi?I, the parent corporation in this case is allowed to sell it* export 
products to the DISC at prices which permit the DISC to earn up 
to llie greater of 4 percent on sales or 50 percent of the combined 
income from the manufacturing and selling of the exports (plus, in 
either case, an amount equal to 10 percent of export promotion ex 
penses).

The payment of U.S. tax on the sales profits of the DISC is deferred 
so long as the profits are invested by it in specified types of export 
property,, The types of export property in which the profits of a 
DISC may be invested include its export business—such as the 
working capital, equipment and office facilities employed for the 
business, etc. In addition and probably more significantly! a DISC'S
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profits mav be loaned bsck to the parent manufacturing corporation 
(or any other U.S. corporation whose products are exported) without 
affecting the tax-deferred status of these profits (so long as the total 
loans bear no larger relationship to the borrower's total assets than the 
borrower's total export sales ocar to his total sales). Foreign sub 
sidiaries cannot make loans to a U.S. corporation without giving rise 
to U.S. tax since they are treated as making taxable distributions in such 
cases, although they may invest in foreign facilities or foreign assets. 
The reason for defenrag tax on the DISC's income in the case of such 
investment is that this represents an investment in the facilities which 
give rise to the products that the DISC sells abroad in the same way 
as reinvestment of profits in a plant abroad in the case of a foreign sub 
sidiary is a source of production <»f the products which the foreign 
subsidiary sells abroad.

4- Impact on Export Sales.—The tax measure provided by this bill 
can bo expected to give rise to increased export sales in a number of 
ways. While it is difficult to predict the precise effects of the provision, 
the Treasury Department has estimated that overall the additional 
exports generated by the proposal, when it is fully effective, will 
increase by $1 \$ to $1 }$ billion a year on the average, and, as indicated 
earlier, more optimistic assumptions would indicate an even more 
substantial improvement.

One way in which exports may be increased as a result of this bill 
is through the devotion of part of the deferred tax resulting from this 
provision to lower export prices. While estimates as to the expansion 
in export income vary somewhat in the case of the effect of price 
reductions of this type, significant increases hi exports are expected as a 
result of selective price reductions in markets wnich are responsive to 
price differentials.

A second way in which exports may be increased is through in 
creased promotional efforts on the part of U.S. business. Your com 
mittee believes that this is likely to be an even greater factor in increas 
ing exports than price decreases. By increasing the profitability of 
exportm^.Jt is believed that it will oe possible to induce exporters to 
take positive actions to build up their export markets, In the past, 
because of tho small size of the export sector as compared to the 
domestic market, top management in many companies has not been 
aware of, and has not given priority to, the development of export 
markets. Your ̂ committee believes that the DISC proposal will 
focus the attention of top management on this area of increased profit 
ability. It is believed that this will induce management to direct more 
of its attention toward product development, promotion, financing, 
delivery services, and similar activities lor the foreign market. Youx 
committee agrees with Secretary Kennedy in his testimony before this 
committee when he said:

. * . companies would be encouraged to develop long- 
range export strategies. Indeed, I believe this shift in taxa 
tion would help signal to industry that improved export 
performance is a national objective of high priority; it would 
nelp build the consciousness and attitude** toward export* 
that this country has been sorely lacking.

The possible magnitude of the effect of this increased attention to the 
export market is difficult to evaluate, but your committee believes that 
it will be substantial. This is evidenced by the testimony by many before
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your committee on this subject and by numerous statements sub 
mitted to the Treasury Department and to the committee to the effect 
that the DISC proposal will provide a significant incentive for export 
expansion and will substantially encourage export promotion efforts. 
One domestic company which has made »*i in-depth study in this 
regard indicates that the DISC provision will probably enable it to 
increase, exports by $370 million over the next 10 years. The multi- 
faceted impact of the DISC provision is suggested in this cose by the 
fact that this company believes the anticipated increase in the level of 
its exports will come in part as a result 01 enabling it to cut prices on 
some products, in part because it will provide additional funds for 
more intensive selling and promotional efforts for other products and, 
in part because a combination of factors will justify expansion of 
manufacturing facilities in the United States for export purposes for 
still other products.

Another important effect of this bill will be to encourage plant lo 
cations in the United States rather than abroad. As stated by Secre 
tary Kennedy:

. . . our tax system does tend to create an unnecessary 
drag on exports and actually gives some incentive to manu 
facturing abroad rather than in the United States. . . . 
Perhaps more important over time, basic decisions on the lo 
cation of new investment facilities at home or abroad would 
ba affected and companies would be encouraged to develop 
long range export strategies.

Although a large number of factors determine whether a U.S. 
company will produce from a plant overseas or export from a U.S. 
plant, the DISC proposal will, in many cases, tip that balance toward 
exporting from a U.S. plant. While, of course, there will be cases 
where it still is more profitable to produce from plants located 
abroad, the DISC proposal should be an important factor in shifting 
the balance back toward domestic production and export. The DISC 
proposal should represent an encouragement for plant location in the 
United States, not only because of the postponement of the U.S. tax 
until such time as distributions are made by the DISC, but also 
because the DISC itself, by making loans to its parent without the 
current payment of tax, can aid substantially in the expansion of 
plant facilities in the United States to be used for production for 
exporting.

5* Special Advantages jor Small Business.—The bill contains features 
especially designed to enable small business to take advantage of the 
DISC proposal. Provision is made, for example, for small business to 
set up DISC export corporations but to leave most of the selling 
arrangements in these cases to brokers who make the sales for them on 
a commission basis. This enables small companies to qualify under the 
DISC proposal while still obtaining the advantages of economy of 
size for their selling costs by arranging the sales through a broker 
handling the sales of many small DISC's on a consolidated basis* 
In addition, the bill enables two or more small companies to set up a 
commoply owned DISC to make their export sales or permits one 
DISC to sell to another and still qualify. The effect of tnese flexible 
rules is to provide as many alternative ways as possible by which small 
business may obtain the full advantage of the export incentives 
provided by this bill.
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While Wger companies will share with small- and medium-sized 
companies in the encouragement for exports provided by this pro 
vision, the stimulant in their case is likely to be less than that for the 
smaller companies. Many of the larger companies have already 
obtained the advantage o*f postponement of U.S. tax in the case of 
their sales abroad through the use of foreign subsidiaries or other 
arrangements. Thus, the tax deferral incentive is already available 
in these cases and will not represent a further advantage for these 
larger companies as a result of this bill.

6. Revenue Effects.—The DISC proposal, under your committee's 
bill, results in tax exemption (until distribution) of 50 percent of the 
income of a DISC in 1971 and 75 percent of the income in 1972 and 
1973. In 1974 the plan becomes fully effective. Because of this and 
other factors, the estimates of the revenue loss involved in this pro 
posal gradually increase over a period of years. The Treasury Depart 
ment and staff of the Joint Committee on Internal Revenue Taxation 
have estimated the revenue loss on a calendar year liability basis as
follows:

{In mHHons of dofiarej

Trtturv Joint Com-
Dftprtmeftl mittM staff

Mthnitn ttUmitn

1971......................................
1»72.. ....................................
It73.. ....................................
1*74......................................

.................................. 160

.................................. 400

.................................. <50

................................. MO

135-180
270-355
370-495
720-955

Neither the Treasury Department nor the staff estimates take into 
account any possible offsetting factors, such as an improvement in 
general domestic economic conditions which might occur, for ex- 
umplo, as a result of a lessening of balance-of-payments problems. 
Both sets of estimates increase over the period shown because it is 
assumed that greater use will be made of the DISC proposal as it 
becomes fully effective.2 In later years, it is expected that taxes 
collected on the payment of dividends by DISC'S to their parent 
companies will represent an offsetting factor. The staff estimates 
also assume a 10 percent rate of growth in export trade over the 
period.

IV. GENERAL DESCRIPTION OF BILL (INCLUDING 
SPECIFIC LEGISLATIVE INTENT)

A. FORM OF THE BILL
The bill can be generally divided into six major subjects:
1. The authority to enter into trade agreements and to proclaim 

changes in the tariff treatment of articles in order to carry out any 
such trade agreements;

2. The authority to adjust imports under*, fche national security 
provision and other general provisions of the trade agreements 
authority;

3. The authority to assist those industries, firms and workers who 
may be seriously injured by increased imports;

«The8**ir"w«in»ie« InHfcDy MKIXM JO ptrceat stOkatign InettMdar to Sw psreeat ntflfcatfoa. T«*
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4. The imposition of temporary quantitative limitations on imports 
of certain textile and footwear articles and the authority to negotiate 
international agreements with respect to such articles;

5. Other modifications of tariff and tra/te law; and
6. Deferral of United States income tax for a domestic corporation 

engaged in export sales.

B. TRADE AGBEEMENT AUTHORITY
1. Basic Authority

The authority of the President to enter into trade agreements with 
foreign countries or instrumentalities thereof would be extended until 
July 1, 1973. This authority expired on July 1, 1967, and would be 
reinstated on the enactment of H.R. 18970. The President has been 
without authority to enter into trade agreements for over three years 
and your committee considers it essential for the conduct of our 
foreign trade relations that this authority be reinstated. Your com 
mittee is informed that the renewal of this authority until July 1, 
1973, will provide the necessary time for the development and presen 
tation to Congress of a long-range policy program which is under 
study by a Presidential commission.
2. Authority to Modify Tariff and. Other Import Restrictions

The President is authorized to proclaim such modifications of "exist 
ing" import restrictions as are required or appropriate to carry out any 
new trade agreements. Under the bill ho is authorized to reduce by 
20 percent or by 2 percentage points, the rates of duty which will 
exist when the final stage of the Kennedy Round reductions is to be 
made effective on January 1, 1972. In providing this new authority, 
the committee understands that it will be used primarily to offer 
new tariff concessions to affected countries, when the President is 
required under the tariff adjustment provisions or otherwise to pro 
claim increased import restrictions on an article covered by conces 
sions granted by the United States in trade agreements. The suthority 
would not- be used for any new major tariff negotiations. The President 
would be able to use the authority in limited negotiations on one or 
several products to resolve individual trade problems causing difficul 
ties for United States exporters.

Use of the authority is subject to the termination and pre-negotia- 
tion safeguard procedures already prescribed in the Trade Expansion 
Act of 1962. In this regard, the committee considered amending the 
existing j>re-negotiation safeguard procedures with respect to the 
participation in such procedures and in the actual negotiations by 
representatives o£ domestic producers. Under section 241 (b) of 
the Trade Expansion Act of 1962, it was the intent of the Congress 
that those participating in trade negotiations under delegation of the 
President's authority should make" maximum use of the advice of 
representatives of industry, agricvJture, and labor during the course 
of the negotiations. After reviewing the procedures used in the negoti 
ation of the Kennedy Round, the committee is of the opinion that 
increased participation by advisers from industry, agriculture and 
labor would be desirable.

Your committee did not renew or extend any of the other authori 
ties to modify tariffs provided in sections 202, 211, 212, or 213 of the 
Trade Expansion Act of 1962.
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3. Staffing Requirements
This section of the bill is directed to the need to implement in two 

stages, tariff reductions to be made pursuant to trade agreements. 
The bill provides that tho tariff concessions agreed to under this new 
authority shall be staged in at least two installments with one year 
intervening. It also provides that tariff reductions a^eed to under 
the new authority may be combined with any remaining stages of 
earlier proclamations made pursuant to the Kennedy Round of trade 
negotiations. _ .

The committee agreed to this arrangement recognizing that Ken 
nedy Round tariff reductions will not bo fully implemented until 
January 1, 1972. In practical effect, the last stage of those concessions 
is the only one which might be pending at the time of negotiations and 
implementation of new concessions which may be under the authority 
of this bill. Further, tho committee assumes that the President would 
not stage any new concession concurrently unless ho had previously 
determined tnaJ this could bo. done without detriment to tne United 
States industry producing the article or articles affected by the tariff 
reduction.

C. OTHER PRESIDENTIAL AUTHORITY
/. Foreign Import Restrictions xnd Discriminatory Acts

The bill would amend section 252 of the TV 6 .Expansion Act of 
1962 and provide new autlurity and direction to tho President to 
act against import restrictio *s or other acts of foreign countries which 
unjustifiably or unreasonably burden, or discriminate against United 
States commerce.

Tho bill would amend section 252(a) by removing the word "agri 
cultural" so that tho President is directed to take such action as he 
deems necessary and appropriate when a foreign country unjustifiably 
restricts "any" United States product. Such action under existing 
provisions of the law might include the imposition of duties or other 
import restrictions on pioducts of the foreign country imported into 
the* United States.

The committee amended section 252(b) of the Trade Expansion 
Act to direct that the President shall take certain actions whenever a 
foreign country whose products benefit from United States trade 
agreement concessions provides subsidies or oth$r Incentives to its 
exported products to other foreign markets so that United States 
sales of competitive products to those other markets are unfairly 
affected thereoy. This amendment was recommended by the executive 
branch and approved by the committee as necessary to protect 
United States s^mmercial interests.

In additiont tho committee increased the authority of tho President 
under section 252(b) of the Trade Expansion Act by enabling hiin to 
impose duties and other import restrictions whenever such a foreign 
country is maintaining non-tariff restrictions substantially burdening 
Unitecf States commerce^, engaging in discriminatory acts which un 
justifiably restrict United States commerce or providing such sub 
sidies or ether incentives for its exports.

Section 252(c) is amended by directing and authorizing the Presi 
dent to take action whenever a foreign country whose products benefit 
from United States trade agreement concessions maintains unreason-
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able import restrictions which substantially burden United States 
commerce. The President is authorized and directed to impose duties 
or other import restrictions on the products of such foreign country 
in such instances as well as suspending or withdrawing trade agree 
ment concessions or refraining from proclaiming benefits to carry 
out trade agreements with sudi foreign countries.

Your committee determined that since subsections (a) and (b) of

prevent
of such foreign import restrictions ought to b* the same in both sub 
sections. Consequently, a new subparagruph (C) to the latter subsec 
tion provides powers equal to that provided in existing (a) (3). 
Similarly it was deemed desirable that subsection (c)(l) be amended 
to give the President power to impose duties or other import restric 
tions against the unreasonable, though legal, foreign government 
practices to which that subsection is directed. Finally your committee 
deemed it desirable that the obligatory word "shall" *used in both of 
the two first subsections, with regard to the President'", action, should 
also be used in the third subsection in place of the existing "m&y," 
subject of course to his having "due regard for the international 
obligations of the United States."

These amendments provide important rcw dire/ tion and authority 
to the President to act to protect the interest of United States com 
merce in the face of unjustifiable import restrictions and other un 
reasonable import restrictions, including discriminatory acts which 
substantially burden United States commerce or unfairly restrict or 
affect market access for United States products. Your committee 
feels that not only should the President respond to this additional 
direction, by the Congress to protect United States commercial 
interests, it is also incumbent on such domestic producing interests 
to use the provisions in section 252(d) to fully ana accurately inform 
the President when action is token or contemplated by foreign coun 
tries in order that the President and those to whom he has delegated 
this responsibility may act promptly and effectively.

It must be recognized that over the years, the united States has 
granted increased market access to foreign produced goods in order 
to gain greater access in foreign markets for goods produced in the 
United btatcd. It is incumbent on both the government and United" 
States producing interests to cooperate in the maintenance of access 
to foreign markets on a fan* and reasonable basis for goods produced 
in the United States.
8. National Security Provision

The bill would amend section 232 of the Trade Expansion Act of 
1962, the "national security provision," to provide that any adjust 
ment of imports under that section shall not be accomplished by the 
imposition or increase of any duty, or of any feo or charge having the 
effect of a duty. The committee has reviewed the Ifgislative history 
of section 232 of the Trade Expansion Act and its predecessor provi 
sions in the trade agreements legislason, and concludes that the dele 
gation of authority to the President to adjust imports should be 
limited to the use of quantitative limitations.

The amendment to section 232 is not intended in snv way to fore 
close the President from adjusting imports to such levels as lie deems
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necessary to prevent impairment to the national security. Nor does it 
affect the flexibility of the President to modify import limitations 
already imposed under section 232 to meet increased demands for 
raw materials or other emergency requirements which may arise 
from time to time.

The bill would also f mend section 232 with respect to the time 
within which the Director of the Office of Emergency Preparedness is 
to make a determination ^yith respect to applications for action under 
the national security provision. The committee's attention was called 
to the delays that often ensue in reaching determinations mder this 
section. It therefore has provided that a determination on new appli 
cations shall be reached within one year after the date on which the 
investigation is requested. Determinations on active pending cases 
are to DO made within 60 days of the date of enactment, of this Act.

D. TARIFF ADJUSTMENT AND ADJUSTMENT ASSISTANCE
General

Chapter 2 of title I of the bill would amend the provisions of title 
III of the Trade Expansion Act of 1962 (TEA) relating to tariff adjust 
ment for industries, and adjustment assistance for firms and workers. 
The primary purpose of the amendments is to liberalize the criteria 
that must be mot before such relief may be afforded. Chapter 2 would 
also make certain other changes in related provisions of sections 311, 
317, 323, 326, 351, and 352 of title III of the TEA.

Since the Iiberali2»i<.ic-n of criteria and the investigative procedures 
differ with respect to >ndustry relief as distinguished from firm or 
worker relief, the two categories will be discussed separately.
Tariff Adjustment l

Sections 301, 302, 351, and 352 of the TEA set forth the current 
authority and procedures for an industry to obtain assistance in the 
form of proclaimed increases in the duty or other import restrictions 
applicable to articles on which concessions have been granted in trade 
agreements. Provision is also made therein (section 302) for such 
industry relief to be provided in combination with adjustment 
assistance to firms and workers, the terms of which are discussed in 
the next section of this report relating to adjustment assistance. ^

The bill would not change the status of petitioners for tariff adjust 
ment. In other words, section 301 (a) (1) would still permit petitions 
to be filed with the Tariff Commission by any trade association, firm, 
certified or recognized union, or other representative of industry so 
long as petitioners authority is drawn from firms or groups of workers 
embracing a substantial part of the industry involved.
A\tfhorityjor Tariff Adjustment

Section 111 of the bill wo'ild amend section 301 (b) of the TEA in a 
number of significant ways, viz.: (1) By liberalbsuig existing criteria 
for tariff adjustment; (2) % adding an additional determination as 
to the nature of the injury; (3) by including a definition of the term 
"domestic industry producing articles like or directly competitive 
with the imported'article"; (4) by directing the Tariff Commission
T^^^^iirtfi*!^^
Irepsrt rwtrictxm.
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also to investigate factors which in its judgment max- be contributing 
to increased imports of the article under investigation; (5) by changing 
the voting requirements of the Commission in regard to its deter 
minations with respect to tariff adjustment remedies; and (6) by 
making the tariff adjustment procedures applicable to the products 
of all countries.

Relaxed criteria. The bill would accomplish liberalisation of prc-sent 
tariff adjustment criteria basically by (a) eliminating the present 
causal connection between increased imports and trade-agreement 
concessions, and (b) by substituting for the present concept of "the 
major factor" (in existing paragraph (3)) the concept of section 7 of 
the Trade Agreements Extension Act of 19ol, as amended. In rein 
stating the criteria of former section 7, amended section 30Hb)(l) 
would provide that—

* * * the Tariff Commission shall promptly make an inves 
tigation to determine whether an article is beinj: imported 
into the United States in such increased quantities, either 
actual or relative, as to contribute substantially (whether or 
not such increased imports are tho major factor or the 
primary factor) toward causing or threatening to cause 
serious injury to the domestic industry producing articles 
like or directly competitive with the imported article.

It will be phssrved that under the relaxed criteria it is sufficient that 
increased imports "contribute substantially (whether or not such in 
creased imports are the major factor or primary factor)1 ' toward caus 
ing or threatening to cause serious injury. The parenthetical language 
was inserted to contrast the proposed criteria with the existing concept 
of "the major factor" and the concept of "the primary factor" pro 
posed by the Administration, and to show that these latter concepts 
w^re not in any sense controlling in i',he interpretation of the concept 
adopted by the committee. The committee's acceptance of the criteria 
of section 7 of the 1951 Extension Act was also based upon the fact that 
such criteria had previously been determined hy the President to be 
compatible with our obligations under the GA'JTT.

The term "like or directly competitive", used in the bill to describe 
the products of domestic producers that may be adversely affected 
by imports, was used in the same context in section 7 of the 1951 
Extension Act and in section 301 of the Trade Expansion Act. The 
term was derived from the escape-clause provisions in trade agree 
ments, such as article XIX of the GATT. The words "like" and 
"directly competitive", as used previously and in this bill, are not to 
be regarded as synonymous or explanatory of each other, but rather 
to distinguish between "like" articles end articles which, although not 
"like", are nevertheless "directly competitive*', In such context, 
"like" articles are those which are substantially identical in inherent 
or intrinsic characteristics (i.e., materials from which made, appear 
ance, quality, texture, etc.), and "directly competitive" articles are 
those which, although not substantially identical in their inherent 
or intrinsic characteristics, are substantially equivalent for commer 
cial purposes, thai is, axe adapted to the same uses and are essentially 
mterchangatble therefor.

The elimination of the causal connection between increased imports 
and trade-agreement concessions will result in the necessity for. the 
Commission to consider the impact of imports from all countries rather
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than from those entitled to the rates in rate column numbered 1 of the 
TSUS. This matter will be discussed further below.

Additional determination as to the nature of injury. If an affirmative 
injury determination is made under section 301(b)(l), an additional 
determination would have to be made under subsection (b)(5). The 
additional determination as to injury would be ias to whether either of 
the conditions specified under (A) or (B) described below, in combina 
tion with the conditions specified in (C) below, exist:

(A) Imports of the article under investigation constituted 
more than 15 percent of apparent United States consumption of 
the article in the first calendar year preceding the calendar year 
in which the investigation was instituted, the ratio of imports of 
such article to consumption for such first preceding calendar year 
increased absolutely by at least 3 percentage points over the 
corresponding ratio for the second calendar year preceding the 
calendar year in which the investigation was instituted, and the 
ratio of imports of such article to consumption for such first 
preceding calendar year increased absolutely by at least 5 per 
centage points over the corresponding ratio for the third calendar 
year preceding the calendar year in which the investigation was 
instituted.

(B) As a result of increased imports (1) domestic production 
of the liko or directly competitive product is declining or is likely 
to decline so as to substantially affect the ability of domestic 
producers to continue to produce the like or directly competitive 
product at a level of reasonable profit, and (2) production workers' 
jobs, man-hours worked, or wages paid production workers in 
the domestic production of the like or directly competitive 
product are declining substantially or are likely to decline 
substantially.

(C) (1) The imported article is offered for sale at prices which 
are substantially below those prevailing for liko or directly com 
petitive products of comparable quality produced in the United 
States and constitutes an increasing proportion of apparent 
domestic consumption, and (2) the unit labor costs attributable 
to producing the imported article are substantially below those 
attributable to producing like or competitive articles in the 
United^States.

The Commission, in its determinations of the percentages of import 
penetration under (A), will follow its usual methods, taking into 
account conditions of competition, units of quantity, and values, 
depending upon the circumstances of each case. Ordinarily, such 
determinations are based on units of quantity, but may bo based on 
both units of quantity or value, or on value alone.

In determining whether the imported article is offered for sale at 
prices which are substantially below the prices prevailing for a domestic 
product for purposes of section 301(b)(5)(C), the committee believes 
that the following principles should generally be observed. First, the 
prices to be considered should bo the wholesale prices of the domestic 
and imported products to the same class of customer. Second, the 
prices to be considered should be those resulting from arms-length 
transactions. If either the domestic or imported articles are sold only 
(or nearly so) in non»arms-length situations, the Tariff Commission 
should, to the extent practicable, construct a delivered wholesale price



2?

in the United States. A constructed price for an imported product, for 
example, might be based on the dutiable value of the article plus all 
expenses (including duties incurred in placing the article at an appro 
priate delivery point in the United States. Third, the price comparisons 
should take into account any distinctive quality or characteristic which 
significantly affects the price of either the* domestic or imported 
product, but not tho other. For example, if the importc-d «i tide is of 
lower price than tho domestic article because of appearance, quality, 
more limited range of uses, or other commercially recognized physical 
characteristic, it is anticipated that allowances in price would be made 
in determining whether the imported article is offered for sale at prices 
substantially below those prevailing for the domestic article.

Definition oj domestic industry. This definition of domestic industry, 
which appeared in former section 7 of the 1951 Extension Act, is the 
so-called segmentation concept. By virtue of this definition, the 
domestic industry will include tho operations of those establishments 
in which the domestic article in question (i.e., the article which is 
"like," or "directly competitive with," the imported article, as the 
case may be) is produced. Whore a corporate entity has several 
establishments (e.g., divisions or plants) in some of which the domestic 
article in question is not produced, tho establishments in which the 
domestic article is not produced would not bo included in tho industry. 
The concern of the Tariff Commission would be with tho question of 
serious inj'ury to the productive resources (e.g., employees, physical 
facilities, and capital) employed in the establishments in which the 
article in question is produced. In tho caso of multiproduct establish 
ments in whichproductive resources are devoted to producing products 
A, B, C, and JC), of which o*i]y product A is suffering from import 
competition, it is not necessary that the Commission find that the 
resources engaged in the production of any ono or more of the other 
products have heen injured. However, the Tariff Commission should 
take into account other relevant factors including whether there has 
boon a transfer of productive resources from A to B, C, or D for 
reasons other than the impact of imports. The extent to which the 
products of a multiproduct establishment can be HO separately con 
sidered is necessarily affected by tlu» accounting procedures that pre 
vail in a given caso and tho practicability of distinguishing or separat 
ing tho operations for each product line.

Factors causing increased imports. Subsection (b)(6) will require the 
Tariff Commission, in the course of any proceeding initiated under 
paragraph (1), to investigate any factors which may bo contributing to 
increased imports of the article under investigation. Such factors 
would include tho effect of tariff concessions, foreign wage rates, and 
also possible dumping, subsidization, or other forms of unfair competi 
tion. If the Tariff Commission has reason to believe that increased 
imports are attributable in part to circumstances which come within 
the purview of tho Antidumping Act, 1921, section 303 or 337 of the 
Tariff Act of 1930, or other remedial provisions of law, it is directed 
to promptly notify the appropriate agency and to take such other 
action as it deems appropriate in connection therewith. There is no 
intention in this amendment to transfer to the Tariff Commission 
action responsibility for tho implementation of statutory language 
falling within the purview of other agencies.
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This provision is designed to assure that the United States will not 
needlessly-invoke the escape-clause (article XIX of the GATTJ and 
will not become involved in granting compensatory concessions or 
inviting retaliation in situations where the appropriate remedy may 
be action under one or more United States laws against unfair com 
petition for which action no compensation or retaliation is in order.

Pammixsion voting requirement*' In accordance with subsection (b)(4) 
the remedy determination of a majority of the Commissioners voting 
for the affirmative injury determination shall bo treated as the remedy 
determination of the Commission.

Tariff adjustment authorized Jor products of all countries. The elim 
ination from section 301(b)(l) of the language "as a result in major 
part of concessions granted under trade agreements" would broaden 
the President's authority to proclaim increased import restrictions. At 
present, such authority applies only to products the subject of trade 
agreement concessions. The Tariff Commission, in making its report 
of -investigations under section 301 (b), will necessarily take into 
account the various rate levels associated with the so-called "prefer 
ential" and "M-F-N" rate treatments in rate column numbered 1 
of the TSUS and with the generally higher rate treatment in column 
numbered 2 applicable to the products of designated Communist 
countries.
Presidential Action With Respect to Tarijf Adjustment

The bill would amend section 351 of the TEA to provide that the 
President shall, upon receipt of an affirmative injury determination, 
proclaim such import restrictions as he determines to be necessary to 
prevent or remedy serious injury, unless he determines that it would 
not be in the national interest.

When the Tariff Commission makes an injury determination and 
makes the aforementioned additional determination provided for in 
section t301(b) (5), the President is directed to implement the remedy 
determination of the Commission unless ho determines that such 
action would not bo in the national interest.

The bill would make no change in the existing provisions for Con 
gressional review which applies to those cases where the President 
does not carry out the remedy determination of the Commission.
Review of'Adjustment Action

The review procedures on outstanding tariff adjustment actions are 
amended to provide that the Tariff Commission, in its reports on con 
ditions in the Industry concerned with the tariff adjustment, will 
include information on the steps taken by the firms in the industry 
to compote more effectively with imports.

The reporting requirements regarding such reviews of tariff adjust 
ment actions arc also amended to provide that the Tariff Commission 
will make findings similar to those in an original tariff adjustment 
investigation if it should determine in an investigation reviewing an 
outstanding tariff adjustment action, that the existing restrictions on 
imports are insufficient to prevent or remedy serious injury to the 
domestic industry. Such finding would be in addition to that presently 
required with regard to the effect of a reduction or elimination of a 
tariff adjustment action.
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Orderly Marketing Agreements
Section 352 of the Trade Expansion Act is amended to provide that 

the President may negotiate orderly marketing agreements at any 
time after an affirmative injury determination. Further, the amend 
ment provides that such agreements raav replace in whole or in part 
tariff adjustment actions. Under existing law, the negotiating authority 
under section 352 is to be used at the conclusion of the Tariff Com 
mission investigation and the agreements are to be a substitute for 
tariff adjustment action.
Adjustment Assistance

Adjustment assistance for firms and worker? injured by increased 
imports is made more readily available under this bill. Your committee 
believes that the criteria for determination of eligibility of firms and 
workers to apply for adjustment assistance contained in the Trade 
Expansion Act of 1962 are too strict. The bill therefore liberalizes 
these criteria. The bill also provides that the President, instead of the 
Tariff Commission, will make the substantive determinations of 
eligibility.

Under the bill, firms or workers may petition directly to the Presi 
dent rather than to the Tariff Commission as at present; also, firms and 
workers may apply directly to the Secretaries of Commerce or Labor, 
respectively, alter Presidential action providing for such requests 
following a Tariff Commission finding of injury to an entire industry.

The basic formula for the weekly trade readjustment allowance 
payable to an adversely affected worker is increased in the bill to 
75 percent of his average weekly wage or to 75 percent of the average 
weekly manufacturing wage, whichever is less, reduced by 50 percent 
of the amount of his remuneration for services performed during the 
week. The existing provisions affording training and other reemploy- 
ment assistance to adversely affected workers is expanded to include 
supportive and other services provided for under any Federal law.

The changes in the bill will servo to make adjustment assistance 
more effective and more readily available to help individual firms or 
groups of workers cope with the impact of increased import 
competition.

Direct Petitions. The Trade Expansion Act of 1962 presently 
provides that petitions for a determination of eligibility to apply for 
adjustment assistance may be filed with the Tariff Commission by or 
on behalf of a firm or group of workers. These are petitions for deter 
minations under section 301 (c). H.R. 18970 amends this provision by 
requiring that the petitions be filed with the President rather than 
the Tariff Commission. It iit intended that a group of three or more 
workers in a firm may qualify as a petitioner for adjustment assistance.

Your committee believes that affected workers have a responsi 
bility to endeavor to give prompt notice of difficulties by applying 
for assistance as soon as they become unemployed or are threatened 
with unemployment. Section 301 (a) (2) of the Trade Expansion Act 
has been amended to provide that petitions filed by or on behalf of a 
group of workers shall apply only with respect to individuals who 
are, or who Kare been within one year before the date of filing of such 
petition, employed regularly in the firm involved. Individuals who 
become unemployed or underemployed after the date of the filing of

4»-2SOO—TO——*
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the petition may be eligible to apply under any certification issued if 
they are members of the group described therein.

The committee has amended the provisions of the existing Act with 
respect to the criteria to be applied in a determination of eligibility 
to apply for adjustment assistance by a firm or group of workers. It 
has provided that the President shall determine whether an article 
like or directly competitive with an article produced by the firm or an 
appropriate subdivision thereof is being imported in such increased 
quantities, either actual or relative, so as to contribute substantially 
toward causing or threatening to cause serious injury to such firm or 
subdivision or unemployment or underemployment of a significant 
number or proportion of the workers of a firm or appropriate sub 
division thereof,

This amendment eliminates the former causal link between the 
increased import^ and a trade agreement concession. It also changes 
the relationship "between the increased imports and the injury or 
unemployment from "the major factor1 ' to "contribute substantially 
(whether or not such increased imports arc the major factor or the 
primary factor)."

It is intended that in most cases unemployment or underemploy 
ment of a significant number or proportion of the workers shall bo 
found where the unemployment or underemployment, or both, in a 
firm, or an appropriate subdivision thereof, is the equivalent of a total 
unemployment 01 five percent of the workers or 50 workers, whichever 
is less. At the same time, there are many workers in plants employing 
fewer than 50 workers. Accordingly, there may bo cases where as 
few as three workers in a firm, or an appropriate subdivision thereof, 
would constitute a significant number or proportion of the workers.

It is intended that an "appropriate subdivision" of a firm shall bo 
that establishment in a multi-establishment firm which produces the 
domestic article in question. Where the article is produced in a dis 
tinct part or section of an establishment (whether the firm has one or 
more establishments), such part or section may be considered an 
appropriate subdivision. In the Trade Expansion Act, this concept 
was confined to groups of workers. This bill would extend the con 
cept to firms as well.

Section 301(c) of the Trade Expansion Act as amended by your 
committee provides for reports from the Tariff Commission to assist 
the President in making determinations with respect to petitions filed 
by firms or groups of workers. The President b to transmit promptly to 
the Tariff Commission a copy of each petition filed with him by a firm 
or group of workers and not later than five days thereafter to request 
the Tariff Commission to conduct an investigation relating to questions 
of fact relevant to the President's determinations and to make a re 
port of the facts disclosed by such investigation. In his request, the 
President may specify the particular kinds of data which he deems 
appropriate. This is not intended, however, to preclude the Tariff 
Commission from making an investigation of, and including in its 
report, such additional data as it considers relevant. Upon receipt of 
the President's request, it is required that the Tariff Commission 
promptly initiate the investigation and promptly publish notice 
thereof in the Federal Register.

It is intended that the President, and not the Tariff Commission, 
shall make the determinations under section 301 (c)(l) and (c)(2) 
with respect to firms and groups of workers. Accordingly, the Tariff
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Commission is not to include in its report conclusions, opinions, or 
judgments which are tantamount to the- determinations. Instead, it is 
to present the facts and in a manner which will render the report useful 
to the President, It is recognized that the Tariff Commission will have 
to reach conclusions with respect to such subsidiary questions as what 
constitutes the firm or an appropriate subdivision thereof, what 
product is like or directly competitive, and what is the appropriate 
base period, in order to gather th? relevant facts. In any case, nowever, 
tho President has the final authority to make a decision with respect 
to any element which enters into the determinations under section 
301 (c)(l) and (c)(2), and section 302 (c), (d), and (e).

In the course of my such investigation, the Tariff Commission shall 
hold a public hearing if requested oy the petitioner or any other in 
terested person. However, such a request must be. made not later 
than 10 days after the date of the publication of its notice of the 
investigation. It is understood that a public hearing may be held in 
any case on the Tariff Commission's own motion. The report of the 
Tariff Commission of the facts disclosed by its investigation with 
respect to a firm or group of workers is to be made at the earliest 
practicable time, but not later than 60 days after the date on which 
it receives the request of the President.

After receiving the Commission's report, tho President has 11 maxi 
mum of 30 days in which to make his determination as to whether the 
firm or group of workers is eligible to apply for adjustment assistance. 
However, within this period'iio does nave the authority to request 
additional factual information from the Tariff Commission. The Com 
mission is then to furnish the additional information in a supplemental 
report within 25 days and the President is to make his final determina 
tion not later than 15 days after he receives such supplemental report 
(section 302(c)).

The President is required to publish in tho Federal Register a sum 
mary of each determination made with respect to a petition for 
adjustment assistance filed by any firm or group of workers.

For transitional purposes, investigations relating to adjustment 
assistance under existing section 301 (c) in progress immediately before 
tho date of enactment ol[ H.R. 18970 are to bo continued as if the 
investigation had been instituted under tho amended section 301(c) 
and the petition treated as filed as of the date of enactment. Tariff 
Commission determinations pending before the President on date of 
enactment are also to be subject to the amended criteria and pro 
cedures.

If the President makes an affirmative determination on a petition 
for adjustment assistance with respect to any firm or group of workers, 
he shall promptly certify that such firm or group of workers is eligible 
to apply for adjustment assistance. This certification permits the firm 
to *PPJy to the Secretary of Commerce and individual workers to apply 
to the Secretary of Labor to seek the types and amounts of adjustment 
assistance provided for in Chapters 2 and 3 respectively of Title III of 
the Trade Expansion Act of 1962. Certifications of groups of workers 
specify the workers' firm or appropriate subdivision and, under section 
302(d) of the Trade Expansion Act, the date on which the unemploy 
ment or underemployment began or threatens to begin.

Section 302(e) of the Trade Expansion Acfc provides that the Presi 
dent shall terminate the effect 01 any certification of eligibility of a 
group of workers whenever he determines that separations from the
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firm or subdivision thereof are no longer attributable to the conditions 
specified in section 301 (c) (2) or section 302(b)(2). Such termination 
applies only with respect to separations occurring after the termination 
date specified by the President.

H.K. 18970 specifically authorizes the President to delegate any 
of his functions with regard to determinations and certifications of 
eligibility to apply for adjustment assistance. Authority to issue 
rules and regulations related to these delegated functions is provided 
for under section 401 (2) of the Trade Expansion Act.
Presidential Action With Respect to Adjustment Assistance

Under the current law (Sec. 302(a)), whenever the Tariff Commis 
sion reports to the President a finding of serious injury or threat thereof 
to an industry, the President may take any of several courses of 
action. He may provide: (a) tariff adjustment on the imported 
product involved in the investigation; or (b) that the firms in the 
industry may request the Secretary of Commerce for certifications 
of eligibility to apply for adjustment assistance; or (c) that the workers 
in the industry may request the Secretary of Labor for certifications 
of eligibility to apply for adjustment assistance; or (d) he may take 
any_ combination of such actions. No order of priority among these 
various courses open to the President is established nor is there a 
requirement that the President must take some action.

Your committee is persuaded that provision for adjustment^assist 
ance should not be continued as a discretionary alternative action for 
the President in place of tariff adjustment action where the Tariff 
Commission has made an affirmative injury and remedy determina 
tion after an industry investigation. Your committee has amended 
section 302(a) to deal with Presidential actions after receiving a 
Tariff Commission report containing an affirmative, injury determina 
tion for an industry. If the .President provides tariff adjustment for 
an industry* he may also provide that its firms or workers (or both) 
ma£ request the Secretaries of Commerce ano! Labor, respectively, for 
certifications of eligibility to apply for adjustment assistance. If 
the President does not provide tariff adjustment for the industry, ho 
shall provide that both firms and workers may request the respective 
Secretaries for certifications. Notice must bo published in the Federal 
Register of each such action taken by tho President. As amended, 
section (302(a)) also requires that any "request for such a certification 
must be made to the Secretary concerned within tho one-year period 
(or such longer period as may bo specified by the President) after tho 
date on which tne notice is published.

^There currently are, and may bo, outstanding escape clause actions 
wilh respect to a few industries under which tho President has acted to authorize firms and workers to request certifications of eligibility 
to apply for adjustment assistance from the Secretary of Commerce 
or tne Secretary of Labor. It is the committee's intention that the provisions of section 302(b) as amended should also apply to requests from individual firms or groups of workers in those few industries 
which may be pending on date of enactment of this bill or submitted thereafter.

Under section 302(a) a firm or group of workers is not automatically certified as eligible to apply for adjustment assistance. Following Presidential action upon request by a firm in the industry found to be 
seriously injured or threatened with such injury, the Secretary of
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Commerce, in effect, must conclude whether the increased imports 
found by the Tariff Commission to have caused or threatened serious 
injury to the industry as a whole have also caused serious injury to the 
individual firm in question. Similarly, upon request by a,group of 
workers in a firm in such industry, the Secretary of Labor must con 
clude whether the increased imports have caused or threatened 
unemployment or underemployment to a significant number or 
proportion of the workers of the firm or an appropriate subdivision 
thereof. In both situations, under existing provisions of 302(b), the 
increased imports must have been the major factor in causing or 
threatening to cause injury or unemployment. Your committee has 
amended these provisions to conform to the liberalized criteria in 
amended section 301(c).

This function given to the Secretaries of Commerce and Labor re 
flects the intention that adjustment assistance is not to be extended 
to a firtn or group of workers which has not satisfied the conditions of 
eligibility, under this procedure, these firms and workers are not 
required lo wait upon a Tariff Commission investigation. It is ex 
pected that the Secretaries of Commerce and Labor will continue to 
make full use of Tariff Commission information derived from its 
investigation of the industry concerned.

The committee has added a reouirement with respect to certifica 
tions made by the Secretary of Labor under section 302(b). Such 
certifications shall only apply with respect to individuals who arc or 
who have been em ployed regularly in the firm involved within one 
year before the date of the institution of the Tariff Commission inves 
tigation relating to the industry. This refers to industry investigations 
instituted by the Commission whether by petition on behalf of the 
industry or by request, resolution, or motion, as the case may be, as 
provided in section 301 (b). It is not intended that these certifications 
be limited to those individuals who are or who have been employed in 
the firm involved within the one-year period antedating the institu 
tion of the Tariff Commission investigation. Individuals who became 
or will become unemployed or underemployed (or threatened there 
with) after the date of the institution of the investigation or after tho 
date of the filing of the request with the Secretary of Labor mav be 
eligible to apply under the certification if they are members of the 
group described therein.

Assittaneefor Individual Workers. Your committee has nude several 
changes in the adjustment assistance program fcr workers directed at 
helping adversely affected workers adjust to the loss of employment 
and reenter the labor force as rapidly and efficiently as possible. When 
the worker assistance provisions of the Trade Expansion Act were 
enacted in 1962, the Congress recognized that the adversely affected 
workers would frequently need retraining in a new skill. Section 326 
of the Act, therefore, now expressly provides that workers are to be 
afforded, where appropriate, testing, counseling, training, and place 
ment services available under any Federal law.

The provisions were enacted at approximately the same time that 
the Federal Government was launching the first Manpower training 
programs under the Manpower Development and Training Act. 
Since that time it has been demonstrated that workers frequently 
need other services to prepare them effectively for fuH employment. 
The Congress recognized this by providing that workers enrolled in 
various Manpower programs, such as under the Manpower Develop-
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ment and Training Act and the Economic Opportunity Act, could be 
given what have come to be called "supportive services." (See Man 
power Development and Training Act section 202 (j) and (k) and 
Economic Opportunity Act section I23(a)(6)).

Your committee's bill would amend the second sentence of section 
326(a) of the Trade Expansion Act bv adding the phrase "supportive 
and other services." This phrase includes, to the extent provided in 
Federal law, services such as work orientation, basic education, 
communication skills, employment skills, minor health services, and 
other services which are necessary to prepare a worker who is eligible 
for assistance under the Act for full employment in accordance with 
his capabilities and prospective employment opportunities. It is your 
cojnmittee's intention that the minor health services furnished under 
this section be limited to those which are necessary to correct a condi 
tion that would otherwise prevent a worker from being able to accept 
a training or employment opportunity.

Your committee also wisnes to make it clear that the language of 
section 337 of the existing Trade Expansion Act authorizing appropria 
tions to the Secretary of Labor to enable him to carry out his functions 
under the Act includes the authority to expend the funds appropriated 
thereunder for all programs that are provided to. adversely affected 
workers under the Act, including training and supportive services, and 
that use of the funds is not limited to payment 01 the financial allow 
ances to the eligible workers.

Your committee also considered the basic formula for the level of 
weekly trade readjustment allowances as provided in section 323(a)— 
65 percent of the worker's average weekly wage or 05 percent of the 
average weekly manufacturing wage, whichever is less, reduced by 50 
percent of the amount of his remuneration for services performed 
during the week.

Your committee believes that this level of benefits is now inadequate 
and has increased it to a basic formula level of 75 percent of the 
worker's average weekly wage or 75 percent of the average weekly 
manufacturing wage, whichever is less, reduced by 50 nercenl of the 
amount of his remuneration for services performed during the week. 
If this provision had been, in effect in the summer of 1970, the maximum 
payment would have been $98 per week.

This increase is based on the policy inherent in the Trade Expansion 
Act of 1962 that readjustment allowances are intended to do more for 
adversely affected workers than the compensation provided by un- 
emptoynient insurance. The level of benefits available under state 
unemployment insurance has increased appreciably since 1962, and 
some states now provide unemployment compensation higher than the 
readjustment allowances established in the Trade Expansion Act of 
1962. The President has also recommended that tne States take 
action Co assure that unemployment insurance he increased to a 
maximum representing not less than sixty-six and two-thirds percent 
of the average weekly wage in covered employment.

The increase in trade readjustment allowances -recommended by 
the committee will serve to maintain the general 1962 relationship 
where such allowances were higher than unemployment compensation. 
Your committee believes that this relationship is appropriate in ~iew 
of the fact that the finding that the unemployment was caused by 
increased imports implies that a lower level of imports would have 
resulted in full job maintenance. Worker assistance is, therefore, in
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the nature of adjustment to conditions resulting from actions taken 
for the benefit of the nation as a whole.

The basic amended formula for the level of trade readjustment 
allowances will apply for weeks of unemployment beginning on or 
after the date of enactment of the bill. The amended formula will 
thus also apply to workers who became eligible through.a certification 
issued before enactment of H.R. 18970.

Your committee has maintained the standards of eligibility of the 
individual to receive adjustment assistance benofiis which were 
established in the Trade Expansion Act of 1962. These standards are 
stricter than those under State law for eligibility for unemployment 
insurance or those under the Manpower Development and Training 
Act. In order to be eligible for assistance the individual worker must 
be a member of the group specified in the certification and mtfsfhave 
been separated from adversely affected employment due to lack of 
work. That is, he must have been separated irom a firm or subdivision 
for which a certification of worker eligibility has been issued. The 
worker must also have had a substantial employment history: he 
must have been gainfully employed (at weekly wage of $15 or more) 
for at least half or the weeks 01 the three years preceding his separation 
from adversely affected employment ancl in the 52 weeks immediately 
preceding his separation he must have had at least 26 weeks of em 
ployment in a firm or firms, the workers of which have been found 
adversely affected by imports. Your committee believes that these 
stricter standards of individual eligibility are justified by the scale of 
trade adjustment assistance compared with that available under other 
programs.

E. QUOTAS ON TEXTILES AND FOOTWEAR
Title II provides temporary measures to restrict imports and avoid 

the threat of serious injurv to the textile and "footwear industries and 
further deterioration in the domestic market for textiles and apparel 
and nonrubber footwear.

This is to be accomplished by—
(a) The establishment of annual quotas, based on imports during 

1967-69, by category and by foreign country of production for all 
categories of textile'articles and footwear articles which may bo 
imported during each calendar year beginning after December 31, 
1970;

(6) Authorizing exemptions from such quotas when the President 
determines that exemption will not disrupt the domestic market or 
that exemption is in the national interest; and

(c) Authorizing negotiation of agreements with foreign countries 
which would result in the regulation of imports into the United States 
of textile articles or footwear articles or both and would supersede 
the statutory quotas for the articles covered by the agreements.

Within this general framework, title II authorizes injcrease^' -iports 
where the supply of articles subject to limitation is inataupute to 
meet domestic demand at reasonable jdces; provides for certain 
exclusions with respect to noncommercial entries and to articles 
already subject to international agreement; and establishes the appli 
cability of the ruleffiajdng provisions of the Administrative Procedure 
Act to various actions under title II of the bill. Title II terminates at 
the close of July 1, 1976, unless extended in whole or in part by the
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President following his determination that such extension is in the 
if a lion o I interest.

These provisions are designed to provide a mechanism for establish 
ing: a reasonable and effective limitation on United States imports of 
textile products and of non-rubber footwear products for the broad 
purpose of remedying market disruption in those cases in which it now 
exists, and of preventing the spread of market disruption to other 
categories of articles. It is intended that, insofar as may be possible, 
the limitation of these imports will be accomplished through the nego 
tiation of voluntary agreements provided for under section 202 and 
that the quota^pro visions of section 201 wilLassist in. the negotiation 
of such agreements as well as to provide protection for the domestic 
market and workers in cases where such agreements are not concluded.

The auota, exemption, and agreement provisions of title II are 
intended to assure that all textile articles and all footwear articles, 
as defined, come within the scope of such provisions and may, at any 
fxrint in time, be subject to quota or agreement if they are not at such 
time exempted.
A. Annual Quota*

Annual quotas are established by statute on the total quantity of 
each category of textile articles (defined hi subsec. 206(1)), and of 
footwear articles (defined in subsec. 206(2)), produced in any 
foreign country which may be imported during 1971 and in each sub 
sequent year. The limit for 1971 for each category of articles produced 
in each country is the average annual quantity of such articles from 
such country which was imported during the years 1967, 1968 and 
1989.
/. Selection of Base Level

Textile*.—The average of imports from all countries of the principal 
textile articles not at present suoject to import limitation (or to volun 
tary export restraint to t!io United States), i.e., principally wool and 
man-made fiber textile articles, amounted to an annual average of 
1,390 million square yards equivalent in the 1967-1969 base period 
for nian-rnades, and 184.5 million square yards for Vvool textile 
products. (These figures include tops, yarns, fabrics^ apparel, and 
made-up and miscellaneous textile products.) In 1969, imports were 
1,782.6 million square yards equivalent for man-maaes sJid 191.1 
million for wool textiles. As of June 1970 imports are running at an 
annual and all time record rate of 2.4 billion square yards for man- 
made fiber textiles. However, wool textile imports are expected to 
total 150 million square yards.

At the same time, cotton text&a imports, which are subject to the 
terms of the Long Terra Arrangement Regarding International Trade 
m Cotton Textiles, are continuing at a high rate. They are expected 
to again reach more than 1.6 billion square yards in 1970.

Apparel, the most labor intensive sector of the textile-apparel in 
dustry is experiencing a continuing sharp increase i imports. At present 
rates, 1970 apparel imports will rise to 1.6 billion square vards equiva 
lent, of which more than 1 billion yards will be manufactured from 
man-mado fibers, 500 million will be cotton apparel and 50 million will 
be wool apparel.

The committee heard substantial testimony from industry and gov 
ernment witnesses about the damage these excessive imports are caus-
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ing to American firms and work? ;$ and the disruption that already 
has been caused in the domestic market for thes<$ goods. These import's 
pose a threat to the future of a strong textile-apparel "industry" in 
the United States unless import growth is more closely brought into 
balance with growth in the domestic market an<i in domestic 
production,

Nonrubber Footutar.—United States imports of footwear (non- 
rubber) have also surged in recent years, from a 1961 level of 40 million 
pairs to a 1969 level of 202 million pairs. Each recent year has seen a 
sharp and substantial rise in these imports, from 133 million pairs in 
1967, to 181 million in 1968 and to more than 200 million in 1969. 
1970 imports are expected to exceed 260 million pairs. At ihe same 
time, United States production is declining in a number of key lines 
of products. The decline of employment opportunities for American 
shoe workers, the closing of shoe factories, and the serious damage 
done to this industry were amply reported to the committee by 
witnesses appearing ia open session.

Accordingly, to relieve the market disruption and the dislocation to 
firms and workers in these industries, and to restore to them the 
possibilities fo? full and equitable participation in future market 
growth, the 1967—1969 average annual level base formula has b^cn 
adopted as the base for the statutory quotas.
2. Groivth in Base Level Quotas

The quantities provided for under the- base level (1967-1969) 
formula may be increesed annually beginning January 1, 1972 by not 
more than 5 nercent of the amount authorized for the preceding 
calendar year if the President determines that an increase is con 
sistent with the purposes of section 201 (section 201(b)(l) and (b) 
(2)(A)). Any percentage increase granted for a category of articles 
is to be the same for scuh category from all countries.

Section 201 also provides (subsection (b)(2)) that a yearly deter 
mination be made of the quotes which would apply for each category 
of articles from each country throughout the hie of this title li, 
notwithstanding that such limitations may not, in fact, be in effect as 
a result of the operation of other pro visions of this title (e.g. the exemp 
tion authority (sec, 201 (d) or the agreements negotiated (sec. 202)). 
This requirement will assure that a continuing reference pokt is 
maintained enabling the comparison of statutory miotas with nego 
tiated agreements and with actual trade which hes been permitted to 
occur as a result of use of the exemption authority by the President.

Section 2Q1 (b) (3) provides that when a quota under this sec 
tion begins or resumes after a period in which the article produced 
in a foreign country was exempted from quota as a result o! a Presi 
dential decision, or an agreement under section 202, and the President 
determines thnt imports of such article from such country during the 
1967-69 period were insigiaificant, a more recent base period shall be 
used with respect to such article from such country if he finds that use 
of such more recent base period is consistent with the purpose of this 
section. In that event, the quota for such articles shall be an amount 
equal to the average annual imports of such article from such country 
during the three calendar years preceding the year in which the quota 
goes uito effect. Under this proviso!* the President will Jssve.Uexi- 
bility in a case in wMeh a gi?®a country's base period trade (i.e.,
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U.S. imports from that country in the 1967-1969 period) was insig 
nificant and the article has been the subject of an exemption by the 
President under section 201 (d) or was exempted under an agreement 
provided for in section 202 or 204(b).

Section 201 (c) further provides for the spacing of allowable annual 
quotas over the course of a calendar year as appropriate to carry 
out the purposes of section 201. Such spacing, taking seasonal factors 
in trade and production into account, would enable the President to 
avoid a heavy influx of quota goods in a short period of time at the 
beginning of a year, an influx which could disrupt the domestic 
market under some circumstances, Also, by requiring a re-opening of 
a divided annual quota, importers of smaller volumes of articles 
would be given several opportunities to participate in the entry of 
available quota articles. .Section 201 (c)(2) provides for the pro-rata 
adjustment of any annual ciuota which comes into effect after the 
beginning of a calendar year as the result of the termination of an 
exemption or other actions authorized by title II. At such time, in 
addition to the amounts actually entered during the calendar year up 
to the date the quota resumes, an additional quantity equal to the 
statutory quota adjusted pro rata according to the number of full 
months remaining in the calendar year after the date o! such quota 
resumption is authorized to be imported.
B. Exemption of Articles from Quotas

Title II provides three mechanisms through which textile, or foot 
wear articles may be exempted from the quotas imposed under sub 
sections 201 (a), (b) and (c), in the absence of an international agree 
ment concluded under section 202 (or the arrangement or agreement 
referred to in subsection 204(b)).
/. Non-Disruptive Imports

The President is authorized by section 20l(d)(l) to exempt articles 
produced in any foreign country if he determines that imports of 
such article produced in such country are not contributing to, causing, 
or threatening to cause market disruption in the United States. These 
exemptions, which may bo made for an initial one year period, and 
which may be extended for additional periods not to exceed one year 
each, and may be terminated by the President at any time upon his 
finding that the article in question is contributing to, causing, or 
threatening to cause market disruption in the United States.

In making the, determinations under section 201 (d) (1) and in making 
similar determinations under other provisions of title II, the President 
should consider market conditions in the United States for articles 
similar to the imported articles in question, taking particular account 
of the relevant market disruption standards set forth in Annex C of 
the Long Term Arrangement Regarding International Trade in 
Cotton Textiles (the arrangement referred to in section 204(b)). 
These market disruption standards are as follows: "these situations 
(market disruption) generally contain the following elements in 
combination:

(i) a sharp and substantial increase or potential increase of
im jxirts of particular products from particular sources;

(ii) these products are offered at prices which are substantially
below those prevailing for similar goods of comparable quality in
the market of the importing country;
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(iii) there is serious damage to domestic producers or threat 
thereof; . . ."

In applying market standards under title II, the President would 
be expected to consider factors affecting the level of employment, in 
the domestic industry, including the number of hours worked "per week.

In many instances it is the cumulative effect on the market of 
articles produced in a number of countries which causes market dis 
ruption, although the committee recognizes that in some cases the 
market for a particular article may be disrupted by imports from one 
country alone.

The committee understands that disruptive conditions in the 
market for any product cannot in all cases be precisely measured. 
Thus, while the above quoted, conditions are generally found in a cir 
cumstance of market disruption, it is not always the case and in other 
situations different elements may be considered in determining the 
state of the domestic market for the articles concerned.

It was brought to the committee's attention that certain articles of 
athletic footwear imports are selected by athletes because they 
feel that the design of the shoes, including a close fit and light weight, 
are particularly suited to their needs as a professional or amateur 
performer. The shoe is selected by the athlete for its suitability for the 
particular athletic event involved, and the price is generally higher 
than that charged for domesticallv produced athletic shoes of the same 
type. It is expected that the President would exercise his authority in 
tins kind of a situation.
2. The National Merest

Title II also provides that the President m&y exempt articles from 
the quotas when he determines that such action would be "in the 
national interest" (Sec. 201 (d)(2)).

The committee intends that the President have freedom in this 
regard and understands that he is not expected to indicate what par 
ticular reasons may have motivated his determination to act on the 
basis of the national interest criteria.
S. Supply at Reasonable Prices

The President is also authorized to provide for additional imports 
in excess of established quotas or in addition to the limitations 
provided in agreements whenever he finds that the total supply from 
domestic and foreign sources, of textile articles or footwear articles 
similar tp those subject to limitations under such quotas or agree 
ments will be inadequate to meet demands at reasonable prices. This 
standard is set forth in Section 203.
O. Negotiation of Agreements

Section 202 provides an alternative tp the statutory quota provision 
of section 301. It authorizes the negotiation of voluntary agreements 
with the countries exporting textile articles, footwear articles, or both. 
These agreements would provide for the quantitative limitation by 
category of the textile articles and/or the footwear articles which these 
countries may export to the United States^ during each year of the 
agreement. Such agreements may be administered on the base of 
either import controls by the United States or export controls by the 
country concerned or a combination thereof. Whenever such agree 
ments are In effect/ the articles which are included under them are



40

exempted from the quota provision of section 201. Both multilateral 
agreements and bilateral agreements and arrangements are provided 
for under section 202 and the President is authorized to issue regula 
tions necessary to carry out such agreements.

Section 202(b) authorizes the President to issue regulations limiting 
the quantity of articles which may bo imported from countries not 
participating in a multilateral agreement whenever such an agreement 
is in effect among countries, including the United States, accounting 
for a significant part of world trade in the article concerned, and such 
agreement contemplates the establishment of limitations on trade in 
such articles which are produced in countries which are not participat 
ing in such agreement, it is intended in this context that a "significant 
part of world trade" "would bo in excess of 50 percent of such world 
trade in. the article concerned. The regulations issued by the President 
under section 202(b) may not provide for lesser quantities from such 
countries than would be applicable if the quota provision of section 
201 applied to such articles.

A multilateral agreement or arrangement covering wool and/or man- 
made fiber textile products or footwear products could be implemented 
under this section with respect to imports from countries which did 
not participate in such an arrangement. The authority provided in 
section 202(b) is patterned after that provided under section 204 of 
the Agricultural Act of 1956, as amended in 1962. Any agreement, 
whether bilateral or multilateral, would be concluded under the 
authority of section 202(a); section 202(b) authorizes only the issuance 
of regulations governing imports from countries not participating in 
multilateral agreements. Section 202(a) authorizes the issuance of 
regulations covering imports of articles from countries participating 
in bilateral or multilateral agreements concluded thereunder.

In determining which articles are exempted from quotas as a result 
of the conclusion of an agreement under section 202, any article falling 
under the purview of such agreement, whether or not a specific ceiling 
or limitation has been established for such articlo in that agreement, 
is to be exempted from the quota provision provided that under the 
agreement a mechanism is established whereby the entry of such 
article into the United States can be limited. This applies with respect 
to multilateral as well as bilateral agreements or arrangements. In 
many U.S. bilateral agreements on cotton textiles, some articles are 
subject to specific limitation while others are subject to consultation 
provisions. These latter articles (in a similarly structured agreement 
pursuant to which limitation can be established) could be exempted 
from section 201 quotas.

Section 202 (a) refers to agreements "regulating bv category the 
quantities of * * * articles * * * which may be exported to the united 
States or entered. * * *" Thus, the basic thrust of the agreement 
must be to provide for a limitation of quantities of goods entering 
the domestic market, recognizing^ however, that not all categories 
of goods from all countries arc causing or threatening disruption of 
the domestic market, and recognizing that the pattern of such disrup 
tive trade changes. In the case of a multilateral agreement imple 
mented under section 2p2(b), the regulation of imports will also apply 
to articles from countries which are not party to such an agreement 
when the agreement provides a basis upon which, imports of such 
articles from such countries can bo controlled.
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The bill provides that negotiated agreements with foreign countries 
will supersede the quotas that otherwise would be imposed. The 
existing multilateral cotton textile agreement is specifically given this 
same treatment by the exclusion of articles subject to it for such 
time as the United States remains a party to that agreement.

The committee recognizes that substantial administrative discre 
tion is required in order to make possible a negotiation of voluntary 
agreements among a number of supplying countries. For that reason, 
the bill does not establish any limitation on the quantities of articles 
that may be exempted from quotas by reason of their inclusion in a 
bilateral or multilateral agreement. The direction to the President 
in this respect is contained in Section 202 which requires that in 
negotiation of agreements, the President take into account conditions 
in the U.S. market, the need to avoid disruption of that market, and 
such other factors as ho deems appropriate in the national interest.
D. Administrative Provisions

Section 205 provides generally for the administration of title II. 
It incorporates by reference the rulemakingprovisions of the Adminis 
trative Procedure Act (which has been codified in title 5 of the United 
States Code) with respect to all actions taken under certain specified 
provisions. Actions brought under these rulemaking procedures con 
cern increases in the quotas, use of the more recent base quotas for 
countries whose exports were insignificant during tho 1967-1969 base, 
exemptions and terminations of exemptions on the grounds of market 
disruption or the lack thereof in accordance with section 201(d){l), 
the issuance of regulations affecting trade of non-participating coun 
tries (sec. 202(b)), and increases in imports authorized under section 
203. Also subject to such rulemaking provisions arc the issuance of 
regulations by the Secretary of Commerce, with respect to the exclu 
sion of certain non-commercial articles, the issuance of determina 
tions by the Secretary of Commerce that certain articles should be 
included in the definition of textile articles under section 206 not 
withstanding that they have been classified elsewhere in the Tariff 
Schedules, and the determination by the Secretary of Commerce of 
the category systems for textile articles or footwear articles to be 
established for the purpose of the administration of title II. Applica 
tion of the rulemaking procedures to these actions is intended to 
provide assurance of opportunity for public comment and notice of 
actions intended to bo taken as well as of those which have been 
taken, and to provide for public hearings where that ,ts deemed appro 
priate under the circumstances in accordance with that Act (sub- 
chapter II of chapter 5 of title 5 USD).

In addition, tne bill requires \t|iat all quantitative limitations 
established under title II whether oy statute or by agreement, all 
exemptions and terminations of exemptions, and all regulations issued 
to carry oat title H be published in the Federal Register. Furthermore, 
to assure an additional comprehensive^source of information regarding 
the state of quota limitations, exemptions, and limitations established 
under agreements, all of such information is to be included on a 
continuing basis as a part of the appendix to the Tariff Schedules of 
the United States. Tnis publication will also include actions taken 
pursuant to the Long Term Cotton Textile Arrangement

Your committee believes that the use of these rulemaking and 
notice procedures will provide a sound basis for the development of
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an effective public information program regarding the operation of this 
title II. The committee expects that public hearings will be held in 
connection with the establishment of the administrative machinery 
for the quota provisions of title II.

The committee gave careful consideration to the appropriate admin 
istration of quotas on textiles and footwear products. The committee 
concluded that the President should be given full flexibility and lati 
tude to develop regulations providing for efficient and fair administra 
tion of the guotas. The committee expects that the President will, 
consistent with efficient administration and to the extent practical, 
use this authority to provide for administration of these provisions to 
insure against inequitable sharing of imports by a relatively small 
number of the larger importers. Additionally, if on the basis of the 
experience with administering these provisions, it is determined that 
additional legislative authority is required to provide for an efficient 
and fair administration, it is expected that legislative recommenda 
tions will be promptly made to tnc Congress.
Exclusions

Section 204 excludes from the import restrictions established in 
title II certain articles which would be covered by the definitions but 
which are imported under circumstances which the committee believes 
should not be subject to quota limitations. The provisions referred to in 
section 204(a) relate to such circumstances as the importation of 
personal belongings of persons who have lived overseas, articles 
brought back to the United States by returning tourists, and similar 
situations.

The Secretary of Commerce is authorized to issue regulations pre 
scribing the circumstances under which articles imported in non 
commercial quantities for non-commercial purposes may be entered 
free of quota restrictions (sec. 204(a)). In this regard care shall be 
taken not to exclude from the quotas samples shipments of which 
are in the nature of commercial sales. Your committee intends that 
such regulations may provide for quota free imports of samples 
which arc not for sale or for use other than as samples, and of other 
articles imported in very small quantities for personal use. Section 
204{b) excludes from title II all articles subject to the Long Term 
Cotton Textiles Arrangement so long as the united States is a party 
thereto. In addition, certain cordage which is subject to a guantita- 
tivo limitation in the bilateral agreement with tho Philippines (the 
Laurcl-Langley Agreement) is exempted for such time as tnat agree 
ment remains In effect.

Section 204(c) provides that section 22 of the Agricultural Adjust 
ment Act, as amended, is not affected by title II.
Definition*

Section 206 of the bill defines the terms "textile article" and "foot 
wear article" by reference to the applicable provisions of the TSUS.

Except as indicated bolow, the term "textile article" is limited to 
any article classified in schedule 3 of the TSUS, if such article is 
wholly or in part of cotton, wool or other animal hair, human hair, 
man-made fioer, or any combination or blend thereof, or cordage of 
hard (leaf) fibers. Specifically excepted from the term, are: raw cotton, 
cotton wastes and advanced wastes, and cotton processed but not 
spun; raw wool or hair, wastes and advanced wastes of wool or hair;
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wastes and advanced wastes of man-made fiber; and scrap cordage and 
rags. In addition to articles classified under schedule 3, the term in 
cludes certain headwear and gloves provided for in schedule 7, parts 
IB and 1C of the TSUS, if wholly or in chief value of cotton, wool, or 
man-made fiber.

In addition, the Secretary of Commerce is authorized to control 
under title II of the bill an article which would have been classified 
under one of the provisions of the Tariff Schedules referred to in 
section 206(1) but for the inclusion of some substance or because of 
processing which caused it to be classified elsewhere, in a provision 
of the Tariff Schedules designed to embrace nontextile articles. Your 
committee intends that this provision be used to prevent or remedy 

f the abuse of the quotas or agreements by avoidance practices which, 
• because of the requirements of Customs laws and interpretations, 
result in the article being classified as other than a textile article, 
even though it is fundamentally a textile article in use, purpose and 
design. The committee understands that a possible current example 
of such avoidance involves the inclusion of a small quantity of as 
bestos fiber in a fabric made in chief weight of reused or reprocessed 
wool. It is claimed by importers that this wool should be classified 
as an article in chief value of asbestos under item 518.21 of the Tariff 
Schedules. Such a classification, if sustained, would remove the 
article from the specified coverage of title II as defined in section 
206. In such a situation, if the Secretary of Commerce determined 
that tho article is, in a practical commercial sense, a wool textile 
fabric ttsed interchangeably with articles classified as such by the 
Bureau of Customs, he could control the article under title II. Prior 
to making this determination, the Secretary must receive the advice 
of the Secretary of the Treasury with regard to such classification.

Any article'included in the definition, "textile article" which i* 
admitted under item 807.00 of the Tariff Schedules or under tho 
appendix to the Tariff Schedules is also included. Thus, an article 
which, if wholly manufactured in a foreign country of foreign ma'orials 
would be under quota, but which has been manufactured or assembled 
iri part of American fabricated components and which is admitted 
under item 807.00 is covered by title II. The committee understands 
that cotton textile articles entered under item 807.00 are currently 
subject to the LTA and to U.S. bilateral agreements thereunder.

Also excluded by the definition of "textile article." are certain woven 
fabrics for use onry in the manufacture of portions of neckties "other 
than the linings thereof". In the latter case tho committee intends 
that a firm requirement be enforced to assure that manufacturers 
using suck articles imported outside of tho quota provisions of this 
bill do not divert such article* for a use different than that specified.

The term category » defined as * group of textile articles or of 
footwear articles as defined by the Secretary of Commerce using the 
applicable 5- and 7-digit item numbers of the Tariff Schedules of the 
United States, Annotated. The committee understands that with 
respect to textile article*,* a- category system is in use at tho present 
time as the basis for the compilation ol textile trade statistics by the 
Department of Commerce. Toe committee understands that this »y*- 
tem will be proposed for public comment and that various changes in 
it may be developed as a result thereof. It is recognized that the

system can affect trade levels provided
for in tills title and it is intended by the committee that any changes
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in such n system will bo carefully considered and that the public will 
have an opportunity to comment on them prior to their adoption. 
Under this definition, the Secretary of Commerce mav revise the 
category system adopted initially for purposes of title ft. The com 
mittee intends, however, that such revisions should be made as infre 
quently as practicable in light of trade conditions, recognizing the 
value of a continuing and consistent system. The committee notes 
that the category system used by the United States in its implementa 
tion of the Ix>n^ Term Cotton Textile Arrangement has been revised 
only once since its original promulgation in 1961.

The term "produced" is defined to mean produced or manufac 
tured, and as such incorporates the standard used in determining the 
country of origin of an imported article for U.S. customs purposes. 
Thus, in setting base levels, exemptions, or other controls "by coun 
try," title II relies on the existing U.S. customs determinations of 
country of origin of the articles in question.
Termination

Chapter 2 of title II provides that the title will expire at the close 
of July 1, 1976, unless the President extends it in whole or in part 
prior to such time.

The President is authorized to make such an extension for additional 
periods not to exceed more than 5 years at any one time if he deter 
mines that such extension is in the national interest. In making such 
determination, the President shall seek the advice of the Tariff Com 
mission and of the Secretary of Commerce and the Secretary of Labor 
in addition to such other advice es he may wish to seek. The President 
is required to report to the Congress with respect to any action taken 
by him under this provision. Section 211(d) provides that arrange 
ments or agreements included prior to the termination of title II shall 
remain in effect beyond such termination date if their terms so pro 
vide, and that any regulations issued under section 202 in connection 
with such agreements would similarly remain in effect.

F. ANTIDUMPING AND COUNTERVAILING 
DUTY PROVISIONS

I. Antidumping Procedures
Section 301 of the bill would amend procedures under the Anti 

dumping Act to require the Secretary of the Treasury to decide, within 
four months after a question of dumping is properly raised by or 
presented to him, whether withholding of appraisement of affected 
merchandise should be ordered. The significance of withholding of 
appraisement is that, if there is later a finding of dumping, the assess 
ment of dumping duties is effective as of the date of withholding:.

If the Secretary's decision is affirmative, it will be published in the 
Federal Register and the withholding of appraisement made effective 
to affected merchandise entered, or withdrawn from warehouse, for 
consumption on or after the (date of publication of that notice in the 
Federal Register.

If the Secretary's decu&m is negative^ it too will .be published in 
tho Federal Register, A negative decision in this respect will be 
accomplished by a tentative determination that the merchansdise 
is not Doing or likely to bo sold below its fiir value. The bill provides* 
that, within a period of up to three months after the tentative negative
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determination is published, the Treasury Department may order the 
withholding of appraisement if it has reason to believe or suspect that 
sales below fair value are taking place. Alternatively, the Treasury 
Department will publish a final negative determination of sales at less 
than fair value. Under the Treasury's present practice and that con 
templated in the future, interested persons are given an opportunity 
to request an informal hearing on the merits < f a withholding of 
appraisement or a tentative negative determination.

Your committee is informed that the Treasury regulations will be 
amended to provide that the Commissioner of Custom* will decide, 
within 30 days after the information is first received, whether or not 
a formal investigation regarding alleged dumping should be opened. 
If he decides that a formal investigation should be opened, he will 
publish a notice to that effect in the Federal .Register. The dato of 
publication will constitute the date on which the question of dumping 
is raised or presented and trigger the commencement of the four- 
month perioa within which the Secretary must decide in the first 
instance whether or not to order the withholding of appraisement.

The foregoing changes will impos« specific time limitations on the 
Treasury Department within which it must make a decision regarding 
sales below fair value. This is in sharp contrast with present procedures 
where such decisions sometimes take two years or even longer.

The committee recognizes that substantial Customs manpower 
will be needed to carry out the provisions of the Committee's amend 
ments. Present preliminary estimates by Treasury call for about 40 
more expert technicians, plus additional supporting personnel and 
the funding required for necessary office space, equipment, allowances 
for foreign ana domestic travel and similar incinenUl administrative 
expenses. Moreover, extensive planning will be necessary to permit an 
orderly implementation of these amendments. For these reasons, your 
committee has determined that the amendments made by section 
301 (a) should not be effective until 180 days after the date of enact 
ment of the bill.

The committee feels that these new abbreviated procedures are 
essential to protect effectively American industry from dumping. 
Under the current Treasury procedures which make possible long, 
drawn-out dumping investigations, the affected U.S. industry may 
be irreparably damaged before the dumping is halted. The commit^, 
therefore, considers it imperative that tne time taken by the Treasury 
in connection with its antidumping investigations be reduced.

At the same time the committee considers it important that pro 
cedures not be abbreviated to such a degree that would prevent the 
Treasury Department from reaching a sound and well-based decision. 
Deadlines for furnishing information, and rebutting information 
furnished, whether by American producers, foreign manufacturers 
or American importers will in many instances create hardships, but 
nevertheless will have to be adhered to strictly. If the Treasury fails 
to receive requested information within the prescribed time limits, 
it will be compelled to net on the basis of the beat information avail 
able to it. The committee recognizes this as a price that will h»ye to 
be paid for die changes in antidumping investigation procedures 
called for in the present bill. It is the opinion of the committee that 
the abbreviated procedures provided for in the bill represent a 
reasonable compromise of the interests involved.

49-250 O—70——ft
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Section 301 (b) would adopt in the law the substance of the 
existing Treasury Department practice, as reflected in section 153.3(b) 
of the Treasury regulations (19 CFR 153.5(b)), under which de 
cisions regarding dumping are made with respect to merchandise 
from State-controlled economy countries. From time to time, a case 
arises in which the information indicates that the economy of the 
country, from which the merchandise is exported, is controlled to an 
extent that determinations cannot be maae in accordance with the 
usual technical rules. Your committee's amendment would confirm the 
Treasury practice under which the Secretary makes the necessary 
dumping determinations with respect to state-controlled economy 
countries based on prices at which such or similar merchandise of a 
non-state-controlled economy jcountnf is sold either for consumption 
in its home market or to other countries, or based on the constructed 
value of such or similar merchandise in a non-state-controlled economy 
country.
S. Couniervailing Duty Procedures

Section 302 of the bill would amend section 303 of the Tariff Act of 
1930 in a number of important respects. Section 303 is the statute 
under which the Secretary of the Treasury determines whether im 
ported foreign articles receive a "bounty or grant/' The Secretary is 
required to ascertain and determine, or estimate the net amount of 
any bounty or grant, and is required to declare the net amounts so 
determined and order the imposition of countervailing duties.

Although the present statute is mandatory in terms, it docs not 
compel the Secretary to act within any specified period of time. The 
committee's amendment to the existing law would impose on the 
Secretary of the Treasury the responsibility to make his determina 
tions as to whether a bounty or grant exists within twelve months 
after the question is presented to him.

Existing Treasury regulations call for certain types of information 
to be presented by a person who alleges that an imported article is 
receiving a bountv or grant. The regulations provide that such com 
munications should include a lull statement of the reasons for the 
belief tfut a bounty or grant is being paid or bestowed, a detailed 
description or sample of the merchandise and all pertinent facts ob 
tainable as to any bounty or grant alleged to be paid or bestowed with 
respect to the merchandise. Theregulationseo on to provide, among 
other things, that the Commissioner of Customs will review the 
information submitted, and if he determines that it is patently in 
error, he will so advise the person who submitted it and dose the case; 
otherwise, he will proceed with an investigation.

The committee is advised by the Treasury Department that its 
regulations will be amended to require the Commissioner of Customs 
to determine, wiihin $Q da/r* after the information is first received, 
whether the information sabraittcd k adequate under the regulations 
to enable Custom* to proceed with the matter. The new regulations 
will also provide that the person submitting the information will be 
advised in writing within the 30 days whether or not Customs will 
proceed with the inquiry. If the information submitted is inadequate, 
Customs* advice to the parson furnishing it will include * statement of 
the reason* why. The date of affirmative advice would be "the date 
on which the question is presented" for purposes^? triggering the com-
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amendment would require the Secretary to net.

The 12-month limitation would be applicable only with respect to 
questions presented on and after the aato of enactment of tne bill. 
Any inquiries relating to the application of countervailing duties which 
are already pending in the Treasury Department on the date of the 
enactment of the bill will not be affected by the 12-month limitation 
for action. However, the Treasury Department has agreed to make 
all reasonable efforts to proceed with such inquiries as promptly »is 
possible.

The present statute is mandatory, in that the Secretary is required 
to apply countervailing duties to dutiable merchandise wliich benefits 
from a bounty or grant. Section 302(a) would extend the provisions 
of the statute to non-dutiable items. However, in the case of non- 
dutiable items, there will be an additional requirement of a determina 
tion by the Tariff Commission that an industry in the United States is 
being, or is likely to be, injured, or is prevented fiom being established, 
as a result of the importations benefiting from the bounty or «p-ant. 
The Tariff Commission is required under the bill to make an injury 
determination with respect to non-dutiable imports within three 
months after the initial determination by the Secretary of the Treasury 
that a bounty or grant is being paid or bestowed. This language con 
ferring jurisdiction on the Tariff Commission was derived verbatim 
from the Antidumping Act, 1921, and is intended to have the same 
meaning.

There is p*» requirement in the- existing statute that a U.S. industry 
be injured as a result of imported foreign merchandise benefiting 
from a bounty or grant before countervailing duties are to be imposed. 
The committee determined that there should continue to be no such 
requirement at this time with respect to dutiable imports.

The bill also provides for suspension of liquidation in the event the 
Secretary of the Treasury determines a bounty or grant exists with 
respect to non-dutiable imports. The suspension would take effect 
witn respect to merchandise entered, or withdrawn from warehouse 
for consumption, on or after the 30th day after publication in the 
Federal Register of the Secretary's determination of the existence of a 
bounty or grant. Tho significance of this suspension is that if there 
is later a do termination of injury by the Tariff Commission, the sub 
sequent countervailing duty order, requiring tho assessment of duties 
equivalent to tfr* amount of the bounty or grant, issued by the 
Secretary of the Treasury following the Tariff Commission's deter 
mination of injury, would bo effective as of tho date of suspension 
of liquidation.

Section 302 of the bill also provides that all determinations by the 
Secretary with respect to the existence of a bounty or grant and all 
determinations by the Tariff Commission with respect to inJu*T wfll 
be published in the Federal Register. Under the current Treasury 
practice, countervailing duty orders become effective 30 days after 
publication in the Customs Bulletin. Accordingly, this now provision 
will advance by two or three weeks the date orders become effective by 
avoiding present printing lead time lags in publication of the Customs. 
Bulletin.

As under existing practice countervailing duty orders issued by the 
Secretary of the Treasury with respect to dutiable items will apply to
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items entered or withdrawn on or after the 30th dav after publication 
of the Secretary's affirmative determination of the existence of a 
bounty or grant. Such orders will so apply in the case of nondurable 
items if an affirmative determination is made with respect to such 
items by the Tariff Commission under new section 303(b).

The committee amendment to the existing law would also add a new 
subsection (d) to section 303 of the Tariff Act having the effect of 
giving the Secretary of the Treasury some discretion in applying the 
countervailing duty law to an article which is subject to quota restric 
tions or to an article whose exportation to the United States is limited 
by an arrangement or agreement entered by the 'Government of the 
united States. The bill provides that no countervailing duty shall be 
imposed on such an article unless the Secretary determines, after 
seeking information and advice from such agencies as he may deem 
appropriate, that such quantitative limitation is not an adequate 
substitute for the imposition of the countervailing duty.

For purposes of the discretionary authority under the new sub 
section (d), the Secretary of the Treasury will make his determina 
tions on an article-by-article basis, and not on the basis of overall 
class. For example, ii dairy products as a class are subsidized by a 
particular country but all products in such class are not subject to 
U.S. quota restrictions, the discretionary authority under subsection 
(d) would be applicable only with respect to the dairy products 
described in the U.S. quota provisions of part 3 of the appendix to 
the TSUS. Thus, in the case of a quantitative limitation on a subsi 
dized article which applies only if the price of the article does not 
exceed a stipulated value, the discretionary authority of the Secretary 
would not be applicable to imports of such article in cases where the 
price exceeds the stipulated value.

The committee recognizes that applicability of the countervailing 
duty law on a mandatory basis to foreign articles benefiting from the 
payment or bestowal of a bounty or grant by developing countries 
may present a special problem requiring further consideration. It 
plans to examine this question at a later date in connection with a 
general review* of problems affecting the developing countries.

Your coiumittee's amendments preserve tne authority of the 
Secretary to meet situations where the net amount of a bounty or 
grant changes from time to time. As under present law the Secretary, 
having once determined that a bounty or grant exists and having 
declared the net amount of the bounty or grant, will continue to be 
authorized to order appropriate changes in the net amount, making 
the changes effective as the facts of the particular case dictate. For 
example, under present law there is no requirement that changed 
amounts of bounties or grants be made effective only after a 30-day 
delay. To the contrary, the changed net amount, whether an increase 
or decrease, would become effective as of the time the change occurred.

Similarly, in a situation where the Secretary has determined that 
non-dutiable merchandise benefits from a bounty or grant and the 
Tariff Commission has made &n affirmative determination of mjury in 
the case, and countervailing duties are being assessed, if subsequently 
the amount of the bounty, and therefore tik& amount of the counter 
vailing duty changes, the Secretary te not required to refer the matter 
again to the Tariff Comiuisgion for a further injury determination. 
Instead, the countervailing dudes may be assessed and collected at the 
new rate.
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Your committee has determined that the* effective dato of the 
provisions of the bill amending the countervailing duty procedures 
should bo the date of enactment of the bill.

G. TARIFF COMMISSION
The Tariff Commission, which was established in 1916, is a perma 

nent independent nonpartisan body whose principal function is to 
provide technical and fact-finding assistance to tin? Congress and the 
President upon the basis of which trade policies may be determined. 
The committee seeks to strengthen the Commission by amending 
section 330 of the Tariff Act of 1930 to increase the number of Com 
missioners from six to seven and to change their terms from 6 years* to 
7 years. This amendment and the amendments to the tariff adjust 
ment provision of the TEA would render unnecessary the "tie vote" 
provisions in section 330(d) which in practice have not proved en 
tirely satisfactory. In conformity with this change iii the size of the Com 
mission, the bill also would provide that not more than four of the 
Commissioners should be of the same political party, rather than three 
as at present. It is not intended by this change to transform the Com 
mission into a partisan body. T*he committee emphasizes that the 
Commission and its staff must be selected on the basis of merit. In 
this connection, the committee calls attention to the provision in 
section 330(a) that—

No person shall be eligible for appointment as a commis 
sioner unless he is a citizen of the United States and, in the 
judgment of the President, is possessed of qualifications 
requisite for developing expert Knowledge of tariff problems 
and efficiency in administering the provisions of Part II of 
this title.

In addition, the committee finds that it is imperative that measures 
be taken at once to strengthen the Commission not only in the interest 
of assuring adequate staff and facilities to handle its current work 
load which is increasing considerably but also to prevent its inevitably 
being overwhelmed by the additional responsibilities imposed upon it 
by this bill. In this connection, the committee observes that, par 
ticularly during the past decade, the magnitude of U.S. foreign irmta 
has grown tremendously, and with it the complexity of trade problems, 
both in terms of their scope and in terms of their nature. Along with 
this development, the overlapping of functions in the various agencies 
dealing with trade and trade problems has increased. From testimony 
received in the public hearings, from discussions in Executive session, 
as well as from other evidence, it is manifestly clear to the committee 
that, in making policy determinations respecting trade, the Congress 
and the Executive are far too often severely handicapped by the lack 
of the requisite relevant background information.

As indicated, the Tariff Commission was created bv the Congress, 
for the very purpose of assisting the Congress and the Executive in 
their determinations with respect to foreign trade policy. The broad 
jurisdiction of the Commission in regard to the international trade of 
the United States is shown by section 332(b), Tariff Act of 1930, 
which provides—

The Commission shall have jx>wer U> investigate tb& 
tariff relations between the United States and .foreign
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countries, commercial treaties, preferential provisions, 
nomic alliances, tlie effect of export bounties and preferen 
tial transi>ortation rates, the volume of importations com 
pared witn domestic production and consumption, and con 
ditions, causes, and effects relating to competition of foreign 
industries with those of the UnitedStates, including dumping 
and cost of production.

Due to budgetary restrictions over a period of years, the Commis 
sion is not adequately staffed or equipped to exercise even hi a modest 
way its statutory investigative iiowers. The committee notes with 
concern, for example, that, notwithstanding the fact that trade and 
trade problems are at a historic high point with resulting increased 
demands upon the Commission, its staff has been undergoing a sys 
tematic attrition by 28 percent since 1966 (from 278 to 200). This 
staffing contrasts with an average of 315 in the five-year period 1931-35 
when imports under the Tariff Act of 1930 were at their lowest point. 
The committee 1ms also been impressed with the inadequacy of the 
grade structure for the Commission's professional staff and the small 
number (5) of supergrade positions allowed—none in GS-18. The 
committee also has received observations from persons appearing 
before the Commission that its hearing room and facilities for housing 
its staff are inadequate. The consequences of this strict budgetary 
policy has boon low staff morale, loss of staff by resignations and 
transfers, and extreme difficulties in recruiting.

In the interests of establishing a career-type service for professional 
employees of the Commission and to enable the Commission to be 
competitive with other agencies in hiring its staff, the committee is 
of the view that the Commission should be allocated a reasonable 
number of super-grade positions and should be provided with sufficient 
funds to the end that the Commission will have adequate staff, grade, 
structure, and facilities to carry out its assigned duties.

The enactment of the Trade Act of 1970 would add considerably 
to the Commission's work load. The relaxation of the criteria for 
tariff adjustment and for adjustment assistance for firms and workers 
will undoubtedly lead to numerous petitions being filed for investi 
gations by the Tariff Commission. In tariff adjustment cases, the 
additional determination whioh would be required by section 301 (b) (5) 
of the TEA greatly increases the Commission's investigative work 
load, and the consequence,? thereof in. regard to Presidential action 
increases the Commission's responsibility. In addition, the bill imposes 
increased investigative work and responsibility in connection witn the 
review of outstanding tariff adjustment actions made by the President. 
Moreover, additional work is expected from the tightening up of 
Treasury's procedures under the Antidumping Act, 1921; and the 
new investigative responsibilities given to the Commission in connec 
tion with section 303 of the Tariff Act relating to eountervailinc 
duties. The aforementioned changes and others made by the bill 
in/jreasing the Commission's workload involve investigative assign 
ments which must be performed within strict time deadlines.

The intelligent formulation of trade policy by the executive and the 
legislative branches is impossible without the development of the 
factual data on which these policies are Based. The Tariff Commission 
is the \agency primarily charged with this responsibility, and with 
staff ojcjx\rti80 and continuity of personnel is ideally suited to do so.
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Additionally, the Tariff Commission, through its hearing procedures, 
adjudicates cases of utmost importance to the parties concerned as 
well as the nation. Performance of these* responsibilities in accordance 
with the highest professional standards is absolutely essential. The 
committee therefore strongly empharizes the need to provide the 
Tariff Commission with the adequate staff and facilities to meet this 
high standard.

H. UNITED STATES CONTRIBUTIONS TO THE GATT
Pursuant to the request by Ihe administration, the bill would 

provide a section in Title II of the Trade. Expansion Act which would 
authorize the appropriations annually of sucn sums as may be neces-

past
out of the International Conferences and Contingencies Appropriation 
of the Department of State budget under general provisional authority 
(see section 5 of Public Law 84-885, approved August 1, 1956).

In the case of most international organizations, funds for the 
United States' contribution are appropriated pursuant to a specific 
permanent Congressional authorization provided for in the form of 
legislation or Senate advice and consent to ratification of a treaty or 
convention. Since the GATT has the legal status of an executive agree 
ment entered into pursuant to existing legislation authorizing Use 
President to conclude trade agreements, specific authorization for fund 
ing the assessed contribution of the United States has not been pro 
vided in the usual manner. The committee believes that the requested 
specific authorization of appropriations would be desirable rather than 
funding the United States' contributions to GATT out of the Interna 
tional Conferences and Contingencies Appropriation of the Depart 
ment of State. It has been made clear to the committee, however, that 
this provision in no way changes the United States' rights and obliga 
tions under the GATT which is in the nature of an executive agree 
ment which the United States and other contracting parties are 
applying only provisionally.

Tne committee in other provisions of the bill and in other parts 
of this report has stressed the need for U.S. government representatives 
to pursue actively the protection and enhancement of United States 
commercial interests. In this regard, the committee intends that 
the executive branch take such action as is necessary to assure that 
obligations extended to the United States by parties to this agree 
ment be carried out.

L AMERICAN SELLING PRICE SYSTEM OF VALUATION
The administration had proposed that the committee approve the 

elimination of the American selling price (ASP) system 01 customs 
valuation in return for tariff and non-tariff concessions by other 
countries. The products now subject to the ASP system are benzenoid 
chemicals, canned clams, wool-knit gloves, and rubber-soled footwear. 
The Administration proposal would nave been effected by having the 
Congress authorize the President to proclaim such modifications of 
the Tariff Schedules of the United States (TSUS) necessary to carry 
out two agreements concluded as part of the Kennedy Bound of
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tariff negotiations; (1) the multilateral Agreement Relating Princi 
pally to Chemicals, Supplementary to the Geneva (1967) Protocol to 
the General Agreement on Tariffs and Trade; and, (2) bilateral 
agreement with Japan relating to canned clams and wool-knit gloves.

Rubber-soled footwear was not included in any Kennedy Round 
agreement. Accordingly the Administration proposed that (Congress 
authorize the President to proclaim such changes in the T3US as 
might be necessary to carry out an agreement he might enter into 
provided that the rates of duty to be substituted for the ASP rates 
lor rubber-soled footwear were not less than a specified minimum.

Your committee deemed it preferable to authorize the President 
to proclaim the TSUS changes needed to eliminate ASP as arc re 
quired or necessary to carry out any agreement he may have nego 
tiated with one or more countries which relate primarily to ASP, if 
he determines that the agreement is fully reciprocal as to benefits and 
obligations. A proclamation or proclamations providing for the 
elimination of ASP on chemicals, canned clams, and wool-knit gloves 
must bo submitted to each of the Houses of Congress and can only 
take effect 60 calendar days later, provided that both Houses of 
Congress do not adopt a concurrent resolution stating that Congress 
disapproves of the agreement.

Tins provision in the bill can only be used for the elimination of 
ASP on chemicals, canned clams and wool-knit gloves. Elimination 
of ASP on the remaining item, rubber-soled footwear, can only be 
achieved by submitting for Congressional approval any ad referendum 
agreement the President may negotiate.

It is the clear intention of the committee that the President may 
proclaim the 1987 agreements on chemicals, canned clams, and wool- 
knit gloves if he determines that they fully compensate for concessions 
to bo granted thereunder by the U.S.

The converted rates of duty included in the original administra 
tion's proposal with respect to the elimination of American selling 
price valuation on certain rubber-soled footwear were later deemed 
by the administration, in the light *>f recent data, to be an inadequate 
conversion of the rates of duty based on imports subject to American 
selling price valuation. Consistent with the authority to be granted to 
the President in sections 331 and 332 of the. bill, the committee be 
lieves that the administration should continue to seek a fully reciprocal 
agreement with the foreign countries exporting rubber-solea footwear 
to the United States. If such an arrangement can be reached it should 
be forwarded to the Congress for its approval and provide for the the 
final elimination of the American selling price from the U.S. customs 
law.

The committee recognized the desirability of maintaining a con 
tinuing surveillance for a period of 5 years of the results of the elimi 
nation of ASP as regards chemicals. It therefore provided that annual 
detailed reports on the production and sales of synthetic organic 
chemicals and imports thereof be provided by the Tariff Commission 
to the President for this purpose.

J. MISCELLANEOUS AMENDMENTS
1. Amendments to the Automotive Products Trade Act oj 1965

Your committee has also amended the special adjustment assistance 
provisions of section 302 of the Automotive Products Trade Act of
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1965. The time for filing petitions under these provisions expired 
at the close of June 30, 1968. The amendment, in effect, restores, 
without a specific termination date, tho authority for filing petitions 
by firms and groups of workers for a determination of eligibility to 
apply for adjustment assistance. These determinations are related 
to dislocations resulting from the operation of the U.S.-Canadian 
Automotive Products Agreement.

Special assistance provisions were established in the Automotive 
Products Trade Act because of the unique characteristics of tho U.S - 
Canadian Agreement. The Agreement required immediate, elimina 
tion of duties on new vehicles and original! equipment parts imported 
into the United States. It was recognized that dislocations would 
result not only from increased imports but also from decreased 
exports, and from shifts in production and supply sources both 
within each country and between the two countries.

Since the Act was passed, two-way trade in automotive equipment 
has increased markedly and steadily indicating that the process of 
rationalization of the North American industry was of major magni 
tude. Adverse employment effects in the United States which may 
have been attributable to development under the agreement in the 
first years were largely masked by the general increase in employment 
in.the U.S. automotive products industry, although there were a 
number of cases where assistance was provided to groups of workers 
under the transitional adjustment assistance. The authority to petition 
for such assistance under the Act terminated on July 1,1968. Problems 
of worker dislocation may continue to arise. On the strength of more 
than four years of experience during the existence of the U.S.-Canadian 
Agreement the committee believes that it would be prudent to provide 
the means of responding to such dislocation.

Your committee has also changed the existing standard of "the 
primary factor" as the required causal link between dislocation and the 
operation of the Agreement to conform to the more liberal standard 
contained in tho Trade Expansion Act as amended by H.R. 18970. 
The committee has substituted "a substantial factor" in place of "the 
primary factor" in sections 302 (c), (d), ,and (g) of the Automotive 
Products Trade Act of 1965. This new standard will apply to all^ neti- 
tipns filed after the date of enactment of this Act including petitions 
with respect to dislocations which began after June 30, 1968. Your 
committee, however, included a requirement that petitions with 
respect to dislocations which began after June 30, 1968, and before 
July 1,1970, must be filed on or before the 90th day after the date of 
enactment of this Act.

U.S.-Canadian automotive agreement. The committee expects that 
urgent attention will be gpven by our government to the attainment 
of the Agreement's objectives.

While our automotive exports to Canada have multiplied, imports 
have grown even more rapidly, and our bilateral surplus in this sector 
has disappeared.

The committee has noted that no steps have been taken which will 
assure attainment of the objective of the Agreement of allowing 
market forces to determine the most economic pattern of investment, 
production, and trade. For example, although the retail price differen 
tial between automobiles in the United States and Canada has been 
reduced, prices remain higher in Canada. The failure to eliminate the 
price differential is a consequence of the fact that under f*rms of the
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agreement market for«?s have not yet been allowed to oj>erate freely. 
In this regard, the committee notes with concern that five years after 
the agreement was signed the Canadian duty remain virtually un 
changed and Canadian citizens still cannot import automobiles duty- 
free, from the United States, although there is no such restriction on 
imports from Canada. This Canadian restriction and other conditions 
frustrate the achievement of the free-trade objectives of the agreement. 
They artificially ]>ermit the continuation of a price differential and in 
terfere with commercial decisions in an industry in which it has been 
agreed that market forces would be. allowed to operate, and conse 
quently narrow the overall market for automotive products.

Should there not be progress in attaining the agreement objectives, 
your committee believes that consideration should be given to the 
President's exercising his authority to terminate the agreement.
2. Ctrtain Classification* by the Secretary of Agriculture

Section 342 provides that the Secretary of Agriculture rather than 
the Secretary of the Treasury shall have the final administrative, 
responsibility for determinations as to whether or not any article or 
class of articles falls within one of the article descriptions under part 3 
of the ApjHjndix to the Tariff Schedules which contain the import 
rcstru f'ons proclaimed pursuant to. Section 22 of the Agricultural 
Adjustment Act, as amended (7 U.S.C. 624).

tinder this provision the Bureau of Customs would admit articles 
presented for entry, or withdrawal from warehouse, for consumption 
in accordance with general guidelines issued by the Department of 
Agriculture as to the applicability of the particular Section 22 quota 
restriction. It will thus not be necessary for the Department of 
Agriculture to maintain personnel at each port to pass on the classi 
fication of each article for purposes of Section 22 import restrictions. 
If, however, a question should arise ̂ regarding the admissibility of a 
particular item or class of items, the issue would be resolved adminis 
tratively by the Department of Agriculture pursuant to procedures 
prescribed by the Secretary of Agriculture.

In making determinations as to whether an article presented for 
entry is subject to the Section 22 import restrictions, the Secretary is 
required to carry out the purposes for which the import restrictions 
were prescribed and it is recognised the determinations may differ from 
those made by the Treasury Department for tariff and other purposes.

In no event will the authority conferred on the Secretary of Ag 
riculture b^r this provision affect in any way the authority of the 
Secretary of the Treasury to classify merchandise for valuation, duty 
assessment and other purposes.
5. Rates of duty on minkfursJcin*; repeal of rmbargo on certain Jurs

Section 343 of the bill establishes separate provisions under which 
a tariff-rate quota system is imposed on funions of mink whether or 
not dressed.

Hie mink growers have been adversely affected by imports of mink 
turskins principally from Scandinavia and Canada. At the present 
time, the demand for mink has declined and domestic production and 
imports are declining. The number of domestic ranchers is- also 
declining. One of the largest auction houses, that provided sub 
stantial assistance to mink ranchers, has recently gone out of business.
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The serious decline in tho domestic industry is a cause for real con 
cern. The aggregate annual quota quantity is established at 4.6 
million skins or pieces of skins. This quota quantity, which ap 
proximates the annual average quantity of skins imported in tho 
calendar years 1967-69, exceeds by approximately 1 million skins 
the quantity imported in 1969. The bill is designed "to assist domestic 
producers in the efforts to rebuild the market for mink.

Imports of mink furskins within the quota quantity will continue 
to be dutiable at existing rates of duty except that such skins raw or 
undressed the product of Communist countries will become dutiable 
at the rate of 30% ad valorem. In determining the number of skins and 
pieces of skins for quota purposes, each of the individual pieces 
assembled into a plate, mat, lining, strip, cross, or similar form would 
be counted. In each calendar year when tho quota has been filled, 
mink furskins would become dutiable for the rest of that calendar year 
at the rate of 25 percent ad valorem if imported from non-Communist 
countries and at the rate of 40 percent it imported from Communist 
countries. The bill would make the current rates of duty on certain 
wearing apparel of mink in schedule 7, part 13, subparl B, of the 
TSUS permanent rates of duty. Thus, the rates of duty on dressed 
mink furskins (dyed and not dyed) and on wearing apparel of mink, 
scheduled to be further reduced during the next two years under the 
Kennedy Round trade agreement, would be frozen at their prosen* 
levels.

The bill would also repeal headnote 4 of subpart B of part 5 o! 
schedule 1 of the TSUS. This headnote contains a provision, originally 
enacted as section 11 of the Trade Agreements Extension Act a? 1951 r 
under which ermine, fox, kolinsky, marten, mink, muskrat, and 
weasel furs and skins, dressed or undressed, the product of the USSR 
or of Communist China, are prohibited importation into the United 
States. Furskins, the product of Communist China, however, will 
continue to be subject to the Foreign Assets Control Regulations, 
which currently prohibit importation.
4. Rate of duty on g lyeine and certain related product*

Section 344 of the bill establishes separate, provisions under which 
a tariff-rate quota system would be imposed on arninoacetic acid 
(glycine) and salts thereof and certain mixtures of such acid or ita 
salts.

This provision is designed to give special relief to an industry which 
is adversely affected by persistent dumping practices engaged in by 
foreign competitors. By reason of such practices, imports incre*s*Mi 
their penetration of the U.S. market from 25 to 70 percent during 
the period 1964-67, inclusive. Two of the three domestic producers 
have stopped production. The cessation of dumping by virtue of 
action taken under the Antidumping Act, 1921, has provided no relief 
for the damage already done io domestic producers.

Under the tariff-rate quota system, importers would still be allowed 
to import at the existing level with no increase in the current rate of 
duty. Imports in excess of this quantity, however, would be subject 
to an additional duty of 25 cents per pound. It is expected that this 
provision would allow domestic producers to recover from the damage 
caused by the dumped imports because of the advantage it would 
give them in producing to meet the increasing demand in the United 
States for this product.
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The rates of duty on both the imports which are within the quota 
and those which are over-quota would become permanent statutory 
rates. Thus, they would not be subject to further reductions under 
the, Kennedy Round trade agreement.
6. Invoice information

The committee is concerned about testimony received in Executive 
session and other indications showing that the official data collected 
and published with resj>ect to U.S. imports, production, and exports 
are not adequate to meet the current and expanding needs of U.S. 
foreign trad6 policy. Basic to the problem is the fact that the various 
classification systems under which imports, nroduction,-and exports are 
collected are not generally concordant. These trade data are collec 
ted and published by a number of Federal agencies such as the 
Bureau of the Census, Business and Defense Services Administration, 
Bureau of International Commerce, Department of Agriculture, 
Bureau of Mines, Fish and Wildlife Service, Bureau of Customs, and 
the Tariff Commission.

The committee believes that it is important thai*, the aforemen 
tioned trade data be collected and published regularly on a current 
basis and that they be accurate and in such detail as to be reasonably 
compatible with their anticipated uses in trade analysis and policy 
making. With a view to achieving this end, the committee urges each 
of the responsible government agencies to undertake -promptly a 
review of its statistical programs and to institute at the earliest 
practicable time, under the coordination and guidance of the Office 
of Management and Budget, methods specifically for the purpose 
of establishing compatible classification systems for U.S. imports, 
production," and exports. It is recognized that the Bureau of the 
Census, which has primary responsibility for collection and publication 
of these statistics has for some years Seen issuing a report on U.S. 
exports and imports as related to output. This annual publication, 
however, is far from complete because of lack of comparability of 
import, production, and export data. Moreover, the publication is 
not cuitent because of the lag in the availability of production data.

It is understood that methods of improving trade "statistics can be 
developed and implemented without new legislation, except with 
respect to import statistics which are collected by the Bureau of 
Customs and reported to the Bureau of the Census for compilation 
and publication in accordance with the 7-digit statistical import classi 
fications of the Tariff Schedules c>? the United States Annotated 
(TSUSA). These 7-digitclassifications are established by the Depart 
ments of Commerce and Treasury and the Tariff Commission under 
authority of section 484(e) of the Tariff Act of 1930.

The customs entry form and its supporting invoice, which are filed 
by the importer or his broker with customs officers at the port of 
entry, are the basis for all import data collected at the time of entrv. 
Customs officers have traditionally regarded their primary responsi 
bility as being the enforcement of customs laws and the protection of 
the customs revenue. With the increasing workload and limited si*ff, 
the collection of trade data has become a secondary function* As a 
result import statistics do not receive proper attention from customs 
officers, foreign exporters, importers! and bakers.

The committee' believes that the enforcement of the statistical 
requirements for imports, as set forth in the statistical headnotes and
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7-digit classifications of the TSUSA, is a primary responsibility of 
customs officers and should he given attention by them accordingly. 
Such enforcement would be facilitated by the enactment of section 345 
of the bill which would amend section 481 (a) of the Tariff Act of 1930 
to require invoices to provide a product description which would 
enable customs officers to classify imj>orts for statistical as well as fur 
duty purposes.

The comniittee recognizes that the provisions of H.R. 18970 will 
have a significant impact upon the Bureau of Customs*, and that sub 
stantial additional staffing in customs will be necessary to assure the 
collection of accurate import trade data.

This new statistical requirement is in no way intended to be an 
impediment to trade. Rattier, it is intended to provide necessary in 
formation as to trade that is taking place, to the long run interest of 
foreign exporting and domestic business, both importer and producer.

It is recognized that the information Dot previously required will 
entail some burden on those in the trade, at least initially. In this 
regard, the importer community can do much to mitigate the initial 
burden by informing their suppliers abroad of the types of information 
necessary for the purpose at n*uid, i.e., information sufficient to classi 
fy products according to the loUSA.
6. Trade with foreign countries permitting uncontrolled production oj 

or trafficking in certain drugs
Under section 346 the President would be authorized to impose an 

embargo or suspension of trade with a nation which permits uncon 
trolled or unregulated production or trafficking in opium, heroin, or 
other poppy derivatives in a manner to permit these drug items to 
fall into illicit commerce for ultimate disposition and use- in this 
country.

The committee is greatly concerned that certain countries which 
commercially produce poppies for pharmaceutical uses, have not 
adequately controlled, regulated or otherwise policed surplus poppy 
crops which eventually have fallen into illicit commerce' in a derivative 
form for ultimate disposition and use in the United States.

The. language in this provision is designed ie give the Frewdeiii 
the authority to restrain trade with liny wation which does not exhibit 
a willingness to control illegal procluction or trafficking in opium or 
heroin. The testimony of John E. Ingersoll, Director, Bureau of 
Narcotics and Dangerous Drugs, Department of Justice, established 
that the great preponderance of illicit heroin entering the U.S. results 
from diversion of Turkish produced opium find its processing into 
heroin in southern Europe and elsewhere in the Middle East.

We are pleased that on its own initiative, Turkey has set in train 
a series of actions aimed at rninimizin& or eliminating, the harmful 
effects of Turkish opium in the world. The committee has bsen advised 
that by 1971 Turkey will have reduced to four (from 21 in 1967) the 
number of provinces where fanners may grow opium poppies, and that 
production will be limited to a more easuy controlled area. The com 
mittee has also been advised that Turkey is making intensive efforts 
to keep its opium out of fllicjt channels, that the amounts should be 
substantially reduced this year, and that it is in the process of enacting 
legislation providing for better control.
It is noted that the French Government is also cooperating to 

faring ^ halt to the illicit processing and merchandizing of heroin oo
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French territory which eventually finds its way into the United States, 
creating a drug-abuse problem which is controllable with this kind of 
cooi>eration from abroad. The best place to control the critical drug 
problem in the United -States is at the source of supply.

K. DOMESTIC INTERNATIONAL SALES CORPORATIONS
1. AN OVERALL VIEW

For the reasons discussed above, your committee's bill provides a 
system of tax deferral for a new type of U.S. corporation known as a 
Domestic International Sales Corporation, or a "DISC," and its 
shareholders. Under this tax system, the profits of a DISC are not to 
be taxed to the DISC but instead arc to DC taxed to the shareholders 
when distributed to them. The bill provides a 3-year phase-in period 
during which only a portion of a DISC's profits are relieved of current 
taxation, in order to give assurance of adequate "start up" time for 
those just beginning their export business. In the first year, 50 percent 
of a DlSC's profits are not currently subject to taxation, and in the 
second and tnird years, 75 percent are not currently subject to taxa 
tion. In the fourth year and thereafter, 100 percent of a DISC's profits 
are not currently subject to taxation.

The deferral of tax accorded to profits earned by DISC ends not 
only when those profits are distributed to the DISC's shareholders but 
also when the DISC fails to continue C4ualifying as a DISC (in this 
case the profits are taxed to the shareholders as "deemed" distribu 
tions). For example, when a DISC's profits are distributed to a 
corporate shareholder, the shareholder is treated in most respects as 
if it were the initial recipient of the profits; as a result, no intercor 
porate dividends received deduction is available for thesp profits, but 
instead the profits are to be treated as foreign source income and the 
share-holder is to bo allowed to credit against its-tax liability on these 
profits any income taxes paid to a foreign country (by tho DISC if the 
taxpayer is on the "per country" limitation or by the DISC or on in 
come of the shareholder from other foreign sources if it is on the 
"overall limitation").

To qualify as a DISC, at least 95 percent of a corporation's gross 
receipts must arise from export sale or lease transactions and other 
export-related investments or activities. In addition, at least 95 percent 
of the corporation's assets must be export related. Included in export- 
related assets are "producer's loans" which are loans (subject to certain 
restrictions) made to the U.S. parent producer (or any other U.S. 
exporter) to the extent of the producer's assets used for exjx>rt business. 
These loans by a DISC do not give rise to taxation of the DISC or the 
parent on the amounts loaned.

Although generally the income of a DISC is not to be subject to 
current taxation, each year a DISC is to be deemed to have distributed 
to its shareholders certain types of its income, thus, subjecting that 
income to current taxation in the shareholders' hands. The principal 
typo of income falling in this category is the interest realized by the 
DISC on its "producer's loans."

Generally, present law requires sales between a parent corporation 
and its subsidiary to be made on an arm's length bads; that is, at the 
price the parent company would have charged an unrelated third 
party. Special pricing rules in the bill permit a DISC to earn a larger
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relative amount of the profits arising on Miles by the DISC"1 of its 
parent company's cxj>ort products.
2. TREATMENT OF QUALIFYING COKPOHATIONK
(a) Taxation, of a DISC (sec. 402 of the bill and sec. Ml of the wle)

As a general rule, the bill provides that a DISC is not to be subject 
to income taxes (or more specifically the taxes irrj>o.sed by subtitle A». 
During a 3-year transition period, however, a portion of a DISC's 
profits are to remain subject to the regulnr corj>orate income tax.

After the end of the transition period (i.e., in the case of taxable 
years beginning after December 31, 1973), the profits of a DISC are 
to be fully free of tax in the hands of the DISC (as discussed sub 
sequently, these profits will be subject to tax in the hands of the share 
holders when distributed or decmedMistributed). Both the determina 
tion of whether a corporation qualifies as a DISC and the tax 
deferral provided by the bill apply on a year-by-year basis. The 
taxes forgone in the case of a DISC include not only the regular 
corporate income tax, but also the minimum tax on tax preferences, 
the accumulated earnings tax, and the tax on transfers to avoid tax. 
Since a personal holding company cannot qualify as a DISC, the bill 
does not relieve a corporation from this tax (sec. 541 of the code).

As indicated above, the bill delays the granting of full deferral 
status to a DISC's profits until after the expiration of a 3-year transi 
tion period. In the first year of the transition, a DISC is to pay a tax 
equal to one-half of the regular corporate income tax (or alternative 
capital gains tax). During the second two years of the transition 
period, a DISC is to be subject to 25 percent of the corporate income 
tftxes to which it oth°nviso would be subject. In other respects, 
however, the rules generally applicable to DISC's are to apply during 
the transition period. This means that during this period the profits 
of a DISC may be determined under the special pricing rules, and 

" that during this period a DISC which otherwise would qualify as a 
Western Hemisphere trade corporation or ppssessiotis1 corporation is 
not to be allowed the special Western Hemisphere trade* corporation 
deduction or the special possessions' corporation treatment. Similarly, 
if a DISC is a member of a controlled group of corporatsons, it is not 
to receive a surtax exemption in computing its taxable income during 
ths transition period. A DISC which is a member of a controlled group 
of corporations claiming only one surtax exemption for the jgroup will 
not receive any portion of the surtax exemption. However, tue jjortion 
otherwise allocaole to the DISC may bo reallocated among the olb^r 
members of the controlled group.

Except as noted sbove, a DISC is to compute its taxable incomt* 
during the transition period and the tax it would owe in accordance 
with the generally applicable rules. For example, if a DISC incurred 
foreign income taxes during the phase-in period, it could credit those 
taxes against the total taxes it otherwise would owe under the usual 
foreign tax credit rules.1
(6) Requirements ofaDISC (*te. 40S qftht bUi and *ec. 99$ oftkewk)

Definition oj "DISO' and "former D/W.—The bill.provides fat 
a corporation will qualify as a DISC for a taxable year if four require^
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ments are satisfied with respect jo the taxable year: the gross receipts 
leM, the assets test, the capitalization requirement, and the election 
requirement. A DISC, also, must be an incorporated entity (under the 
laws of any State or the District of Columbia) and, thus, associations 
otherwise treated as corporations under the code may not qualify as 
a DISC .

First, at least 95 ]M?rcent of a corporation's gross receipts (defined in 
sec. 093(0) for the taxable year must be composed of qualified export 
receipts. As discussed subsequently, qualified export receipts include 
receipts arising on the sale or lease of export products as well as receipts 
from other specified export-related activities. In addition,, where a 
corporation seeking to qualify as a DISC sells products of a U.S. 
manufacturer on a commission basis (rather than on a purchase and 
resale basis), the amount of gross receipts arising on the commission 
sale is to be the gross receipts from the sale of the property which gave 
rise to the commission.

Second, at least 95 percent of the assets of a corporation at the close 
of its taxable year must be qualified export assets. Qualified export 
assets are to be taken into account at their adjusted basis and non 
qualified assets ore to be taken into account at their fair market value. 
This valuation rule insures that almost all of a qualifying corpora 
tion's assets are, in fact, export related and limits tho ability of a 
corporation to hold nonqualified assets which have a high market 
value but a low basis.

Third, to qualify as a DISC, a corporation must have at least $2,500 
of capital (on each day of the taxable year as measured by the par or 
stated value of its outstanding stock). This test is designed to make 
sure that a corporation may qualify as a DISC even though it has 
relatively little capital. It is recognized that this rule constitutes a 
relaxation of tho general rules of corporate substance. Tho separate 
incorporation of a DISC is required to make it possible to keop.a cotter 
record of the export profits to which tax deferral is granted, but this 
does not necessitate in all other respects the separate relationships 
which otherwise would exist between a parent corporation and its 
subsidiary. This, however, is not intended to lessen the general rules of 
corporate substance required for other corporations in other contexts.

The capitalization requirement also precludes a DISC from having 
more than one class of stock. This requirement is included in view ol 
the complexity which would result under a deferral system of taxation 
if the corporation were allowed to have more than one class of stock. 
For example, if more than one class of stock were allowed where the 
DISC's earnings must be deemed paid to its shareholders, it would b«> 
necessary to include in the bill a special set of rules specifying how 
the earnings would be allocated to each class of stock.

Fourth, to qualify as a DISC for any year, a corporation must have 
elected to be treated as a DISC.

The rules provided by the bill axe to, apply to & corporation and its 
shareholders for any year in which it is a DISC and for any year in 
which, although it is not a DISC for that year, there are potential tax 
consequences arising from the fact that it was a DISC for a prior year. 
In the latter case the corporation is considered a "former DISC/' There 
are two potential tax consequences resulting from the fact that tho 
corporation was a DISC in a preceding taxable year: the corporation 
may have undistributed amounts of tax deferred income which are to 
be taxed to its shareholders or it may have undistributed amounts of



income which previously had been taxed to the shareholders but not 
actually distributed to them.

In addition, provision is made for a corporation which has not 
indicated more than 30 days before the running of the statute of limi 
tations for the year that it is not a DISC and has filed a tax return 
as if it were a DISC. In this case, if the Internal Revenue Service has 
not issued a notice of deficiency based upon a determination that the 
corporation was not a DISC, then the corporation (and its share 
holders with respect to distributions or deemed distributions from the 
corporation) is to be treated as if it were a DISC for the year in 
question.

Election to be treated as a DISC.—For a corporation to qualify 
as a DISC under the election referred to above, it must make the 
election during the 90-day period immediately prior to the beginning 
of the taxable year. In addition, for the election to be valid, all of the 
persons who are shareholders on the first day of the initial election 
year must consent to the election. The requirement that the share 
holders consent to the election need not be satisfied on the first dav 
of the first taxable year for which the election is effective. It is antici 
pated the corporation will be given a reasonable period of time to 
obtain these consents. However, if it fails to obtain all of these con 
sents within the tune specified, except where the statute has run and 
it has not been determined that the corporation was not a DISC 
(sec. 992(A)(2)), the corporation will not be treated as a DISC.

Once made, an election continues in effect for subsequent years 
whether or not the corporation actually qualifies as a DISC in a 
given subsequent year, until such time as the election is either re 
voked or is terminated by reason of a continued failure over a 5-year 
period of the corporation to qualify as a DISC. The purpose of this 
provision is to make it unnecessary for a corporation to make a new 
election each year to qualify as a DISC. If a corporation makes a 
valid election to be treated as a DISC, the rules provided by the bill 
apply to the corporation and to all persons who are shareholders of 
the corporation at any time on and after the election becomes effective 
(i.e., not only the initial shareholders but their successors in interest 
as well).

An election to be treated as a DISC may be revoked at any time 
after the first year it is in effect. For a revocation to be effective lor a 
given year, however, it must be made within the first 90 days of that 
year. A revocation madn after the expiration of the 90-day period will 
not take effect until the following year. The bill also provides for the 
automatic termination of an election where the corporation does not 
qualify as a DISC for » period of five consecutive taxable years.

An election to be a DISC has continuing effect except where it is 
discontinued or where the corporation fails to qualify for a five-year 
period, in order to prevent the termination of the election inadvertently 
through unintentional disqualification in one or more years. However, 
even where * DISC election has been terminated voluntarily or under 
the five-Tear rule, the corporation would be permitted to make a new 
election in the future to be treated as a DISC if it so desires.

Dittribution to meet qualification requirements.—The bill provide* 
two situations under which a corporation may distribute its non 
qualified receipts or assets after the end of the taxable year, in order 
to satisfy the 95-percent gross receipts and 95-percent assets tests for
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a year. The purpose of this is to prevent a coloration from failing to 
qualify for DISC treatment in a year merely because of its inadvertent 
failure to meet the gross receipts or assets test.

The amount a corporation must distribute under both of the two 
distribution rules set out below is the sum of (A) the portion of its 
taxable income attributable to its nonqualified gross receipts (if it 
fails to satisfy the gross receipts tost) plus (B) the fair market value 
of the nonqualified export assets held by it on the last day of the 
taxable year (if it fails to satisfy the assets test for the year). In 
either case the entire nonqualified amount must be distributed and 
not merely an amount equal to the extent to which the corporation 
failed to satisfy the test or tests in question. In determining the 
portion of a corporation's taxable income attributable to nonqualified 
gross receipts, tne entire amount of the gross income from nonqualified 
receipts to which expenses arc not definitely alloeable, such as divi 
dends, will be taken into account. On the other hand, where expenses 
are properly allocable to income, the expenses are to be considered 
as reducing the nonqualified gross income.

Also, under both rules a distribution will not cause a corporation to 
Qualify as a DISC unless it is a pro rata distribution to the shareholders 
with respect to their stock and is specifically designated when made as 
a distribution to meet qualification requirements. In other words, a 
corporation which made a normal dividend distribution and which 
subsequently discovered that it did not qualify as a DISC for the pre 
ceding year is not to be permitted to redesignate the initial dividend 
distribution as a distribution to enable the corporation to qualify as a 
DISC.

As subsequently discussed, distributions to meet qualification 
reouirements will Be fully taxable to the shareholders of the corpora 
tion. The dividends received deduction is not to be available with 
respect to these distributions and, in addition, the distributions are to 
be treated as U.S. source income (since they are not attributable to 
qualified export receipts) and thus will not have foreign tax credit 
consequences.

The first distribution rule is designed to apply in those cases where 
a corporation comes relatively close to satisfying the gross receipts or 
assets test (and does not come under the second distribution rule 
described below). Thisjrule applies only if at least 70 percent of the 
corporation's" gross receipts for the year are qualified export receipts 
ana at least 70 percent of the assets held by the corporation on the 
last day of each month of the year are qualified export assets. For this 
purpose qualified export assets are taken into account at their adjusted 
basis and nonqualified assets at their fair market value. Where these 
conditions are satisfied a corporation will be treated as having satis 
fied the gross receipts and the assets test for the taxable year, if it 
makes a distribution of the appropriate amount within 8>^ months 
after the close of the taxable year.

The second distribution rule is designed to deal with the situation 
where there is reasonable cause for a corporation's failure to meet 
the gross receipts or assets test. Where there is a reasonable cause, 
the required distribution may be made whether or not less than 70 
percent of the corporation's gross receipts or assets were qualified.

In addition, in this situation, the corporation is not required to make 
the distribution within the 8% months after the end of the year, as
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(c) Definition and special rules (sec. 402 of the bill and sec. 993 of the 
code}

Qualified export receipts. — As previously discussed, for a corpora 
tion to qualify as a DISC 95 percent of its gross receipts must consist 
of receipts which are considered to be export related — i.e., qualified 
export receipts. The bill specifies that the following are qualified 
export receipts —

(1) Keceipts from the sale of export property (as discussed 
subsequently, this generally means property such as inventory 
manufactured or produced in the United States) which is sold 
for direct use, consumption or disposition outside the United 
States or to an unrelated DISC for such a purpose. (Thus, a 
sale of property to an American manufacturer for incorporation 
in a product to be exported would not be considered for this 
purpose as an export sale.)

(2) Receipts from the leasing (including subleasing) or rental 
of export property for use by the lessee outside of the United 
States. (Wne*ner leased property satisfies the usage test is to be 
determined on a year-by-year basis. Thus, the receipts on a lease 
of export property might qualify in some years and not in other 
years depending on the lessee's usage of the property in the years 
involved.) However, a de minimis use of the property in the 
United States is permissible.

(3) Receipts from services rendered in connection with a quali 
fied expert "3\&, lease or rental transaction if the services are 
related and subsidiary tc? the basic export transaction. In general, 
a service is related to a sale, lease or rental if it is of the type 
customarily and usually furnished with that type of transaction 
in the traae or business in which the transaction arose and the 
contract to furnish these services is connected with the sale, 
lease or rental. A service is subsidiary if it is of less imports *ise 
and value as compared to the sale or lease. (Transportation 
services or services related to the installation or maintenance of 
export property would generally qualify as related and subsidiary 
to the sale, etc.) 3

(4) Gains from the sale of qualified export assets (i.e., plant 
ana equipment used in the corporation's export business but not 
inventory).

(5) Dividends (and amounts considered as distributed under 
subpart F) from a related -foreign export corporation (generally 
a foreign selling subsidiary of the corporation seeking to qualify 
as a DISC).

(6) Interest on obligations which are -qualified export assets, 
such as accounts receivable arising in connection with qualified 
export sale, lease or rental transactions, and obligations issued or 
insured by the Export-Import Bank.

(7) Receipts from management services provided for other 
DISC's (in most cases a series of small DlSC's) to aid those 
DISC'S in deriving qualified export receipts. (These would ^ in 
clude the various managerial, staffing, and operational services 
necessary to operate a J)iSC.)
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(8) Receipts from engineering or architectural services on 
foreign construction projects wJiich either are located abroad or 
proposed for location abroad. These services would include design, 
engineering and construction supervision. They would not in 
clude the provision of technical assistance or know-how or 
services connected with the exploration for oil.* 

To limit the application of the deferred tax treatment provided by 
the bill to situations which in fact involve export transactions, receipts 
from six types of transactions, not really export transactions, are 
excluded from the category of qualified export receipts. These include, 
first, receipts from the sale of agricultural products under the P.L. 480 
program and, second, receipts from direct or indirect sales or rentals 
to the United jStates Government. An example of an indirect sale to 
the United States Government resulting in a nonqualified receipt 
would be a sale of products to a foreign wholesaler who it is known in 
turn resells the products to the United States Army in the foreign 
country.

A third category of excluded receipts are those arising from the sale 
or rental of property for ultimate use in the United States. Generally, 
property is to be considered sold or rented for ultimate use in the 
United States either if it is sold (or otherwise transferred) to a related 
person who uses t>r resells the property (whether or not incorporated 
intc other property) in the United States or, in the case of a sale to 
an unrelated person, if the sale is pursuant to an agreement or under 
standing that the property will be used in (or resold for use in) the 
United States or it a reasonable person would have known that the 
property would be used in (or resold for use in) the United States. 
For example, if property were sold to a foreign wholesaler and it was 
known in trade circles that the wholesaler, to an appreciable extent* 
supplied the U.S. retail market, the sale would not be a qualified 
export sale.

A fourth type of receipts which does not qualify are receipts from 
atiother member of the same controlled group of corporations as the 
recipient corporation where the corporation involved is itself a DISC. 
A mth type of transaction which does not qualify is the rental or 
licensing of intangibles (other than films, tapes, or records for com 
mercial motion pictures, radio or television broadcasting or to provide 
background music which do aualify for use outside the United States). 
A final category of nonau alined receipts is receipts arising from serv 
ices pray idea in connection with any sale, lease- or rental which itself is 
excluded in any of the above described categories.

Qwjlijud export assets.—As previously indicated, 95 percent of a 
corporation's assets must be export related if the corporation wishes to 
qualify as a DISC. The types of assets classified as qualified export 
assets are—

(1) export property (i.e., inventory meeting certain testa 
described below);
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(2) facilities primarily for the sale, rental, storage, handling, 
transportation, packaging, assembly or servicing of export 
property;

(3) accounts receivable and evidences of indebtedness of the 
corporation (or if the corporation acts as agent, the principal) 
held by the corporation wnich arose in connection with qualified 
export sale, lease or rental transactions (including related and 
subsidiary services) by the corporation;

(4) money and temporary investments, such as bank deposits 
needed for tne working capital requirements of the corporation;

(6) obligations arising in connection with producers loans (as 
defined below, generally loans of the DISC's profits to its parent 
company or other U.S. export manufacturer);

(6) stock or securities of a related foreign export corporation;
(7) obligations issued, guaranteed or insured (including rein 

surance) by the Export-Import Bank or the Foreign Credit 
Insurance Association (such as, interest participation certificates 
and certificates of beneficial ownership) if the obligations are 
acquired from the Bank or Association or from the person selling 
the goods or services giving rise to the obligations;

(8) obligations of a domestic corporation organized solely to 
finance sales of export property under an agreement with the 
Export-Import Bank, where the loans are guaranteed by that 
bank;and

(9) amounts deposited in banks at the end of its taxable year 
but which are in excess of the "srorking capital needs of the corpora 
tion which are invested in qualified export assets within a specified 
period of time after the end of the taxable year. 

Wnere a DISC performs assembly operations m connection with the 
export property wnich it sells, the facilities used for this purpose are to 
constitute qualified export assets if the operations represent assembly 
oj/crations but not if tney constitute manufacturing. Generally, if the 
property sold by the DISC is substantially transformed by it prior to 
sale, the property is to be treated as having been manufactured by the 
DISC. In addition, a DISC generally is to be considered as having 
manufactured property which ifc sells, if the operations performed by 
the DISC in connection with that property are substantial in nature 
and are generally considered to constitute the manufacture, produc 
tion, or construction of property. OperAtions performed by a DISC 
will be considered to be manufacturing if the value added to the pro 
duct sold by reason of the operations of the DISC accounts for 20 
percent or more of the total cost of goods sold.

As indicated above, bank deposits of a DISC which are in excess of 
its working capital needs are to be considered as qualified export assets 
if the funds are invested in other qualified export assets within, a 
specified period of time. This provision is designed to allow a DISC 
some flexibility in its operations, for example, in the cose where it 
receives a repayment of a producer's loan or a substantial income item 
in the latter part of its taxable year and does not have sufficient, time 
in which to convert the amount into a qualified export asset prior to 
the end of the year. In such a case the excess cash, on hand at the end 
of the taxable year in the form of bank or similar deposits is to be 
considered a qualified export asset as of that time, if the following test 
is met: By the last day of the sixth, seventh, and eighth months after



the end of the year, the DISC has increased the amount of its other 
types of qualified export assets to a level which is at least 95 percent 
of the amount of the total assets it held on the last day of that year. 
In other words, it is not required that there be a tracing of the excess 
bank deposits into specific qualified export assets. Rather, if by the 
last days of the three months mentioned, the level of the DISC's other 
types of qualified assets has inert., sed to the point where the DISC 
would have satisfied the 95 percent assets test, if it had held those 
assets on the last day of the taxable year in question, then the excess 
bank deposits are to be considered as qualified! export assets on the last 
day of the year in question.

Export property.—Generally the principal function of a DISC 
will be the selling, leasing or renting of export property for use outside 
the United States. The type of property which is considered export 
property is property which—

(1) has been manufactured, produced, grown or extracted in 
the United States by someone othw than a DISC;

(2) is held by the DISC primarily for sale, lease, or rental in the 
ordinary course of business for usci, consumption or disposition 
outside the United States, or which is held by the DISC ior sale, 
lease or rental to another DISC for such a purpose; and

(3) not more than 50 percent of the fair market value of which 
is attributable to imported articles.

As discussed previously, a DISC rnsvy perform assembly operations 
in connection with the products which it sells. It may not, however, 
engage in manufacturing or construction activities with respect to 
those products. If the activities performed by a DISC in connection 
with tne products represent the manufacture of property, then the 
products will not be considered export property and the gross receipts 
from the sale of the products will not be qualified receipts.

In determining whether property which is sold to another DISC Is 
sold for direct use, consumption or disposition outside the United 
States,* the fact that the purchasing DISC holds the property in 
inventory prior to the time it sells it for use, etc., outeide the. United 
States will not affect the characterization of the property as export 
property.

In determining whether .a product has a sufficient amount of U.S. 
components so as to be eligible for classification as export property, 
any -foreign components imported into the United States and incor 
porated in the product are to b« taken into account at their fair 
market value upon importation (i.e., at what would be their full 
dutiable value In the absence of any special provisions in the tariff 
laws which result in a'lower dutiable value). For example, the fact 
that imported foreign goods contain some U.S. components, which 
reduces the value upon which duty is assessed upon importation, is 
not to be taken into account in determining the amount of the value 
'which the imported property contributes to the property which is to 
be exported. In other words, in these cases, even though- the imported 
article has some U.S. content, it is to be treated as if it were 100 
percent foreign content.

It Is contemplai^d that the customs invoice on the importation of 
goods Into the United States would be used in evidencing the value 
of the imported goods for purposes of this test. When & u.5. manu 
facturer sold good? with foreign component* to a DISC, it would



furnish a certificate to the DISC regarding the amount of the foreign 
content in the product which would be based on the information on 
the customs invoice forms.

Although the foreign content test generally is to be applied on an 
article-by-article basis, it would be permissible to apply the test on 
a mass account basis where the goods taken into account for this 
purpose are essentially identical. *

Where a category of property is not in sufficient supply to meet the 
demands of the domestic economy, even though it would be considered 
export property under the requirements discussed above, your com 
mittee believes it would be inappropriate to make the tax deferral 
provided by the bill available, in such cases there is no reason to 
encourage exports. In view of this, the bill provides the President with 
authority to exclude from the category of export property any property 
which he determines is not in sufficient supply to meet the require 
ments of the domestic economy. If the President makes a determina 
tion of this nature by the issuance of an Executive Order, the property 
involved will not be treated as export property during the period for 
which the President determines and designates it to be in short supply.

The bill also contains a provision designed to prevent U.S. corpora 
tions from using a DISC to convert substantial amounts of what 
otherwise would be manufacturing or operational, as distinct from 
selling, income into tax deferred income. This could occur if property, 
which otherwise would be used outside of the United States in the 
parent's operations, were sold by the parent to a DISC subsidiary and 
then rented back from the DISC/, since this would permit taxable oper 
ational profits to be converted into tax-deferred rental income. To pre 
vent this result, the bill provides that any property leased to a corpora 
tion which is a member of the same group of controlled corporations as 
the DISC is not to be considered export property in the hands of the 
DISC, For this purpose, it does not matter whether the related 
corporation leases the property directly from the DISC or indirectly 
from a lessee of the DISC. In either case, the property is not to be 
considered export property.

Producer** loans. — As indicated previously, a DISC is to be per 
mitted to loan its tax deferred profits back to its parent manu 
facturing company (or any other U.S. export manufacturing corpo 
ration}, generally, as long as the cumulative amount loaned to any 
one borrower does not exceed the amount of the borrower's assets 
considered as being related to its export sales. This in essence is the 
same proportion of the borrower's assets .that its export sales are of 
its total sales. These loans— termed "producer's loans" — are to con 
stitute qualified export assets of a DISC and the interest arising on 
the loans is to represent a qualified export receipt of a DISC.

For & lo»n of a DISC'S tax deferred profits to constitute a pro 
ducer's loan, the loan must be made to a borrower who js engaged in 
the manufacturing, production, growing, or extraction of export 
property in the united States a?ad at the time the loan is made it 
must be designated as a producer's loan. In addition, the loan must
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be evidenced by a note (or some other evidence of indebtedness) anil 
must have a stated maturity of not more than 15 ye&rs. If a loan 
which qualifies as a producer's loan is not collected by the DISC 
when it matures or is extended at maturity for a period which does 
not have a fixed time limit, the loan is to cease to qualify as a pro 
ducer's loan at its original maturity.

To qualify as a producer's loan, a loan must be made out of the 
DISC's tax* deferred profits—its accumulated DISC income. A loan 
is to be considered as made out of accumulated DISC income if at 
the beginning of the month in which the loan is made, the amount of 
the loan, when added to the unpaid balance of all other producer's 
loans previously made by the DISC, does not exceed the DISC's 
accumulated DiSC income.

As indicated above, a limitation is placed on the amount of a 
DISC's tax deferred profits which may bo loaned to any one borrower, 
which in general is the amount of the borrower's assets treated as 
export related. To the extent a loan exceeds the borrower's limitation, 
it is not to be considered a producer's loan. Whether * loan of a 
DISC's tax deferred profits to a borrower is within the borrower's 
limitation is to be tested at the time the loan is made by adding the 
amount of the loan to the unpaid balance of all other producer's loans 
of the borrower outstanding at that time and comparing this amount 
to the borrower's limitation.

The limitation imposed on the amount of loans which a borrower 
may receive during a taxable year of the borrower is to be determined 
by applying the percentage, which the borrower's qualified export 
receipts arising from its sale of export projjerty during the three prior 
taxable years is of its aggregate gross receipts from the sale of inven 
tory property during that period, to the total of the borrower's assets 
taken into account for this purpose. In no event, however, are the 
receipts of a taxable year beginning before 1971 to be taken into 
account in determining this percentage.

There are three categories of a borrower's assets which are taken 
into account in determining this limitation for a year: (1) the amount 
of the borrower's investment in plant, machinery, equipment and 
supporting production facilities in the United States as of the begin 
ning of its taxable year (taken into account at its adjusted basis at 
that time); (2) the amount of the borrower's inventory at the begin 
ning of the taxable year (taken into account in the manner in which 
the borrower normally values its inventory); and (3) the aggregate 
of the borrower's research and experimental expenditures in the 
United States during all preceding years of the borrower which 
began after 1970.

If a loan of a DISC's accumulated DISC income qualifies as a 
producer's loan under the requirements and limitations described 
above at the time when the lotto is initially made, it is to remain a 
producer's loan until its maturity. If at its maturity the borrower's 
limitation is sufficient to permit a new loan in the amount of the old 
loan, then the old producer's loan could be renewed for an additional 
stated period of up to 15 years and then would qualify as a producer's 
loan for that period. The fact that a borrowers allowable level of 
producer's loans decreases after the time it received a particular 
producer's loan does not effect the qualified status of that loan. On 
the other hand, a loan which does not qualify as * producer's loan
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at the time it is made does not subsequently become a producer's 
loan by reason of an increase in the borrower's limitation.

Where a borrower is a member of a controlled group of corporations, 
the limitation may be determined at the borrower's election by taking 
into account the export sales and export-related assets of the group 
of corporations (other than any member of the group which is a 
DISC).

Related foreign export corporations. — To take account of the fact 
that a DISC may find it aelpful or even necessary in conducting 
its exporting business to have certain types of foreign investments, 
the bill provides that a DISC is to be permitted to own stock or 
securities in three types of foreign corporations. In other words, stock 
or securities of this type are to be qualified export assets and the 
dividends or interest arising on the investment are to be qualified 
export receipts.

Ths three types of foreign corporations in which a DISC may own 
stock or securities are —

(1) a foreign international sales corporation (or FISC), which 
in essence is a foreign selling arm of the DISC principally engaged 
in marketing export property;

(2) a real property holding company, which in general is a 
foreign company that holds title to real property used by the 
DISC which the DISC cannot own directly because of the re 
quirements of the applicable foreign law; and

(3) an associated foreign corporation, which generally is a 
foreign customer of the DISC in which it must invest as a means 
of extending to the customer the export credit which is needed 
to effect the export sale or sales.

For a foreign corporation to qualify as a FISC, more than 50 per 
cent of its voting power must be directly owned by the DISC and 95 
percent of its gross receipts and assets must be related to U.S. exports. 
For this purpose, the foreign corporation's U.S. export-related receipts 
consist only of its gross receipts from qualified export sale, lease, or 
rental transactions and related and subsidiary services, and receipts 
from the sale of other qualified export assets. The corporation's 
export-related assets consist only of its inventory of export property, 
its facilities for the sale, lease, rental, assembly, etc., of export property, 
its accounts receivable which arise oy reason of qualified export sales, 
leases, rentals, or related and subsidiary services, and its working 
capital related to its export business and represented by money, bank 
deposits, and other similar investments.

A real property holding company is & foreign corporation in which a 
DISC directly owns more than 50 percent of the voting power and the 
exclusive function of which is to hold real property for the exclusive 
use of the DISC. The real property may be used by the JDISC under a 
lease or other type of arrangement.

For a foreign corporation to qualify as an associated foreign corpo 
ration, the DISC's ownership of stock or securities in the foreign corpo 
ration must be reasonably in furtherance of transactions which pro 
duce qualified export receipts for the DISC (its determined under 
regulations prescribed by th& Secretary of the Treasury)/ In addition,

button srntm of UM docMMia oxpanUtau Howmr, UM iavMtmat to ti* ferdcn eacpormttaa mart be 
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for a foreign corporation to qualify as an associated foreign corporation, 
the portion of its voting power which is owned either by the DiSC or by 
a controlled group of corporations which includes the DISC must be 
less than 10 percent. In determining; the amount of voting power in the 
foreign corporation which is owned by the DISC or controlled group 
for this purpose, the attribution rules of section 1563 (d) and (e) are 
to apply.

Gross receipts. — The bill provides that the t«rm gross receipts 
means in the case of sales, leases or rentals of inventory, the total 
receipts arising on the sale, lease or rental. In the case of other types 
of transactions, gross receipts is to include only the gross income 
arising on the transaction. For example, in the case Ct & sale by a 
DISC of an export-related asset (other than inventory), the gross 
receipts arising on the sale would be the gain realized.

To make the treatment of sales (leases or rentals) which the DISC 
makes on a commission basis comparable to the treatment of sales 
(leases or rentals) by the DISC of property which it has purchased* 
it is provided that in the case of a commission sale, the DISC's gross 
receipts are to be the gross receipts on the sale (lease or rental) of the 
property to which the commission relates, rather than just the amount 
of tn£ commission. The tune when ibe receipts on a commission sale 
(lease or rental) arise is to be determined under the commission 
arrangement ma the accounting method otherwise employed by the 
DISC. For example, in the case of a deferred payment sale, if under 
the DISC'S accounting method it would be considered as having 
received the entire commission in the year of sale, then the entire 
amount of gross receipts to which the commission relates is to be con 
sidered as received in that yeer, even though actual payment Is not- 
made until subsequent years. OB the other hand, if under the DISC'S 
method of accounting, it would be considered as having received the 
commission only as the payments for the property sold were received 
in future years, then the gross receipts on the sale are to be considered 
as received in each subsequent, year to the extent they relate to the 
commission which the DISC is considered as receiving ifl that year,

United States defined. — The bill provides that for purposes of the 
new DISC provisions, the term United States is to include posses 
sions of the United States. In other words, for this purpose, the united 
States includes Puerto Rico, American Samoa, Guam and the Virgin 
Islands. As a result, property "exported" to U.S. possessions is not to 
be considered as export property and a related foreign export corpora 
tion m»y not be organized in a possession. On the other imnd, property 
imported into tlf» united State*; from a U.S. possession, whieli is sub 
sequently incorporated In property to be exported, Is not to be 
considered a foreign item in determining the foreign content of the 
property exported?
(d) Intercompany pricing rub* (*&. W of the hill and tec. 094 of

Under the intercompany pricing rules of present law, a *al« to a. 
related person generally must be made on an arm's length basis (i.e., 
the price charged the related person must be essentially the game as 
that which would be charged an unrelated third person). As indicated 
in a previous section of this report, josir committee believes it is
iiSftlS^
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desirable to avoid the complexities of the present pricing rules in the 
case of sales by a domestic parent corporation (or other entity con 
sidered related under section 482) to a DISC and also to provide 
encouragement for the operation of DISC'S. In view of this, your 
committee has provided two nricing rules which may be used in 
determining the i^rmissible profits — although in excess of profit under 
arm's length rules and regardless of the sales price actually charged — 
which a DISC may earn on products which it purchases from a related 
company and then resells for export. Of course, in any case where the 
arnvs length pricing rule would allow a greater allocation of profit to 
tho DISC than would the new rules, that rule will continue to be 
applicable.

Under the first of the two new rules, a DISC may earn that portion 
of the combined income arising on the sale by a DISC of export 
property purchased from a related person which does not exceed 
4 percent of the qualified export receipts from the sale, plus 10 percent 
of the DISC's export promotion expenses attributable to the sale. 
Income may not, however, be allocated to the DISC under this (or 
the second) rule to the extent it would result in the related person 
who sold the products to the DISC incurring a loss on the sale. 7

Under the second pricing rule provided by the bill, a DISC may 
eavn up to 50 percent of the combined taxable income of the DISC 
and the related person arising from the sale of the property, plus an 
additional amount equal to 10 percent of the DISC'S export promo 
tion expanses attributable to the sale. For this rule, the combined 
taxable income from the sale of the export property is to be determined 
by deducting from the DISC's qualified export receipts the related 
person's cost of goods sold determined on the same basis as the related 
person uses in the case of sales to unrelated persons. Other expenses 
attributable both to tho DISC and the related person would be 
allocated between the sales of the DISC and the related person on 
the basis of the net sales from each of these sources.8

Although both of the pricing rules provided by ^* bill generally 
are to be applied on a products-product basis, the rules may be 
applied on the basis of product lines.

Where a DISC is attempting to establish a market abroad, or 
seeking to maintain a market abroad; for exports, the Secretary of the 
Treasury may prescribe by regulations special rules governing the 
allocation of expenses incurred on the sale of the export property for 
purposes of determining the combined taxable income of the related 
person and the DISC. It Is expected that in the appropriate cases 
the regulations will allow, for purposes of applying the second pricing
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rule, the combined taxable income on the sale of export property to 
reflect a profit equal to that which the DISC and a related party would 
earn if they took into account only the marginal costs of producing 
the property. The production expenses not considered marginal costs 
in this case would, of course, be allocablo to the production of the 
related party which is not sold to the DISC.

These rules do not apply to sales to a DISC by a person who is 
not a related person (within the meaning of sec. 482), nor do they apply 
to sales by a DISC to another person. As a result, sales by a DISC to a 
foreign person will be subject to the regular pricing rules (sec. 482). 
This win insure that income is not diverted to foreign subsidiaries by 
underpricing on sales by a DISC to foreign affiliates.

The bill also provides that the Secretary of the Treasury may 
prescribe by regulations intercompany pricing rules, consistent 
with those provided by the bill, in the case of export transactions 
where the DISC does not take title to the property, but instead, 
acts as commission agent for the sale, or is a lessee of the property 
which it then subleases to its customers.

As indicated above, a DISC under either of the pricing rules may 
earn additional profit on the sale of export property purchased from 
a related person equal to 10 percent of the DISC export promotion 
expenses attributable to the sale. This rule is designed to encourage 
the transfer of a greater amount of selling functions and activities to 
DISC's. For purposes of this rule, export promotion expenses include 
a DISC's ordinary and necessary expenses paid or incurred to obtain 
the Qualified export receipts. These expenses include advertising, 
salaries, rentals, sales commissions, warehousing and other selling 
expenses. They do not, however, include income taxes or any expenses 
which do not further the distribution or sale of export property 
for use or consumption abroad.
3. TREATMENT OF DISTRIBUTIONS TO SHAREHOLDERS
(a) Taxation of DISC income to shareholders (sec. 402 °J the bill and 

sec. 995 of the code)
This provision deals with the basic rules for taxing the shareholders 

of a DlSC. In general, it provides that shareholders are to be taxed 
on the income of the DISC when it is actually distributed. There also 
is income taxed to the shareholders even though not distributed; 
these are referred to as "deemed distributions." In addition, the 
shareholders may bo taxed on the DISC income when they sell the 
stock of a DISC.

There are two types of deemed distributions taxed to the share* 
holders when the income is earned even though not distributed. The 
first type of deemed distributions is income earned by the DISC 
but not classified as DISC income, since it does not arise from export 
activities. This fe interest income derived from producer's loans, and 
certain gain realized by a DISC on property transferred to it in a 
transaction where gain was not recognized. Treating these types of 
income as deemed distributions has the effect of denying them tax 
deferral treatment—which is appropriate since the income is not 
export related. T

The second type of deemed distribution arises in situations where 
a corporation no longer qualifies as a DISC—because the corporation 
termites its election or fails to meet the qualification requirements
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with respect to any year. In these cases, the DISC income on which 
tax has previously been deferred is deemed distributed, generally in 
equal installments over 10 years (or such shorter period of time as the 
corporation was a DISC). The intent of this is to terminate tax deferral 
when a corporation no longer qualifies ad a DISC.

A third category of income is also taxed to the shareholders of 
a DISC. This is income which arises when a shareholder disposes of 
stock ia a corporation with tax deferred DISC income. Under usual 
rules he would be treated as having a capital gain in such a case to 
the extent the amount he receives exceeds his cost or other basis in 
the stock. However, hi this case, since the tax on the DISC income 
has been deferred, the value of the stock at the time of sale reflects 
this tax deferred income. To i>reyent this tax deferred income from 
being converted into capital gain in these cases, the bill provides that 
this gain is to be classified as ordinary income to the extent of the tax 
deferred DISC income attributable to the stock. Similarly, where 
stock in a corporation which is, or was, a DISC is disposed of in a 
transaction in which the existence of the corooration is terminated, 
gain is to be recognized (even though it woula otherwise be tax free) 
and the gain is to be ordinary income to the extent of the tax deferred 
DISC income attributable to the stock.

General rule.—The income of a DISC is to be taxed to its 
shareholders when it is actually distributed, deemed distributed, or 
in effect realized by a shareholder through a transaction such as a 
sale of his stock at a gain which reflects the accumulated income.

Deemed distribution* in qualified years.—Although the bill gen 
erally provides for the deferral of tax on the profits of a DISC until 
an actual distribution is made, in the case of two types of income 
received by a DISC, tax is imposed wrrently. The current taxation 
is accomplished, however, not by taxing the income to the DISC 
but rather by taxing it to the shareholders of the DISC as if the 
income had been distributed to them. These deemed distributions 
for a year, however, are not to exceed the DISC'S earnings and 
profits for the year. When amounts which are deemed distributed 
to a DISC's shareholders are actually distributed to them, the actual 
distributions are to be tax free.

First, each shareholder of a DISC is deemed to receive an annual 
distribution equal to his ore rata share (based upon his ownership of 
DISC stock) of the gross interest income received by the DISC on its 
producer's loans.

Second, a DISC's shareholders are to be deemed to have received a 
pro rata distribution upon the sale by the DISC of depreciable or 
other property (other than inventory} which it received in a tax- 
free transaction. The distribution in this case is equal to the amount 
of the gain realized by the DISC, but only to the extent there would 
have Dean ordinary income if the property had been sold by the 
person who transferred it to the DE5C at the time of the transfer. 
This rule basically is designed to prevent the transfer of depreciable

Eroperty to A DISC in a transaction in which gain is not recognized 
allowed by the sale by the DISC of the property. In the absence 

of this rale, the DISC would not be taxed on the sale and the .de 
preciation recanhire effect (as provided for in sections 1245 and 1250), 
which would give rise to ordinary income treatment if the sals had 
been made by the transferor, would bo avoided.



75

This latter deemed distribution rule is to apply where property is 
contributed to a DISC as a contribution to capital and also in the case 
of other nonrecognition exchanges.* In addition, if a transferor recog 
nizes any gain as the result of the transfer of property to a DISC 
(due, for example, to the receipt of "boot" in a section 351 exchange), 
that recognized gain is to be taken into consideration in determining 
the amount of the deemed distribution resulting from the sale by tho 
DISC of the transferred property.10

As indicated subsequently, deemed distributions in qualified years 
(interest on producer's loans and the ordinary income portion of the 
g;ain on the sale of property transferred to a DISC in a nonrecogni 
tion exchange) are not to be eligible for the dividends received deduc 
tion since the income will not have been taxed to the DISC. These 
deemed distributions to a DISC'S shareholders are to be treated as 
received by the shareholders on the last day of the taxable year of the 
DISC in which the income in question was derived (according to the 
DISC'S method of accounting).

Deemed distributions upon termination or disqualification.—--^?* 
deferral of tax on a DISC'S income provided by the bill continues as 
long as the corporation is a DISC. However, when the corporation 
terminates its DISC election or fails to qualify as a DISC, the bill 
provides that its accumulated DISC income (its earnings and profits 
accumulated while it was a DISC) are to be deemed distributed pro 
raia to its shareholders.

Following termination or disqualification .each shareholder is 
deemed to receive a distribution equal to his pro rata share of the 
DISC income of the corporation accumulated during the immediately 
preceding consecutive years for which the corporation was a DISC.

To avoid the taxation in one year of income accumulated over a 
period of years, the bill provides that amounts deemed distributed 
to the shareholders of a DISC which terminates its election or dis 
qualifies are to be treated as received in equal installments over a 
10-year period beginning with the year following tho year of termina 
tion or disqualification. If the number of consecutive years during 
which the corporation qualified as a DISC immediately prior to the

thetermination or disqualification was less than 10, then toe deemed dis 
tributions are to be treated as received over thatsmaller number of years. 
These deemed Distributions are considered received by the shareholders 
on the last day of the corporation's taxable -year in which tbey are 
deemed made. For example, if a corporation qualifies as a DISC for 
the taxable years 1972 through 1975, but disqualifies in 1976, its 
shareholders are to treat their deemed distribution as received in 
equal installments on the last day of the four taxable years of the 
corporation beginning with tho year 1977.
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Deemed distributions upon termination or disqualification are to 
continue and are to be included in income by the shareholders even 
though the corporation subsequently recjualifies as a DISC. For 
example, if the corporation in the above illustration requalifies as a 
DISC for the calendar year 1977, this is not to affect the deemed 
distributions occurring as a result of the prior termination or dis 
qualification.

If during the period the DISC income is being deemed distributed, 
an actual distribution of that DISC income is made, it is to first reduce 
the last installment of the deemed distributions, and then the pre 
ceding installments in reverse order. 11 If deemed distributions are 
being received for two or more disqualifications, an actual distribution 
affects the deemed distribution resulting from the earlier disqualifi 
cation first.

Deemed distributions resulting from disqualification or termination 
are includible in a shareholder's income only while he continues to 
hold stock in the corporation. In. other words, if the shareholder 
disposes of his stock, the distributions after the disposition wili be 
deemed received l>y the shareholder's successor in interest, rather 
than the shareholder. As discussed subsequently, the disposition itself 
may result in the taxation of the DISC income to the shareholder 
and also render future deemed distributions to his successor in interest 
nontaxable.

." Gain on the disposition of DISC stock. — Your committee's bill 
provides that when stock in a DISC (or former DISC) is disposed of 
in either of two types of transactions, the disposing shareholder is to 
be taxed on his share of the accumulated DISC income, generally to 
the extent of the gain realized on the disposition. The amount attribut 
able to the DISC income is to be treated as ordinary income.

The first type of transaction covered by this provision is one in 
which the shareholder disposes of his stock in a DISC (or former 
DISC) where gain is recognized. The second type is a nonrecognition 
01 gain transaction (such as a parent-subsidiary liquidation) in which 
the DISC (or former DISC) ceases to exist as a separate corporate 
entity. In these cases, the shareholder of the .DISC, by realizing gain 
on the disposition of his stock in an amount which reflects the accumu 
lated DISC income is, in effect, in much the same position as if he 
had actually received that income,

The first type of transaction—disposition of stock where gain is 
recognized — includes, of course, the sale of siock of a DISC (or former 
DISC). In such a case, the gain realized by the* seller is to be treated 
as ordinary income to the extent of the corporation's accumulated 
DISC income attributable to the stock sold. Thus, if a shareholder, 
whose share of the corporation's accumulated DISC income is $30, 
sells his DISC stock, which has a basis of $50, for $100, $30 of the 
realized gain of $50 is to be treated as ordinary income. If the stock 
had been sold for $70, the entire realized gain of $20 would be treated 
as ordinary income. In determining the accumulated DISC income 
attributable to the stock disposed of, it is intended that the DISC
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income for the year of disposition, although determined at the close 
of the DISC's taxable year, is to be prorated over the year and only 
that portion attributable to the. period prior to the disposition is to be 
taken into account in determining th& amount attrioutabk to the 
shares disposed of.

Gifts during lifetime of DISC stock or transfers by reason of death 
of DISC stock are not to result in ordinary income treatment to the 
transferor since there is no gain realized on the disposition. On tlic 
other hand, gain on the redemption of a shareholder's stock by a 
DISC (e.g., one that is in complete termination of the shareholder's 
interest or one that is substantially disproportionate) is to be treated 
as ordinary income (rather than capital gain) to Ui© extent, of the 
DISC income attributable to the shares redeemed. Transactions which 
produce partial recognition, .such as the transfer of DISC stock to a 
corporation in exchange for stock and "boot," also are within this 
category. In this case, the gain recognized as a result of the receipt 
of "boot" is to be treated as ordinary income to the extent of the 
DISC income attributable to the transferred DISC stock.

Among the transactions within the second type which result in 
ordinary income to the shareholders of a DISC are "A" or "C" 
reorganizations, where the DISC ceases to exist as a separate entity. 
For example, if a corporation acquires the assets of a DISC in an 
"A" or "C" reorganization and the shareholders of the DISC exchange 
their stock for stock of the acquiring corporation (with the DISC 
ceasing to exist as a separate entity), the gain realized oil the trans 
action by the DISC shareholders is to be recognized and taxed && 
ordinary income (notwithstanding the nonrecognition treatment 
otherwise accorded to these transactions) to the extent of the accumu 
lated DISC income attributable to their Ptoek. The liquidation of a 
DISC subsidiary is another example of a transaction which falls 
within the second type of transactions which results in ordinary 
income treatment. Thus, if a parent corporation liquidates its wholly 
owned DISC (which would normally be entitled,to nonrecognifcioa 
under section 332), gain is to be recognized aud treated as ordinary 
income to the extent of the subsidiary's accumulated DISC income.

A "B" reorganization, on the other hand, usually will not be within 
the second category since fche DISC usually will remain In existence. 
Accordingly, the shareholders of a DISC who exchange their stock for 
the stock of an acquiring corporation in a flB" reorganization w»«Id 
be entitled to the generally applicable nonrecognition of .gain treat 
ment. The acquiring corporation would step into the shoes of £be for 
mer DISC shareholders and the DISC (the acquired corporation) 
would maintain its status as a PISC,
' There are other types of corporate adjustments generally accorded 

nonrecognition treatment in which the DISC will survive and thus 
will not have ordinary income tax consequences for the DISC share 
holders. For example, assume a DISC is "split-up" into two corporate 
tmtities, in a manner which would be treated #s a tax-free reorganlmr 
lion. Since the ]}ISC survives (although as two separate DISC's}, the 
shareholders of the DISC who exchange their stock for stock in one of 
the two surviving corporations (each of which will qualify as a DISC) 

"will not, as a. result of the splifoip, b* treated a? having ordinary in 
come by reason, o? the DISC wn^s. The accumulated DISC income of 
the DISC, and other attribute, win be allocated among the surviving

49-230 O—70——«
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corporation* in ae*x>rd»Jic£ wi'th regulations promulgated by the 
Treasury. In addition, the tali' provide* that a mere change in A 
DISC* pJ*c* ol inoflrporajjkm < <"hich would constitute a tax-free "F" 
reorginixJiUon) k .wot to te <*<«-'8jdered as terminating the DISC 
existence and lh»Ji is not to ?.»vi< -jrdinary^ income tax consequences 
for the PISC's nh«t?holde», tfhc iiewl incororated DISC would
au»p ink) the *ho«i of I he DISC incorporated in tho other jurisdiction. 

Ttia ordinary income taeennent provided by the bill on the dis 
position of stock in a DISC is intended io apply onty to the extent 
that the reco^n&ed &m\ is not, under another provision of tho code, 
treated an a dividend ar *w gain from the sale of an asset which is not a 
capital asset, For example, anguine thfct a shareholder of a DISC 
exchanges his ttlock in a "G" reorganization for stock of tho acquiring 
corporation and receives "boot" whicfe causes a portion of the shar*- 
holuer'ft gain to be treated as & dividend (under the "boot dividend" 
role of section 36600 (2)). The ordinary income treatment provided 
by the bill is to apply to the tfhareholders gain on the exchange of his 
Htock only u> the extent the gain 'reiUhed exceeds the amount treated 
as a dividend under the "boot dirtdtffi'* rule.

Special mitt (tee, 40xof(hc bill patl .v«e. . W of the code}
A DISC corporation may have tbrno aiift'j-ont kinds of earnings and 

profit*: tho tax deferred income, called Df^G income; income already 
Uxod to tho fiharoholdens because of docincxl distributions, called 
!.uov]ou?Iy taxed income; and, then earnings and profits taxable to 
both Incorporation and the shareholder^ called other earning and 
profits, which wore earned when tho corporation Was not in a DISC 
status (at least with respect to those earnings). This section is largely 
concerned with dotormining in tho case of any pai-ticulai' distribution 
which of those types of income is to bo considered as being distributed 
and how tho distribution is to bo treated.

Most actual distributions arc considered as made first out of 
previously taxed meome (to tho extent of that income), then out of 
deferred DISC income (ligaui, to tho extent of this income), and. 
finely, out of oth<<r earnings and profits. Since the previously taxed 
income has already been taxed to the shkroholdcw in deemed dis 
tributions, it is considered as distributed before tlio tax deferred 
DISC income. While this priority appears appropriate in the case 
of most actual distributions, it aoea nof appear so in the case of 
distributions made to qualify for tho 95 percent gross receipts or 
a.s^t tc§ts. To permit those qualifying distributions to be made out 
of previously taxmi income would be inappropriate, since tfefc^e are 
wquired because die tccexpts or f jssets involved are ;aot export re- 
iHfod. Tho&e uistribufjons, thort»fcrc, are first considered as made 
out of tho deferred DISC income and, only after other earnings and 
profits arc distributed, as, out of previously taxed income. Rules also 

needed to determine whicli ot these types of awnings and profits 
absorbed by losses. Theee^ ot course, nww', or may not, arise in a 

In which a corporation as a DISC. When they arise in -a non-
ISC- year, under me regular rules they reduce atker earnings and 

profits. Ths feil!^ tHrrefore, provides that losses an first to reduce 
other earnings Aixd profits, then DISC Income, and only fin/4y 
income which l«fe prmou^y been taxed to tfee shureholdcrs,

This section &Kft conf-ains a number of pthw rules ne»c€ssary to the 
of ^•.rtetions to shareholders. Xt« provide, fcor wxample,
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that deemed distributions are to be Used to shareholders, itnd for 
an increase- in the previously taxed income of tht corporation to the 
extent of thwe amount* taxed to the shareholder*. It awo provides, in 
the case of deemed distributions of amount* initially considered a* 
part t»r DISC income, for the decreaise in DISC income to the extent 
of the increase in the previously taxed income,

A second rule provides for the order in which distribution* are to 
be considered as made during the year. The first distributions made are 
deemed distributions. Next in order of priority are tho*c made to 
provide qualification for the gross receipt* and ****** teat*. This 
maximizes the likelihood of these being taxed to the shareholder. Last 
in order of priority are other actual distributions.

A third rub is necessary where ordinary income is taxed to a 
shareholder because of the sale of stock (or in the* case of a taxable 
redemption of stock). As previously indicated, an «rvi*nary income 
tax is imposed on the shareholder in such a case commensurate with 
the portion of his gain representing deferred DISC income at the 
corporate level. A rule is provided which, on an individual basis, in 
effect, to the extent of the ordinary income taxed to the shareholder, 
shifts DISC income to previously taxed income so the successor in 
interest of this stock will not be taxed on this income again when it b 
actually distributed by the corporation. In the case of the redemption 
of stock, essentially the same rule applies, except that because the 
payments are made by tho corporation there is no need to transfer 
an amount to previously taxed income.

A fourth rule provides for the necessary change in basis for stock 
when a shareholder is taxed on a distribution which jbo doe* not 
receive and, subsequently, whoa he receive* a distribution on which 
he ii^not taxed. In tha first caw, tho basis for his stock goe* up, since 
this is tho equivalent at receiving tho income and having contributed 
it back to the corporation. In the second case, the baais of his stock 
goes down, since this is the equivalent of "a return of capital" from 
the corporation which is not talced to the shareholder.

A fifth rule spells out the fact that earnings and profits consist of 
three divisions: DISC income, which is all of the earnings tod profits 
for the year in which a corporation is a DISC (except interest on 
producers loans and certain gains ar&ngt from tax-free contributions 
to the corporation); previously taxed income, which, as its name 
implies, represents the deemed distributions already taxed to the 
shareholder; find, then, other earnings and profits which a rife in a 
year or (to the extent the corporation was treated as an ordinary 
corporation rather than a D1SU.

Finally, a rule provides that where a nonresident alien or foreign 
corporation i$eeives a distribution iron! a DISC or has gain taxed as 
ordinary income on the sale of stock, it is to be taxed in the same 
manner as if the individual were a resident or domestic corporation— 
otherwise, the deferred income in. such cases might escape tax entirely. 
This is accomplished by designating this income as "effectively con 
nected" to the conduct of a trade or business within the united 
States.

Treatment of actual distributions.—Tho bill provides that actual 
distrifciiums by a DISC (or former DISC) to shareholders oat of 
earnings and profits are to be considered a» made, to the extent thereof, 
first out of Previously taxed income, then out of accumulated DISC 
income and finally out of other earnings and profit** of the corporation.
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The type of actual distribution referred to here does not include a 
distribution made in onW to qualify M * DISC (sec. 992(c)). 1 *

Accordingly, to the extant a DISC (or former DISC) has previously 
taxed income as a resuH of deemed distributions being taxed to 
shareholders, actual distributions are first considered as being made 
from this source (and, as subseouently indicated, to that extent are 
to be excluded from the shareholder's gross income " and are to reduce 
the basis of his DISC stock). Of course, amounts distributed out of 
previously taxed income reduce the amount of previously taxed in 
come of the corporation.

To the extent a distribution to a DISC's (or former DISC's) 
shareholders exceeds the previously taxed income, the distribution is 
to be treated as out of the accumulated DISC income (and as sub 
sequently discussed, is not eligible for tho dividends received de 
duction, but is generally treated as foreign source income).

The priority rules provided by the bill assure that, in the case of 
actual distributions, shareholders of a DISC (or former DISC) will 
be able to receive from the DISC amounts attributable to the deemed 
distributions, on which they previously have been taxed, prior to re 
ceiving taxable distributions. On the other hand, the rules insure 
that the shareholders must pay ti^tax on the DISC's tax-deferred 

.income before they may receive dividends from the other earnings 
and profits of a corporation which are eligible for the dividends 
received deduction.

Distributions to meet qualification requirements . — As previously 
indicated, a corporation seeking to qualify as a DISC which has an 
excess amount of nonaualified £ross receipts or nonqualified assets, is 
nevertheless pensritlecf to quality as a DISC if it makes a distribution 
of tho nonqualified amounts. Smce theas distributions are viewed as 
consisting of nonqualified receipts or assets, it is thought they should 
be currently subject to taxation. As a result, it is necessary to provide 
a different priority rule for this typo of distribution than that which 
applies in the case of other types of actual distributions to a DISC's 
shareholders.

To insure that these distributions are currently subject to taxation, 
they are trebled as made, first out of accumulated DISC income, then 
out of other earnings and profits, and finally out of previously taxed 
income, to the extend of each of these amounts.

of foa«tf.--Tho bill provides that if a DISC (o? former
DISC) kincurs a deficit in earnings and profits as a result of A loss, the 
deficit Is to be charged first to tho DISC's other earnings and profits, 
then to its accumulated DISC income, and finalJy to its previously 
taxed income, to the extent of each of these types of earnings. Since 
the DlSC's other earnings and profits have already borne tax at the 
corporate level, the deficit is charged against those earnings and profits

para** aUo do not Include dhtttbutto? to which r^lloa W<c) 
» dhUibuUoa to wtempttoo of itocfc). *» However, to the extent the pnriotn*} fcuwa income would redan the »hA«boWon tati* below aero,
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before it reduces the accumulated DISC income which has not yet 
been subjected to tax. 1 *

Because it is desired that each period of qualification as a DISC be 
treated separately, and that the deemed distribution resulting: from 
a disqualification or termination not be diminished by a deficit in 
earnings and profits occurring subsequent to the period of previous 
qualification, the bill provides that a deficit occurring subsequent to a 
period of qualification is not to be applied against the DISC income 
which it has been determined is to be deemed distributed to the share 
holders as a result of disqualification or termination.15

Treatment of deemed distributions. — Any deemed distribution to 
shareholders of a DISC (or former DISC§ is to be included in the 
shareholders1 gross income as a dividend and increase the corporation's 
previously taxed income. This treatment applies to deexnea distribu 
tions during qualified years as well as deemed distributions occurring 
upon the termination or disqualification of a DISC.

The amount of a deemed distribution made by a DISC'S shims- 
holders, if it is a deemed distribution upon disqualification or termina 
tion. also reduces accumulated DISC income. However, there is no 
similar reduction in accumulated DISC income for_ amount* which 
are deemed distributions during qualified years .since theae were 
taxed currently and not initially included in accumulated DISC 
income.

For example, assume an existing corporation (with earnings and 
profits of $200) becomes a DISC effective for the year 1975. Assume 
in that year, and the two following years, the corporation has DISC 
income (as of the end of the year) and deemed distributions as 
follows:

1175

OI$CfcK«i»e............................................................ £0 *78 fM

Assume further that during 1977 the DISC makes a cash distribution 
to its shareholders in the amount of $280. (As discussed below, the 
bill provides that doemed distributions are considered to have been 
*aade prior to any actual distributions during the year.) Thus, for the 
year 1977, the shareholders will he deemed to havereceived a distribution 
of $20, which will be taxable as a dividend. Accordingly, as of the efid 
of 1977, before taking the actual distribution into account] the DISC 
has previously taxed income of $45 resulting from the distributions

» For eJuunple, «*§oa» • corportUoo, irfaJcSi elected tob« UMda*»D18C bcttontacJo 1976, htt U»
Uowioc t>tT»jm recced;
ivn-w) of «*mto<» ud profit* (pejkw to Ucarataf » DISC)
l?7&-$10o/DI8€bicotw

t2 of prtrioiMijr taxed inecnno 
1977-110 0/DI8C ioeorat

ttoffcevjotMlytaxedJocott*

la lift; MUM tlaftU PIBC tecna • <fei^ ia^^
ISC, M oT ti* betionlaf olim, would h»« DISC ineorae eTSlO «sd

«r * tool toeud dl#WbaU«» of fW p« ytar. U t* eerrmSws fcaurrtd »
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deemed made by the corporation curing the years in which it was a 
DISC. Since the actual distribution of $280 made during 1977 is 
considered to have been made first from previously taxed income, the 
shareholders will be entitled to exclude $45 o? the distribution from 
income. The remaining portion of the distribution ($235) is considered 
to consist of $200 of DISC income, and finally of $35 of other earnings 
and profit*.

Priority of distribution*. — The bill provides that deemed distribu 
tions are considered to have beep made prior to actual distributions 
made during the same taxable year. Insofar as actual distributions 
are concerned, distributions to qualify the corporation as a DISC are 
considered to have been made prior to any other actual distributions 
made during the- seme taxable year."

Subsequent effect of- previous disposition of DISC stock. — As discussed 
above, the bill provides that a shareholder who disposes of his stock 
in a DISC (or former DISC) must, in certain instances, treat his gain 
realized as ordinary income to the extent of the accumulated DISC 
income attributable to the shares disposed of. Thus, to the extent of 
the gain treated as ordinary income the shareholder is treated as if 
he had received an actual distribution of accumulated DISC income. 
Since this ordinary income treatment arises only with respect to one 
shareholder, however, no adjustment is made at the corporate level 
to the accumulated DISC income or previously taxed income of the 
DISC. Adjustments at the corporate level reflect events affecting all 
the shareholders on a pro rat a oasis, rather than just one shareholder.

To provide appropriate treatment in the situation where only one 
shareholder is taxed on a portion of the corporation's accumulated 
DISC income by reason of a disposition of his stock the bill provides 
a special rule, Under this rule a subsequent holder of the stock is to 
have a special adjustment which, in effect, permits him to treat 
the receipt of a subsequent actual distribution (or a dee/jied distribu 
tion occurring as a result of the disqualification or termination of the 
DISC) of accumulated DISC income as if the distribution were made 
out of previously taxed income (and thus nontaxable) to the extent 
gain on the previous dispositions of the stock was taxed as ordinary 
income."

w To illustrate the application o( these priority rok^aaouroe an existing corporation (owned by 8 single 
shareholder), with accumulated earnings and profit* <rt 110, elect* to be treated M » DISC. At the end ol 
IU finit yew of operation M • DISC, it on DISC Incowe of W and pwriouaiy taxed income of 13. In tU 
nest year «r operatkxu, tt earn* DISC income oT 14. In April of that year, the DISC makes • qualifying 
distribution or M tor the preceding yew* In Jooe, the stock 6* the DISC? fa aogoired by another corporation 
In a taX'foe *'B" reorfaniaaUoa, which waits wither la tfee recognition & gain nor in ordinary income 
treatment lor tb* disposing shareholder. In Sepf-ober, th« DISC makes ar. astusl distribution to Its new

Unthea
w producer's kwuwhkfc to d**n^ to be dfctributed OG the ̂ h^^ 
(tt*$«qtielifV4Hnli*tribot$ont<»thelu*»^ rtairbolder.and 
the S3 deemed dittribatioo to tte new attanholdf), the 12 dwroed dbtributkm is ooa^idered \>i here beea 
made flat' The deemed distribution thucfe ordinary iueome to the new shareholder and tacwo»» preriously 
taxed inoouM by tbo same asaoont. The *6qB»l£fylnir distribution 1« cooridered to have b«en made next, 
fcnd it cootidercd to be mUreiy oat o( awanwilatod PISO lacowe (see. «HXa)(a)). Thai, the prior share 
holder o ' the DISC will hate ordinary Income In the amount el t&e tlfctribuUon and wiu not be entitled 
to the * videtkd mehred deduction wilh mpect to meh amooat >Tm«attttal<0«tribotk)ttlseomldered 
to turn been mideiMtia order and i«tion<idVfedQnt(Mtorp/eTk»aHyUiediDeotBe,ofwhieb the DISC
hat ̂  next out <rf««unukt«d DI8C ioeom« o/ wktoh the DI80 hm &, end test out* other Mrninfs 
and proflU, & which the DISC hat a wiBdant aj»«iEl ^ jonr thl* porUoo of toe actual distrllwtioo.
at haTins rteelTed |4 tavfree torn nrevtowly taied ineen*. IX BXKA OliC iaeome (whidi «Mdd »ct be

ia^wd pr«ftt»(woidiv«qldbtei%lhie

is<i«^t«S)ftB^i^lstea>^^ft»»it»%fiois^tsasa 
aetaat ttsteftgftMi to ihe jiarifrMir ef gi eot eC <.. II^KI



This special adjustment rule continues to apply oven though the 
stock is again transferred to another person.1 * It does not, however, 
apply with respect to gain on an acquisition by a DISC or Conner 
DISC of its stock or, in the. event of such an acquisition, to gain on a 
transaction nrior to the acquisition.

Since a redemption by a DISC of its stock is economically equivalent 
to the acquisition of die DISC stock by the remaining DISC share 
holders, the bill provides in this case for a reduction in the corpora 
tion's accumulated DISC income to the extent of the ordinary income 
realised (as a result of sec. 995(c)) by the redeemed shareholder upon 
the redemption. If the redeemed shareholder was entitled to the special 
adjustment rule, the corporation's accumulated DISC income also is 
to be reduced by the amount of the special adjustment, i.e., the 
amount of the DISC income which the redeemed shareholder ^ould 
have received tax-free. 1 '

Adjustments to basis. — When a shareholder of a DISC (or formed 
DISC) is taxed on a deemed distribution of an amount which remains 
in the corporation, it is in essence as if there had been an actual distri 
bution of the amount to the shareholder followed by a contribution 
by him of the amount to the corporation's capital. In the latter case, 
the basis of the shareholder's stock in the corporation would be in 
creased by the amount of the capital contribution. To provide the 
s&me treatment in the case of deemed distributions, the bill provides 
that the basis of a shareholder's stock in the corporation is to be 
increased by the amount taxed to him as a deemed distribution,

On the other hand, the tax-free receipt by a shareholder of a DISC 
or former DISC of an actual distribution out of previously taxed 
income is the equivalent of a tax-free distribution of capital which 
under normal rules would result in a reduction of the basis of his 
stock. Accordingly, ifc is provided that the basis of the shareholder's 
stock in the DISC is to be reduced by the amount received by him 
tax free from previously taxed income (including amounts received 
tax tree pursuant to the special adjustment rule). If a distribution of 
previously tax?d income exceeds the basis of the shareholder's stock, 
it is to be treated by him as gain from the sale or exchange of property.

Definitions oj divisions of earnings and profits; treatment of deemed 
distributions. —The bill provides that the earnings and profits of a 
DISC (or former DISC) are to be divisible into three separate cate 
gories.

The first division, DISC income, consists of those earnings and 
profits on which tax has been deferred because of the corporation's 
classification as a DISC in the year the income was earned. Thug, 
DISC income for a taxable year is the earnings and profits of a DISC 
durpg that year before reduction for any actual distributions made 
during she year but after reduction for interest on producer's loans and
gift fc h« tan after tewing received the 115 distribution from the DI8C which waft tec-taw to him under the 

. spedil edioatmentni]*, the «on would become entitled to tb* *jfcetal ftdjattmtnt rute. TJ* wnouat of the 
«!$*tm«tt, however, wouK oidy to ̂

eMfe,&MraUM*jnmtBtprevioaely 
.w actual dJ*tributk*j by the DISC to tte 

tu*frM to hvn.
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who tnwtc ftf of W» weopitetd gain an ordinary Income,
tb* »ctu»oJ*(*d DISC Income of the wportftow to to be rwfttMd to *a (1100 winot |«) a*»m«k ot'M
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the ordinary income portion of the gain on the sale of property 
previously transferred to a DISC in a nonrecognition exchange (sec. 
905(b)(l)) which is deemed distributed currently to shareholders. 
These latter amounts are omitted from DISC income, since they are 
taxed currently to the shareholders of a DISC and, therefore, do not 
represent earnings of a DISC on which tax has been deferred. If a DISC, 
because of ite ownership of stock in a controlled foreign corporation, 
must include any amounts in its gross income, as a result of the appli 
cation of sub^art F, these amounts also are to be included in the DISC 
income division ot earnings and profits for the year included in the 
DISC'S taxable income.

In the phase-in yearn, since the DISC itself is to be subject to a 
partial tax liability, the corporation is not to include hi the DISC 
income division those eanungs=aad=f>rofits on which the DISC itself 
must pay tax. For example, assume that during the first year of its 
DISC election & corporation had taxable income and earnings and 
profits of $200,000. If thb was a taxable year beginning in 1971, its 
tax liability would be 50j>ercent of the tax liability which would be 
imposed 1C it were not a DISC. (Its tax liability as a DISC, assuming 
a 50-perceftt rate, would thus be one-half of $100,000, or $50,000.) In 
computing the DISC income attributable to 1971, it would be neces 
sary, therefore, to allocate onejialf of the corporation's earnings and 
profits before tax to the DISC income division and the remaining half 
(reduced for the tax paid) to the division of "other earnings and 
profits". Accumulated DISC income is the aggregate of DISC in- 
come for the current and all prior years reduced by actual distribu 
tions (to the extent these distributions are treated as made out of 
DISC income) and deemed distributions attributable to disqualifica 
tion or termination of an election (sec. 9B5(b)(2)),

The second division of a DISC'S earnings and profits is previously 
taxed income. The amounts in this division represent the total of the 
amounts previously taxed to shareholders as deemed distributions 
(under sec. 995(b)), including both, distributions when the corporation 
was and was not qualified as a DISC. Thus, if & shareholder is deemed 
to have received a distribution as a result of the termination of a 
DISC election^ or the failure of the corporation to qualify as a DISC, 
or if he received a deemed distribution related to a qualified year of 
a DISC, the amount of any such deemed distribution is to increase 
previously taxed income and, m the case of adeemed distribution result 
ing from termination or disqualification, reduce accumulated DISC 
income.

The third division of a DISC'S earnings and profits, is referred to as 
"other earnings and profits." Thkhes reference to those earnings and 
profits of & DISC which were accumulated while the corporation WAS 
uos taxed as a DISC (i.e., in a year prior to i\ho corporation's election, 
<r>? subsequent to the election it it did not qualify for the year) and to 
those earnings and profits which it earned during the phase-in period 
to the extent they were taxed currently. These are the "normal" 
earnings and profits of a DISC wjtich are the same as the earnings and 
profits of an ordinary corporation which never was a B'lSG. As a 
mult,, these earnings and profit* when distributed are eligible for the 
dividends received deduction, and ar* not treated as foreign source
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Effectively connected income.—The bill treats all actual and deemed 
distributions and gains which are taxed as ordinary income, insofar as 
shareholders of a DISC who are nonresident aliens or foreign corpora 
tions are concerned, as effectively connected with the conduct of a 
trade or business conducted through a permanent establishment by 
{he shareholder within the United States. The effect of this provision 
is to place distributions from a DISC (both deemed and actual) and 
gains on the disposition of DISC stock treated as ordinary income 
(pursuant to sec. 995(c)) in the category of income which is subject 
to U.S. tax, when received by nonresident aliens and foreign corpora 
tions, on a net income basis and at the regular rate of tax.
(c) Special tubchapicr C rules (sec. 402 of the bill and we. 997 of the

code)
The amount distributed in the case of a distribution of property (as 

distinct from money) to a corporate distributee usually is measured 
by reference to the basis of the property distributed, rather than its 
fair market value as is the case with distributions to individuals. In
addition, the basis of property received fry a corporate distributee 
usually is the adjusted basis of property distributed in the hands of 
the distributing corporation. (See sees. 301(b)(l)(B)%and 301(d){2)). 
However, since the distribution of property from a DISC7 out of DISC 
income or previously taxed income, is includable in the income of the 
recipient in full (or, in the case of previously taxed income, has pre 
viously been so included), without benefit of the dividends received 
deduction, it is more appropriate to treat the distributions under the 
same rules as apply to distributions to individuals. In this case, there 
is not the possibility of two taxes as there usually is where the divi 
dends received deduction, is not available and one corporation makes 
a distribution to another corporation.

Consequent! v, the bill provides that the rules ajjplbable to distri 
butions to an individual are to ajroly to distributions by a DISC to 
the extent they are out of DISC income or previously taxed income 
(5mt not to the extent they are out of other earnings and profits where 
there is the possibility of a double tax). Thus, the amount of these 
distributions in property are to be measured by the fair market value 
of tb^ property distributed and the basis of the property distributed 
m tb£ hands of the corporate distributee is to be its fair mark at value 
at the time of the distribution. To the extnet that the distribution is 
out of the other earnings and -profits of a DISC, the normal rules of 
section 301 are to apply.

The special rule described above, of courset has application to dis 
tributions by a former DISC to & corporate distributee, to the extent 
the distributions are out of the corporation's accumulated DISC 
income or previously taxed income.
4. Miscii^\KKOU8 PROVISIONS

Dividends mvivtd deduction (tec. 403(a) ojifolnttand uc.

Generally, a corporation receiving a dividend from a dr/mestic 
corporation w entitled to a deduction (usually equal to 85 percent of 
the dividend) in computing its taxable income. This intcr^or^rmt* 
dividend* received deduction is designed to prevent, for the most part, 
*hs multiple taxation of corporate earnings as they p*$s from one 
<x*por*t«m to «*<$««*, $&ee * DISC M $&%, how«w, subject to



taxation on its earnings and profits as » DISC, there U no reason to 
provide for an intercorporate dividends received deduction for divi 
dends distributed to corporate shareholders of a DISC.

As ft result, the bill provides that the dividends received deduction 
in not to be available to corporate distributees to the extent dividends 
from a DISC (or former DISC) are out of accumulated DISC income, 
or previously taxed income, or are a deemed distribution in a year in 
which a corporation qualifies as a DISC (under sec. 995(b)(l)).

If, however, the dividend is made out of other earnings and profits, 
a corporate distributee is to be entitled to a dividends received deduc 
tion in the same manner and to the same extent as under the rules 
applicable to a distribution from a regular corporation under existing 
law.
(6) Foreign tax credit (sec. 403(b) o/the bill and sec. 901 (d) of the code) 

The bill makes the foreign tax credit available to shareholders of a 
DISC (or former DISC) for any foreign income taxes paid by the 
corporation with respect to certain distributions (whether deemed or 
actual). This is accomplished by providing that dividends from a 
DISC (or former DISC) are to be treated as dividends from a foreign 
corporation to the extent the dividends wo treated as from sources 
without the United States. An amendment to the source rules (adding 
sec 861 (a)(2)(D) to the code), provides that dividends from a DISC 
are to be considered to be from sources without the United States 
to tiie extent Attributable (as determined under regulations to be 
prescribed) to cmalified export receipts (other than interest from U.S. 
sources) of the'DISC.

By treating dividends from a DISC (or former DISC) as from a 
foreign corporation, to the extent the dividends are attributable to 
qualified export receipts (other than United States source interest), a 
corporate shareholder becomes entitled to the "deemed paid'1 foreign 
tax credit (section 90fc of the code) with respect to any foreign income 
taxes paid by the DISC (or former DISC).

The classification of dividends as from sources without the United 
States (to the extent attributable to qualified export receipts other 
than United States source' interest), will allow a shareholder of a 
DISC to take such amounts into consideration in computing *he 
shareholder's applicable limitation on the foreign tax credit; Thus, a 
DISC shareholder, electing the overall limitation provided for by 
section 904(a) (2), may treat dividends from a DISC, including deamed 
distributions, made out of DISC income and attributable to qualified 
export receipts (other than interest from U.S* sources), as from sources 
without the United States in computing the numerator of the traction 
which imposes the overall limitation on ,tho foreign tax credit.
(e) Western hemisphere Trade Corporate** (stc. $*%) oftfabitt and

wfi,$$8ofth*code)
The Mil provides that a corporation which is a DISC for a taxable 

year and which also would otherwise qualify as a Western Hemisphere 
trade corporation for the year is not to be allowed the special Wwtern 
Hemisphere trade corporation deduction (which is equivalent to a 14 
r>erc^Qtftge pcint rate reduction) for that year. Moreover, this deduc 
tion is not to bo available rlurijsgthe transition period for a corporatkrtx 
electing DISC treatment even though in the transition years it is afoo 
partiajiy subject to the regular corporate tax Denial of Uw deduction
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will insure that during this period it DISC does not receive the double 
benefit of Weetern Hemisphere trade corporation treatment and DISC 
treatment. The special deduction is available to a former DISC if it 
otherwise qualifies for the deduction.

In addition, the bill also provides that a corporation may not 
receive the special Western Hemisphere trade corporation treatment 
for any year for which it owns stock in a DISC or former DISC. It 
would be inappropriate to accord tax-deferred st*Ui« to a DISC'S 
profits when earned by the DISC and, in addition, the special Western 
Hemisphere trade corporation tax rates on those profits when they 
are distributed by the DISC.
(d) Possessions' corporations (sec. 403 (d) of the bill and see. 931 (a) of

the code)
Under present law, a U.S. corporation is treated as a possessions' 

corporation if most of its income is derived from a possession. A 
possessions' corporation is taxable by the United States only on 
its U.S. source income. If a possessions' corporation were allowed 
this special treatment for a taxable year in which it was t. share 
holder in a DISC or former DISC, the tax-deferred profit* of thu 
DISC or former DISC which were distributed or deemed distributed 
to the possessions' corporation would be free of tax in the possessions' 
corporation's hands, since they are not treated as U.S. source income, 
To prevent this result, the bill provides that the special possessions' 
corporation treatment is not to DO available to a corporation for any 
year j$ which it owns stock in a DISC or former DISC. The bill also 
provides that the special treatment is not to be available to a corpora 
tion for any year in which it, iteelf, is a DISC.
(e) Consolidated tax returns (sec. 40S(e) of the bill and sec. 1604$) of

(he code)
The bill provides that ft DISC or former DISC may not be included 

in a group of affiliated corporations electing to file a consolidated t*x 
return. In affiliated group of corporations which files & consolidated 
tax return, in effect, is allowed a 100 percent dividends received 
deduction on dividends flowing from one member of the group to 
another. The allowance of this treatment; like the allowance of the 
general dividends received deduction, is not compatible with the 
principle that earnings of a DISC are not to be taxed in the hands 
of the DISC but rather are to be taxed in the hands of Its shareholders.
(g) Special rule with respect to DISC' stock acquired from a decedent 

(sec. 40S(f) of (he bm and sec. 1014($) of fa code)
In order to prevent the possibility of a DISC shareholder, who 

receives stock of a DISC (or former DISC) from a decedent, fron? 
escaping taxation on tie DISC income attributable to those shares 
when they are disposed of by him, your committee has provided a 
sDecial basis rule with ruapect to such stock when Acquired front * 
decedent.

An amendment to the general baais rule relating to property 
acquired from a decedent (sec. 1014) provides that the bails sacdbed 
stock of a DISC (or former DISC) grated from a decedent w to be 
the basis of the property determined iradet the general rule in sudb 
ca«e§ (fair market value upon th« applicable estate tax valuation d&te) 
but reduced by the amount which woald h*w been treated as ordinary 
moos* (under sec. W5(c)) had the dec^lent Jired and sold the DISC
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date. Thus, the bask of DISC stock in the hands of an individual 
acquiring such stock from a decedent is still to reflect the potential 
taxation to such individual (as ordinary income) of the DISC income 
attributable to the acquired shares.

This rule can be illustrated by assuming that A, possessing DISC 
stock with a basis of $60 in his hands, dies when the stock has a fair 
market value of $100. Assume further that A's fiduciary elects the 
date of death valuation for Federal estate tax purposes. If the DISC 
income attributable to the inherited shares is $30, the bads of such 
stock to the legatee (B) would be $70 (the fair market value at death. 
$100, reduced by the amount, $30, which would have baen treated 
as ordinary income if the stock had been sold by the decedent on the 
date of death). Consequently, the subsequent sale of the inherited 
DISC stock by B for $100 would (assuming no decrease hi the DISC 
income attributable to such shares) generate $30 of ordinary income 
toB,

The rule provided by your committee has application whenever 
stock of a DISC (or former DISC) is included in the dependent's gross 
estate for Federal estate tax purposes. For example, if the DISC 
stock in the above example had oeen transferred by A to B in contem 
plation of death, the property would have been included in the 
decedent's gross estate and the basis in B's hands would be determined 
under the DISC rules in the same manner as if the stock had been 
acquired by B as a result of A's death.

Where the decedent's fiduciary elects the alternate valuation date 
for Federal estate tax purposes (mirsuanfe to sec. 2032), m computing 
the gain which the decedent would "have bad if he had sold the DISC 
stock on the alternate valuation date, his basis is to be determined 
with reduction for any distributions which may have been made, after 
the date of the decedent's ̂ death and before the alternate valuation 
date, from the DISC'S previously taxed income. By providing that the 
decedent's basis in the hypothetical sale is reduced by poefc-death 
distributions from previously taxed income, it is insured that the basis 
of the beneficiary will reflect the fact that a distribution has been 
made from previously taxed income during administration and prior 
to the alternate valuation date. For example, assume that A dies 
possessing DISC stock with a basis of $100, which stock is bequeathed 
to B. If the stock has a value of $110 on the alternate valuation date, 
its basis to B (assuming that the corporation has $50 of DISC income 
and $10 of previously taxed income) would be $100 ($110 has $10, 
the amount which would Have been treated as ordinary income if the 
decedent had lived and sold the stock on the alternate valuation date), 
On the other hand, if a distribution of $10 had been made from 
previously taxed income prior to the alternate valuation date, 3's 
basis would be $90 ($100, the fair market value of the stock on the 
alternate valuation d»w>, less $10> the amount which would have bcai 
treated as ordinary income if the decedent had lived and sold the 
stock on the ntJternate valuation date),
(A) Procedure an</ administration (see. 405 of the bill and o&x, 6011,

Tb« bill provides various reporting and racordketoi^g procedures 
for corporations which ara or WOT* DISC's. A DISC is to file a tax 
return x&r its Ua&b year on or tafore the 15th day of the 9th month
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by the Treasury. A DISC or former DISC also must furnish for a 
taxable year such information to the Internal Revenue Service, and 
to Any persons who were shareholders of the corporation at any time 
during the taxable year, as the Treasury requires by regulations. In 
addition, a DISC or former DISC must keep such records as are re 
quired by Treasury regulations.

Generally, the statute of limitations on the assessment of tax by the 
Internal Revenue Service against a corporation begins to run on the 
due date for the corporation's tax return (if the return is filed by that 
time). For purposes of applying this rule, the bill provides that if a 
corporation in good faith determines it is a DISC *nd files a DISC tax 
return for a taxable year, that tax return is to be considered as a regular 
corporate tax return. Thus, if the corporation subsequently is held not 
to be a DISC for the year, the filing of the DISC tax return will have 
started the statute of limitations running for purposes of assessments 
of tax against the corporation.

Penalties (which are in addition to the penalties provided in section 
7203 regarding willful failures to file returns, supply information, or 
pay taxes) are provided for a failure to file a DISC tax return or to 
supply the information required under the bill. In the case of a failure 
to supply information, the penalty is to be $100 for each failure but the 
total penalty imposed for a calendar year with respect to failures to 
supply information may not exceed $25,000. In the case of & failure to 
file a VISC tax return, a penalty of $1,000 is imposed. These penalties, 
however, ere not to apply in any case where the faulure to supply 
information or file a DISC tax return is due to reasonable cause.
5. EXPORT TRADE CORPORATIONS (Sic. 407 OF THE BILL)

Under present law, a U.S. parent corporation of a controlled foreign 
subsidiary is subject to tax currently on the foreign subsidiary's 
subpart F income (generally its trading, etc., income). If the foreign 
subsidiary, however, derives its trading income from the sale of U.S. 
exports and invests that income in export trade assets, then the tax 
liability of the parent company on a subsidiary's income is deferred as 
long as it. remains invested in the exoort trade assets. To a large extent, 
the export trade corporation provisions of present law serve the same 
objective which the DISC treatment provided by your committee's 
bul is designed to serve. Since there is a substantial overlap between 
these two sets of provisions, your committee believes it is appropriate 
to repeal ihe export trado corporation provisions of present law alter 
the expiration of the transition period under the DISC program and, in 
addition} to allow a parent corporation to transfer asseto from it* 
export trade corporation subsidiary to a DISC subsidiary without 
immediate tax consequences,

The bill provides that if a parent corporation directly owns all 
the outstanding stock of an export trade corporation ard all th« 
outstanding stock of » DISC, then no gain or lose or immediate 
income tax consequences are to result to any of the corporation** 
involved, if the export trade corporation contributes property to tib 
DISC m wftuations where the following three conditions are satisfied. 
First, the amount transferred to the DISC must be at least equal to the 
amount of the export trade corporation's untaxed subpart F income 
(ie., the previously earned subpart F income on which tax bap IHXJU
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deferred by virtue of export trade corporation treatment). Second, 
the transfer miwt occur on the last day of a taxable year of the export 
trade corporation which begins before 1975. Finally, at the time 01 the 
transfer, the export trade corporation may not have any earnings and 
profit* which although previously taxed under subpart F to its parent 
company have not yet Doen distributed to the parent company.

If the above described conditions are satisfied with respect to a 
transfer of property from an export trade corporation to a DISC, the 
bill provides that a series of adjustments are to be made with respect 
to the export trade corporation and the DISC to reflect the fact that 
the export trade corporation's tax deferred earnings have been trans 
ferred to the DISC. First, the earnings and profit* of the DISC and 
its accumulated DISC income (i.e., its tax deferred income) are to be 
increased by the amount of any earnings and profits transferred to 
it (and the export trade corporation's earnings and profits are to be 
reduced by the same &mouut). This is to occur even if the amount 
transferred to the DISC is in excess of the export trade corporation's 
untaxed subpart F Income, since the excess represents other untaxed 
foreign earnings, These amounts are to be treated as foreign source 
income when distributed by the DISC and the taxes paid by the 
export trade corporation on its earnings which are transferred to the 
DISC, in effect, are to be considered as paid by the DISC for purposes 
of determining the allowable deemed paid foreign tax credit which i\ 
corporate shareholder of the DISC is entitled to when it receives a 
dividend from the DISC.

Adjustments to the basis of the parent company's stock in the 
export trade corporation and the DISC also are provided by the bill 
so as to Uke account of the fact that all, or a portion, of the parent 
company's investment in its export trade corporation subsidiary has 
been transferred to its DISC subsidiary. It is provider1 that the basis 
of the jjarent's stock in the export trade corporation w to be reduced 
proportionately by the nercentage of the export trade corporation's 
assets (measured by their adjusted basis) transferred to the DISC. 
For example, if 25 percent of an export trade corporation's assets were 
transferred to a DISC and the parent company's basis for its stock in 
the export trade corporation was $1 million, then that basis is to be 
reduced to $750.000. The amount by which the basis of the parent 
company Js stock in its export trade corporation subsidiary is reduced 
is to be added to the bams of its stock in its DISC subsidiary.

In determining the amount of property transferred from, an export 
trade corporation subsidiary to a DISC subsidiary, the bill provides 
that the amount transferred is to be tho adjusted oasis of the trans 
ferred property with proper adjustment bdngtaade for any indebted 
ness secured by the property or assumed by the DISC in connection 
with the transfer.

The rules discussed above apply in tha situation where the parent
• a -* «» A *»*• " . -ib &*• * -* * , » i &-company directly owns all of the stock of both its export trade cor- 

jwration subsidiary and its DISC sub«idiary. In situations where 
either the 100 percent ownership requirement is not met or $he direct 
ownership requirement is not met, the bill provides that the rules 
discussed above are to be applicable to the extent, and in accordance 
with such rules, as the Secretary of ihe Treasury provides % reg 
ulations.

As indicated above, t&e report trade corporation provisions of 
present law are to be repealed for taxable yenw beginning after 1974.
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It is possible that an export trade corporation at tho time of the 
repeal will still have uatixed subpart F income. It may not have 
transferred its un taxed subpart F income by that time to a DISC 
under the rules discussed above. In such a case, it would appear that 
the corporation no longer intends to use the income in the export 
feiismessrand, accordingly, the bill provides thai the corporation's 
ttntaxed subpart F income is to be taxed as if it had been raUbly 
withdrawn from the export business over a 10-year period, In such 
a case, the amount of tqe former export trade corporation'* untaxwi 
subpart F income which it has at the end of its last taxable year to 
which the export trade corporation provisions apply (i.e., its last 
taxable year beginning before 1975} is to be ratably taxed to the 
shareholders of the corporation as subpart F income over the 10-year 
period beginning with its first taxable year after 1974. Thede-amounto 
are to be included in the shareholders' gross incoiae»JS^«thetLor not 
the foreign corporation makes a minimum distribution election, in 
the same manner as would occur under present law if the untaxed 
income were withdrawn from investment in export trade assets.
6. SUBMISSION OF ANNUAL REPORTS TO CONGRESS (See. 408 or THE

In order that the Congress may be apprised of the effects of the 
DISC treatment provided by the bill it is provided that the President 
is to submit an annual report to Congress setting forth an anaMs of 
the operation and effect of the DISC system of taxation. Amoi;g 
other things, the report is to include an analysis of the revenue djjfecte 
of the DISC system as well as. its effects on the balance of trade of the 
United States.

These reports, which are to begin with the report for calendar j&ar 
1971, are to be submitted to the Congress within 15# months ^flow 
ing the close of each calendar year.

L. OTHER TRADE MATTERSi
There are a number of trade issues which were presented to the 

Committee during the course of its public hearing ana in the executive 
sessions on whicn the committee nag no legislative proposal at i&* 
time, but ou which the committee does have certain views.

/* f
f ! '

U.S. AGRICULTURAL EXPOBTS .'-'•if

Your committee was seriously disturbed by testimony reaped ing 
trade problems create/! for American agriculture by the agricultural 
policies of some of our trading partners. These policies are fearstfaig 
U.S. farm product exports in two major ways. First, variable iwm 
and/or import quotas— k»£h particularly burdensome forms of non- 
tgriff trade barriers—insulate the markets of the protecting countries 
from the competition of more efficient suppliers and thus reduce or 
eliminate imports. Second, surpluses stimulated bv high prices in the 
protected countries are being moved into world trade channels through

'fib© failure cf others te mitigate the impact thoir agricultural 
policies &re hoviag on the world is a matter of deep concern, U.S. 
exporls of variable levy products to the European Community have 
faH&t by 40perc8iit sisce 1967. Total U.S. agricultural exports to ia* 
European Community dropped by 14 percent. On the other hind,
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U.S. imports of competitive agricultural products over the same period 
have increased by 15 percent. European Community grain policies 
have resulted in a drop in European Community net imports from 12 
million tons to less than 2 million tons over the last 3 years. This has 
iiad significant repercussions on world tride. Moves by the United 
Kingdom toward increased agricultural protectionism and the prospect 
of increased reliance on a variable levy system have also contributed 
to growing world agricultural isolationism. We cannot hope for a 
better climate until the current trends in agricultural policy are arrested. 
Specifically, the price of grains in Europe needs to be significantly 
reduced ana subsidies need to be limited. The further extension of 
restrictionist policies to other products would be verv damaging. Any 
impediment to access for soybeans and soybean products would be of 
great concern.

VOLUNTARY STEEL ARRANGEMENT
Among those industry situations reviewed by the committee in 

terms of rapidly increasing imports and rising; proportion of domestic 
market accounted for by imports is the position of the domestic steel 
industry. The attention of your committee has been called to the fact 
that the voluntary arrangements entered into by the European Coal 
and Steel Community and Japanese steel producers are to remain in 
effect untO the end of 1971. It is understood that these arrangements 
provide for annual increases in exports to the U.S. and involve a 
commitment to maintain both product and geographic distribution 
patterns based on trade prior to the undertaking by the foreign steel 
producers. Your committee believes that this arrangement was 
necessary to forestall a serious deterioration in the domestic steel 
market insofar as domestic steel producers are concerned. Accordingly, 
it is the sentiment of the committee that the administration should 
endeavor to have these voluntary undertakings extended and im 
proved in order to assure a stable domestic steel industry and an 
adequate supply of ateel for the American economy in the future. 
It is hoped that the problems of international marketing of steel as 
recognized by the voluntary arrangement, would also be recognized 
by the steel industries in countries not party to the agreement, par 
ticularly those which export substantial quantities of carbon and 
specialty steel products to the United States.

INTERNATIONAL LABOR STANDARDS
Your committee is very much aware of the employment problems 

that osa result from economic adjustments created by present trends 
both in imports into the United States and foreign investment decimons 
involving shifts of productive capacity abroad. These problems were 
reviewed by the committee in its consideration of H.R. 14188 con 
cerning U.S. component* and articles assembled abroad, which is 
commented on below.

In tir bill the committee has adhered to the concept that differen 
tials in !abor costs must be viewed within the context of labor costs 
involved in a unit of production. Nevertheless, the huge differentials 
which exist between united States wage costs and those of many 
other countries pose extremely difficult competitive problems for 
some domestic industries as the committee has recognised in the
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temporary measures provided for in Title II with regard to textile and 
footwear.

The committee has in its amendments of the tariff adjustment 
provisions also provided means whereby serious injury stemming 
from such wage differentials can be dealt with on a temporary basis 
giving time for the adjustment process. For the long run, however, 
the committee feels that it is in the interest of trade liberalization and 
expansion that the trade agreements program include formal pro 
cedures under which unfair labor conditions can be dealt with.

Your committee is of the opinion that the President as soou as 
practicable should take steps with respect to trade agreements which 
would lead to the elimination of unfair labor conditions which sub 
stantially disrupt international trade. Machinery should be bet up in 
trade agreements to which the United States is a party which would 
include: (1) the recognition .of principles with respect to earnings, 
hours, and conditions of employment of workers; (2) the develoo- 
ment of a complaint procedure under which situations of unfair 
labor conditions affecting international trade could be brought before 
the parties to the agreement for appropriate remedial action; and (3) 
the establishment of a system of periodic reports by all parties to the 
agreements on earnings, hours, and conditions of employment for the 
workers in the exporting industries of the countries involved.

ARTICLES ASSEMBLED ABROAD WITH U.S. COMPOKJ*NI»
Your committee received a great deal of testimony with respect to 

the issues involved in H.R. 14188, the purpose of which is to provide 
for the repeal of item 807.00 of the taiiff schedules. H.R. 14188 pro 
vides for the termination of the reduced duty status of imported 
articles which contain U.S. components exported abroad for the pur 
pose of assembly and return to tho United States. During the period 
1966 through 1969, the total value of imports under item 807.00 and 
806.30, a similar provision which provides for a partial exemption from 
duty for U.S. articles of metal exported for processing ancl roinojportcd 
for further processing, rose from $953 million to $1.8 bfiKoiL ouch a 
growth in the use 01 these tariff provisions is an indication of the 
economic force at work, particularly with regard to labor costs in labor 
intensive operations.

The committee recognizes that in some United States firms the 
provisions, wliich have the effect of providing a tariff ^reference for 
products containing U.S. materials, improve tne competitive position 
of the U.S. firms vis^a-vis products of wholly foreign origin. In some 
respects the competitive'position of the domestic firms can be im 
proved to the extent of providing an encouragement to United States 
exports. On the other a&nd, the committee is seriously concerned 
that the duty advantage may have the effect of encouraging the 
exports of job opportunities front the United States, particularly in 
those operations which are labor intensive.

The President requested last year that the TJ .S. Tariff Commission 
make a study of these two provisions, and the results of that study are 
to be sent to the President by August 31, 1970. In view of the Tarm* 
Commi»,ion study, the committee nas determined not to prooose any 
changes in the existing provisions until the results of the Tariff Com- 
missi m study become available. At tho same time, the committee

49-250 O-10-—7
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would urge that those appropriate agencies in the executive branch 
promptly review the Tariff Commission, report and submit to the 
Congress such recommendation as may be needed to assure that the 
use of these provisions will not endanger the overall job opportunities 
of United States workers, or encourage working conditions-abroad 
inconsistent with the improvement of Tabor standards in the United 
States and in other countries.

OTHER BARRIERS TO TRADE
Further trade liberalization is dependent upon the dismantling of 

the many unjustifiable and uneconomic burdens on world commerce. 
The failure to deal with non-tarin* barriers is threatening the basic 
foundation of reciprocity and what the United States believed to Jta a 
mutually beneficial exchange of tariff concessions in past negotiations. 
Despite continued efforts in the General Agreement on Tariffs and 
Trade and other international forums, including the OECD, and in 
bilateral discussions, insufficient progress is being made in reducing or 
eliminating such barriers to international trade. The committee has 
recognized this growing problem in its amendments to section 252 of 
the Trade Expansion Act.

There is much that can and should be done in lifting the burdens 
from United States exports, and the administration should vigorously 
pursue this goal in discussions with our trading partners.

Unlike tariffs, prior Congressional delegation of authority to the 
President to reduce barriers to trade, other than tariffs, is difficult 
to embody in legislation because these restrictions often have their 
roots in purely domestic concerns that are only indirectly related to 
foreign trade and are imbedded in domestic laws and practices. Many 
such barriers would require legislative action to accomplish their 
removal. To some degree, the nature of such Actions might not finally 
be clear until negotiations had shown what is possible.

In view of these difficulties, your committee does not consider it 
appropriate or feasible to consider legislation regarding the inter 
national negotiations on barriers to trade other than tariffs until the 
specific details of such legislation are clear. In this respect, representa 
tives of the executive branch should consult with this committee and 
such other committees of the Congress, as may be appropriate, in the 
examination of possible changes hi domestic law which might be called 
for as a result of international negotiations in order to benefit from 
Congressional views on the future development of acceptable standards 
of conduct in ̂  international trade practices. Subject to such con 
sultation and in consideration of the subsequent enactment of any 
necessaryjmplementing legislation, the President should continue to 
discuss with other countries the means by which barriers to trade, 
other than tariffs, can be reduced or eliminated.

^ In addition, the committee believes that the international harmo 
nization of standards for industrial and agricultural products and the 
adoption of common quality assurance ai?.d certification schemes merit 
immediate consideration. Decisions being made today with respect to 
international harmonization of product standards are extremely im 
portant to the future growth of U.S. exports. Producers, for example, 
can manufacture a single model that will rceet tho requirements of 
many countries instead of having to manufacture weral models to 
meet varying national standards requirements. And mutual recogni-
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tion of quality testing saves producers the expense and time involved 
in undergoing tests in each market. But if these arrangements are 
exclusive, they become trade barriers by discriminating against the 
product of third countries. To prevent such discrimination and to 
fully anjoy their benefits countries willing and able to assume the 
responsibilities of membership should be free to join in these 
undertakings.

In order for the United States to effectively participate in interna 
tional harmonization and certification schemes there must be full 
cooperation and coordination between government and industry in 
standard matters.

Bofch government and industry should now take whatever stops are 
neceaaary to ensure that U.S. exports are not denied the opportunities 
offered by international efforts directed toward standards Harmoniza 
tion and certification. In particular, this will require adequate funding 
of U.S. participation in international standards writine and insuring 
that the United States possesses the institutional facilities necessary 
to take part in testing and certification arrangements. The Depart 
ment of Commerce is the logical agency within the U.S. Government 
to initiate and coordinate these efforts as they relate to industrial 
products.

STUDY OP MEAT IMPORTS
During the course of testimony presented to the committee, on 

meat importation and the laws related thereto, there appeared to 
be some controversy as to whether there is a change in the composition 
of beef imports. The Tariff Commission is presently working on a 
survey of markets for imported beef. Since information will be avail 
able to the Department or Agriculture from the Commission, and other 
sources, the committee requests that the Department of Agriculture 
provide it with a study on imported moat.

V. TECHNICAL EXPLANATION OF THE BILL
Section 1. Short title

Section 1 of the bill provides that the bill when enacted may be 
cited as the "Trade Act of 1970".

TITLE I—AMENDMENTS TO THE TRADE EXPANSION
ACt OF 1062

CHAPTER 1—TRADE AGREEMENTS
Section 101. Ifasic Authority for Trade Agreement*

Section 101 (a) of the bill amends section 201 (a) (1) oi the Trade 
Expansion Act of 1962 (hereinafter In this explanation referred to 
as *'1962 Act") so as to extend until the close of June 30, 1973, the 
period during which the President may enter into trade agreements 
with foreign countries and instrumentalities under the 1962 Act.

Section 101 (b) of the bill amends section 201(b)(l) of the 1962 
Act to provide that no proclamation mwb by the President to carry 
out any trade agreement entered into during the period July 1, 1967, 
through June 30,1973, may decrease any rate of duty to & rate below 
the lower of (1) the rate 20 percent below the rate existing on July 1, 
1967 (as defined in section 101(d) of the bill); or (2) the rate 2 percent
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ad valorem (or ad valorem equivalent) below the rate existing on July 
1,1967.

Section 101(c) amends sections 202, 211 (a) and (e), 212, 213(a), 
and 221 of the 1962 Act. These sections provided that the limits on 
the authority contained in section 201(b)(l) of the 1962 Act were 
not to apply in specified cases (so that the rate of duty could have 
been reduced to zero). The specified cases were articles having a 1962 
rate of duty of 5 percent ad valorem or less, articles in any category 
for which the United States and the European Economic Com 
munity accounted for 80 percent or more of the aggregated world 
export value of all such articles, and certain agricultural, tropical 
agricultural, and forestry commodities. These amendments make it 
clear that these exception^ waiving the limitations oil the decreases 
in duty will not apply to the new authority granted by the bill.

Section 101 (d) of the bill amends section 256 of the 1962 Act to 
provide that the rate of duty "existing on July 1, 1967" which may 
pe reduced for the purposes of carrying out a trade agreement entered 
into on or after such date is the lowest nonpreferential rate of duty 
(however, established, and even though temporarily suspended by 
Act of Congress or otherwise) existing on such date or (if lower) the 
lowest nonpreferential rate to which the United States was committed 
on July 1, 1967, and with respect to which a proclamation was in 
effect on July 1, 1970.
Section 108. Staging Requirements

Subsections (a) and (b) of section 102 of the bill amend subsections 
(a) and (c) of section 253 of the 1962 Act so as to apply the staging 
requirements therein only to rate reductions made pursuant to trade 
agreements entered into under such Act before July 1, 1967.

Section 102(c) of the bill rulesignates subsection (d) of such section 
253 as subsection (e) and adds a now subsection (d) which provides 
that any rate reduction made pursuant to a trade agreement entered 
into under the amendment made by section 101 (a) of the bill cannot 
take effect more rapidly than if it took effect in two equal installments 
with 1 year intervening between the installments. New section 253(d) 
also provides that in applying such staging requirements, any reduc 
tions with respect to an article made under a trade agreement entered 
into before July 1, 1967 and which have not taken effect on the date 
of the first proclamation under a new agreement are to be included 
within the aggregate duty reduction made with respect to such article 
under the new agreement.

Section 102(d) of the bill makes technical amendments to section 
253(e) (as rede&ignated by section 102(c) of the bill).
Section 10$. foreign Import Restrictions and Discriminatory Acts

Section 252 (a) (3) of the 1962 Act is amended by section 103 (a) 
of the bill to strike out the word "agricultund" each place it appears 
in ̂ the phraso "United States agricultural products . The effect of 
this change is to provide that the President may, without regard to 
any provision of a trade agreement, impose duties or other import 
restrictions on the products of a foreign country in order to obtain 
the removal, or prevent the estabttsltmeni, of unjustifiable import 
restrictions imposed by such countrv against any ty|>e of United 
Sutes product (whether or not agricultural) and to provide access for 
any such product to the markets of such country on an equitable basis.
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Section 103 (b) of the bill amends section 252 (b) of the 1962 Act to 
provide that the action provided for in such section 252 (b) (that is, 
the suspension, withdrawal, or prevention of the application of the 
benefits of trade agreement concessions; the refraining from proclaim 
ing the benefits of such concessions; or the imposition of duties or other 
import restrictions under the amendment made by section 103 (c) of 
the bill) is to apply in the case of any foreign country the products of 
which receive the benefits of trade agreement concessions, if such 
countrv provides subsidies (or other incentives having the effect of 
subsidies) on its exports of one or more products to other foreign mar 
kets which unfairly affect the sales of the competitive United States 
product or products to those other foreign markets.

Section 103 (c) of the bill further amends such section 252 (b) to 
mclude within the action of the President covered by section 252 (b) the 
imposition of duties or other import restrictions on the products of 
any foreign country or instrumentality which (1) maintains nontariff 
trade restrictions, (2) engages in discriminatory acts or policies which 
substantially or unjustifiably burden United States commerce, or 
(3) provides subsidies of the type discussed hi the preceding paragraph 
of this explanation, when the President deems such duties and other 
import restrictions to be necessary and appropriate to prevent the 
establishment, or obtain the removal, of such restrictions, acts, policies, 
or subsidies and to pro vide access for United States products to foreign 
markets on an equitable basis.

Section 103(d) of the bill amends section 252 (c) of the 1962 Act 
to require (rather than to permit, as is the case under existing section 
252(c)) the President to take action (to the extent that such action is 
consistent with the purposes of section 102 of the 1962 Act) under 
section 252 (c) if a foreign country maintains unreasonable import 
restrictions which directly or indirectly substantially burden United 
States commerce.

The amendment by section 103 (e) of tho bill to such section 252 (c) 
makes the imposition of duties or other import restrictions on the 
products of the foreign country concerned a third alternative course of 
action which the President may choose to use in tho case of such coun 
try. The two alternative courses available under present law are (I) to 
suspend, withdraw, or prevent the application of benefits of trade 
agreement concessions to products of such country, or (2) to refrain 
from proclaiming^bsnefits of trade agreement concessions *s ^%«Y 
out a trade agreement with such country.

Section 103(0 amends the heading lor such section 252 to read 
"Foreign Import Restrictions and Discriminatory Acts".
Section Ip4» Ddtrmimtion* and Import Adjustment* for Safeguarding 

National Security
Section 104 (a) of the bill amends section 232 (b) of the 1962 Act to 

provide that any adjustment of imports under section 232 of such Act 
H not to be accomplished by the imposition or increase of any duty, or 
of any fee or charge lining tho effect of a duty.

Section 104 (b) of the bill requires the Director of the Office of 
Eniergency^Preparednees to make & determination as to whether an 
article is being imDorted in ̂ uch. quantities or under such circumstances 
as to threaten to impair tho nations! security within 1 year after re 
ceiving a request or application for such & determination.
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Section 104(c) applies the 1-year limitation discussed in the pre 
ceding paragraph to requests or applications received by the Director 
of the Office of Emergency Preparedness on or after January 1, 1968; 
except thnt a determination with respect to a request or application 
received after that date and more than 1 year before the date of the 
enactment of this bill must be made by the Director not iiter than 60 
days after such date of enactment.

CHAPTER 2—TARIFF ADJUSTMENT AND ADJUSTMENT ASSISTANCE
Section 111. Petitions and Determination*

Section 111 (a) of the bill amends section 301 of the 1962 Act in its 
entirety.

Section 301 (a) (1) of the 1962 Act, as amended by the bill, is the same 
as existing section 301(a)(l) w^;ch provides that a petition for tariff 
adjustment under section 351 of the Act of 1962 may be filed with the 
Tariff Commission by a trade association, firm, certified or recognized 
union, or other industry representative.

Section 301 (a) (2) of such Act, as amended by the bill, provides that 
petitions for determination of eligibility to apply for adjustment 
assistance under chapter 2 (firm assistance) or chapter 3 (worker 
assistance) of title III of the 1962 Act may be filed wifch the President. 
Under existing law, such petitions are filed with the Tariff Commis 
sion. Section 301 (a) (2) as amended by the bill also provides that a 
petition filed by or on behalf of a group of workers shall a|>ply only 
with respect to individuals who are, or who have been within 1 year 
before the date on which such petition is filed, employed regularly in 
the* firm involved as full-time- or part-time employees.

Subsection (b)(l) of section 301, as amended DV the bill, provides 
that Ujj)on the request of the President, upon resolution of either the 
Committee on Finance of the Senate or the Committee on Ways and 
Means of the House of Representatives, upon its own motion, or upon 
tho filing of a petition under section 301 (a) (1), the Tariff Commission 
is to promptly make an investigation to determine whether an article 
is being imported into the United States in such increased quan tides, 
either actual or relative, as to contribute substantially (whether or 
not such increased imports are tho major factor or tho primary factor) 
toward causing or threatening to cause serious injury to the domestic 
industry producing articles like or directly competitive with the 
imported article.

The criterion in subsection (b)(l), as amended, for determining 
whether a domestic industry is being injured by imports differs from 
that in existing law in that the Tariff Commission presently must 
determine whether as a result^of concessions granted under trade 
agreements, the article in question is being imported into the United 
States in such increased quantities as to cause, or threaten to cause, 
serious injure to the domestic industry producing an article which is 
like or directly competitive with such imported article. Paragraph (3) 
of existing ssction 301 (b) provides that for purposes of existing para 
graph (1) increased imports are to bo considered to cause (or threaten 
to cause) serious injury when the Tariff Commission finds that such 
increased imports have%been the major factor in causing (or threatening 
to cause) such injury.

Section 301 (b) (2) , as amended by the bill, provides that in making 
an injury determination under section 3Gl(b)(l), the Tariff Com-
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mission, without excluding other fact-ore, is to take into considera 
tion a downward trend of production, prices, profits, or wages in 
the domestic industry concerned, a decline in sales, an increase in 
unemployment or underemployment, an increase in imports, either 
actual or relative to domestic production, a higher or growing inven 
tory, and a decline in the proportion of the domestic market supplied 
by domestic producers.

Section 301 (b) (3) sets forth a definition of "domestic industry pro 
ducing articles like or directly competitive with the imported article" 
for purposes of applying subsection (b)(l). For purposes of applying 
the definition, tho Tariff Commission is required (insofar as practi 
cable) to distinguish or separate the operations of producing organi 
zations involving like or directly competitive articles from tho opera 
tions of such organizations involving other articles.

Section 301(b)(4), as amended by the bill, provides that if a majority 
of the Commissioners of tho Tariff Commission who are present and 
voting on the issue of injury under section 301(b)(l) make an af 
firmative injury determination, then the Commissioners making such 
affirmative injury determination are also required to determine the 
amount of the increase in, or imposition of, any duty or other import 
restriction on such article which is necessary to prevent or remedy 
the mjury to the industry. Any such remedy determination by 
a majority of the Commissioners making the affirmative iijJurv 
determination is treated as the remedy determination of the Tariff 
Commission for the purposes of title III of the 1962 Act (principally for 
purposes of any tariff adjustment action taken under section 351).

Section 301 (b) (5), as amended by the bill, sets forth procedures 
whereby if an affirmative injury determination is made by the Tariff 
Commission under section 201*(b)(l), the ComnJssioners voting for 
such determination are required to make an additional determination. 
In making this additional determination, such Commissioners look 
to see if—

(1)(A) imports a? Ike article under investigation constituted 
more than 15 percent of apparent United States consumption of 
the article in the first calendar year preceding the calendar year 
in which the investigation was instituted, (B) the ratio of imports 
of such article to consumption for such first preceding calendar 
year increased absolutely by at least 3 percentage points over 
the corresponding ratio for the second calendar year preceding 
the calendar year in which the investigation was inetituted, and 
(C) the ratio of imports of such article to consumption for such 
first preceding calendar year increased absolutely by at least 5 
percentage points over the corresponding ratio iVr the third 
calendar year preceding the calendar year in which the investi 
gation was instituted, or

(2) as a result of increased imports (A) domestic production of 
tho like or directly competitive product is declining or is likely to 
decline so as to substantially affect tho ability of domestic 
producers to continue to produce tho like or directly competitive 
product at a level of reasonable profit, and (B) production work 
ers' jobs, man-hours worked, or wages paid production workers in 
the domestic production of the like or directlv competitive 
product are declining substantially or are likely to decline 
substantially.
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If a majority of the Commissioners voting for the affirmative injury 
determination under section 301(b)(l) find that the criteria in either 
paragraph (1) or paragraph (2) above are met, and further find that, 
the imported article is offered for sale at prices which are substantially 
below those prevailing for like or directly competitive products of 
comparable quality produced in the United States and constitutes an 
increasing proportion of apparent domestic consumption, and that the 
unit labor costs attributable to producing the imported article are 
substantially below those attributable to producing like or competi 
tive articles in the United States, the Tariff Commission is deemed 
for purposes of section 351 (a) of the 1962 Act (relating to tariff adjust 
ment) to have made an additional affirmative determination.

Section 301 (b) (6), as amended by the bill, provides that if the Tariff 
Commission, in the course of any 301 (b) investigation, has reason to 
believe that the increased imports are attributable in part to circum 
stances which come within the purview of the Antidumping Act, 
1921, section 303 or 337 of the Tariff Act of 1930, or other remedial 
provisions of law, it shall promptly notify the appropriate agency 
and take such other action as it deems appropriate.

Sections 301(b) (7), (8), and (9) under the bill are the procedural 
and reporting requirements pertaining to section 301(b)(l) investiga 
tions and determinations. They replace similar requirements contained 
in nxisting section 301(d)(l), the first sentence of section 301(f)(l), 
and section 301 (f) (2).

Section 301 (b) (10) provides that no investigation under section 
301 (b) may be undertaken by the Tariff Commission, on the basis of 
any petition filed under section 301 (a) (1) of the 1962 Act, with respect 
to any subject matter which has previously been investigated by it 
under section 301 (b) unless at least 1 year has elapsed since the 
Commission reported the results of such previous investigation to the 
President.

Section 301(c)(l) of the 1962 Act, as amended by the bill, provides 
that in the case of a petition by a firm for a determination of eligibility 
to Huply for adjustment assistance, tho President is to determine 
whetnor an article like or directly competitive with an article pro 
duced by the firm, or an appropriate subdivision thereof, is being 
imported into tho United States in such increased quantities, either 
actual or relative^ as to contribute substantially (whether or not such 
increased imports are the major factor or the primary factor) toward 
causing or threatening to cause serious injury to such firm or 
subdivision,

The President, in making such a determination with respect to 
a firm, is required to take into account all economic factors which he 
considers relevant, including idling of productive facilities, inability to 
operate at a level of reasonable profit, and unemployment or under 
employment

bection 301 (c) (2) states that the President is to determine, in the 
case of a petition by a group of workers for a determination of eligi 
bility to apply for adjustment assistance, whether an article like or 
directly competitive with an article produced by such workers1 firm, 
or an appropriate subdivision thereof, is being imported into the United 
States in such increased quantities, either actual or relative, as to 
contribute substantially (whether or not such increased imports are 
the major factor or the primary factor) toward causing or threatening
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to cause unemployment or underemployment of a significant number, 
or proportion of the workers of such firm or subdivision.

The President is required under section 301(c)(3) as amended by the 
bill to transmit promptly to the Tariff Commission a copy of each* firm 
or worker petition filed under section 301 (a) (2) and to request the 
Commission, not later than 5 days after the date of filing of the peti 
tion, to make an investigation of facts relevant to the determina 
tions involved. The Commission must promptlv institute, and publish 
notice in the Federal Register of, an investigation with respect to the 
petition. __

Section 30l(c)(4) provides that in the course of any firn> or "worker 
petition investigation, the Tariff Commission shall, ,a£ter reasonable 
notice, hold a public hearing, if such hearing is requested (which 
request must be made not later than 10 days after the date of the 
publication of notice under section 301 (c) (3)) by the petitioner or 
any other interested person, and shall afford interested persons an 
opportunity to be present, to produce ovdience, and to be heard at 
such hearing.

Section 301 (c) (5) requires that ths report of the Tariff Commission 
of the facts disclosed by its investigation under section 301 (c) (3) 
with respect to a firm or group of workers is to be made at the earliest 
practicable time, but not later than 60 days after the date on which 
it receives the request of the President for such investigation.

Section 111 (b) (1) of the bill provides that the report of any industry 
injury investigation by the Tariff Commission under section 301 (b)(l) 
of the 1962 Act during the 1-year period ending on the date of the 
enactment of the bill is to be treated as made more than 1 year before 
such date for purposes of the requirement of a 1-year interval be 
tween investigations of the same matter contained in section 
301(b)(10).

Section lll(b)(2) of the bill provides that any industry, firm, or 
worker investigation under existing section 301 (b) or (c) which is 
pending before the Tariff Commission immediately before the date of 
enactment of the bill will be continued as an investigation instituted 
under section 301 (b) or (c), as amended by the bill, and for purposes of 
the tune periods within which reports bv the Tariff Commission with 
respect to such investigations must be filed, petitions therefor shall be 
deemed to have been filed on the date of enactment of the bill.

Section lll(b)(3) of the bill provides that any report of an affirma 
tive determination by the Tariff Commission with respect to a firm 
or worker petition under existing section 301 (c) (1) or (2) of the 1962 
Act on which the President has not acted by the date of the enactment 
of the bill is to be treated by him as a report received under section 
301(c)(5), as amended by the bill, on such date of enactment.
Section 11$. Presidential Action with Betpect to Adjuttmmt Astistance

Section 112(a) of the bill amends section 302(a) of tho 1962 Act to 
provide, under subsection (a)(l) thereof, that the President, if he 
provides tariff adjustment under section 351 or 352 after receiving an 
affirmative injury determination under section 301 (b), may provide, 
with respect to such industry, that its firms may request the Secretary 
of Commerce for certification of eligibility to apply for firm adjust 
ment assistance, that its workers may request the Secretary of Labor 
for certification of eligibility to apply for worker adjustment assistance, 
or that both the firms and workers may request such certifications.
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Under paragraph (2) of such section 302(a), if the President does 
not provide tariff adjustment for an industry under section 351 or 352 
after receiving an affirmative injury determination under section 
301 (b), he shall promptly provide that both firms and workers of such 
industry may request certifications of eligibility for adjustment 
assistance.

Paragraph (3) of such section 302(a) provides that notice of each 
action taken by the President under section 302(a) must be published 
in the Federal Register, and that any request by a firm or group of 
workers for certification must be made to the Secretary of Commerce 
or Labor, as the case may be, within the 1-year period after the date 
on which notice is so published (unless the President specifies a longer 
period).

Section 112(b) of the bill makes certain conforming amendments to 
section 302(b) of tho 1982 Act to reflect the amendments made to 
section 302(a) by section 112(a) of the bill. Section 112(b) also amends 
paragraph (2) of section 302 (b) to provide that a certification of 
eligibility by the Secretary of Labor snail apply only to workers who 
are, or who nave been, employed regularly (on a full-time or part-time 
basis) in the firm involved within 1 year before the date^of the insti 
tution of the applicable Tariff Commission investigation under section 
301(b).

Section 112(c) of the bill amends section 302(c) of the 1962 Act to 
provide under paragraph (1) thereof that after receiving a report of 
the Tariff Commission of the facts disclosed by its investigation under 
section 301 (c) (3) with respect to any firm or group of workers, the 
President is to make his determination (with respect- to the eligibility 
of such firm or group to apply for adjustment assistance) not later 
than 30 days after the date on which he receives such report, unless, 
within such period, the President request** additional factual infor 
mation from the Tariff Commission, In that event, the Tariff Com 
mission must, not later than 25 days after the date on which it re 
ceives the President's request, furnish such additional factual infor 
mation in a supplemental report, and the President must make his 
determination not later than 15 days after the date on which he 
receives such supplemental report.

Under paragraph (2) of section 302(c), the President is required to 
publish promptly in the Federal Register a summary of each determi 
nation under section 301 (c) with respect to any firm or group of 
workers.

Under paragraph (3) of section 302(c), the President is required to 
certify prompUy that a firm or group of workers is eligible to apply for 
adjustment assistance if he makes an affirmative determination under 
section 301 (c) with respect to the firm or group.

Paragraph (4) of such section authorizes the President to delegate to 
any agency or other instrumentality of the United States any of his 
functions with respect to determinations and certifications of eligibility 
of firms or workers to apply for adjustment assistance under sections 
301 and 302.

Section 112(d) amends the heading of section 302 to read "Pres 
idential Action with Respect "to Adjustment Assistance."
Sedwn US. Tariff Adjustment

Section 113(a) of the bill amends paragraph (1) of section 351(a) of 
the 1962 Act to provide, under subparagraph (A) thereof, that after



103

receiving an affirmative injury determination of the Tariff Commission 
under section 301(b)(l), whjch is not combwed with an additional 
affirmative determination of the Commission under section 301 (b)(5), 
the President is to proclaim such increase in, or imposition of, any duty 
or 6ther import restriction on the article concerned as he determines to 
be necessary to prevent or remedy serious injury to the industry, un 
less he determines that such action would not be in the national 
interest. ~~'

Under paragraph (1)(B) of such section 351 (a), as amended by the 
bill, if the President receives an affirmative injury determination of the 
Tariff Commission under section 301(b)(l) which is combined with an 
affirmative additional determination of the Commission under section 
301 (b) (5), he shall proclaim the increase in, or imposition of, any duty 
or other import restriction on the article concerned determined and re- 
port^d by the Commission pursuant to section 301 (b), unless ho 
determines that such action would not be in the national interest.

Section 113(a) of the bill also makes certain conforming amendments 
to paragraph (2) of section 351 (a). Paragraph (2) sets forth pro 
cedures whereby, if the President does not proclaim the increase in, 
or imposition or, any duty or other import restriction on the article 
concerned determined and reported by the Tariff Commission under 
section 301 (b), the Congress can (by the adoption of a concurrent 
resolution) cause such increase or imposition to take effect. Such 
paragraph (2) is also amended to provide that if the President does

of considerations of national interest, he is not required to state the 
considerations on which his decision was based.

Subsections (b) and (c) of such section 113 make certain conforming 
amendments to paragraphs (3) and (4) of section 351 (a).

Section 113 (d) of the bill makes certain amendments to section 
351((d) (1) which provides that the Tariff Commission must keep under 
review developments with respect to the industry concerned after 
tariff adjustment for such industry is proclaimedr One amendment 
requires that the Commission, in making such review, take into 
account the specific steps taken by firms in the industry to enable 
them to compete more effectively with imports. Another amendment 
requires the Commission to take such steps into account when, at the 
request of the President, it advises him under section 35). (d) (2) of the 
probable economic effect on the industry concerned of the reduction 
or termination of the increase in, or imposition of, any^duty or other 
import restriction previously proclaimed under section 35 L Such 
section 351 (d) is further amended by the addition of a new paragraph 
(6) which provides that the Tariff Commission, in making any in 
vestigation initiated under paragraph (2) or (3) of section 351(d), 
shall also determine and report to the President if the termination of 
the proclaimed increase or imposition threatens to cause serious 
injury to the industry concerned, and if such determination is affirma 
tive, (1) the limit to which such increase or imposition may be reduced 
without threatening to cause serious injury to the industry, concerned, 
and (2) whether, in lieu of such termination, additional increases or 
Impositions of duties and other import restrictions are required to 
prevent or remedy serious injury to the industry concerned.
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Section 114- Orderly Marketing Agreements
Section 114 of the bill amends section 352(a) to provide that the 

President may at any time after receiving an affirmative injury deter- 
mi nation of the Tariff Commission with respect to an industry nego 
tiate international agreements with foreign countries to limit the 
export to, and import into, the United States of the article causing or 
threatening to cause serious injury to such industry. Any such agree 
ment may renla^" in whole or part any tariff adjustment action taken 
by the Presiaen under section 351, but any such agreement entered 
into before such time as the Congress takes action under section 
351 (a) (2) which has the result 01 olacing the Tariff Commission 
remedy in effect must terminate on the date the President proclaims 
such remedy pursuant to section 351 (a) (3).
Section 115. Increased Assistance jor Workers

Section 115(a) amends section 323(a) of the 1962 Act to provide 
that the trade readjustment allowance payable under such section 
323(a) to workers found eligible for adjustment assistance is an 
amount equal to 75 percent of nis average weekly wage or to 75 percent 
of the average weekly manufacturing wage, whichever is less, reduced 
by 50 percent of the amount of his remuneration for services performed 
during such week. Under existing law the applicable percentage of his 
weekly wage or the weekly manufacturing wage is 65 percent.

Section 115(b) of the bill amends section 326(a) of the 1982 Act 
so as to make it clear that "supportive and other services" provided 
for under any Federal law are among the services which can be afforded 
to adversely affected workers in order to prepare them for full em 
ployment.

under section 115(c) of fche bill, the increased trade readjustment 
allowances provided for under the amendment made by section 
115(a) applies with respect to weeks of unemployment beginning on 
or after the date of enactment of the bill.
Section 116. Cwjorming Amendments

Section 116 of the bill makes conforming amendments to sections 
242(0X2), 302(b), 311(b)(2), and 317(a)(2) of the 1962 Act.

TITOJ II—QUOTAS ON CERTAIN TEXTILE AND 
FOOTWEAR ARTICLES

CHAPTER 1—TEXTILE AND FOOTWEAR ARTICLES
Section SOL Annual Quotas

Section 201 (a) of the bill establishes a statutory quota lor calendar 
year 1971 under which the total quantity of each category of textile 
articles, and the total quantity of each category of footwear articles, 
produced in any foreign country which may be entered for consump 
tion in the United States during such year may jiot exceed the average 
annual quantity of such category produced in such country and 
entered during 1967, 1968, and 1969.

Paragraph (1) of section 201 (b) of the bill provides that the statutory 
quota applic ible to each category of textile articles and to each cate 
gory of focfeftaar articles produced in any foreign country which may 
Be entered ar the United States during 1972 and any calendar year 
thereafter xtmy not exceed the total quantity determined for such
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President for any calendar year after 1971 and t^fore the current 
calendar year under paragraph (2) (A) of section 201 (b), plus any 
further increase in sucn quantity for the current calendar year which 
may be provided for by the President under s»x'ch paragraph (2)(A).

Paragraph (2) (A) of section 201 (b) provides thfci the President may 
increase* the total quantity of each category ci textile articles, and tlie 
total quantity of each category of footwear articles, produced in any 
foreign country which may be entered during any calendar year after 
1971 by such percentage (but not exceeding 5% yf the total quantity 
determined for such category for such country under section 301 (a) 
or section 201(b) for the immediately preceding calendar year) ui he 
determines to be consistent with the purpose of section 201.

Paragraph (2)(B) provides that any annual increase in aay category 
authorized by the President under paragraph (2) (A) for any calendar 
year must be the same percentage for &\l foreign countries.

Paragraph (2)(C) requires that a determination of the total quantity 
of each category of articles for each foreign country be made under 
section 201 (a) and (b) for each calendar year after 1971 notwith 
standing the fact that the statutory quota provided for therein may 
not apply during the whole or part of sucn year by reason of the 
application of otner provisions of title II of the bill or the provisions 
of the Arrangement or the Agreement referred to in section 2G4(b) of 
the bill. Where any^category of articles for a foreign country is affected 
by the nonapplication of the statutory quota to one or more articles 
falling within such category, for purposes of subsection* (a) and (b) 
of section 201 the remaining articles in such category shall, for purposes 
of that country and for the period of such nonapplication of the 
statutory quota, be treated as having constituted a separate category 
for such country for jail years after 1966. The application of the 
preceding sentence would yield, of course, to a change in the category 
or categories concerned effected under paragraph (3) of section 206 of 
the bill after compliance with section 205(a) of the bill (relating to 
rulemaking procedures).

Paragraph (3) of section 201 (b) provides that if (X) the statutory 
quota does not apply (for any of the reasons mentioned in the preced 
ing paragraph of this explanation) with respect to any textile article 
or footwear article produced in a foreign country, but (2) at any 
time after 1971 a statutory quota begins to apply to, or resumes in 
application to, such article produced in such country, and (3) 
the President determines (A) that the average annual quantity of 
the article, produced in such country, and entered in the United 
States during 1967, 1968, and 1969 was insignificant, and (B) that 
the application of section 201 (b) (3) to the category which includes 
such article for such country is consistent with the purposes of section 
201, then for the calendar year in which such termination occurs, 
the statutory quota applicable with respect to the quantity of the 
category including such article, produced m such country, shaU be 
deemed to be the annual average quantity (of such category) which 
was entered during the 3 calendar years immediately preceding such 
calendar year of termination (rather than utiring the 1967-69 base 
period provided for in section 201 (a)) plus any applicable yearly 
increases for periods after 1971.

Section 20I(c)(l) of the bill provides that any annual quantitative 
limitation under section 201 (a) or (b) shall be applied on a calendar
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quarter or other intra-annual basis if the President determines that- 
such application is necessary or appropriate to carry out the purposes 
of section 201.

Paragraph (2) of section 201 (c) of the bill provides that if the 
application of section 201 (a) or (b) to any category for any foreign 
country begins or resumes after the first day of any calendar year, 
then the amount of the quota for such category for such country for 
the remainder of such calendar year shall be tho annual amount 
determined under section 201 (a) or (b), adjusted pro rata according 
to the number of full months remaining in the calendar year after 
the date of such beginning or such resumption.

Under section 201(d)(l) of the bill the President may exempt from 
the statutory quota determined under section 201 (a) and (b) for an 
initial period of not to exceed 1 year any textile article or footwear 
article produced in any foreigi. country if he determines that imports 
of such article produced in such country are not contributing to, 
causing, or threatening to causo market disruption in the United 
States. Any such exemption may be extended by the President for 
one or more additional periods of not in excess of 1 year each if he 
makes a new determination (before each such extension) that imports 
of such article produced in such country are not contributing to, 
causing, or threatening to cause market disruption in the United 
States.

The President may terminate an exemption made under paragraph 
(1) of section 201 (d) of the bill at any time upon his finding that the 
article co ered by such exemption is contributing to, causing, or 
threate^ ,<ig to causo market disruption in tha United States,

Paragraph (2) of section 20 l(d) provides that the President may 
exempt from section 201 (a) and (b) any textile article or footwear 
article produced in any foreign country whenever he determines that 
such an exemption is in the national interest, and the President may 
terminate any^such exemption whenever he determines that such 
termination is in the national interest.

Paragraph (3) of section 201 (d) provides that no exemption, exten 
sion of an exemption, or termination of an exemption under section 
201 (d) (1) or (2) may take effect sooner than the 30th day after the 
dav on which notice of such exemption, extension, or termination is 
published in the Federal Register.

Under paragraph 201 (e) of the bill, the Secretary of Commerce is 
required to compute quantities under the statutory quotas provided 
for in section 201 (a) and (b) of tho bill.
Section 208. Arrangement or Agreements Regulating Imports

Section 202 (a) of tho biU authorizes the President to conclude 
bilateral or multilateral arrangements or agreements with the govern 
ments of foreign countries for the purpose of regulating, by category, 
tho quantities of textile articles or footwear articles, or both, produced 
in those countries which may be exported to, or entered for consump 
tion in, tho United States. The President is authorized to issue regu 
lations necessary to carry out the terms of such ^ arrangements or 
agreements. Tho President is required, in concluding any such ar 
rangement or agreement, to take into account conditions in the 
United States market, the need to avoid disruption of that market, 
and such other factors as ho deems appropriate in tho national interest.
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Section 202(b) of the bill provides that whenever a multilateral 
arrangement or agreement concluded under section 202(a) is in effect 
amongr the countries, including the United States, wliich account for 
a significant part of world trade in the article concerned and such 
arrangement or agreement contemplates the establishment of limita 
tions on the trade in the article produced in countries not parties to 
such arrangement or agreement, the President may by regulation 
establish the total quantity of the article produced in each country 
not a party to such arrangement or .agreement which may be entered 
for consumption in the United States. Section 202(b) provides, 
however, that siuh regulations may not have the effect of reducing 
the total quantity for any category for an}r country for any calendar 
year to an amount less than the total quantity which would be per 
mitted to be entered if section 201 (a) and (b) (the statutory quota) 
applied to such category for such country for such year.

Section 202 (c) of the bill states that neither the statutory quota nor 
exemption provisions of section 201 of the bill are to apply to imported 
articles which are subject to an arrangement Qr agreement entered into 
under section 202(a) or to regulations issued under section 202(b).
Section 208, Increased Imports Where Supply h Inadequate To Meet 

Domestic Demand at Reasonable Prices
Section 203 of the bill permits the President, in carrying out sections 

201 and 2*02, to authorize increased exports to the United States or 
increased entries in the United States of textile articles or footwear 
articles of any category if ho determines that the supply of textile 
articles or footwear articles similar to those subject to limitation under 
such sections will be inadequate to meet domestic demand at reason 
able prices.
Section 204. Exclusions

Section 2G4(a) of the bill exempts from the import restrictions pro 
dded for in title II of the bill any article exempted from duty under 
part 2 of schedule 8 of the Tariff Schedules of the United States 
(personal exemptions) and any article the entry of which is regulated 
pursuant to paragraph (4), (5), (6), or (7) of section 498(a) of the 
Tariff Act of 1930 (relating to household effects, gifts from abroad, 
tools of trade, and certain other personal articles). Section 204(a) 
also provides that, to the extent provided in regulations prescribed 
by the Secretary of Commerce, the import restrictions provided for in 
title II of the bill will not apply to other articles imported in noncom 
mercial quantities for noncommercial purposes. Such regulations may 
include provision for the nonappHcation of quotas to commercial 
samples, not for sale or uso other than as samples, under safeguards 
which will ensure that such provision will not DC used to weaken the 
effectiveness of title II of tho bill.

Section 204(b) exempts from the application of title II (1) articles 
subject to the Long-Term Arrangement Regarding International 
Trade in Cotton Textiles, so long as tho United States is a party there 
to, and (2) articles produced in tho Philippines provided for in item B 
(cordage) in the schedule to paragraph 1 of article II of the 1955 
Agreement With the Philippines Concerning Trade and Related 
Matter?, so long as such Agreement remains in effect.

Seciion 204{c) of the bill provides that nothing in title H affects 
the authority provided for under section 22 of the Agricultural Ad 
justment Act of 1933, as amended.
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Section SOB. Administration
Section 205(a) of the bill applies the rulemaking provisions of sub- 

chapter II of chapter 5 of title 5, United States Code, to section 
201 (b)(2) (yearly increases in statutory quota amounts); 201 (b)(3) 
(application of special statutory quota base in the case of countries 
providing insignificant imports during 1967-69); 201(d)(l) (exemp 
tions from statutory (jupta for articles not causing market disruption); 
202(b) (regulations limiting imports from countries not party to cer 
tain multilateral arrangements or agreements entered into under sec 
tion 202(a)); 203 (increased imparts in cases where supply is inadequate 
to meet domestic demand at reasonable prices); 204(a) (regulatory 
determination of articles excluded from quota if imported in noncom 
mercial quantities for noncommercial purposes) 5 and 206 (article and 
category definitions).

Section 205(b) of the bill requires that all quantitative limitations . 
established under title II of the bill or pursuant to any arrangement 
or agreement entered into under such title, all exemptions established 
under such title and all extensions or terminations thereof, and all 
regulations promulgated to carry out such title be published in the 
Federal Register.

Under section 205(b), the Secretary of Commerce is required to 
certify to the Secretary of the Treasury for each period the total 
quantity of each textile article and footwear article produced in each 
foreign country the entry of which is affected by any such quantitative 
limitation on importation; and the Secretary of the Treasury is 
directed to take such action as may be necessary to ensure that the 
total quantity so entered during such period does not exceed the total 
quantity so certified.

Section 205(c) requires that all quantitative limitations and ex 
emptions established under title II or pursuant to any arrangement 
or agreement entered into under such title and all quantitative limi 
tations establishedpursuant to the Ixmg-Term Arrangement Regard 
ing International Trade in Cotton Textiles be promulgated as a part 
of the appendix to the Tariff Schedules of the United States, 
Annotated.
Section£06. Definitions

Section 206 of the bill contains six definitions which are applicable 
for purposes of title II of the bill.

Section 206(1) of the bill defines "textile article" to include-—
(1) any article if wholly or in part of cotton, wool or^other 

animal hr.ir, human hair, man-maae fiber, or any combination or 
blend thereof, or cordage of hard (leaf) fibers, classified under 
schedule 3 of v&a Tariff Schedules of the United States;

(2) any article classified under subpart B or C of part 1 of 
schedule 7 4>f such schedules if wholly or in chiof value of cotton, 
wool, or man-mado fiber;

(3) any other article specified by the Secretary of Commerce 
which ho has bfeen advised by the Secretary of the treasury would 
be classified under any of the provisions of the schedules referr *J 
to in paragraph (1) or (2) above but for the inclusion of some av *- 
stance, material, or other component, or because of its processing, 
which causes the article to be classified elsewhere; and

(4) any article provided for under paragraph (1), (2), or (3) 
above if entered under item 807.00 of such schedules (relating to
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articles assembled abroad in whote or in part of certain compo 
nents fabricated in the United States), or under the appendix to 
such schedules.

Such section 206(1) does not include within the term "textile article" 
any article classified under any of items 300.10 through 300.50, 306.00 
through 307.40, 309.60 through 309.75, and 390.10 through 390.60, 
inclusive, of the Tariff Schedules. Such term also does not include, any 
woven fabric 20 inches or over but not over 46 inches in width, in the 
piece, bleached or colored, whether or not ornamented, for use only 
in the manufacture of portions of neckties other than the linings 
therefor. The procedures established to safeguard this end use pro 
vision with respect to neckties may include a requirement by the 
Secretary of the Treasury that an appropriate customs bond be given.

Section 206(2) defines the term "footwear article" to include foot 
wear provided for in any of items 700.05 through 700.45, inclusive, 
item 700.55, items 700.66 through 700.80, inclusive, and item 700.85 
of the Tariff Schedules of the United States.

Section 206(3) defines the term "category" to mean a grouping of 
textile articles, or a grouping of footwear articles, as the case may be, 
as determined by the Secretary of Commerce, for the purposes of 
title II of the bill, usinj* the five-digit and seven-digit item numbers 
applied to such articles in the Tariff Schedules of the United States, 
Annotated.

Section 206(4) defines the term "entered" as meaning entered, or 
withdrawn from warehouse, for consumption in the customs territory 
of the United States.

Section 206(5) defines the term "produced" to mean manufactured 
or produced.

Section 206(6) defines the term "foreign country" to include a foreign 
instrumentality. For this purpose the term "country" is used in an all 
inclusive sense; a dependency or colony which is not treated as part of 
another country is to bo treated as a separate country.

CHAPTER 2—EFFECTIVE PERIOD
Section £11. Termination of Title, Extension Under Certain Condition*

Section 211 (a) of the bill provides that title II of the bill which 
establishes quotas on certain textile and footwear articles a to termi 
nate at the close of July 1, 1976, unless extended under section 211(b).

Section 211 (b) provides that the effective period of title II of the bill 
may be extended in whole or in part by the Resident after July 1,197»>, 
for such periods (not to exceed 5 years at any one time) as he may 
designate if after seeking auvice of the Tariff Commission and of the 
Secretary of Commerce and of the Secretary of Labor, the President 
determines that such extension is in the national interest.

Under section 211(c) the President is required to report promptly 
to Congress with respect to any action taken by him to extend the 
effective period of title n.

Section 211(d) states that nothing in section 211 affects the validity 
of any arrangement or agreement entered into under section 202 (a) 
before the termination of title II or of any regulations issued under 
subsection (a) or (b) of section 202 in connection with any arrangement 
or agreement entered into under section 202(a) before such termination.

49-230 O—70——8
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TITLE III--OTHER TARIFF AND TRADE PROVISIONS

CHAPTER 1 — AMENDMENTS TO THE ANTIDUMPING AND COUNTER 
VAILING DUTY LAWS

Sedion SOL Antidumping Act,
Section 301 (a) of the bill amends section 201 (b) of the Antidumping 

Acfc, 1921, to provide that the Secretary of the Treasury or his delegate 
must, "within 4 months after a question of dumping" is raised by or 
presented to him, make the determination required under present 
law as to whether^here is reason to believe or suspect that the purchase 
price of imported merchandise is less, or the exporter's sales- price is 
less or likely to be less, then the foreign market or constructed value 
of the merchandise. If the Secretary's determination is in the affirma 
tive, then under paragraph (2) of such section 201 (b), as amended by 
the bill, ho must publish notice thereof in the Federal Register and 
require the withholding of appraisement of any such merchandise 
entered on or after such date of publication. Such paragraph (2) also 
retains tho pnsont provision in" the Antidumping Act which authorizes 
the Secretary *o order that such withholding be made effective with 
respect to merchandise entered on or after an earlier date, but in no 
case may the effective date of withholding be earlier than the 120th 
day before tho question of dumping was raised by or presented to him.

Paragraph (3J of such section 201 (b) provides that if the Secretary's 
determination is negative, notice thereof must bo published in the 
Federal Register, but tho Secretary may within 3 months thereafter 
order tho withholding of appraisement if he then has reason to believe 
or suspect that dumping is involved; an order of withholding of 
appraisement in that case is treated in the same manner as ia a with 
holding under paragraph (2) of section 201 (b). Such section 201 (b) as 
amended by tho bill also provides that the question of dumping is 
deemed to nave been raised by or presented to the Secretary on the 
date on which a notice is published in the Federal Register that infor 
mation relating to dumping has been received in accordance with 
regulations prescribed by him.

Section 301 (b) of tho oill adds a new subsection (b) to section 205 
of the Antidumping Act, 1921, which provides that if available 
information indicates to tho Secretary of tho Treasury that the 
economy of the country from which merchandise is exported is 
stated-controlled to an extent that sales of such or similar merchan 
dise in that country or to countries other than the United States do 
not permit a determination of foreign market value under section 
205(a) of such Act, ho shall determine the foreign msskzi value of 
tho merchandise on the basis of the normal costs, expenses, and 
profits as reflected by either (1) the prices at which sucn or similar 
merchandise of a non-state-controllM-economy country is sold either 
for consumption in the homo market of that country, or to other 
countries, including the United States; or (2) the constructed value 
of such or similar merchandise in a non-state-controlled-economy 
country as determined under section 206 of the Antidumping Act, 
1921.

Section 301 (c) of the bill makes the amendment made by section 
301 (a) of the bill effective on die 180th day after the date of enactment 
of the bill.
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Section SOB. Countervailing Dutit*

Section 302(a) of the bill amends section 303 of the Tariff Act of 
1930 in its entirety, although retaining many of the provisions of 
existing section 303. Subsection (a)(l) of the amended section 303 pro 
vides that whenever &ny country or other governmental entity or 
private entity, pays or bestows any bounty or grant upon the manu 
facture, production, or export of any article or mercnandise manu 
factured or produced in such country or subdivision thereof, then upon 
the importation of such article or merchandise into the United States, 
whether imported directly from the country of production or other 
wise, and whether such article or merchandise is imported in the same 
condition as when exported or has been changed in condition by 
femanufacture or otherwise, there is to be levied and paid with respect 
to such article or merchandise, in addition to any duties otherwise 
imposed, a duty equal to the net amount of such bounty or grant. The 
bill adds the requirement that the Secretary of the Treasury must 
determine, within 12 months after the date on which the question is 
presented to him, whether any bounty or grant is being paid f* 
bestowed.

Section 303{a)(2) as added by the bill requires that in the case of 
any imported article or merchandise which is free of duty, duues may 
be imposed under section 303 only if there is an affirmative determina 
tion by the Tariff Commission under section 303(b)(l).

Section 303 (a) (3) retains the requirement in existing section 303 
that the Secretary from time to time must ascertain and determine, or 
estimate, the net amount of each such bounty or grant, and declare the 
net amount so determined or estimated.

Under section 303 (a) (4) the Secretary is required to make ail regu 
lations he may deem necessary for the identification of articles and 
merchandise covered by section 303 and for the assessment and 
collection of the duties thereunder. Such paragraph (4) also provides 
that all determinations by the Secretary under section 303(a), and all 
determinations by the Tariff Commission under section 303(b)(l), 
whether affirmative or negative, arc to ba published in the Federal 
Register.

Under section 303(b)(l), as added by the bill, the Secretary of the 
Treasury must, whenever ho determines that a bounty or grant is 
being paid with respect to duty-free merchandise, advise the Tariff 
Commission which shall determine within 3 months thereafter, and 
after such investigation as it deems necessary, whether an industry in 
the United States is being or is likely to be injured, or w prevented 
from being established, bv reason of the importation of such article 
or merchandise into tho United States and notify the Secretary of that 
determination. The Secretary is further required, under such regula 
tions as he may prescribe, to suspend liquidation of any such article 
or merchandise which is entered, or withdrawn from warehouse, for 
consumption, on or after the 30th day after the date of tho publication 
in the Federal Register of Hs determination under section 301(&)(1), 
and such suspension will continue until further order of the Secretary.

New section 303 (b) (2) provides that it the determination of the 
Tariff Commission under section 303 (b) (1) is affirmative, the Secretary 
is to make public an order directing the assessment and collection of 
duties in the amount of such bounty or grant as is from time to time 
ascertained and determined, or estimated, under section 303(a).



112

t Subsection (c) of the amended section 303 provides, that an affirma 
tive determination by the Secretary of the Treasury under section 
303 (a) (1) with respect to any imported article or merchandise which 
(1) is dutiable, or (2) is free of duty but with respect to which the 
Tariff Commission has made an affirmative determination under sec 
tion 303(b)(l), applies with respect to articles entered, or withdrawn 
from warehouse, for consumption on or after the 30th day after the 
date of the publication in the Federal Register of such determination 
by the Secretary.

Section 303 (d) as added by the bill provides that no countervailing 
duty is to be imposed with respect to any article which is subject to 
a quantitative limitation imposed by the United States on its importa 
tion, or subject to a Quantitative limitation on Its exportation to or 
importation into the United States imposed under an agreement to 
which the United States is a party, unless tlie Secretary of the Treas 
ury determines, after seeking information and advice from such agen 
cies as he deems appropriate, that such quantitative limitation is not 
an adequate substitute for the imposition of a countervailing dutv. 
This determination is to be made on an article-by-article basis. 
Furthermore, in the case of a quantitative limitation with respect to 
an article which applies only if the article does not exceed a stated 
value, the determination shall bo made as if the article, when valued 
below the stated amount, constituted a separate article.

Section 302(b) of the bill provides that the amendment made by 
section 302(a) takes effect on the date of the enactment of the bill, 
except that the last sentence of section 303 (a) (1) of the Tariff Act of 
1930 (requiring that bounty determinations be made within 12 months 
after presented) applies only with respect to questions regarding 
bounties presented on or after such date of enactment.

CHAPTER 2—TARIFF COMMISSION
Section $11. Tariff Commission Membership

Section 311 (a) (1) of the bill amends section 330(a) of the Tariff Act 
of 1930 to increase the membership of the United States Tariff Com 
mission from six to seven Commissioners.

Section 311 (a) (2) of the bill amends such section 330 (a) to increase 
from three to four the number of Commissioner who may have tho 
same political party affiliation.

Section 311(D> of tho bill amends section 330(b) of such Act of 1930 
to increase the terms of office of the Commissioners from six years to 
seven years and provides for an orderly phasing in of the term of the 
seventh Commissioner addad under section 311(a)(l) of the bill.

Section 311 (c) of the bill repeals existing section 330 (d) of suck Act 
of 1930 which provides for the President certain discretion in the case 
of divided vptes^ among Commissioners with respect to investigations 
and determinations by the Tariff Commission related to certain 
import restrictions. Such repealed section 330(d) also provides that 
investigations and hearings which are authorized to be undertaken 
by the Commission may be instituted upon tho affirmative vote of 
half of tho Commissioners voting with respect to the issue.
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CHAPTER 3—AUTHORIZATIOK OF APPROPRIATIONS FOR UNITED STATES 
SHARE OF THE EXPENSES OF THE GENERAL AGREEMENT ON TARIFFS 
AND TRADE

Section S21. Authorization
Section 321 of the bill adds a new section 244 to the Trade Expansion 

Act of 1962 to authorize the appropriation annually of such sums as 
may be necessary for the payment by the United States of its share 
of the expenses of the Contracting Parties to the General Agreement 
on .Tariffs and Trade.

CHAPTER 4—AMERICAN SELLING PRICE SYSTEM OF
VALUATION 

Section SSL In general
Section 331 (a) of the bill authorizes the President to proclaim such 

modifications of the Tariff Schedules of the United States as an1 
required or appropriate to carry out any bilateral or multilateral 
agreement (with one or .more foreign countries, or with an instrumen 
tality of one or more foreign countries, such as the European Economic 
Community) which relates primarily to the elimination of the Ameri 
can selling nrice system of valuation, if he determines that the con 
cessions which would be granted under the agreement with respect 
to the products of the United States fully compensate for the con 
cessions which would be made by the United States under the agree 
ment. Any proclamation issued to carry out an agreement which the 
President determines meets the requirements of the first sentence of 
section 331 (a) of the bill may take effect only as provided in section 
331(b) of the bill.

Paragraph (1) of section 331 (b) provides that no proclamation 
referred to in section 331 (a) may be delivered to the Congress before 
January 3, 1971, and that, when delivered, such a proclamation must 
be delivered to both Houses on the same day and to each House while 
it is in session.

Paragraph (2) of section 331 (b) provides the general rule that a 
proclamation referred to in section 331 (a) is to take effect at tho end of 
the first period of 60 calendar days of continuous session of Congress 
after the date on which such proclamation is transmitted to the 
Congress, unless the Congress, during that 60-day period, adopts a 
concurrent resolution stating in substance that the Congress does not 
favor the taking effect of such proclamation. Under paragraph (4) 
of the proposed section 331 (b), any provision of the proclamation may 
take effect at a time later than at the end of the 60-ofay period referred 
to in paragraph (2), if the proclamation provides for such later effec 
tive date.

Paragraph (3) of section 331 (b) of the bill provides rules for the 
computation of the 60-day period referred to in paragraph (2).

Subsection (c) of section 331 provides that notning in section 331 (ft) 
authorizes the issuance of a proclamation with respect to certain foot 
wear provided for, on tha date of the enactment of the bill, ia item 
700.60 oi the Tariff Schedules of the United States.

Subsection (d) of section 331 authorizes the Presidcmtj at any time, 
to terminate in whole or in part any proclamation which has taken 
effect pursuant to section 331.
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Subsection (e) of section 331 provides that during the period of 
5 years immediately after the taking effect of a proclamation referred 
to in section 331 (a) which relates to chemicals, the Tariff Commission, 
for the purpose of insuring a continuing surveillance? of the effects of 
that proclamation, is to complete and transmit to the President, 
the most current basis possible, annual detailed reports on U 
States production and sales of synthetic organic chemicals 
United States imports of synthetic organic chemicals.
Section 838. Related Amendments

Subsection (a) of section 332 of the bill provides that for purposes 
of general hcadnoto 4 of the Tariff Schedules of the United States a 
rate of duty proclaimed pursuant to section 331 is to be treated as a 
rate of duty proclaimed pursuant to a concession granted in a trade 
agreement. Under the rule of subdivision (b) of such headnote 4, 
a rate of duty proclaimed pursuant to a concession granted in a trade 
agreement is to be reflected in column numbered 1 of the Tariff 
Schedules and, if higher than the then existing rate in column num 
bered 2, also in column 2, and is to supersede but not terminate the 
then existing rates in such columns.

Subsection (b) of section 332 provides a column 2 rate lor the articles 
(canned clams, chemicals, and knit gloves) which may be affecled by 
proclamations issued pursuant to section 331 (a), ami makes it clear 
that, on the changeover from the American selling price system of 
valuation with respect to such items, values are to be determined in 
accordance with the methods of valuation prodded for in subsections 
(a) through (d) of section 402 of the Tariff Act of 1930. Paragraph (1) 
of section 332(b) relates to canned clams, paragraph (2) relates to 
chemicals, and paragraph (3) relates to gloves. Each amendment made 
by suction 332(b) (whether to column 2, or to the headnotes, of the 
Tariff Schedules) is to take effect as of the effective date of the relevant 
provision of the proclamation issued pursuant to section 331 (a). In 
most cases, for each column 2 change this will be the day on which 
the change in column 1 is effective for the item concerned.

CHAPTER 6—MISCELLANEOUS PROVISIONS
Section S41. Amendment* to Automotive Products Trade Act of 1966

Section 341 fa) of the bill amends section 302(a| of tbo Automotive 
Products Trade Act of 1965 to authorize the filing of petitions by 
firms or groups of workers with the President for certifications of 
eligibility to fc£piy for Adjustment assistance under title III of the 1962 

% Act. Under existing law, the last day on which such petitions could be 
filed was June 30,1968.

Section 341 (b) amends the side heading of section 302 of such Act 
of 1965 to read "Special Authority",

Section 341 (c) amends subsections (c) and (d) of such section 302 
to provide that in determining whether groups of workers or firms are 
eligible to apply for adjustment assistance, the President is to con 
sider whether or not the operation of the Agreement Concerning Auto 
motive Products Between the Government of the United States of 
America and the Government of Canada has been & substantial factor 
(rather than the primary factor, as under eristing law) in causing or 
threatening to cause dislocation of the finn or group of workers.
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34i(c) also makes a conforming change in section 302(g)(2) 
ol such act of 1965.

Section 341 (d) provides that the amendments made by section 341 
apply with respect to petitions for certification of eligibility filed 
alter the date of the enactment of the bill, except that such amend 
ments will apply only with respect to dislocations which began after 
June 30, 1968. Where such a dislocation began after Juno 30, 1968, 
and before July 1, 1970, such amendments will apply only if the peti 
tion concerneef is filed on or before the 90th day after such date of 
the enactment.
Section 342. Certain Classifications by the Secretary of Agriculture

Section 342 of the bill amends part 3 (containing quotas proclaimed 
under section 22 of the Agricultural Adjustment Act of 1933} of the 
appendix to the Tariff Schedules of the United States by adding a 
new headnote providing that any determination as to whether or not 
any article or class of articles falls within one of the article descriptions 
in such part 3 is the final administrative responsibility of the Secretary* 
of Agriculture. The Secretary of Agriculture is required, in making 
any su<*h determination, to carry out the purposes for which ttke import 
restrictions provided Cor in such" part were prescribed, notwithstanding 
the fact that the determination may differ from that madt (or tariff 
and other purposes. It is further provided that nothing in the headnote 
is deemed to affect in anv manner the authority of the Secretary of the 
Treasury over merchandise for tariff or other purposes.
Section 848. Rates of Duty on Mink Furskins; Repeal of Embargo on 

Certain Furs
Section 343(a) (1) of the bill adds new items to schedule 1, part 5, 

subpart B of the Tariff Schedules to establish a tariff rate quota on 
mink furskins. A quota of 4,600,000 skins is established for each cal 
endar year. Raw or not dressed skins entered within the quota are 
duty free (as at present) if the column 1 rate applies and dutiable 
at 30% ad valorem if the column 2 rate (rate applied if the article 
is the product of a designated Communist country) applies. Dressed 
furskins entered within the quota, if in the form of plates, mats, 
linings, strips, crosses, or similar forms, are dutiable at 12% ad 
valorem if not dyed (35% ad valorem if the column 2 rate applies) 
and at 14% ad valorem if dyed (40% ad valorem under column 2). 
Other dossed furskins entered within quota if not dyed are dutiable 
at 3.5% ad valorem (25% ad valorem under column 2) and if dyed 
are dv lable at 5.5% ad valorem (30% ad valorem under column 2). 
Any furskin, whether or not dressed and whether dyed or not dyed, 
which is entered in a calendar year after thft quota for that year is 
filled is dutiable at 25% ad valorem under column 1 and 40% ad 
valorem under column 2.

Section 343 (a) (2) adds a new item 791.12 to schedule 7, part 13, 
subpart B of the Tariff Schedules making garments of mink dutiable 
at 14% ad valorem under column 1 and at 50% ad valorem under 
column 2.

Section 343(b) repeals the existing embargo in headnote 4 to 
schedule 1, part* 5, subpart B of the Tariff Schedules on ermine, fox, 
kolinsky, marten, mink, muskrat, and weasel furskins/ raw or not 
dressed or dressed, which are the product of the Soviet Union or
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Section 343(c) makes the amendments and the repeal effected by 
section 343 of the bill applicable with respect to articles entered, or 
withdrawn from warehouse, for consumption on or after January 1, 
1971.
Section S/t4* Rate of Duty on Glycint and Certain Related Products

Section 344 (a) of the bill amends schedule 7 part 13 subpart B of 
the Tariff Schedules to provide a tariff rate quota on glycinc (amino- 
acetic acid) and salts thereof, and certain mixtures of glycinc or its 
salts. Under the quota, the first 1,500,000 pounds of the articles 
entered during any calendar year, and the first 375,000 pounds entered 
during any calendar quarter are dutiable at 8.5% ad valorem if the 
column 1 rate applies and at 25% ad valorem if the column 2 rate 
applies. Glycine, salts, and'mixtures entered after the annual quota 
is filled in a calendar year or the quarterly quota is filled in a calendar 
quarter are dutiable at 8.5% ad valorem plus 25 cents per pound under 
column 1 and at 25% ad valorem plus 25 cents per pound under 
column 2.

Section 344(b) makes the tariff rate quota established in section 
344 (a) effective with respecfc to articles entered on or after January 1, 
1071.
Section S46, Invoice Information

Section 345 of the bill amends section 481 (a) of the Tariff Act of 
1930 (relating to information required on invoices of imported mer 
chandise) to require that such invoices contain such information as to 
product description as is required to be made a part of the entry by 
provisions of the Tariff Schedules of the United States, Annotated.
Section S46. Trade With Foreign Countries Permitting Uncontrolled 

Production of or Trafficking in Certain Drugs
Sectioii 346 of the bill authorizes the President of the United States 

to impose an embargo or suspension of trade with a nation which 
permits the uncontrolled or unregulated production of or trafficking 
in opium, heroin, or other poppy derivatives in a manner to permit 
these drug items to fall into illicit commerce for ultimate disposition 
and use in the United States.

Changes in Existing Law Hade by the Bill, As Reported
In compliance with clause 3 of Rule XIII of the Rules of the Kouse 

of Representatives, changes in existing law made by the bill, ^ re- 
nortca, arc* shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman):

TRADE EXPANSION ACT OF 1962
*******

TITLE tt-JTRADE AGREEMENTS
Chapter I—Genera! Authority

SEC. Ml. BASIC AUTHORITY FOR TRADE AGREEMENTS.
(a) Whenever the President determines that any existing duties or 

other import restrictions of any foreign country or the United States
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are unduly burdening and restricting the foreign trade of the United 
States and that any of the purposes stated in section 102 will be pro 
moted thereby, the President may—

(1) after June 30, 1962, and before July 1 [1967 J 1873, enter 
into trade agreements with foreign countries or instrumentalities 
thereof; and

(2) proclaim such modification or continuance of any existing 
duty or other import restriction, such continuance of existing 
duty-free or excise treatment, or such additional import restric 
tions, as he determines to be required or appropriate to carry out 
any such trade agreement.

(B) Except as otherwise provided in this title, no proclamation 
pursuant to subsection (a) shall be made—

[(1) decreasing any rate of duty to a rate below 50 percent of 
the rate existing on July 1, 1962; orj

(1) decreasing any rate of duty—
(A) in order to carry out a trade agreement entered into before 

July 1, 1967, to a rate below 50 percent of the rate existing on 
My 1,1962; or

(B) in order to carry out a trade agreement entered into ajter 
June SO, 19671 and before July 1, 1973, to a rate below the 
lower of—

(i) the rate 20 percent below the rate existing on July 1, 
1967; or

(ii) the rate 2 percent ad valorem (or ad valorem equiva 
lent) below the rate existing on July 1,1967; or

(2) increasing any rate of duty to (or imposing) a rate more 
than 50 percent above the rate existing on July 1, 1934.

SEC. 202. LOW-RATE ARTICLES.
SECTION 20l(b)(l)(^4) shall not apply in the case of any article for 

which the rate of duty existing on July 1, 1902, is not more than 5 
percent ad valorem (or ad valorem equivalent). In the case of an 
article subject to more than one rate of duty, the preceding sentence 
shall be applied by taking into account the aggregate of such rates.

Chapter 2—Special Provisions Concerning European 
Economic Community

SEC. 211. IN GENERAL.
(a) In the case of any trade agreement with the Euro]>ean Eco 

nomic Community, section 201(b)(l)(A) shall not apply to articles in 
any category if, before entering into such trade agreement, the Presi 
dent determines with respect to such category thai the United States 
and all countries of the European Economic Community together ac 
counted for 80 percent or more of the aggregated world export value 
of all the articles in such category.
***** * *

(e) The exception to section 201 (b) (1) (A) providodT>y subsection (a) 
shall not apply to any article referred to in Agricultural Handbook 
No. 143, United States Department of Agriculture, as issued in 
September 1959.
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SEC. 212. AGRICULTURAL COMMODITIES.

In tho case of any trade agreement with the European Economic 
Community, section 201(b)(l)(A) shall not apply to any article re 
ferred to in Agricultural Handbook No. 143, United States Department 
of Agriculture, as issued in September 1959, if before entering into such 
agreement the President determines that such agreement will tend to 
assure the maintenance or expansion of United States exports of the 
like article.
SEC. 213. TROPICAL AGRICULTURAL AND FORESTRY COMMODITIES.

(a) Section 201(b)(l)(<4) shall not apply to any article if, before 
entering into the trade agreement covering such article, the President 
determines thatr-

(1) such article is a tropical agricultural or forestry com 
modity;

(2) the like article is not produced in significant quantities in 
the United States; and

(3) the European Economic Community has made a commit 
ment with respect to duties or other import restrictions which is 
likely to assure access for such article to the markets of the Euro 
pean Economic Community which—

(A) is comparable to the access which such article will 
have to the markets of the United States, and

(B) will be afforded substantially without differential 
treatment as among free world countries of origin.

Chapter 3—Requirements Concerning Negotiations
SEC. 221. TARIFF COMMISSION ADVICE.

(a) In connection with any proposed trade agreement under this 
title, the President shall from time to time publish and furnish the 
Tariff Commission with lists of articles which may be considered for 
modification or continuance of United States duties or other import 
restrictions, or continuance of United States duty-free or excise treat 
ment. In the case of any article with respect to which consideration 
may be given to reducing the rate of duty below the 50 percent limita 
tion contained in section 20l(b)(l)(/!), the list shall specify the section 
or sections of this title pursuant to which such consideration may be 
given.

(b) Within 6 months after receipt of such a list, the Tariff Com 
mission shall advise the President with respect to each article of its 
judgment as to the probable economic effect of modifications of.duties 
or other import restrictions on industries producing like or directly 
competitive articles, so as to assist the President in making an in 
formed judgment as to the impact that might be caused by such 
modifications on United States industry, agriculture, and labor.

(c) In preparing its advice to the President, the Tariff Commission 
thall, to the extent practicable—

(1) investigate conditions, causes, and effects relating to compe 
tition oeiween the foreign-industries producing the articles m 
question and the domestic industries producing the like or 
directly competitive articles;
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(2) analyze the production, trade, and consumption of each 
like or directly competitive article, taking into consideration 
employment, profit levels, and use of productive facilities with 
respect to the domestic industries concerned, and such other 
economic factors in such industries as it considers relevant, in 
cluding prices, wages, sales, inventories, patterns of demand, 
capital investment, obsolescence of equipment, and diversifica 
tion of production;

(3) describe the probable nature and extent of any significant 
change in employment, profit levels, use of productive facilities 
and such other conditions as it deems relevant in the domestic 
industries concerned which it believes such modifications would 
cause; and

(4) make special studies (including studies of real wages paid 
in foreign supplying countries), whenever deemed to DO war 
ranted, of particular proposed modifications affecting United 
States industry, agriculture, and labor, utilizing to the fullest 
extent practicable the facilities of United States attaches abroad 
and other appropriate personnel of the United Slates. 

(d) In preparing its advice to the President, the* Tariff Commission 
shall, after reasonable notice, hold public hearings,

Chapter 4 — National Security

SEC. 232. SAFEGUARDING NATIONAL SEC$'3STY.
(a) No action shall be taken pursuant to section 201 (a) or pursuant 

to section 350 of the Tariff Act of 1930 to decrease or eliminate the 
duty or other import restriction on any article if the President deter 
mines that such reduction or elimination would threaten to impair 
the national security.

(b) Upon request of the head of any department or agency upon 
application of an interested party, or upon his own motion; the Direc 
tor of the Office of Emergency Planning (hereinafter in this section 
referred to as the "Director") shall immediately make an appropriate 
investigation, in the course of wlitch he shall seek information and 
advice from other appropriate departments and agencies, to determine 
the effects on the national security of imports of the article which is 
the subject of such request, application, or motion. If, as a result of 
such investigation, the Director is of the opinion that the said article 
is being imported into the United States in such quantities or under 
such circumstances as to threaten to impair the national security, he 
shall promptly so advise the President, and, unless the President 
determines that the article is not being imported into the United States 
hi such quantities or under such circumstances as to threaten to impair 
the national security as set forth in this section, he shall tulco such 
action, and for such time, as he deems necessary to adjust the imports 
of such article and its derivatives so that such imports will not so 
threaten to impair the national security: Provided, however , That any 
adjustmerit of imports shyll not be accomplished by the ^ttpoeiiion or 
increase of any ditty, or of any fee or charge having tfa. efvet of a duty. 
In the case of any investigation under this subsection initiated by request 
or application, the Director shall make and announce the determination 
required by this subsection not later than 1 year after the date on which 
such request or application was made.
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Chapter 5 — Administrative Provisions 
******* 

SEC. 241 INTERAGENCY TRADE ORGANIZATION.
(a) The President shall establish an interagency organization to 

assist him in carrying out the functions vested in him by this title and 
sections 351 and 352. Such organization shall, in addition to the Spe 
cial Representative for Trade Negotiations, be composed of the heads 
of such departments and of such other officers as the President shall 
designate. It shall meet at such times and with respect to such matters 
as the President or the chairman of the organization shall direct. The 
organization may invite the participation in its activities of any agency 
not represented sn the organization when matters of interest to sucn 
agency are under consideration.

(b) In assisting the President, the organization shall —
(1) make recommendations to the President on basic policy 

issues arising in the administration of the trade agreements 
program,

(2) make recommendation?: -• > the President as to what action, 
if any, he should take on npo: 3 with respect to tariff adjustment 
submitted to him by the Tariff Commission under section 301 [el

(3) advise the President of the results of hearings concerning 
foreign import restrictions held pursuant to section 252(d), and 
recommend appropriate action with respect thereto, and

(4) perform such other functions with respect to the trade 
agreements program as the President may from time to time 
designate.

(c) The organization shall, to the maximum extent practicable, 
draw upon the resources of the agencies represented in the organiza 
tion, as well us such other agencies as it may determine, including the 
Tariff Commission. In addition, the President may establish by regu 
lation such procedures and committees as he may determine to be 
necessary to enable the organization to provide for the conduct of 
hearings pursuant to section 252(d), and for the carrying out of other 
functions assigned to the organization pursuant to this section.

8$C. ft& AUTHORIZATION FOR CERTAIN BXPBNSB8.
Thtre are hereby authorized to be appropriated annually such sums 

as may be necessary for the payment by the United States of its share of 
the expenses of the contracting Parties to the General Agreement on 
Taris and Trade.

Chapter 6 — General Provisions
* * * * * * *

SEC 352. FOREIGN IMPORT RESTRICTIONS AND DISCRIMINATORY
ACTS.

(a) Whenever unjustifiable foreign import, restrictions impair the 
value of tariff commitments made to the United States, oppress the 
commerce of the United States, or prevent the expansion 01 trade on 
a mutually Advantageous basis, the President shall —

(1) take all appropriate and feasible stops within his power to 
eliminate such restrictions,
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(2) refrain from negotiating the reduction or elimination of 
any United States import restriction under section 20 Ha) in 
order to obtain the reduction or elimination, of any such restric 
tions, and

(3) notwithstanding any provision of any trade agreement 
under this Act and to the extent he deems necessary and appropri 
ate, impose duties or other import restrictions, on the products of 
any foreign country or instrumentality establishing or maintain 
ing such foreign import restrictions against United States [agri- 
ciilturalj products, when he deems such duties and other import 
restrictions necessary and appropriate to prevent ihe establish 
ment or obtain the removal of such foreign import restrictions 
and to provide access for United States [agricultural J products to 
the markets of such country or instrumentality on an equitable 
basis. 

(b) Whenever a foreign country or instrumentality th*v products of
which receive benefits of trade agreement concussions made by the
United States —

(1) maintains nontariff trade restrictions, including variable 
impor* fees, which substantially burden United States commerce 
in a manner inconsistent with provisions of trade agreements,

(2) engages in discriminatory or other acts (including toler 
ance of international cartels) or policies unjustifiably restricting 
United States commerce, or

(3) provides subsidies (or other incentives having the. effect of 
subsidies) on its exports of one or more products to other foreign 
markets which unfairly affect sales of the competitive United States 
product or products to those other foreign markets,

the Resident shall, to the extent that such action is consistent with
the purposes of section 102 —

(A) suspend, withdraw, or prevent the application of benefits 
of trade agreement concessions to products of such country or 
instrumentality, [orj

(B) refrain from proclaiming benefits of trade agreement con 
cessions to carry out a trade agreement with such country or 
mstrumentalityf.1, or

(C) notwithstanding any provision of any trade agreement under 
tfris Act and to the extent he deems necessary and appropriate, 
impose duties or other import restriction on the products t of any 
foreign country or instrumentality maintaining such nontariff trade 
restriction*, engaging in such acts or policies, or providing *uch 
incentives when he deems such duties and other import restrictions 
necessary and appropriate to prevent the establishment or obtain 
the removal of such restrictions, actsf policies, or incentives and to 
provide access for United States products to foreign markets on an 
equitable basis.

(c) Whenever a foreign country or instrumentality, the products of 
which receive benefits of trade agreement concessions made by the 
United States, maintains unreasonable import restrictions which either * 
directly or indirectly substantially burden United States comment. 
the President [may! shall, to the extent that such action is consistent 
with the purposes ofsection 102, and having due regard for the ifitcr- 

. national obligations of the United States —
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[(7.) suspend, withdraw, or prevent the application of benefits 
of trade agreement concessions to products of such country or 
instrumentality, orj

(/) impose duties or other import restrictions on, or suspend, 
withdraw, or prevmi the application of trade agreement concessions 
to, products oj such country or instrumentality, or

(2) refrain from proclaming benefits of trade agreement con 
cessions to carry out a trade agreement with such country or 
instrumentality.

(d) The President shall provide an opportunity for the presenta 
tion of views concerning foreign import restrictions which are referred 
to in subsections (a), (b), and (c) and .are maintained against United 
States commerce. Upon request by any interested person, the Presi 
dent shall, through the organization established pursuant to section 
242(a), provide for appropriate public hearings with respect to such 
restrictions after reasonable notice and provide for the issuance of 
regulations concerning the conduct of sucn hearings.
SEC. 258. STAGING REQUIREMENTS.

(a) Except as otherwise provided in this section and in section 254, 
the aggregate reduction in the rate of duty on any article which is in 
effect on any (lav pursuant to a trade agreement entered into before 
July 1, 1967, under this title shall not exceed the aggregate reduction 
which would have been in effect on such day if—

(1) one-fifth of the total reduction under such agreement for 
such article had taken effect on the date of the first proclamation 
pursuant to section 201 (a) to carry out such trade agreement, 
and

(2) the remaining four-fifths of such total reduction had taken 
effect in four equal installments at 1-year intervals after the date 
referred to in paragraph (1).

(b) Subsection (a) shall not apply to any article with respect to 
which the President has mado a determination under section 213(a).

(c) In the case of an article the rate of duty on which has been or 
L« to be reduced pursuant to a prior trade agreement, no reduction shall 
take effect pursuant to a trade agreement entered into [under section 
201 (a)l before July 1,1967, undfr this title before the expiration of 1 
year after the taking effect of the final reduction pursuant to such prior 
agreement.

(d) Except <w otherwise provided in section £54, the aggregate reduction 
in the raU oj duty on any article which it in effect on any day pursuant 
to a trade agreement entered into under thi$ tide after June SO, 19671 and 
before July /, 1973, shall not exceed the aggregate reduction which would 
have been m effect on such day if—

(/) one-half of the aggregate reduction under tuch agreement fir
such article had taken effect on the date oj the first proclamation
pursuant to section 201 (a) to carry out such trade agreement, and

(£) the remaining one-half of such aggregate reduction had taken
effect 1 year after the date referred to in paragraph (1).

In applying the preceding sentence to any article, %j, on the date referred
" to in paragraph [1) of the preceding sentence* there remained reductions
pursuant to a prior trade agreement which had not ya taken effectt such
remaining reductions shall It deemed to be wdudfd. within the aggregate
reduction under the trade agreement enUredirdo after June SO, 1967, and
before July 1> 197S.
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(e) If any nart of a reduction under any trade agreement 
entered into under this title takes effect, then any time thereafter 
during which such part of the reduction is not in effect by reason of 
legislation of the United States or action thereunder shall oe excluded 
in determining—

(1) the ]-ycar intervals referred to in subsection (a)(2), and
(2) the expiration of the 1 year referred to in subsection (c) 

or (<*)(*)'.
******* 

SEC. 256. DEFINITIONS. 
For purposes' of this title—

(1) The term "European Economic Community" moans the 
instrumentality known by such name or any successor thereto.

(2) The countries of the European Economic Community as 
of any date shall be those countries which on such date are agreed 
to achieve a common external tariff through the European 
Economic Community.

(3) The term "agreement with the European Economic Com 
munity" means an agreement to which the United States and all 
countries of the European Economic Community (determined as 
of the dat<i such agreement is entered into) are parties. For pur 
poses of the preceding sentence, each country for which the 
European Economic Community signs an agreement shall be 
treated as a party to such agreement.

(4) The term "existing on July 1, 1962", as applied to a rate of 
duty, refers to the lowest nonpreferential rute 01 duty (however 
established, and even though temporarily suspended by Act of 
Congress or otherwise) existing on such date or (if lower) the 
lowest nonproferential rate to which the United States is com 
mitted on such date and which may bo proclaimed under section 
350 of the Tariff Act of 1930.

(5) The term "existing on July 1, 1934", as applied to a rate 
of duty, refers to the rate of duty (however established, and oven 
though temporarily suspended by Act of Congress or otherwise) 
existing on such date.

(6) The term "existing" without the specification of any date, 
when used with respect to any matter relating to entering into, or 
any proclamation to carry out, a trade agreement, means existing 
on the day on which such trade agreement is entered into, ana, 
when referring to a rate of duty, refers to the rate of duty (how 
ever established, and even though temporarily suspended by Act 
of Congress or otherwise) existing on such day.

(7) The term "ad valorem equivalent" means the ad valorem 
equivalent of a specific rate or, in the case of a combination of 
rates including a specific rate, the sum of the ad valorem equiv 
alent of the specific rate and of the ad valorem rate. The ad 
valorem equivalent shall be determined by the President on the 
basis of the value of imports of the article concerned duriag a 
period determined by him to be representative. In determining 
the value of imports, the President shall utilize, to the maximum 
extent practicable, the standards of valuation contained in section 
402 or 402a of the Tariff Act of 1930 (19 U.S.C., sec. 1401& or 
1402) applicable to the article concerned during such representa 
tive period.
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(8) The term "existing on July 1, 1967 " as applied to a rate of 
duty, refers to the lowest nonpreferential rate of duty (however 
established, and even though temporarily suspended by Act of Con 
gress or otherwise) existing on such date or (if lower) the lowest non- 
preferential rate to which the United States was committed on July 1, 
1967, and with respect to which a proclamation was in effect on 
July 1,1970.

TITLE HI—TARIFF ADJUSTMENT AND OTHER 
ADJUSTMENT ASSISTANCE

Chapter 1—Eligibility for Assistance
SEC. 301. ETARIFF COMMISSION INVESTIGATIONS AND REPORTS.! PETITIONS AND DETERMINATIONS.

(a)(l) A petition for tariff adjustment under section 351 may be 
filed with the Tariff Commission by a trade association, firm, certified 
or recognized union, or other representative of an industry.

(2) A petition for a determination of eligibility to apply for adjust 
ment assistance under chapter 2 may be filed with the (Tariff Com 
mission] President by a firm or its representative, and a petition for a 
determination of eligibility to apply for adjustment assistance under 
chapter 3 may be filed with the [Tariff Commission J President by a 
group of workers or by their certified or recognized union or other duly 
authorized representative. A petition filed under this paragraph by or 
on behalf of a group of workers shall apply only with respect to individuals 
who are, or who have been within 1 year before the date of fling of such 
petition, employed regularly in the firm involved.

[(3) Whenever a petition is filed under tliis subsection, the Tariff 
Commission shall transmit a copy thereof to the Secretary of Com 
merce.!

(b) (1) Upon the request of the President upon resolution of either 
the Committee on Finance of the Senate or the Committee on Ways 
and Means of the House of Representatives, upon its own motion, or 
UDon the filing of a petition under subsection (a)(l), the Tariff Com 
mission shall promptly make an investigation to determine whether [} 
as a result in major part of concessions granted under trade agree 
ments,] an article is being imported into the United States in such 
increased [quantities as to cause, or threaten to cause,] quantities, 
either actual or relatw$, as to contribute substantially (whether or not such 
increased imports (ire the major factor or the primary factor) toward 
causing or threatening to cause serious injury to the domestic industry 
producing [an article which is] articles like or directly competitive 
with the imported article.

[(2) In making its determination under paragraph (1), the Tariff 
Commission shall take into account all economic factors which it con 
siders relevant, including idling of productive facilities, inability to 
operate at a level of reasonable profit, and unemployment or under 
employment.

[(3j For purposes of paragraph (1), increased imports shall be con 
sidered to cause, or threaten to cause, serious injury to the domestic
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industry concerned when the Tariff Commission finds that such in 
creased imports have been the major factor in causing, or threatening 
to cause, such injury.

C(4) No investigation for the purpose of paragraph (I) shall be 
made, upon petition filed under subsection (a)(l), with respect to the 
same subject matter as a previous investigation under paragraph (1), 
unless one year has elapsed since the Tariff Commission macta its re 
port to the President of the results of such previous investigstion.J

(;£) In arriving at a determination under paragraph (1), the Tariff 
Commission, without excluding other factors, shall take into cor^ideroAion 
a downward trend'of production, prices, profits, or wages i<uhe domestic 
•indusiry concerned, a decline in sales, an increase in -unemployment or 
underemployment, an increase in imports, either actual or relative to 
domestic production, a higher or growing inventory, and 2 decline in the 
proportion of the domestic market supplied by domestic producers.

(8) For purposes of paragraph (1), the term "domestic industry 
producing articles like or directly competitive with the imported article" 
means tMt portion or subdivision of the producing organizations manu 
facturing, assembling, processing, extracting, growing, or otherwise 
producing like or directly competitive articles in commercial quantities. 
In applying the preceding sentence, the Tariff Commission sfuiU (so Jar 
as practicable) distinguish or separate the operations of the^ producing 
organizations involving the like or directly competitive articles referred to 
in such sentence from the operations of such organizations involving 
other articles.

(4) If a majority of the Commissioners present and voting make an 
affirmative injury determination under paragraph (l},the Commissioners 
voting for such an affirmative injury determination shall also determine 
the amount of the increase in, or imposition of, any duty or other import 
restriction on such article which is necessary to prevent or remedy such 
injury. For purposes of this title, a remedy determination by a majority 
of the Commissioners voting for the affirmative injury determination shall 
be treated as the remedy determination of the Tariff Commission.

(5) If a majority of the Commissioners present and voting make an 
affirmative injury determination under paragraph (l),the Commissioners 
voting for such affirmative injury determination shall make an additional 
determination under this paragraph which shall consist of determining 
(i) whether either the criteria in subparagraph (A) or the criteria in sub- 
paraaraph (5) are met, and, if so, (n) whether the criteria, in subpara 
graph (G) are met.

(A) Imports oftht. article under investigation constituted more than 
IS percent of apparent United States consumption of the article in 
the first calendar year preceding the calendar year in which the 
invfstigativn. was instituted, the ratio of imports of such article to 
consumption for such first preceding calendar year increased abso 
lutely by at least S percentage points over the corresponding ratio for 
the second calendar year preceding the calendar year in which the 
investigation was instituted, and the ratio of imports of such article 
to consumption for such first preceding calendar year increased 
absolutely by at least 5 percentage points oner the corresponding 
ratio for ihe third calenaar year preceding the calendar year in 
which the investigation was instituted.

49-2900—70——8



126

(B) As a result of increased imports (i] domestic production of the 
like or directly competitive product is declining or is likely to decline 
so as to substantially affect the ability of domestic producers to con 
tinue to produce the like or directly competitive product at a level of 
reasonable profit, and (ii) production workers1 jobs, man-hours 
worked, or wages paid production workers in the domestic production 
of the like or directly competitive product are declining substantially 
or are likely to decline substantially.

(C)(i) The imported article is offered for sale at prices which are 
substantially below those prevailing for like or directly competitive 
products of comparable quality produced in </*« Untied States and 
constitutes an increasing proportion of apparent domestic consump 
tion, and (ii) the unit laoor costs attributable to producing the im 
ported article are substantially below those attributable to producing 
like or competitive articles in the United States.

For purposes of section 861 (a), the Tariff Commission shall be deemed to 
have made an additional affirmative determination under this paragraph 
if a majority of the Commissioners voting for the affirmative injury 
determination under paragraph (1) determine that (i) the criteria in 
subparagraph (A) or the criteria in subparagraph (B) are met, and (ii) 
the criteria in subparagraph (C) are met.

(6) In the course of any proceeding initiated under paragraph (l),the 
Tariff Commission shall investigate any factors which in its judgment may 
be contributing to increased imports of the article under investigation; 
and, whenever in the course of its investigation the Tariff Commission has 
reason to believe that the increased imports are attributable in part to 
circumstances which come within the purview of the Antidumping Act, 
19B1, section SOS or 8S7 of the Tariff Act of 1930, or other remedial 
provisions of law, the Tariff Commission shall promptly notify the appro 
priate agency and take such other action as it deems appropriate in 
connection therewith.

(7) In the course of any proceeding initiated under paragraph (l),the 
Tariff Commission shall, after reasonable notice, hold public hearings 
and shall afford interested parties opportunity to be present, to present 
'.videncc, and to be heard at such hearings.

(8) The Tariff Commission shall report to the President the determina 
tions and other results of each investigationundcr this subsection, including 
any dissenting or separsk, views, and any action taken under paragraph 
(6).

(9) The report of Iht Tariff Commission of its determinations under 
this subsection shall be made at the earliest practicable time, but not later 
than 6 months after the date on which the petition is filed (or the date on 
which the request or resolution is received or the motion is adopted, as the 
case may be}. Upon makina such report to the President, the Tariff Com 
mission shall prompt y make public such report, and shall cause a sum 
mary thereof to be published in the Federal Kegister.

(10) M> investigation for the purposes of this subsection shall be made, 
upon petition filed under subsection (a) (/), with respect to the same subject 
matter as a previous investigation 'under this subsection, unless 1 year has 
elapsed since the Tariff Commission made its report to the President of 
the results of stich previous investigation.
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C(c)(l) In the ease of a petition by a firm for a determination of 
eligibility to apply for adjustment assistance under chapter 2, the 
Tariff Commission shall promptly make an investigation to determine 
whether, as a result in major part of concessions granted under trade 
agreements, an article like or directly competitive with an article 
produced by the firm is being imported into the United States in such 
increased quantities as to cause, or threaten to cause, serious injury 
to such firm. In making its determination under this paragraph, the 
Tariff Commission shall take into account all economic factors which 
it considers relevant, including idling of productive facilities of the 
firm, inability of the firm to operate at a level of reasonable profit, 
and unemployment or underemployment in the firm.

£(2) In the case of a petition by a group of workers for a deter 
mination of eligibility to apply for adjustment assistance under 
chapter 3, the Tariff Commission shall promptly make an investiga 
tion to determine whether, as a result m major part of concessions 
granted under trade agreements, an article like or directly competitive 
with an article produced by such workers' firm, or an appropriate 
subdivision thereof, is being imported into the United States in such 
increased quantities as to cause, or threaten to cause, unemployment or 
underemployment of a significant number or proportion of the workers 
of such firm or subdivision.

T(3) For purposes of paragraphs (1) and (2), increased imports 
shall be considered to cause, or threaten to cause, serious injury to a 
firm or unemployment or underemployment, as the case may be, when 
the Tariff Commission finds that such increased imports have been the 
major factor in causing, or threatening to cause, such injury or unem 
ployment or underemployment.]

(c)(l) In the case of a petition by a firm for a determination of eli 
gibility to apply for adjustment assistance under chapter 2, the President 
shall determine whether an article like or directly competitive with an 
article produced by the firm, or an appropriate subdivision thereof, is 
being imported into the United States in such increased quantities, either 
actual or relative, as to amtribute substantially (whether or not such 
increased imports are the major factor or the primary factor) toward 
causing or threatening to cause serious injury to such firm or subdivision. 
In making such determination the President shall take into account all 
economic factors which he considers relevant, including idling of pro 
ductive facilities, inability ta^perate at a level of reasonable profit, and 
unemployment or -underemployment,

(£) In the case of a petition by a group of workers for a determination 
of eligibility to apply for adjustment assistance under chapter S, the 
President shall determine whether an article like or directly competitive 
with an article produced by such workers' fan, or an appropriate sub 
division thereof^ is being imported into the United States in such in 
creased quantities, either actual or relatives as to contribute substantially 
(whether or not suck increased imports are the major factor or the primary 
factor) toward causing or threatening to cause -unemployment or under 
employment o£a signvjicant number or proportion of the workers of such 
firm or subdivision.
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In order to assist him in making the determinations referred to in 
paragraphs (/) and (B) with respect to a firm or group ojf workers, the 
President shall promptly transmit to the Tariff Commission a copy of 
each petition filed unaer subsection (a) (B) and, not later than 5 days after 
the date on which the petition is filed, shall reojitst the Tariff Commission 
to conduct an investigation relating to questions of fact relevant to xuch 
determinations and to make a report of the facts disclosed by such inves 
tigation. In his request, the President may specify the particular kinds of 
data which he deems appropriate. Upon receipt of the President's request, 
the Tariff Commission shall promptly institute the investigation and 
promptly publish notice thereof in the Federal Register.

(4) In the course of any investigation under paragraph (8), the Tariff 
Commission shall, after reasonable notice, hold a public hearing, if such 
hearing is requested (not later than 10 days after the date of the publication 
of its notice undir paragraph (S)) by the petitioner or any other interested 
person, and shall afford interested persons an opportunity to be present, 
to produce evidence, and to be heara at such hearing.

(5) The report of the Tariff Commission of the facts disclosed by its 
investigation under paragraph (3) with respect to a firm or group of 
workers shall be made at the earliest practicable time, but not later than 60 
days after the date on which it receives the request of the President under 
paragraph (3).

[(d)(l) In the course of any investigation under subsection (b)(l), 
the Tariff Commission shall, after reasonable notice, hold public hear 
ings and shall afford interested parties opportunity to be present, to 
produce evidence, and to be heard at such hearings.

C(2) In the course of any investigation under subsection (c)(l) or 
(e)(2), the Tariff Commission shall, after reasonable notice, hold 
public hearings if requested by the petitioner, or if, within 10 days 
after notice of the filing of the petition, a hearing is requested by 
any other party showing a proper interest in the subject matter of the 
investigation, and shall afford interested parties an opportunity to be 
present, to produce evidence, and to be heard at such hearings.

[(e) Should the Tariff Commission find with respect to any article, 
as the result of its investigation, the serious injury or threat thereof 
described in subsection (b), it shall find the amount of the increase in, 
or imposition of, any duty or other import restriction on such article 
which is necessary to prevent or remedy such injury and shall include 
such findiiie in its report to the Presidettt.

[(f)(l) The Tariff Commission shall report to the President the 
results of each investigation under this section and include in each 
report any dissenting or separate views. The Tariff Commission shall 
furnish to the President a ̂ transcript of the hearings and any briefs 
which may have been submitted in connection with each investigation.

[(2) The report of the Tariff Commission of its determination under 
subsection (b) shall be made at the earliest practicable time, but not 
later than 6 months after the date on which the petition is filed (or 
the date on which the request or resolution is received or the motion 
is adopted, as the case may; be). Upon making such report to the 
President, the Tariff Commission shall promptly make public such 
report, and shall cause a summary thereof to be published in the 
Federal Register,



C(3) The report of the Tariff Commission of its determination under 
subsection (c)(l) or (c)(2) with respect to an\* firm or groun of work 
ers shall be made at the earliest practicable time, but not later than 
60 days after the date- on which tne petition is filed.

[(g) Except as provided in section 257 (e) (3), no petition shall be 
filed under subsection (a), and no request, resolution, or motion shall 
be made under subsection (b), prior to the close of the 60th day after 
the date of the enactment of this Act.J
SEC. M2. PRESIDENTIAL ACTION [AFTER TARIFF COMMISSION DE 

TERMINATION.! WITH RESfECT TO ADJUSTMENT ASSIST 
ANCE.

[(a) After receiving a report from the Tariff Commission containing 
an affirmative finding under section 301 (b) with respect to any indus 
try, the President may—-

[(1) provide tariff adjustment for such industry pursuant to 
section 351 or 352,

[(2) provide, with respect to such industry, that its firms may 
request the Secretary of Commerce for certifications of eligibility 
to apply for adjustment assistance under chapter 2,

C(3) provide, with respect to such industry, that its workers 
may request the Secretary of Labor for certifications of eligibility 
to apply for adjustment assistance under chapter 3, or 

£(4) take any combination of such actions.j
(a) CO If after receiving a report from the Tariff Commission containing an affirmative injury determination under section S01(b) with respect to any industry, the President provides tariff adjustment jor such industry pursuant to section 851 or 852, he may—

(-4) provide, with respect to such industry, that its firms may 
request the Secretary of Commerce Jor certifications of eligibility to apply Jor adjustment assistance under chapter 2,

(B) provide, with respect to such industry, that its* workers may request the Secretary of Labor for certifications of eligibility to apply jor adjustment assistance under chapter 3. or
(C) provide that both firms and workern may request such certifica tions.

(&) If qfter receiving a report from the Tariff Commission containing an affirmative injury determination under section 801 (b) with respect to any industry the President does not -provide tariff adjustment for sucli industry pursuant to section S51 or 862, he shall promptly provide that both firms and workers of such industry may request certifications of eligibility to apply lor adjustment assistance under chapters £ and 8.(5) Notice snau be published in the Federal Register of each sftion taken by the President under this subsection in providing that firms or workers may request certifications of eligibility to apply Jor adjustment assistance. Any request Jor such a certification must oe made to the Secretary concerned wthin the l^year period (or such longer period 09 may be specified by the President} after the date on which such notice it published.
(b)(l) The Secretary ot Commerce shall certify as, eligible to apply for adjustment* assistance under chapter 2, any firm in an industry with respect to which the President has acted under subsection (a)
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C(2)J» upon a showing by such firm to the satisfaction of the Secretary 
of Commerce that the increased imports [(which the Tariff Com 
mission has determined to result from concessions granted under 
trade agreements) have caused serious injury or threat thereof to such 
firm] have contributed substantially toward causing or threatening to 
cause serious injury to suchjirm.

(2) The Secretary of Labor shall certify, as eligible to apply for 
adjustment assistance under chapter 3, any group of workers in an 
industry with respect to which the President has acted under subsec 
tion (a)£(3)1, upon a showing by such group of workers to the satisfac 
tion of tne Secretary of Labor that the increased imports [(which the 
Tariff Commission has determined to result from concessions granted 
under trade agreements) have caused or threatened] have contributed 
substantially toward causing or threatening to cause unemployment or 
underemployment of a significant number or proportion of workers 
of such workers' firm or subdivision thereof. A certification under this 
paragraph shall apply only with respect to individuals who are, or who 
nave been, employed regularly in the firm involved within 1 year before the 
date of the institution of the Tariff Commission investigation under sec 
tion 801(1) relating to the industry with respect to which the President 
has acted under subsection (a).

C(c) After receiving & report from the Tariff Commission contain 
ing an affirmative finding under section 301 (c) with respect to any 
firm or group of workers^ the President may certify that such firm 
or group of workers is eligible to apply for adjustment assistance.]

(c)(J) After receiving a report of the Tariff Commission of the facts 
disclosed by its investigation under section 301(c)(S) with respect to any 
nrm or group of workers, the President shall make his determination under 
section S01(c)(l) or (c)(£) at the earliest practicable time, but not later 
than SO days after the date on which he receives the Tariff Commission's 
report, unless, within such period, the President requests additional 
factual information from the Tariff Commission. In this event, the Tariff 
Commission shall, not later than 25 days after the date on which it receives 
the President's request, furnish such additional factual information in a 
supplemental report, and the President shall make his determination not 
later than IS days after the date on which he relieves such supplemental 
report.

(£) Thf> President shall jtromptly publish in the Federal Register a 
summary tifeach determination under section 301 (c) with respect to any 
firm or group of workers.

(5) If the President makes an affirmative determination under section 
SO I (c} with respect to any firm or group of workers, he shall promptly 
certify fast such firm or group of workers is eligible to apply for adjust 
ment assistance.

(4) The President is authorised io exercise any of his functions with 
respect to determination* and certifications of eligibility of firm* or workers 
to apply for adjustment assistance under section SOI and this section 
through such agency or other instrumentality of the United States Gov 
ernment as he may direct.

(d) Any certification under subsection (b) or (c) that a group of 
workers is eligible to apply for adjustment assistance shall specify
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the date on which the unemployment or underemployment began or 
threatens to begin.

(e) Whenever the President determines, -with respect to any certifi 
cation of the eligibility of a group of v.-orkers, that separations from 
the firm or subdivision thereof are no longer attributable to the con 
ditions specified in section 301 (c)(2) or in subsection (b)(2) of this 
section, he shall terminate the effect of such certification. Such ter 
mination shall apply only with respect to separations occurring after 
the termination date specified by the '^resident.

Chapter 2—Assistance to Firms
SEC. 311. CERTIFICATION OF ADJUSTMENT PROPOSALS.

(a) A firm certified under section 302 as eligible to apply for adjust 
ment assistance may, at any time within 2 years after the date of such 
certification, file an application with the Secretary of Commerce for 
adjustment assistance under this chapter. Within a reasonable time 
after filing its application, the firm shall present a proposal for its 
economic adjustment.

(b) Adjustment assistance under this chapter consists of technical 
assistance, financial assistance, and tax assistance, which .ay be fur 
nished singly or in combination. Except as provided in subsection (c), 
no adjustment assistance shall be provided to a firm under this chapter 
until its adjustment proposal shall have been certified by the Secretary 
of Commerce—

(1) to bo reasonably calculated materially to contribute to the 
economic adjustment of the firm,

(2) to give adequate consideration to the interests of the 
workers of such firm adversely affected [by actions taken in 
carrying out trade agreements, andj by the increased imports 
identified by the Tariff Commission under section SQl(b)(l) or 
by the President under section 301 (e) (/), as the case may be, and

(3) to demonstrate that the firm will make all reasonable efforts 
to use its own resources for economic development.

(c) In order to assist a firm which has applied for adjustment 
assistance under this chapter in preparing a sound adjustment pro 
posal, the Secretary of Commerce may furnish technical assistance to 
such firm prior to certification of its adjustment proposal.

(d) Any certification made pursuant to this section shall remain in 
force only for such period as the Secretary of Commerce may prescribe. 

* * * » * * *
SEC. 917. TAX ASSISTANCE.

)#-
(1) to carry out an adjustment proposal of a firm certified pur 

suant to section 311, such firm applies for tax assistance under thw 
section ^within 24 months after ̂ the close of a taxable year and 
alleges in such application that it has sustained a net operating 
loss for such taxable year,

(2) the Secretary of Commerce determines that any such 
alleged loss for such taxable year arose predominantly out of the 
carrying on of a trade or business which was seriously injured,
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during such year, by the increased imports [which the Tariff Com 
mission has determined to result from concessions granted under 
trade agreementsj identified by the Tariff Commission under 
section #0/(&)(/) or by the President under section 801(c)(l), 
as the case may be, and

(3) the Secretary of Commerce determines that tax assistance 
under this section v/ill materially contribute to the economic 
adjustment of the firm,

then the Secretary of Commerce shall certify such determinations with 
respect to such firm for such taxable year. No determination or 
certification under this subsection shall constitute a determination of 
the existence or amount of any net operating loss for purposes of 
section 172 of the Internal Revenue Code of 1954.

Chapter 3—Assistance to Workers
***** * *

Subchapier A—Trade Readjustment Allowances
******* 

SEC. 323. WEEKLY AMOUNTS.
(a) Subject to the other provisions of this section, the trade re 

adjustment allowance payable to an adversely affected worker for a week 
of unemployment shall be an amount equal to C651 76 percent of his 
average weekly wage or to [65J 75 percent of the average weekly 
manufacturing wage, whichever is less, reduced bv 50 percent of the 
amount of his remuneration for services performed during such week.
***** * *

Subchapter 0—Training
SEC. S26. IN GENERAL.

(a) To assure that the readjustment of adversely affected workers 
shall occur as quickly and effectively as possible, with minimum 
reliance upon trade readjustment allowances under this chapter, every 
effort shall be made to prepare each such worker for full employment 
in accordance with his capabilities and prospective employment oppor 
tunities. To this end, and subject to this chapter, adversely affected 
workers shall be afforded, where appropriate, the testing, counseling, 
training, and placement services and supportive and other services pro 
vided for under any Federal law. Such workers may also be afforded 
supplemental assistance necessary to defray transportation and sub 
sistence expenses for separate maintenance when such training is 
provided in facilities which are not within commuting distance of 
their regular place of residence, The Secretary of Labor in defraying 
such subsistence expenses shall Hot afford any individual an allowance 
exceeding $5 a day; nor shall the Secretary authorize any &rans£orta~ 
tion expense exceeding the rate of 10 cents per mile.

(b) To the extent practicable, before adversely afhcted workers are 
referred to training, the Secretary of Labor shall consult with such workers' firm and their certified or recognized union or other duly
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authorized representative and develop a worker retraining plan which 
provides for training- such workers to meet the manpower needs of 
such firm, in order to preserve or restore the employment relationship 
between the workers and the firm.

Chapter 4—Tariff Adjustment
SEC, 35L AUTHORITY.

,C(a)(l) After receiving an affirmative finding of the Tariff Com 
mission under section 301 (b) with respect to an industry, the Presi 
dent may proclaim such increase in, ofc imposition of, any duty or 
other import restriction on the article causing or threatening to cause 
serious injury to such industry as he determines to bo necessary to 
prevent or remedy serious injury to such industry .J

(1)(A) After receiving an affirmative injury determination of the Tariff 
Commission under paragraph (1) of section 301 (b), which is not com 
bined with an additional affirmative determination of the Tariff Commission 
under paragraph (5) of section 301 (b), the President shall proclaim such 
increase in, or imposition of, any duty or other import restriction on the 
article concerned as he. determine* to be necessary to prevent or remedy 
serious injury to the industry, unless he determines that such action would 
not be in the national interest.

(B) After receiving an affirmative injury determination of the Tariff 
Commission under paragraph (/) of section 801 (b) which is combined 
with an additional affirmative determination of the Tariff Commission 
under paragraph (S>) of section, 801 (b), the President shall proclaim the 
increase in, or imposition of, any duty or other import restrict n on the 
article concerned determined and reported by the Tariff Commission 
pursuant to section 301 (6), unless he determines that such action would 
not be in the national interest.

(2) If the President does not, within 60 days after the date on 
which he receives [such affirmative finding] an affirmative injury 
determination, proclaim the increase in, or imposition of, any duty 
or other import restriction on such article [found andj determined 
and reported by the Tariff Commission pursuant to section 

]j(6)—-
(A) he shall immediately submit a report to the House of Rep 

resentatives and to the Senate stating why he has not proclaimed 
such increase or imposition, and

(B) such increase or imposition shall take effect (as provided 
in paragraph (3)) upon the adoption by both Houses of [tnej Con 
gress, (within the 60-day period following the date on which the 
report referred to in subparagraph (A) is submitted to the House 
of Representatives and the Senate), by the yeas and nays by the 
affirmative vote of a majority of the authorized membership of 
each House, of a concurrent resolution stating in effect that the 
Senate and House of Representatives approve the increase in, or 
imposition of, any duty or other import restriction on the article 
[foundJ fotermined and reported by the Tariff Commission 
pursuant to section 801 (b} .
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Nothing in zubparagraph (A) shall require the President to state con- 
sideratwns of national interest on which his decision was based. For 
purposes of subnaragraph (B), in the computation of the 00-day 
period there shall be excluded the days on wnich either House is not 
in session because of adjournment of*roore than 3 days to a day cer 
tain or an adjournment of the Congress sine die. The report referred 
to in subparagraph (A) shall be delivered to both Houses of the Con 
gress on the same day and shall be delivered to the Clerk of the House 
of Representatives if the House of Representatives is not in session and 
to the Secretary of the Senate if the Senate is not in session.

(3) In any case in which the contingency set forth in paragraph 
(2)(B) occurs, the President shall (within 15 days after the adoption 
of such resolution) proclaim the increase in, or imposition of, any duty 
or other import restriction on the article which was [foundj deter 
mined and reported by the Tariff Commission pursuant to section 
301 [(c)l (6).

(4) The President may, within 60 days after the date on which ho 
receives an affirmative [findingj injury determination of the Tariff 
Commission under .section 301 (6) with respect to an industry, request 
additional information from the Tariff Commission. The Tariff 
Commission shall, as soon as practicable but in no event more than 
120 days after the date on which it receives the President's request, 
furnish additional information with respect to such industry in a sup 
plemental report. For purposes of paragraph (2), the date on which the 
President receives such supplemental report shall be treated as the 
date on which the President received the affirmative [finding! 
injury determination of the Tariff Commission with respect to such 
industry.
*******

(d)(l) So long as any increase in, or imposition of, any duty or 
other import restriction pursuant to this section or pursuant to section 
7 of the Trade Agreements Extension Act of 1951 remains in effect, the 
Tariff Commission shall keep under review developments with respect 
to the industry concerned, including the specific steps taken by thejirms 
in the industry to enable them to compete more effectively with imports, 
and shall make annual reports to the President concerning such 
developments.

(2) Upon request of the President or upon its own motion, the 
Tariff Commission shall advise the President of its judgment, in the 
light of specific steps taken by the firms in such industry t>i enable them 
to compete more effectively with imports and all other relevant /actors, 
as to the probable economic effect on the industry concerned, and 
(to the extent practicable} on the firms and workers therein of the reduc 
tion or termination of the increase in, or imposition of, any duty or 
other import restriction pursuant to this section or section 7 of the 
Trade Agreements Extension Act of 1951.

(3) Upon petition on behalf of the industry concerned, filed with 
the Tariff Commission not earlier than the date which is [9 months,] 
1 year, and not later than the date which is [63 9 months, before the 
date anj increase or imposition referred to in paragraph (1) or (2) of 
subsection (c) is to terminate by reason of the expiration of the
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applicable period prescribed in paragraph (1) or an extension tbereof 
under paragraph (2), the Tariff Commission shall advise the President 
of its judgment as to the probable economic effect on such industry 
of such termination. The report ojthe Tariff Commission an any investi 
gation initiated, under this paragraph shall be made not later than thf 
90th day before the expiration date referred to in the preceding sentence.

(4) In advising the President under this subsection as to the probable 
economic effect on the industry concerned [ J| the Tariff Commission 
shall take into account all economic factors which it considers relevant, 
including idling of productive facilities, inabilitv to operate at a level 
of reasonable prtmif and unemployment or underemployment.

(5) Advice oy the Tariff Commission under this subsection shall 
bo given on the basis of an investigation during the course of which 
the Tariff Commission shall hold a hearing at which interested persons 
»:hall be given a reasonable opportunity to be present, to produce evi 
dence, and to be heard.

(6) In ttw course of any investigation under this subsection, the Tarijf 
Commission shall also determine and report to the President—

(A) if the termination of the increase or imposition referred to in 
paragraph (1) or (2} oj subsection (c) threatens to cause serious 
injury to the industry concerned, and

(B) if the determination under subparagraph (A) is affirmative— 
(i) the limit to which such increase or imposition may be 

reduced without threatening to cause serious injury to the 
industry concerned, and

(ii) whether, in lieu of such terminationt additional increases 
or impositions of duties and other import restrictions are re 
quired to prevent or remedy serious injury to the industry 
concerned.

SEC. 352. ORDERLY MARKETING AGREEMENTS.

5(a) After receiving an affirmative finding of the Tariff Commission 
er section 301 (b) with respect to an industry, the President may, 

in lieu of exercising the authority contained in section 351 (a)(1) but 
subject to the provisions of sections 351 (a) (2), (3), and (4), negotiate 
international agreements with foreign countries limiting the export 
from such countries and the import into the United states of the 
article causing or threatening to cause serious injury to such industry, 
whenever he determines that such action would be more appropriate 
to prevent pr remedy serious injury to such industry than action under 
section 351(a)(l).J

(a) If the President has received an affirmative injury determination of 
the Tariff Commission under section SOI (b') with, respect to an industry, 
he may at any time negotiate international agi'eemente with foreign 
countries faulting the export front truck countries and the import into the 
United States of the article causing or threatening to cause serious injury 
to such indii&try whenever he determine* that tuch action would be appro 
priate to prevent gr remedy serious injury to such industry. Any agree' 
ment concluded under this subsection may replace in whole or in part 
any action taken pursuant to the authority contained in paragraph (1) 
of section $&l(a); but any agreement concluded under this subsection
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before the close of ike period during which a concurrent resolution may 
be adopted under paragraph (8) of sectwn 351 (a} *hatt terminate not 
later than the effective date of any proclamation issued by the President 
pursuant to paragraph (3) of section 851 (a).
*******

INTERNAL REVENUE CODE OF 1954
SEC. 246. RULES APPLYING TO DEDUCTIONS FOR DIVIDENDS 

RECEIVED.

(a) DEDUCTION NOT ALLOWED FOR DIVIDENDS FROM CERTAIN 
CORPORATIONS.—The deductions allowed by sections 243, 244, and 
245 shall not apply to any dividend from—

(1) a corporation organized under the China Trade Act, 1922 
(see sec. 941); or

(2) a corporation which, for the taxable year of the corporation 
in which the distribution is made, or for the next preceding 
taxable year of the corporation, is—

(A) a corporation exempt from tax under section 501 
(relating to certain charitable, etc., organizations) or section 
521 (relating to farmers' cooperative associations); or

(B) a corporation to whicn section 931 (relating to income 
from sources within possessions of the United States) applies.

(b) LIMITATION ON AGGREGATE AMOUNT OF DEDUCTIONS.—
(1) GENERAL RULE.—Except as provided in paragraph (2), 

the aggregate amount of the deductions allowed by sections 
243(a)(l), and 244(a), and 245 shall not exceed 85 percent of 
the taxable income computed without regard to the deductions 
allowed by sections 172, 243(a)(l), 244(a), 245, and 247, and 
without regard to any capital loss carrybacK to the taxable year 
under section 1212(a)(l).

(2) EFFECT OF NET OPERATING LOSS.—Paragraph (1) shall not 
apply for any taxable year for which there is a net operating 
loss (as determined under section 172).

(c) EXCLUSION OF CERTAIN DIVIDENDS.—
(1) IN GENERAL.—No deduction shall be allowed under section 

243,244, or 245, in respect of any dividend on any share of stock—
(A) which is sold or otherwise disposed of in any case in 

which the taxpayer has held such share for 15 days or less, or
(B) to the extent that the taxpayer is under an obligation, 

(whether pursuant to a short safe or otherwise) to^make 
corresponding payments with respect to substantially identi 
cal stock or securities.

(2) 90-DAY RULE IN THE CASE OF eXRTAIN PREFERENCE DIVI 
DENDS.—In the case of any stock having preference in dividends, 
the holding period specified in paragraph (1)(A) shall be 90 days 
in lieu of 15 days if the taxpayer receives dividends with respect 
to such stock which are attributable to a period or periods 
aggregating in excess of 366 days.
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(t3) DETERMINATION OF HOLDING PERIODS.—For purposes of this 
subsection, in determining the period for which the taxpayer has 
held any share of stock—

(A) the day of disposition, but not the day of acquisition, 
shall be taken into account.

(B) there shall not be taken into account any day which is 
more than 15 days (or 90 days in the case of stoclc to which 
paragraph (2) applies) after the date on which such share 
oecomes ex-dividend, and

(C) paragraph (4) of section 1223 shall not apply. 
The holding periods determined under the preceding provisions of 
this paragraph shall be appropriately reduced (in the manner provided 
in regulations prescribed by the Secretary or his delegate) for any 
perioa (during such holding period) in which the taxpayer has an 
option to sell, is under a contractual obligation to sell, or has made 
(and not closed) a short sale of, substantially identical stock or 
securities.

(d) DIVIDENDS FROM A DISC OR FORMER DISC.—No deduction 
shall be allowed under section 24S in retpect of a dividend from a cor 
poration which ie a DISC or former DISC (as defined in section 992{a)) 
to the extent such dividend is made out of the corporation's accumulated 
DISC income or previously taxed income, or is a deemed distribution 
pursuant to section 995(b)(l).

£(d)J («) CROSS REFERENCE.—For special rule relating to mutual 
savings banks, etc., to which section 593 applies, nee section 596. 
*******

SEC. 861. INCOME FROM SOURCES WITHIN THE UNITED STATES.
(a) GROSS INCOME FROM SOURCES WITHIN UNITED STATES.—The 

following items of gross income shall be treated as income from sources 
within the United States:

(2) DIVIDENDS.—The amount received as dividends—
(A) from a domestic corporation other than a corporation 

entitled to the benefits oi section 931, and other than a 
corporation less than 20 percent of whose gross income is 
shown to the satisfaction of the Secretary or his delegate 
to have been derived from sources within the United States, 
as determined under the provisions of this part, for the 3-year 
period ending with the close of the taxable year of such 
corporation preceding the declaration of such dividends (or 
for such part of such period as the corporation has been in 
existence), or

(B) from a foreign corporation unless lost than 50 percent 
of the gross income from all sources of such foreign corpora 
tion for the 3-year period ending witii the close of it* taxable 
year preceding the declaration of such dividends (or for such 
part of such period as the corporation has been in existence) 
wan effectively connected with the conduct of a trade or 
business within the United States; but only in an amount
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which bears the same ratio to such dividends as the gross 
" income of the corporation for such period which was effec 
tively connected with the conduct of a trade or business 
within the United States bears to its gross income from all 
sources; but dividends (other than dividends for which 
a deduction is allowable under section 245(b)) from a foreign 
corporation shall, for purposes of subpart A of part III 
(relating to foreign tax credit), be treated as income from 
sources without tne United States to the extent (and only to 
the extent) exceeding the amount which is 100/85th of the 
amount of the deduction allowable under section 245 in 
respect of such dividends, or

(C) from a foreign corporation to the extent that such 
amount is required by section 243 (d) (relating to certain 
dividends from foreign corporations) to be treated as divi 
dends from a domestic corporation which is subject to tux~ * 
tion under this chapter, and to such extent subparagraph (B) 
shall not apply to such smountrj, or

(D) from a DISC or former DISC (as defined in section 
99&(a)) except to the extent attributable (as determined under 
regulations prescribed by the Secretary or his delegate) to 
qualified export receipts described in section 998(a) (1) (other 
than interest from sources within the United States').

*******
SEC. 901. TAXES OF FOREIGN COUNTRIES AND OF POSSESSIONS OF 

UNITED STATES.
*******

(d) CORPORATIONS TREATED AS FOBBIGN.—For purposes of this 
subpart, the following corporations shall be treated as foreign corpora 
tions:

(1) a corporation entitled to the benefits of section 931, by 
reason of receiving a large percentage of its gross income from 
sources within a possession of the United States; and

(2) a corporation organized under the China Trade Act, 1922 
(15 U.S.C., chapter 4), and entitled to the deduction provided in 
section 941.

For purqo&ts of this subpart, dividends from a DISC or former DISC (as 
defined in section 998(a)) shall be treated as, dividends from a foreign 
corporation to the extent such dividends are treated under part I as income 
from sources without the United States.
*******

SEC 922. SPECIAL DEDUCTION.
In the case of a Western Hemisphere trade corporation there shall 

bo allowed as a deduction in computing taxable income an amount 
computed as follows—

(1) First determine the taxable income of such corporation 
comrmtcd without regard to this section.

(2) Then multiply the amount determined under paragraph (1) 
by the frag tion—

(A) the numerator of which is 14 percent, and
(B) the denominator of which is that percentage which 

equals the sum of the normal tax rate and the surtax rate for 
the taxable year prescribed by section 11.



No deduction shall be allowed under this section to a corporation for a 
taxable year for which it is a DISC or in which it owns at any time stock 
in a DISC or former DISC (as defined in section

SEC. 931. INCOME FROM SOURCES WITHIN POSSESSIONS OF THE 
UNITED STATES.

(a) GENERAL RULE. — In the case of citizens of the United States 
or domestic corporations, gross income means only gross income from 
soufcas within the United States if the conditions of both paragraph 
(1) aBd paragraph (2) are satisfied:..

(1) THREE-YEAR PERIOD. — If 80 percent or more of the gross 
income of such citizen or domestic corporation (computed without 
the benefit of this section) for the 3-year period immediatelv 
preceding the close of the taxable year (or for such part of such 
period immediately preceding the close of such taxable year as 
may be applicable) was derived from sources within a possession 
of the United States; and

(2) TRADE OR BUSINESS. — If —
(A) in the case of such corporation, 50 percent or more 

of its gross income (computed without the benefit of this 
section) for such period or such part thereof was derived 
from the active conduct of a trade or business within a 
possession of the United States; or

(B) in the case of such citizen, 50 percent or more of his 
gross income (computed without the benefit of this section) 
tor such period or such part thereof was derived from the 
active conduct of a trade or business within a possession of 
the United States either on his own account or as an em 
ployee or agent of another.

This section shall not apply in the case of a corporation for a taxable year 
for which it is a DISvor in which it owns at any time stock in a DISC 
or former DISC (as defined in section 992(a)).

Subchapter N—Tax Based on Income From Sources Within or
Without the United States

Fart I. Determination of sources of income.
Part II. Nonresident aliens and foreign corporations.
Part III. Income from sources without the United States.

PART IV—DOMESTIC INTERNATIONAL SALES
CORPORATIONS

Subpart A. Treatment of wtatifvina, corporation. 
SuhpartB. Treatment of auinbvtiont to tluirekolderi.

Subpart A—Treatment of Qualifying CorporatioKt
8*c. 991. Taxation of a domttlic tnlfrn^iional tak* corporation. 
Sec*99t. Recxirtmtnlt of a domestic international taU$ corporation. 
See. 993. DtfxUiont 9*d»p*cfal njfet. 
&c. &94. Inter-company pricing rufet.
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SEC. 991. TAXATION OF A DOMESTIC INTERNATIONAL SALES 
CORPORATION.

(a) OEKERAL RULE. — Except as provided in this section, a DISC ($s 
defined in section 902(aj) shall not be subject to ilie ta-xez imposed by this 
subtitle.

(6) TAXABLE YEARS BEGINNING BEFORE 1974. —
(/) TRANSITION. — In the case of a taxable year beginning before 

January 1, 1974, a DISC shall be subject to the tax imposed by sec 
tion 11 or IgOi(a) but the amount of the tax liability snail be —

(A) in the case of a taxable year beginning in 1971, 60 per 
cent of the amount determined under paragraph (£), and

(B) in the case of a taxable year beginning in 1972 or 1973, 
3d" percent of the amount determined under paragraph (2). 

(8) TAX LIABILITY.— -For purposes of paragraph (1), the amount 
determined under this paragraph, with respect to any taxable year, 
is the amount by which —

(A) the tax imposed by section 11 or 1201 (a) for the taxable 
year determined without regard to subsection (a), exceeds

(B) the sum of the credits against such tax allowable for the 
taxable year.

If a DISC is a member of a controlled group of corporations (wiihin 
the meaning of section 1663) for the taxable year, no surtax exemption 
shall be allowed in applying this paragraph for such year.

SEC. M. REQUIREMENTS OF A DOMESTIC INTERNATIONAL SALES 
CORPORATION.

(a) DEFINITION OF "DISC" AND "FORMS DISC".—
(1) DISC.— For purposes of this title, the term "DISC' means, 

unth respect to any taxaole year, a corporation which is incorporated 
under the laws of any State and satisfies ike following conditions for 
tlie taxable year:

(A) 95 percent or more of the gross receipts (as defined in 
section 0#5(/)) of such corporation consist of qualified export 
receipts (as defined in section 998(0)},

(B) the adjusted basis of the qualified export assets (as 
defined in section 998 (b)) held by the corporation "t the close 
of the taxable year equals or exceeds 95 percent of the sum of 
such adjusted basis and the fair market value of all other 
assets held by the corporation at the dose of the taxaole year,

((7) such corporation does not have more than one class of 
stock and the par or stated value of its outstanding stock is at 
least $t,500 on each day of tfte taxable year, and

(D) the corporation has made an election pursuant to sub 
section (6) to be treated as a DISC and such election is in effect 
for the taxable year.

(£ } STATVS AS DISC AFTER HAVING FILED A RETURN AS A 
DISC.— If—

(A) a corporation does not notify the Secretary or his delegate^
before the 5Ckfay period ending with the expiration of the period 
of limitation. 6& assessment for underpayment of fax, that it is
not a, DISC for a taxable $e^for~ishickr %£ £Ltd a return as <*. 
DISC under section ftUi(e)(£)t and

(B) the Secretary or At* delewtfe has^noir within ike period 
of limitation -prescribfd in subparagraph (B) f issued a notice
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of deficiency based on a determination that the corporation is 
not a DISC for such year,

then, notwithstanding any other provision of this part, for purposes 
of this title the corporation is a DISC wim respect to such taxable 
year and shall be deemed to have satisfied the conditions oj paragraph 
CO for such year.

(5) FORMER DISC.—For purposes of this title, the term '[former 
DISC" means, with respect to any taxable year, a corporation which 
is not' a DISC for such year but was a DISC in a preceding taxable 
year and at the beginning of the taxable year has undistributed pre 
viously taxed income or accumulated DISC income. 

(6) ELECTION.—
(/) ELECTION.—An election by a corporation to be treated tw a 

DISC shall be made by such corporation for a taxable year at any 
time during the 90-day period immediately preceding the beginning 
of the taxable year and shall be made in such manner as the Secretary 
or his deleaatc shall prescribe. Such election shall be valid only if all 
persons who are shareholders in such corporation on the first day of 
the first- taxable year Jor which such election is effective consent to 
such election.

(%} EFFECT OF ELECTION.—If a corporation make* an election 
under paragraph, (1), then the provisions of Uds part shall apply to 
such corporation for the taxable year of the corporation for which 
made and for all succeeding taxable years and shall apply to each 
person who at any time i* a sfiarehoider of such corporation for all 
periods on or after the first day of the first taxable year of the corpo 
ration for which the election is effective.

(3) TERMINATION OF ELECTION.
(A) REVOCATION. An election undtr this subsection made by 

any corporation may be terminated by it for any taxable year of 
th* corporation after thejirst taxable year of the corporation for 
which the election is effective. A termination under this paragraph 
shall be effective with respect to such election—

(i) for the taxable year in which madet if made at any 
time during the first 90 days of such taxable year, or

(ii) for the taxable year following the taxable year in 
which made, if made after the close of such 90 days, 

and for all succeeding taxable years of the corporation. Such 
termination shall be made in such manner as the Secretary or 
his delegate shall prescribe by regulations.

(B) CONTINUED FAILURE TO BE DISC. If a corporation is 
not a- DISC Jor each of any 6 consecutive taxable years of the 
corporation for which an election under this subsection is 
cffectwtt tfie election shall be terminated and not be in effect for 
any taxable year of the corporation after such 6th year, 

(c) DISTRIBUTIONS To MKET QUALIFICATION REQUIREMENTS.—
(1) IN OENSKAL, Sttbject to the conditions provided by paragraphs 

(2) and (S), a corporation which for a taxable year does not satisfy a 
condition specified in paragraph (/) (A) (relating to gross receipts) or 
(1)(B) (relating to assets) of subsection (a) shall nevertheless be 
deemed to satsify such condition for such mar if it makes A pro rota 
distribution of property after the clow of the taxable year to its tkart-

49-250 O—70——10
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holders (designated at the time of such distribution as a distribution to 
meet qualification requirements} with respect to their stock in an 
amount which is equal to—

(A) if the condition of subsection (a) CO (A) is not satisfied, the 
portion of such corporation's taxable income attributable to its 
gross receipts which are not qualified export receipts for such 
year,

(B) if the condition of subsection (a) (jf) (B) is not satisfied, 
the fair market value of those assets which are not qualified export 
assets on the last day of such taxable year, or

(<7) if neither of such conditions is satisfied, the sum of the 
amounts required by subparagraphs (A) and (B). 

(#) DISTRIBUTIONS MADE WITHIN 8% MONTHS AFTER CLOSE OF 
TAXABLE YEAR.—In the case of a distribution made on or before 
the 15th day of the 9th month after the dose of the taxable year, if the 
failure of a corporation to satisfy a condition specified in subsec 
tion (a) (/) (A) or (B) is not due to reasonable cause, paragraph CO 
applies only if—

(A) at least 70 percent of the gross receipts of such corporation 
for such taxable year consist of qualified export receipts, and

(B) the adjusted basis of the qualified export assets held by 
the corporation on the last day of each month of the taxable year 
equals or exceeds 70 percent of the sum of (i) such adjusted 
basis, and (ii) the fair market value of all other assets held by the 
corporation on sueh, day.

(5) DISTRIBUTIONS MADE MORE THAN 8% MONTHS AFTER CLOSE 
op TAXABLE YEAR.—In the case of a distribution made after the 15th 
day of the 9th month following the dose of the taxable year, para 
graph (/) applies only if—

(A) the failure to make the distribution within the time pre- 
scnbfd by paragraph (9) and before the time the distribution is 
made is due to reasonable cause,

(B) the distribution 1> made before the earlier of (t) the ex 
piration of the period of limitation prescribed by section 6501 
for assessment of the tax for the taxable year with respect to 
which the distribution is made, or (#) the expiration of the period 
ending 90 days after the day on which the corporation is notified 
by the Secretary or his delegate that the corporation has failed 
to satisfy either the gross receipts or gross assets test of sub 
section (a) CO (A) or (B) {extended by any period in which a 
deficiency cannot be assessed 'under section 6&lS(a} and any 
other period which the Secretary or his delegate determines is 
reasonable and necessary to permit the distribution), and

(C) the corporation, within the 30~day period beginning with 
the day on which the distribution if made, pays to the Secretary 
or his dtkgate an amount determined by multiplying (i) the 
amount equal to 4% pftzent of the distribution, by (ii) the 
number of it* taxable years vhich begin after the texabk year 
with retpect to tofcicft. the distribution is made and before the 
distribu&m is mcde.

for purpottt of this tiiUf c«j? payment made pursuant to 
(6) «fo£ fe treated as interest.
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(d) InELiorsLE CORPORATIONS.—The following corporations shall not 
be eligible to be treated as a DISC—

CO a corporation exempt from tax by reason of section 501, 
(8) a personal holding company (as defined in section &?£)* 
(5) a financial institution to which section 581 or 503 applies,
(4) an insurance company subject to the tax imposed by sub- 

chapter L,
(5) a regulated investment company (as defined in section 851 (a)),
(6) a China Trade Act corporation receiving the special deduction 

provided in section 941 (d), or
(7) an electing small business corporation (as defined in section 

1371 (6)).
SEC. Ml. DEFINITIONS AND SPECIAL RULES.

(a) QUALIFIED EXPORT RECEIPTS.—
(/) GENERAL RULE.—For purposes of this part, subject to the 

exceptions in paragraph (2), the qualified export receipts oj a 
corporation are—

(A) gross receipts pom the sale, exdiangc, or other disposition 
of export property—

(t) for direct use, consumption, or disposition outside the 
United States (as defined in subsection (#)), or

(n) to a DISC for such direct use, consumption, or 
disposition,

(B) gross receipts from the teasing or rental of export property 
which is used by the lessee of such property outviae tfte United 
States,

(C) gross receipts with respect to services which are related and 
subsidiary to any salt, exchange, lease, rental, or other disposi 
tion of export property by such corporation,

. W {POM receipts derived from the sale, exchange, or other 
disposition of guatified export assets (other than export properly),

(E) dividends (or amounts includibk in gross income under 
section 951} with respect to stock of j related foreign export 
corporation (as defined in subsection («)),

(F) interest on any obligation which is a qualified export 
asset,

(w) gross receipts derived in connection witfi, the performance, 
oj managerial tenrices in furtherance of the production of 
qualified export receipt* of a DISC, and

(a) gross receipts with respect to engineering or architectural 
services for construction projects located (or proposed for 
location) outside the United States, - 

(£) EXCSPTIONS.—For purpose q£ this part, the frrm "qualified 
export receipts" does not include receipts—

(A) from the direct or indirect sale, exchange, lease, rental, 
or other disposition oj export property to the Untied States or 
any agency or instrumentality thereofj

(B) from the sale of agricultural commodities under the 
Agrietutural Trade Development and Assistance Act of 1954 
(Public Law 480,8Sd Congrets;? U.S.C., sec. 1891 andfol.),

(C) from a corporation which (i)is a member of a controlled 
group of corporation* (vrilhin &e meaning of section 15$$) vhich 
includes ike recipient corporation, and (it; is a DISC jor its 
tauuMe year in vhiek ike receipts arise,
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(£>) from the renting or licensing for the use of, or for the 
privilege of using, without the United States, patents, copy 
rights (other than films, tapes, or records for the commercial 
shounng of motion pictures or used for radio or television 
broadcasting or io provide background music), secret processes 
and formulas, good will, trademarks, trade brands, franchises, 
and other like properties,

(E)from the sale, exchange, lease, rental, or other disposition 
of export, property for ultimate use in the United Stores, or

(^/ from services which are related and subsidiary to any 
sale, exchange, lease, rental, or otfitr disposition described in 
this paragraph.

(6) QUALIFIED EXPORT ASSETS.—For purposes of this part, the 
latifM export assets of a corporation are—

(Jf) export property (as defined in subsection (c)); 
(8) facilities primarily for the sale, lease, rental, storage, handling, 

transportation, packaging, assembly, or servicing of export property; 
(5) accounts receivable and evidences of indebtedness which arise 

by reason of transactions of such corporation described in sub- 
paragraph (A), (B), or (<7) of subsection (o)(/);

(4) money, bank deposits, and other similar temporary invest 
ments, which are necessary to meet the working capital requirements 
of such corporation;

(5) obligations arising in connection with a producer's loan (as 
defined in subsection (d));

(iff) stock or securities of a related foreign export corporation (as
\ned in subsection («));
(7) obligations issued, guaranteed, or insured, in whole or in 

part, by the Export-Import Bank of the United States or the Foreign 
Credit Insurance Association in those cases where such obligations 
are acquired from such Bank or Association or from the setter of 
the goods or services with respect to which such obligations arose;

(a) obligations issued by a domestic corporation organized solely 
for the purpose of financing sales of export property pursuant to an 
agreement with the Export-Import Bank of the United States under 
which such corporation makes export loans guaranteed by such 
bank; and

(9) amounts (other than working capital) on deposit in the United 
States if, on ti\t last day of the 6th, 7th, and 8m months following 
the close of the taxable year, the adjusted basis of the qualified export 
assets held by the corporation on each such last day equal* or exceeds 
95 percent of ike mm <*/•—

(A) the adjusted basis of the qualified export assets (deter 
mined without regard to this paragraph) heldoy the corporation 
at iht- dose oi the taxabU year, and

(B) the fair market value of all other a**t.t* held by tht 
corporation at the close of the taxable year.

For purposes of paragraph (9), an amount w on deposit in t&e Dnited 
States if (and only if} it t* on deposit or in a withdrawable account in the 
United States wiik a person carrying on the banking business or with a 
tarings institution chartered and supervised as a savings and loan or 
simitar astociation under Federal or State law. 

(c) Exfo&T PxorxxTY.—
(J?) Iif axirxxAL.—For purposes of this partt the term "export 

property1 ' means any property—
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(A) manufactured, produced, grown, or extracted in the, 
United States by a person other than a DISC,

(B) held primarily for salt, lease, or rental in the ordinary 
course of trade or business for, or tv a DISC for, direct use, 
consumption, or disposition outside the United States, and

(<7) not more titan 50 percent of the fair market value of 
which is attributable to articles imported into the United States. 

In applying subparagraph (C), the fair market value of any article, 
imported into the United States shall be taken to be its appraised 
value, as determined by the Secretary or his delegate under section 
402or402a of the Tariff Act of 1930 (19 U.S.C., sec. 1401a or 1402) 
in connection with its importation.

(2) EXCLUDED PROPERTY.—The term "export property" does not 
include property leased or rented by a DISCfor use by any member 
of a controlled group of corporations (within the meaning of section 
1663) which includes the D'lSC.

(3) PROPERTY IN SHORT SUPPLY.—If the President determines 
that the supply of any properly described in paragraph (/) is insuf 
ficient to meet the requirements of the domestic economy, fa may by 
Executive Order designate the property as in short supply. Any 
property so designated shall be treated a-s property not- described in 
paragraph (1) during the period beginning with the date specified in 
the Executive Order and ending with the date specified in an Execu 
tive Order setting forth the President's determination that the property 
is no longer in short supply, 

(d) PRODUCER'S LOANS.—
(/) Iff GENERAL.—An obligation, subject to the limitation pro 

vided in paragraph (#), shall be treated as arising out of a producer's 
loan if—

(A) the loant when added to the unpaid balance of all other 
producer's loans made by the DISC, does not exceed the aceumu~> 
lated DISC income at the beginning of the month in which the 
loan is made;

(B) the loan is evidenced by a note (or other evidence of 
indebtedness) with a stated maturity date not more than 15 years 
from the date of the loan;

(O) the loan is made to a person engaged in the United 
States in the manufacturing, production, growing, or "extraction 
of export property (referred to hereinafter a* the "borrower"); 
and

(D) at the time of such loan it is designated as a produces 
loan.

(8) LIMITATION.—An obligation shall be a producer's loan to 
the extent that sucfi, loan, when added to the unpaid balance of all 
other producer's loans of the borrower outstanding at the time of 
such loan, does not exceed an amount determined by m<diiplying 1he 
turn, of—

(4) the amount of the borrower's adjusted basis determined 
at the beginning of the borrower's taxable year in which the loan 

; is made, in pfanfi machinery, and equipment, and supporting 
production faciiUtes in the United States;

(B) the amount of the borrowers property fold primarily jar 
sole, lease, or rental to customers in the ordinary course of trade, 
or business at the beginning of such taxable year; and
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by i 
the

(C) the aggregate amount of the borrower's research and 
experimental expenditures (wimin the meaning of section 174) 
in the United State during all preceding taxable years beginning 
after December 31, 1970;

tfie percentage which the borrower's qualified export receipts from 
sale of export pidperty during the 3 taxable years immediately 

preceding the taxablt year in which the loan is made is of the gross 
receipts from the sale of property held by such borrower primarily for 
sale to customers in the ordinary course of the trade or business of 
such borrower during such 3 taxable years. In computing suck per 
centage, the receipts of a taxable year beginning before January 1, 
1971, shall not oe taken into account. The limitation under this 
paragraph may be computed at the borrower's election on the basis 
of a controlled group of corporations (within the meaning of section 
1563) but without taking into account any corporation which is a 
DISC.

(c) RELATED FOREIGN EXPORT CORPORATION.—In determining under 
section 992 whether a corporation (hereinafter in this subsection referred 
to as "the domestic corporation") is a DISC—

(1) FOREIGN INTERNATIONAL SALES CORPORATION.—A foreign 
corporation is a related foreign export corporation for purposes of 
this part if—

(A) stock possessing more than 50 percent of the total com 
bined toting power of all classes of stock entitled to vote is owned 
directly by the domestic corporation;

(B) 95 percent or more of such foreign corporation's gross 
receipts for its taxable year ending with or within the taxable 
year of the domestic corporation consist of qualified export 
receipts described in subpar&graphs (A), (B), (C), and (Z>) of 
subsection (a) CO, and

(C) the adjusted basis of the qualified export assets (described 
in paragraphs (1), (2), (3), and (4) of subsection (&)) held by 
such foreign corporation at the close of such taxable year equals 
or exceeds 95 percent of the sum of such adjusted basis and. the 
fair market value of all other assets held by it at the close of such 
taxable year.

(2) REAL PROPERTY HOLDING COMPANY.—A foreign corporation 
is a related foreign export corporation for purposes of this part if—

(A) stock possessing more than 50 percent of the total com 
bined voting power of all classes of stock entitled to vote is 
owned directly by the domestic corporation; and

(B) its exclusive function is to hold real property for the 
exclusive v&e (under a lease or otherwise) of the domestic cor 
poration.

(Sj ASSOCIATED FOREIGN CORPORATION,—A foreign corporation 
is a related foreign export corporation for purposes of this part if—

(A) less than 10 percent of the torn combined voting power 
of all classes of stock entitled to vote of such foreign corporation 
is owned (wmin ihe meaning of aection 1663 (a) and (e)} by 
the domestic corporation or %<* controlled grou% of corporations 
(within ike meaning of section 166S)oj which the domestic 
corporation i* a member, and

(B) ike ownership of stoc$ or securities in such foreign cor 
poration by,.the domestic corporation is determined (under



147

regulations prescribed by the Secretary or his delegate) to be 
reasonably in furtherance of a transaction or transactions 
giving rise to qualified export receipts of the domestic corporation.

(f) GROSS RECEIPTS.—For purposes of this part, the term "gross 
receipts" means the total receipts from the sale, lease, or rental oj property 
held primarily for sale, lease, or rental in the ordinary course of trade or 
business, and gross income from all other sources. In the case oj commis 
sions on the sale, lease, or rental of property, the amounttaken into account 
for purposes oj this part as gross receipts shall be the gross receipts on 
the sale, lease, or rental of the property on which such commissions arose.

(g) UNITED STATES uEfrxEi).—For purpose* ojf thi# part, the term 
"United States" includes the possessions of the United States.
SEC. 994. INTER-COMPANY PRICING RULES.

(a) Iff GENERAL.—In the case of a sale of export property to a DISC 
by a person described in section 482, the taxable income of such DISC 
and such person shall be based updn a transfer price which would allow 
such DISC to derive taxable income attributable to such sale (regardless 
of the sales price actually charged) in an amount which does not exceed 
the greatest of:

(1) 4 percent oj the qualified export receipts on such -property plus 
10 percent oj the export promotion expenses oj xuch DISC attribu 
table to such receipts;

(2) 50 percent oj the combined taxable income of such DISC and 
such person which is attributable to the qualified export receipts on 
such property plus 1r percent oj the export promotion expenses oj 
such DISC attribuiuiole to such receipts, or

(") taxable income based upon the sales price actually charged 
(but subject to the rules provided in section 482).

(b) RvL£H FOR COMMISSIONS, RENTALS, AND.MAXGINAL COSTING.— 
The Secretary or his delegate shall prescribe regulations setting forth— 

(1} rules which are consistent with the rules set forth in subsection 
(a) for the application of this section in the case oj commissions, rent 
als, and other income, and

(2) rules for the allocation oj expenditures in computing combined 
taxable income under subsection (a) (2) in those cases where a 
DISC is seeking to establish of maintain a market for export property.

(c) EXPORT PROMOTION EXPENSES.—For purposes of this section, the 
term "export promotion expenses" means all the ordinary and necessary 
expense* of the DISC paid or incurred for the production of pualijud 
export receipts, including advertising, salaries, rentals, comminswm, and 
other selling expenses, but not including income taxes, or any expense that 
does not advance the distribution or sale of export property for use, con 
sumption, or distribution outside of the United States.

Subpart B—Treatment of Distributions* fa Shareholders
See. 995. Taxation of DISC income to fhareholders.
Sec. 996. Special rules.
Ses. 997. Special tubcktrpier C rules.

SBC. S&. TAXATION OF DISC INCOME TO SHAREHOLDERS.
(a) GENERAL RULES—-A shareholder of a DISC orformer DISC zhaU 

be autneetto taxation on tint earnings and profits ofz DISC in accordance 
with the provision* of this wbpart.

(h) DKKMKD DISTRIBVTIQXS.—
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(/) DISTRIBUTIONS rn QUALIFIED YEARS.—A shareholder of a 
DISC shall be treated as having received a distribution with respect 
to his stock in an amount which is equal to his vro rata share of the 
sum (or, if smaller, the mrnings and profits jor the taxable year) 
of—

(A) the aross interest derived during the taxable year from 
producer's loans, and

(B) the gain realized by the DISC during the taxable year 
on the sale or exchange of property previously transferred to 
it in a transaction in which gain was not recognized in whole 
or in part, but only to the extent that the transferor's gain on 
the previous transfer was not recognized and would have been 
treated as gain from the sale or exchange of property which is 
neither a capital asset >t£r property described in section 1281 if 
the property had been sold or exchanged rather than transferred 
to the DISC, This subparagraph shall not apply to property 
which in the hands of the DlSuis stock in trade or other prop 
erty described in section 1£&1(1).

Distributions described in this paragraph shall be deemed to be 
received on the last day of the taxable year of the DISC in which the 
gross income was derived.

(8) DISTRIBUTIONs UPON DISQUALIFICATION —
(A) A shareholder of a corporation which terminated its 

election to be treated as a DISC or Jailed to satisfy the conditions 
of section 992(d)(l) Jor a taxable year shall be deemed to have 
received (at the time specified in subparagraph (B)) a distribu 
tion equal to his pro rata share of the DISC income of suoh 
corporation accumulated during the immediately preceding con 
secutive taxable yearn for which the corporation was a DISC.

(B) Distributions described in subparagraph (A) shall be 
deemed to be received in equal installments on the last day oj 
each of the 10 taxable years of the corporation following tKe 
year of the termination or disqualification described in sub- 
paragraph (A) (but in no case over more than the number of 
immediately preceding consecutive taxable years during which 
the corporation was a DISC). Proper adjustment shall oe made 
for octual distributions after the beginning, of the year of the 
termination or disqualification out of the accumulated DISC 
income referred to in subparagraph (A), by reducing the num 
ber of deemed installment* rather than the amount of such 
inttattments (other then the last installment). 

(c) OAIK OH Diafosirioy or STOCK IN A DISC.—-If a shareholder 
disposes of stock in a DISC or former DISC, any gam recognized on such 
disposition shall be treated as gain on the sale or exchange of property 
whtck is not a capital asset to the extent of the accumulated DISu income 
of such DISC or forma- DISC attributable to such stock. If stock oj the 
DISC ®rf$?m6? DISC M disposed of in a transaction in lofodi the corpo 
rate existence of the DISC or former DISC is terminated (other than oy a 
mere change in place of organisation, hovxver effected), any gain realized 
on the disposition tf sush stock w Ike transaction shall be recognized not 
withstanding cny other provision of this title, to the extent of w& ancumu- 
bfedDISC&eom* of suck DISC or former DISC attributable to suck 
stock, and *t&& fain shall be treated as gain from ike sole or exchange of 
property whisk w not a capital
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SSC. 999. SPECIAL RULES.

(a) TREATMENT of ACTUAL DISTRIBUTIONS.—
(1) IN GENERAL.—Any actual distribution (other than a dixtribu- 

tion described in paragraph (2) or to which section 995(c) applies) 
to a shareholder by a DISC (or former DISC} which is made out of 
earnings and profits shall be treated w made—

(A) first, out of previously taxed income, to the extent thereof,
(B) second, out of accumulated DISC income, to the extent 

thereof, and
(0) finally, out of other earnings and profits.

(2) QUALIFYING DISTRIBUTIONS.—Any actual ditt 'bution made 
pursuant to section 992 (c) (relating to distributions to meet qual 
ification requirements) shall, be treated as made—

(A) first, out of accumulated DISC income, to the extent 
thereof,

(B) second, out of the earnings and profits described in 
paragraph (1)(G), to the extent thereof, and

(O) nnally, out of previously taxed, income. 
(5) finally, to previously taxed income,

distributed out of previously taxed income shall be excluded by the 
distributee from gross income except to the extent provided in sub 
section /(#), and shall reduce the amount GJ the previously taxed 
income.

(6) TREATMENT OF LOSSES.—If for any taxable year a DISC, or a 
former DISC, incurs a deficit in earnings and profits, such deficit shall be 
chargeable—

(1) first, to earnings and profits described in subsection (a) (1) (C), 
to the extent thereof,

(2) second, to accumulated DISC income, to the extent thereof and
(5) finally, to previously taxed income,

except that a deficit in earnings and profits shall not be applied again*t 
accumulated DlSC income which, in any prior year, has been determined 
is to be deemed distributed to the shareholders (pursuant to tettion 
995(b) (8) (A)) as a result of a disqualification.

(c) TREATMENT OF DEEMED DISTRIBUTIONS.—Each shareholder shall 
include in gross i-ncomv, as a dividend, any deemed distribution in a 
taxable year. An amount equal to such distribution shcfl increase pre 
viously taxed income, and the amount of any deemed distribution under 
section 995(b)(&) shall reduce accumulated DISC income.

(d) PRIORITY OF DISTRIBUTIONS.—Any actual distribution made 
during a taxable year shall be treated as being made subsequent to any 
deemed distribution made during such year. Any actual distribution made 
pursuant to station 99£(c) (relating to distributions to meet Qualification 
requirement*) shall be treated as being made before any other actual 
distributions during the taxable year.

(e) SUBSEQUENT EFFECT OF PMEVIOUS DISPOSITION OF DISC STOCK.— 
(1) SHAREHOLDER %RSVJOUSLY TAXSD ifrcoxf ADJUSTMENT.—

•v —
(A) gain with respect to c share of stock o£ a DISC or former 

DISC w treated under section 995 (c) as gain from the sale or 
'.xchangc of property which is not at capital asset, and

(ff) any person subsequently receives an actual duttribuiwn 
made wit of accumulated ul$C incoiw, or a deemed distribution 
made pursuant to section 995(b)tf), with respect to tuck share,
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such person shall treat such distribution in the same manner as a 
distribution from previously taxed income to the extent that (i) the 
gain referred to in subvaragrayh (A) t exceeds (ii) any other amounts 
with respect to such share which were treated under this paragraph 
as made from previously taxed income. In applying this paragraph 
with resyecl to a share of stock in a DISC or former DISC, gain on 
the acquisition of such share by the DISC or former DISC or gain on a 
transaction prior to such acquisition shall not be considered gain 
referred to in subparagraph (A).

(#) CORPORATE ADJUSTMENT UPON REDEMPTION. — Ij section 
996(c) applies to a redemption of stock in a DISC or former 
DISU, the accumulated DISC income shall be reduced by an amount 
equal to the gain described in section 996 (c) with respect to such 
stock which is (or has been) treated as gain from the sale or exchange 
of property which is not a capital asset, except to the extent dis 
tributions with respect to such stock have been treated under para 
graph (/). 

(0 ADJUSTMENT TO BASIS. —
(1) ADDITIONS TO BASIS. — Amounts representing deemed distri 

butions as provided in section 996 (b) shall increase the basis of the 
stock with respect to which the distribution is made.

(#) RKDUCTIONS or BASIS. — The portion of an actual distribution 
made out of previously taxed income shall reduce the basis of the 
stock with respect to which it is made, and to flic extent that it exceeds 
the adjusted oasis of such stock, shall be treated as gain from the 
sale or exchange or property. In -the case of stock includiSle in the. 
gross estate of a deceaentfor which an flection is made under section 

(relating to alternate valuation}, this paragraph shall not
apply to any distribution made after the date of the decedent's 
death and before the alternate valuation date provided by section £088. 

(g) DEFINITIONS OF DIVISIONS or EARNINGS AND PKOWITS. — For 
purposes of this part:

(i)'DISC INCOMX. — The earnings and profits derived 5y a cor 
poration during a taxable year in which such corporation is a 
2)ISCt before reduction for any distributions during the year, but 
reduced by amounts deemed distributed under section 995(b}(l) 
shall constitute the DISC income for such year. Tlie earnings 
and profits of a DISC for a taxable year include any amounts 
includible in such DISC'8 gross income wmntant to section 951 (a) 
fo? such year. Proper reduction of DISC income shatt be made for 
earnings and profits attributable to amounts taxed by reason of 
section 99 i (6).

(£) PRSVIOUSLY TAXXD INCOMX. — Earnings and profit deemed 
'distributed under section 995 (b) for a taxable year shall constitute 
previously taxed income for such year.

(S) OTHER KAHitiiraa AND PROFITS. — The earnings and nrofits 
for a taxable year which are described in neither paragraph (x) nor 
(3) shall constitute the other earnings and profits for such year, 

(A) ErrKCTivf&Y CvxxscrtD INCOMX. — AM distributions and gains 
referred to insertion 995 shall be treated as distr&>i&ms and gains, tn the 
case of a shareholder who is a nonresident alien, or a foreign corporation, 
which ore effectively connected with the conduct of a trade or business 
conducted through a permanent establishment of swh shareholder within the 
United StaUf.
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SEC. 997. SPECIAL SUBCHAfTSR C RULES.

For purposes of applying the provision* of mbchapter C of chapter 1, 
any distribution in property to a corporation by a DISC or Jormer 
DISC whidi is made out of previously taxed income or accumulated 
DISC income shall—

(/) be treated &s a distribution in the same amount at if such 
distribution of property were made to an individual, and

(2) have a basis, in the hands of the recipient corporation, equal 
to the amount determined under paragraph (/).

SEC. 1014. BASIS OF PROPERTY ACQUIRED FROM A DECEDENT.
y

(a) IN GENERAL.—Except as otherwise provided in this section, 
the basis of property in the hands of a person acquiring the property 
from a decedent or to whom the property passed from a decedent 
shall, if not sold, exchanged, or otherwise disposed of before the 
decedent's death by such person, be the fair market value of the prop 
erty at the date of the decedent's death, or, in the case of an election 
under either section 2032 or section 811 (j) of the Internal Revenue 
Code of 1939 ^yhere the decedent died after October 21, 1942, its 
value at the applicable valuation date prescribed by those sections.

(b) PROPERTY ACQUIRED FROM THE DECEDENT,—For purposes of 
subsection (a), the following property shall be considered to have 
been acquired from or to have passed from the decedent:

(1) Property acquired by bequest, devise, or inheritance, or 
by the decedent's estate from the decedent;

(2) Property transferred by the decedent during his lifetime in 
trust to pay the income for life to or on the order or direction of 
the decedent, with the right reserved to the decedent at all times 
before his death to revoke the trust;

(3) In the case of decedents dying after December 31, 1951, 
property transferred by the decedent during his lifetime in trust 
to pay the income for life to or on the order or direction of the 
decedent with the right reserved to the decedent at all times 
before his death to make any change in the enjoyment thereof 
through the exercise of a power to alter, amend, or terminate 
the trust;

(4) Property passing without full and adequate consideration 
under a general power of appointment exercised by the decedent 
by will;

(5) In the case of decedents dying after August 26, 1937, 
property acquired by bequest, devise, or inheritance or by the 
decedent's estate from the decedent, if the property consists of 
stock or securities of a foreign corporation, which with respect 
to its taxable year next preceding the date of the decedent's 
death was, under the law applicable to such year, a foreign 
personal holding company. In such case, the basis shall be toe 
fair market value of such property at the date of the decedent's 
death or the basis in the hands of the decedent, whichever is 
lower;

(6) In the case of decedents dying after December 31, 1947,. 
property which represents the surviving spouse's one-half share
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of community property held by the decedent and the surviving 
spouse under the community property laws of any State, Terri 
tory, or possession of the United States or any foreign country, 
if at least one-half of the whole of the community interest in such 
property was includible in determining the value of tha decedent's 
gross estate under chapter 11 of subtitle B (section 2001 and 
following, relating to estate tax) or section 811 of the Internal 
Revenue Code of 1939;

(7) In the case of decedents dying after October 21, 1942, and 
on or before December 31, 1947, such part of any property, 
representing the surviving spouse's one-halt share of property held 
by a decedent and the surviving spouse under the community 
property laws of any State, Territory, or possession of the United 
States or any foreign country, as was included in determining the 
valup of the gross estate of the decedent, if a tax under chapter 
3 of the Internal Revenue Code of 1939 was payable on the 
transfer of the net estate of the decedent. In such case, nothing 
in this paragraph shall reduce the basis below that which would 
exist if the Revenue Act of 1948 had not been enacted;

(8) In the case of decedents dying after December 31, 1950, 
and before January 1, 1954, property which represents the sur 
vivor's interest in a joint and survivor's annuity if the value of 
any part of such interest was required to be included in deter 
mining the value of decedent's gross estate under section 811 of 
the Internal Revenue Code of 1939;

(9) In the case of decedents dying after December 31, 1953, 
property acquired from the decedent oy reason of death, form of 
ownership, or other conditions (including property acquired 
through the exercise or non-exercise of a power of appointment), 
if by reason thereof the property Is required to be included in 
determining the value of the decedent's gross estate under chapter 
11 of subtitle B or under the Internal Revenue Code of 1939. 
In such case, if the property is acquired before the death of the 
decedent, the basis shall be the amount determined under sub 
section (a) reduced by the amount allowed to the taxpayer as 
deductions in computing taxable income under this subtitle or 
prior income tax laws for exhaustion, wear and tear, obsolescence, 
amortization, and depletion on such property before the death 
of the decedent Such basis shall be applicable to the property 
commencing on the death of the decedent This paragraph shall 
not apply to—

(A) annuities described in section 72;
(B) property to which paragraph (5) would apply if the 

property had Seen acquired by bequest; &ud
(C) property described in any ctlier paragraph of this 

subsection.
(c) PROPER-IT REPRESENTING INCOME IN RESPECT OF A DECE 

DENT.—This section shall not apply to property which constitutes a 
right to receive an item of income in respect of a decedent under 
section 691.

(d) SPKCIAL RULS WITH RXBPMCT TO DISC STOCK.—Jf dock 
owned by a decedent in a DISC or former DISC (o« defined in section 
ddf (a)) acquires a new basis under subsection (a), svch basis (determined 
before the application of this subsection) shall be reduced by the amount
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(if any) which would haw been treated under section 996(c) as gain from 
the sale of property which is not a capital asset if the decedent had lived and 
sold the stock at its fair market valve on the estate tax valuation date. In 
computing the gain the decedent would have had if he had lived and sold 
the stock, his basis shall be determined without regard to the last sentence 
of section 996(f)(2) (relating to reductions of basis of DISC stock). For 
the purposes of this subsection, the estate tax valuation date is the dale of 
the decedent's death or, in the case of an election under section £03%, the 
applicable valuation date prescribed by that section.

SEC. 1504. DEFINITIONS.
****'***

(b) DEFINITION OF "!NCLUDIBLE CORPORATION".—As used in this 
chapter, the term "iacludible corporation" means any corporation 
except—

(1) Corporations exempt from taxation under section 501.
(2) Insurance companies subject to taxation under section 802 

or 821.
(3) Foreign corporations.
(4) Corporations entitled to the benefits of section 931, by 

reason of receiving a large percentage of their income from 
sources within possessions of the United States.

(5) Corporations organized under the China Trade Act, 1922.
(6) Regulated investment companies and real estate invest 

ment trusts subject to tax under subchapter M of chapter 1.
(7) A DISC or former DISC (as defined in section 992(a)).

SEC. 6011. GENERAL REQUIREMENT OF RETURN, STATEMENT, OR LIST.

(a) GENERAL RULE.—When required by regulations prescribed by 
the Secretary or his delegate any person made liable for any tax im 
posed by this title, or for the collection thereof, shall make a return or 
statement according to tho forms and regulations prescribed by the 
Secretary or his delegate. Every person required to make a return or 
statement shall include therein the information required by such 
forms or regulations.

(b) IDENTIFICATION OF TAXPAYER.—The Secretary or his delegate 
is authorized to require such information with respect to oersons sub 
ject to the taxes imposed by chapter 21 or chapter 24 as is necessary 
or helpful in seciuing proper ^identification of such persons.

[Sec. 6011(e)—-Repealed] 
(d) INTEREST EQUALIZATION TAX RETURNS, ETC.—
(1) IN GENERAL.—

(A) Every person shall make a return for each calendar quarter 
during which he incurs liability for the. tax imposed by section 
4911, or would so~ineur liability but for the provisjons of section 
4918. The return shall, in addition to such other information as 
the Secretary or his delegate may by regulations require, include 
a list of all acquisitions made by such person during the calendar 
quarter for which exemption is claimed under station 4918 ac 
companied bv a copv of anv return made f!tirinsp
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shall be required under this paragraph, in connection with 
any acquisition with respect to which—

(i) an IET clean confirmation is obtained in accordance 
with the provisions of section 4918(b),

(ii) a validation certificate described in section 4918(b) 
issued to the person from whom such acquisition was made 
is obtained, and such certificate was filed in accordance 
with the requirements prescribed by the Secretary or his 
delegate, or

(in) a validation certificate was obtained by the ac 
quiring person after such acquisition and before the date 
prescribed by secHon 6076(a) for the filing of the return, 

nor shall any such acquisition be required to be listed bs any 
return made under this paragraph.

(B) Every person who incurs liability for the tax imposed by sec 
tion 4911 shall, if he disposes of the stock or debt obligation with 
respect to which such liability was incurred prior to the filing of 
the return required by subparagraph (A) (unless such disposition 
is made under circumstances which entitle such person to a credit 
under the provisions of section 4919), make a return of such tax.

(2) INFORMATION RETURNS OF COMMERCIAL BANKS.—Every United 
States person (as defined in section 4920(a)(4)) which is a commercial 
bank snail file a return with respect to loans and commitments to 
foreign obligors at such times, in such manner, and setting forth such 
information as the Secretary or his delegate shall by forms and regula 
tions prescribe.

(3) REPORTING REQUIREMENTS FOR CERTAIN MEMBERS OF EX 
CHANGES AND ASSOCIATIONS.—Every member or member organization 
of a national securities exchange or of a national securities association 
registered with the Securities and Exchange Commission, which is 
not subject to the provisions of section 4918(c}, shall keep such records 
and file such information as the Secretary or his delegate may by forms 
or regulations prescribe in connection with acquisitions and sales 
effected by such member or member organization, as a broker or for his 
own account, of stock of a foreign issuer or debt obligations of a foreign 
obligor—

(A) with respect to which a validation certificate described in 
section 4918(b)(l}(A) has been received by such member or 
member organization; or

(B) with respect to which an acquiring United States person is 
subject to the tax imposed by section 4911.

(«) RETURNS, Ere., OF DISCS AJTJ> FORXBR DISCS*—
(1) RECORD AND INFORMATION.—A DISCor former DISC shall 

for the taxable year—
(.4) furnish Jsuch information to person^ who w&e share" 

hotders at any time during such taxable year, and to the Secre 
tary or his delegate, and 

(B) keep suck records^
as may be retired by regulations ^e*a$bed by the Se&etary or Aw delegate.

(£) RETURNS, —A DISC shall jtte for the taxable yea* suck return 
as may be prescribed by the Secretary of his delegate 
regulation*.
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C(<0] (/). INCOME, ESTATE, AND GIFT TAXES.—
For requirement that returns of income, estate, and gift taxes be 

made whether or not there is tax liability, see sections 6012 to 6019, 
inclusive.

SEC. 6072. TIME FOB FILING INCOME TAX RETURNS.

(b) RETURNS OP CORPORATIONS.—Returns of corporations under 
section 6012 made on the basis of the calendar year shall be filed on or 
before the 15th day of March following the close of the calendar year, 
and such returns made on the basis of a fiscal year shall be filed on or 
before the 15th day of the third month following the close of the fiscal 
year. Returns required for a taxable year by section 6011(e)(2) (relat ng 
to returns of a DISC) shall be filed on or before the fifteenth day oj the 
ninth month, following the close of the taxable year.

SEC. 6501, LIMITATIONS ON ASSESSMENT AND COLLECTION.
*******

(g) CERTAIN INCOME TAX RETURNS OF CORPORATIONS.—
(1) TRUSTS on PARTNERSHIPS.—If a taxpayer determines in 

good faitn that it is a trust or partnership and files u return as 
such under subtitle A, and if such taxpayer is thereafter held to 
be a corporation for the taxable year for which the return if filed, 
such return shall be deemed the return" of the corporation for 
purposes of this section.

(2) EXEMPT ORGANIZATIONS.—If a taxpayer determines in good 
faith that it is an exempt organization and Hies a return as such 
under section 6033, and if such taxpayer is thereafter held to be 
a taxable organization for the taxable year for which the. return 
is filed, such return shall be deemed the return of the organization 
for purposes of this section.

(o) DISC.—If a corporation determines in good faith that it is a 
DISC (as defined in section 9d8(ti)) and files a return 'as such under 
section 6QH(e)(2)j and if such corporation is thereafter held to be a 
corporation which is not a DISC}or the taxable year for which the 
return is filed, such return tftaU b.e deemed the return of e corporation 
wh'&ch is not a DISC for purposes of this section*

Chapter 68—Additions to the Tax, Additional Amounts, and
Assessable Penalties

* * * * * * *
Sttbchapter B—Assessable Penalties

* ' * * * * & *
SEC. US*. VAlLVRROr DISC TO FILE RBTVRNS.

In addition to the penalty imposed by section 720$ (relating to willful 
failure tojtte return, supply informationf or my tax) any person required 
Ht s%p$y information or to fie a return wider section 6pll(e) tofto fails 
to supply such information or file such return at the time prescribed by
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the Secretary or his delegate, or wkoJUes a return which does not show the 
information required, shall pay a penalty of $100 for each failure to 
supply information (but the total amount imposed on the delinquent 
person for all such failures during any calendar yes? shall not exceed 
$86,000) or a penalty o/ $1,000 for each failure to file a return, unless 
it is shown that such failure is due to reasonable cause.

TARIFF ACT OF 1930
*****
TITLE III—SPECIAL PROVISIONS 

Part I—-Miscellaneous

SEC. MS. COUNTERVAILING DUTIES.
(a) LEVY OF COUNTERVAILING DUTIES.—Of) Whenever any country, 

dependency, colony, province, or other political subdivision of govern 
ment, person, partnership, association, cartel, or corporation, shall 
pay or bestow, directly or indirectly, any bounty or grant uoon the 
manufacture or production or export of any article or merchandise 
manufactured or produced in such country, dependency, colony, 
province, or other political subdivision of government [and such 
article or merchandise is dutiable under the provisions of this Act], 
then ujxrn the importation of [any] such article or merchandise into 
the United States, whether the same shall be imported directly from 
the country of production or otherwise, and whether such article or 
merchandise is imported in the same condition as when exported from 
the country of production or has been changed in condition by reman- 
ufacturo or otherwise, there shall be levied and paid, in all such 
cases, in adoption to [the] any duties otherwise [imposed by this 
act, an additional] imposed, a duty equal to the not amount of such 
bounty or grant, However the same be paid or bestowed. [The Sec 
retary of the Treasury shall from time to time ascertain and deter 
mine, or estimate, the not amount of each such bounty or grant, and 
shall declare the net amount so determined or estimated. The Sec 
retary of the Treasury shall make jail regulations he may deem neces 
sary for the identification of such articles and merchandise and for 
the assessment and collection of such additional duties.] The Sec 
retary of the Treasury shall determine, within it mwiths after the date 
on which the question is presented to him, whether any bounty or grant 
is being paid or bestowed.

(t] In the case of any imported article or merchandise which is fret of 
duty, duties may be imposed wider this section only if there is an affirma 
tive determination by the Tariff Commission under subsection (6)Q).

(£) The Secretary of the Treasury shall from time to time ascertain and 
determine, or es&naZe, the net amount of each such bounty or grant, and 
shatt declare the net amount so determined or estimated.

(4) The Secretary of th* Treasury shatt make all regulations he may 
deem necessary for the identification of such articles and merchandise and 
is? the assessment and collection of the duties under this section. All 
determinations by the Secretary under this subsection and all detotnina-
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tions by the Tariff Commission under subsection (&)(/), whether affirma 
tive or negative, shall be published in the Federal Register.

(b) INJURY DETERXWATiotfs WITH RESPKCT TO DIVY-FREE MKR- 
CHANDISK; SUSPENSION OF LIQUIDATION,—(1) Whenever the Secretary 
of the Treasury has determined under subsection (a) that a bounty or grant 
is being paid or bestowed icith respect to any article or merchandise which 
is free of duty, he shaU—

(A) so advise the United States Tariff Commission, and the 
Commission shall determine within S month* thereafter, and ajter 
such investigation as it deems necessary, whether an industry in the 
United States is being or is likely to be injured, or is prevented 

from being established, by reason of the imporiati&i oj such article 
or merchandise intv the United States; and the Commission shall 
notify the Secretary of its determination; and

(1?) require, under such regulations as he may prescribe, the 
suspension ttf liquidation as to such article &r merchandise entered, 
or withdrawn from warehouse, for consumption, on or after the 80th 
day after the dot* of the publication in me Fmcrai Register of his 
determination under subsection (a)(l), and such tuspenfswn of 
liquidation shall continue until the further order oj the Secretary 
or until he has made public an order as provided for in paragraph 
(2) of this subsection.

(2) If the, determination of the Tariff Commission under subparagraph 
(A) is in the affirmative, the Secretary shall make public an order directing 
the assessment and collection of duties in the amount of such bounty or 
grant as is from time to time ascertained and determined, or estimated, 
under subsection (a).

(c) APPLICATION OP AFFIRMATIVE DETERMINATION.—An affirmative 
determination by the Secretary of the Treasury under subsection (a) (I) 
tvith respect to any imported article or merchandise which (1) is dutiable, 
or (B) is free of duty but with respect to which the Tariff Commission has 
has made an affirmative determination under subsection (&) (/), shall apply 
unth respect to articles entered^ or withdrawn from warehouse, for con 
sumption on or after the SOth day after the date of the publication in the 
Federal Register of such determination by the Secretary.

(d) SPECIAL RVLE FOR ANY ARTICLE SUBJECT TO A QUANTITATIVE 
LIMITATION.—rNo duty shall be imposed under this section with respect 
to any article which is subject ot a quantitative limitation imputed by the 
United States on its importation, or subject to a quantitative limitation on 
its exportation to or importation into the United States imposed under an 
agreement to which the United Slates is a party, unless me Secretary of 
the Treasury determines> after seeking information and advice Jram such 
agencies as he may de#n appropriate, that such quantitative limitation is 
not an- adequate substitute Jor the imposition of a duty under this section.

Part II—United States Tariff Commission 
SEC. m ORGANIZATION OF THE COMMISSION.

(a) -MiMBZBSHiP.—The United States Tariff Commission (referred 
torn this li\i\o\Act as the "Commission") shall bo composed of [sixj 
seven commissioners £to be hereafterj appointed by the President by 
and with the advice and consent of the Senate £, but each member now

4&-250O—70——11
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in office shall continue to serve until his successor (as designated by 
the President at the time of nomination) takes office, but in no event 
for longer than ninety days after the effective date of this Act]. No 
person sihall be eligible for appointment as a commissioner unless he 
is a citizen of the united States, and, in the judgment of the President, 
is possessed of qualifications requisite for developing expert knowledge 
of tariff problems and efficiency in administering the provisions of 
Part II of this title. Not more than [threej/owr of the commissioners 
shall be members of the same political party, and in making appoint 
ments members of different political parties shall be appointed 
alternately as nearly as may be practicable.

|J(b) TERMS or OFFICE.—Terms of office of the commissioners first 
taking office after the date of the enactment of this Act, shall expire, 
as designated by the President at the time of nomination^ one at 
the end of each of the first six years after the date of the enactment 
of this Act. The term of office of a successor to any such commis 
sioner shall expire six years from the date of the expiration of the 
term for which his predecessor was appointed, except that any com 
missioner appointed to fill a vacancy occurring prior to the expira 
tion of the term for which his predecessor was appointed, shall be 
appointed for the remainder of such term. J

(6) TERMS OF OFFICE.—Terms of office of the Commissioners which, 
begin after the date of the enactment of the Trade Act of 1070 shall be for 
7 years; except that the first term of office for the seventh Commissioner 
shall expire on June 16, 1977. The term of office of a successor to any 
Commissioner appointed to a term of office, beginning after the date of the 
enactment of the Trade Act of 1970 shall (except as provided in the pre 
ceding sentence) expire 7 years from the date of the expiration of the term 
for wnich his predecessor IDOS appointed. Any Commissioner appointed to 
fill a vacancy occurring before the expiration of the term for which his 
predecessor was appointed shall be appointed for the remainder of such 
term. *

T(d) EFFECT OF DIVIDED VOTE IN CERTAIN CASES.— 
[(I) Whenever, in any case calling for findings of the Commission 

in connection with any authority conferred upon the President by 
law to make changes in import restrictions, a majority of the com 
missioners voting are unable to agree upon findings or recommenda 
tions, the findings (and recommendations, if any) unanimously 
agreed upon by one-half of the number of commissioners voting may 
be considered by the President as the findings and recommendations 
of the Commission: Provided, That if the commissioners voting are 
divided into two equal groups each of which is unanimously agreed 
upon findings (and recommendations, if any) the findings (and recom 
mendations, if any) of either grouc may be considered by the President 
as the findings (and recommendations, if any) of the Commission. 
In any case 01 a divided vote referred to in this paragraph the Com 
mission shall transmit to the President the findings (and recommenda 
tions, if any) of each group within the Commission with respect to 
the matter in question.
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£(2) Whenever, in any case in \vhich the Commission is authorized 
to make an investigation upon its own motion, upon complaint, ;;r 
upon application of any interested party, one-half of the number of 
commissioners voting agree that the investigation should be made, 
such investigation shall thereupon be carried out in accordance \\ith 
the statutory authority covering the matter in question. Whenever 
the Commission is authorized to hold hearings in the course of awy 
investigation and one-half of the number of commissioners voting 
agree that hearings should be held, such hearings shall thereupon be 
held in accordance with the statutory authority covering the matter 
in question.]

TITLE IV—ADMINISTRATIVE PROVISIONS
*******

Part III—Ascertainment, Collection, and Recovery of Duties
SEC. 481. INVOICE-CONTENTS,

(a) IN GENERAL.—All invoices of merchandise to be imported into 
the United States shall set forth—

(1) The port of entry to which the merchandise is destined;
(2) The tune when, the place whore, and the person by whom 

and the person to whom tho merchandise is sold or agreed to 
be sold, or if to be imported otherwise than in pursuance of 
a purchase, the place from which shipped, the time when and 
the person to whom and the person by whom it is shipped;

(3) A detailed description of the merchandise, including the 
name by which'each item is known, tho grade or quality, and 
the marks, numbers, or symbols under whicn sold by the seller or 
manufacturer to the trade in the country of exportation, together 
with the marks and numbers of the packages in which the mer 
chandise is packed;

(4) The quantities in the weights and measures of the country 
or place from which the merchandise is shipped, or in the weights 
and measures of the United States; ^

(5) The purchase price of each item m the currency of the 
purchase, if the merchandise is shipped in pursuance of a pur 
chase or an agreement to purchase;

(6) If the merchandise is shipped otherwise than in pursu 
ance of a purchase or an agreement to purchase, the value for 
each item, in the currency in which the transactions are usually 
made, or, in the absence of such value, the price in such currency 
that the manufacturer, seller, shipper, or owner would have 
received, or was willing to receive, for such merchandise if 
sold in the ordinary course of trade and in the usual wholesale 
quantities in the country of exportation:

(7) The kind of currency, whether gold, silver, or paper;
(8) All charges upon the merchandise, itemized by name and 

amount when known to the seller or shipper; or all charges by 
name (including commissions, insurance, freight, cases, con* 
tainera, coverings, and cost of packing) included in the invoice
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prices when the amounts for such charges are unknown to the 
seller or shipper;

(9) All rebates, drawbacks, and bounties, separately item 
ized, allowed upon the exportation of the merchandise; [andj

(10) Such information as to product description as is required to 
be made a part of the entry by provisions of the Tariff Schedules of 
the United States Annotated issued pursuant to section 484(e} of this 
Act; and

COp)J (") Any other facts deemed necessary to a proper 
appraisement, examination, and classification of the merchandise 
that the Secretary of the Treasury may require.

TARIFF SCHEDULES OF THE UNITED STATES
**.*** * *

SCHEDULE 1.—ANIMAL AND VEGETABLE PRODUCTS

Item Articles
Rates of Duty

123.80

119.90

!O,6t 
Jfltff

im.tt

PA*T 5.—Hroaa, Bass, UNO LKATHIR; Froazoia
• ••»••*

BT7MUW •.—fU 
Svbptrt B kttfafUi:

14. The enter, or wiU&awftl from wareboaM, 
Cor conKunpUoo of ermine, fox, kolinsky, marten, 
mint, muMcnt, and weejel funking, raw or not 
dratted, or draiMd, wbleh an the protect of the 
Union of Soviet Socialist Republic* or of Comma- 
ntot China, fc prohibited.}

Funklni of UM aQvar, black, or platinum fox (In 
cluding those of any fox which » a mutation, or
type developed, from ftOver, bbek, or platinum
fowa), whether or not dressed ——— . ————— .

fiatUnt of mi**, ftetkcr tr nol irate*
Pgr «t tftnetU f»MM(y •/ nol ww 4409,000 

tfcfa* («r pttct* •/ «*fiu) «*fer«Z iwatf «nf 
e*U*tir gtar:

Phta, iMti, IMntt, tripe, tnttet, or 
itmstrftrmt:

aO%adTal. 60%advaL

M *0«.
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SCHEDULE 4.—CHEMICALS AND RELATED PRODUCTS

* * . * * * *

Item Articles
Bates of Duty

493.35 
4SO.S7

PART 13.—FATTY SUBSTANCES, CAMPHOR, CHARSAND CABBOKS, ISOTOPES, Wxxra, AND OIHXKPRODUCTS

8CBPART B.—CAMPHOR, CHAM AH& CASBON9, 
ISOTOPM, WAXS8, AJTO OTHXK fROSiTCTa

Fibrin.............................................Aminoatetie acid (glyctne) and taUt thereof, and
miz(ur«« containing such acid or itl tolls if such add
or tatit individually or fn ttmtiiwrtion are the chief
component by weight ofiuck raiztaret, att tkt fore'gomg kotoeter provided for eUewhtre in Alt ickitete.

For an aggregate quantity of not ocer IfQGflQQ
pounds entered during any afcndar year of
which an aggregate quantity of not oeer S75JOOO
pound* flw? be entered during any calendar
euarler....................................—

Free. Fre*.

*i «!...„„.,

ptrlb. per ft.

SCHEDULE 7.—SPECIFIED PRODUCTS: MISCELLANEOUS AND 
NONENUMERATED PRODUCTS

79L06 
7PL10 
791.12

Articbs

is— PRODUCTS WOT Euxwantc
ENOMMAT3D

• • • * • o • 
8U3FAKT B.— ABtlOXS Or fCB AMD OF tXATSKB

L For the porposet g| the UrtS adtedttla (except p»rt 5A of Koedulc 1)—(*) the tern "leather" iostodee "te^h«r", 68 dtfin«d in Jbeadnot* !(•}, part 5A, icbedahr I. and also IccltuSw rawplde, ptrdunent, And

tpparei not ejKdiUy prcrrided for, of fur 
ifcfa:ontbt

or

EtteiofDaty



APPENDIX TO THE TARIFF SCHEDULES

Item Articles

PJUIT a.— ADDITIONAL IMPOST Rumucnoro P*o- ctxtMiD PDWOAKT TO fitcnox 22 or TBZ
AOJUCULTtnUL AWUITKINT ACT, AS AMENDED

1. This part coren tb« proridotu proclaimed by 
the President pursuant to section 22 of the Acriau- 
tunl Adjustment Act. at amended (7 U8C 624), 
hnpoalnc import feet, herein referred to at duties. 
and qnantitatlre limitations on articles imported 
Into the United States. The duties prorided for in 
this part are cumulfttlTe duties which 5pply in ad- 
dltlon to the duties. II any, otherwise imposed on 
the articles Invoked. UnkM otherwtoe sUUd, the 
duties and quantitative timiUUooi provided for ta 
this part apply until suspended or terminated.

M) A*i AfcmbMtfo* « to vktUur tr net trikle or dot ofarttdttftOt vttkto CM «/(ie alkie
tttrtlift rupuutUUtt aftke Secret*? of Afriatltvre. 
In flMJkfof «*f **e* rfdomlMtfffi, Me Btattxn of 
/ifrfatititre ttotf evtf ovi tke pyrptKt ftr wiici (JU 
tejpwt NrfricriMU profit /or /» ttto pirt wo* prt- 
icrfccrf, iw< w«JW«U/iif UteftetUut nuk 4tUn*,f ton w«r Mtt fron tktt nu4t ftr Urif **d ttktt 
pvrjMMet. Nttkfa in W» kmhute iktttbe ieerne* to 
•ltd tn **r m**xer tke ctctterf |r cftkt ficentery ef
petti.

•

Quota Quantity

Note: Section »2 of the bill cootalnsamendmeots to the Tariff Schedulesof the United States (spedflcally. amendmenU lo part 2E of *sh«dul» 1. to part 1 of schedule 4, and to part 1C of schedule 7) whieh are related to the proTiskau of section JJl of the bill which authorize the President to proclaim such modifications of the Tivrifl Schedules as are required or appropriate to carry out any bilateral or multilateral acreement with foreign countries or initnunentalltiee thereof which relates primarily to the elimination of the American telllni price system of Taluatkm, if he determines thtt the con cessions which would be trtnted with respect to the products of the United States under such atreement fully compensate for the concessions which would bo made by the United Stata* under tba acroement. Any proclamation issued under these provisions would take effect only as prorWkd in voch section HI.Since the uklni effect of these amendments to the Tariff ScbrJ-jloi Is euottnjwt (as explained above) ,

ANTIDUMPING ACT, 1921
DUMPING INVESTIQATION

sic, sei.» * *

T(b) Whenever, in the case of any imported merchandise of a class 
or kind as to which the Secretary has not so made public a finding, the 
Secretary has reason to believe or suspect, from the invoice or other 
papers or from information presented to him or to any person to whom 
authority under this section nas been delegated, that the purchase price 
is lees, or that the exporter's sales price is less or likely to be less, than 
the foreign market value (or, in the absence of such value, than the 
constructed value), he shall forthwith publish notice of that fact in 
the Federal Register and shall authorize, under such regulations as he 
may prescribe, the withholding of appraisement reports as to such mer 
chandise entered, or withdrawn from warehouse, for consumption, 
not more than one hundred and twenty days before the question of 
dumping has been raised by or presented to him or any person to whom
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authority under this section has been delegated, until the further order 
of the Secretary, or until the" Secretary has made public a finding as 
provided for in subdivision (a) in regard to such merchandise.!

(6) In the case of any imported merchandise of it class or kind as to 
wfrich the Secretary has mi so made public a finding, he shall, within 4 
nonths after the question oj dumping was raised by or presentea to him or 
any person to whom authority under this section has been delegated—

(/) determine whether there is reason to believe or suspect, from 
the invoice or other papers or from information presented to him or 
to any other person to whom authority under this section has been 
delegated, thai the purchase price is less, or that the exporter's sales 
price is less or likely to be ksst than the foreign market value (ort in 
the absence of such value, than the constructed value); and

(2) if his ^termination is affirmative, publish notice of that fact 
in the Federal Eegister, and require, under sueh regulations as he 
may prescribe, the withholding of appraisement as to such mer 
chandise entered, or withdrawn from warehouse for consumption, on 
or after the date of publication of thai notice in ike Federal Register 
(unless the Secretary determines that the withholding should be made 
effective as df an earlier daie in which case die effective date of the 
withholding shall be not more than ISO days before the question of 
dumping was raised by or presented to him or any person to whom 
authority under this section has been delegated), until the further 
order of the Secretary, or until the Secretary has made public a 
finding as provided for in subsection (a) in regard to such mer 
chandise; or

(5) if his determination is negative, publish notice of that fact in 
the Federal Register, but the Secretary may within 8 months there 
after order the withholding oj appraisement if he then has reason to 
believe or suspect, from the invoice or other papers or from informa* 
tion presentea to him or to any other person to whom authority under 
this section has been delegated, that the purchase price is less, or 
that the exporter's sales price is less or likely to be less, than the 
foreign market value (or, in the absence of such volm, then tht con 
structed valut) and such order of withholding of approvement shall 
be subject to the provisions of paragraph (8).

For purposes of this subsection* ih& question of dumping slbill be deemed 
to have been raised or presented on the date on which a notice is publisfted 
in the Federal Register that information relating to dumping has bun 
received in accordance with regulations prescribed by the Secretary. 
*******

FOREIGN MARKET VALUE

SEC, 205. (a) For the purposes of this title, thf/ foreign market 
value of imported merchandise shall be the pric#, at the time of 
exportation of such merchandise to the United Sttates, at which such 
or similar merchandise is sold or, in the absence of sales, offered for 
sale in the principal markets ot the country from which exported, 
in the usual wholesale quantities and in tb& seminary course of trade 
for home consumption (or, if not so sold or offered lor «de for home 
consumption, or if the Secretary determines that the quantity told
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for homo consumption is so small in relation to the quantity sold for 
exportation to countries other than the United States as to form an 
inadequate basis for comparison, then the price at which so sold or 
offered for sale for exportation to countries other than the United 
States), plus, when not included in such price, the cost of all containers 
and coverings and all other costs, charges, and expenses incident to 
placing the merchandise in condition packed ready for shipment to 
the United States, except that in the case of merchandise purchased 
or agreed to be purchased by the person by whom or for whose account 
the merchandise is imported, prior to the time of exportation, the 
foreign market value shall be ascertained as of the date of such purchase 
or agreement to purchase. In the ascertainment of foreign market 
value for the purposes of this title no pretended sale or offer for 
sale, and no sale or offer for sale in tended to establish a fictitious 
market, shall be t,aken into account. If such or similar merchandise 
is sold or, in the absence of sales, offered for sale through a sales 
agency or other organization related to the seller in any of the respects 
described in section 207, the prices at which such or similar mer 
chandise is sold or, in the absence of sales, offered,for sale by such 
sales agency or other organization may be used in determining the 
foreign market value.

(6) // available information indicates to the Secretary that the economy 
of the country /ram which the merchandise is exported is state-controlled 
to an extent that sales or offers oj sales of such or similar merchandise in 
thai country or to countries other than the United States do not permit a 
determination of foreign market value under subsection (a), the Secretary 
shall determine the foreign market value of the merchandise on the basis 
of the normal costs, expenses, and profits as reflected by either—

(1) the vrices at which such or simitar merchandise of a non-
state-tontoUed-economy country is sold either (A) for consumption in
the home market of that country, or (Bj to other countries, including
the United States; or 

(8) the constructed value of such or similar merchandise in a
non-state-con^oUed-economy country as determined under section
£06 of this Act.

AUTOMOTIVE PRODUCTS TRADE ACT OF 1965

SPECIAL AUTHORITY [DURING TRANSITIONAL PERIOD UNDER THB
AGREEMENT!

Sue. 302. (a) [After the 90th day after the date of the enactment of 
this Act and before July 1,1968, aj A petition under section 301 of this 
Act for a determination of eligibility to apply for adjustment^ assist 
ance may be filed with the President by*—

(1) a firm which produces an automotive product, or its rep 
resentative; or

(2) a group of workers in a firm which produces an auto 
motive product, or their certified or recognised union or other 
duly authorised representative. 
*******



(c) If the President makes an affirmative determination under para 
graphs (1), (2), and (3) of subsection {b), with respect to a firm or 
group of workers, he shall promptly certify that as a result of its 
dislocation the firm o. group of workers is eligible to apply for adjust 
ment assistance, unless the President determines that the operation 
of the Agreement has not been [the primaryJ a substantial factor in 
causing or threatening to cause dislocation of the firm or group of 
workers.

(d) If the President makes an affirmative determination under 
paragraph (1) but a negative determination under paragraph (2) or 
(3) of subsection (b), with respect to a firm or group of workers, the 
President shall determine \vhether the operation of the Agreement 
has nevertheless been [the primary] a substantial factor in causing or 
threatening to cause dislocation of the firm or group of workers. If the 
President makes such an affirmative determination, he shall promptly 
certify that as a result of its dislocation the firm or group of workers is 
eligible to apply for adjustment assistance.
*******

(g) Any certification with respect to a group of workers made by 
the President under this section shall—

(1) specify the date on which the dislocation began or threat 
ens to begin; and

(2) bo terminated by the President whenever he determines 
that the operation of the Agreement is no longer [the primary] 
a substantial factor in causing separations from the firm or sub 
division thereof, in which case such determination shall apply 
only with respect to separations occurring after the termination 
date specified by the President.



DISSENTING VIEWS OF HON. AL ULLMAN, HON. CHABLES 
A. VANIK, HON. JAMES C. CORMAN, HON. WILLIAM J. 
GREEN, HON. SAM GIBBONS, HON. BARBER B. CONABLE, 
JR., AND HON. JERRY L. PETTIS
This is a bad bill. It should be defeated.
Wo fed that this bill is restrictive, ill-timed, and provincial. It wiD 

provide artificial market controls and increase prices. It is inflationary. 
It decidedly reflects a lack of confidence hi the bade worth, of our own 
competitive system. It would be a backward step for America and for 
the world.

AL ULLMAN,
CHARLES A. VANIK.
JAMES C. CORMAN.
WILLIAM J. GREEN.
SAM GIBBONS.
BARBER B, CONABLE, Jr.
JERRY L. PETTIS.

(168)



SEPARATE DISSENTING VIEWS OF 
HON. CHARLES A. VAN1K

I cannot support a trade bill which takes a regressive step in trade 
policy.

I cannot support a trade bill which provides a new tax loophole to 
export-oriented businesses which will cost the Treasury up to $650 
million per year in lost revenues, particularly since the tax incentive 
will provide a taxsaving bonanza for export businesses presently 
being carried on.

I cannot support a trade bill which freezes in the oil quota system 
which costs tne consumers of America $5 to $7 billion annually in 
increased prices for oil. It also provides the beneficiaries of the quota 
with a windfall of up to $1.50 a barrel based on the differential between 
domestic and imported oil under customary market conditions. The 
Federal Treasury would lose $1^ billion per year if a tariff were 
substituted for tho quota plan.

The long-range incalculable harm of this legislation far outweighs 
any technical trading advantages which may be provided by this 
legislation. It would be the better side of wisdom to rewirte this 
legislation in the new Congress.

CHARLES A. VANIK.
(167)



SEPARATE DISSENTING VIEWS OF HON. JAMES C. 
CORMAN AND HON. SAM GIBBONS

The undersigned members of the committee regret that the tre 
mendous amount of time and effort that has been expended on tliis 
trade legislation has not produced a bill that would promote the 
commercial interest and indeed the national interest 01 the United 
States. The bill protects those who need it the least. It also contributes 
to our inflationary spiral and adds yet another unnecessary cost to the 
already overburdened American consumer. A brief summary of our 
objections to this unfortunate piece of legislation follows:

Title I of the bill would tie the President's hands in dealing ^yith an 
important aspect of petroleum resources. If passed, this piece of 
legislation would retain the multi-billion dollar oil quota system that 
would cost the consumer between $5 and $7 billion per year.

Title II would impose quotas on imports of bask; consumer goods 
(textiles, wearing apparel, and footwear). A detailed study of the facts 
and figures presented by the industry representatives themselves, 
reveals that no case has been made that imports are in any way 
affecting the basic vitality of the domestic industries involved.

Title III provides for amendments to the antidumping and counter 
vailing duty laws. Present law provides ample protection to American 
industry if enforced.

Title IV opens a tax loophole which, hi effect, provides tax ex 
emptions t-o producers who, for the most part, are already engaged in 
profitable export businesses. This tax concession, which would cost 
the American taxpayers about $600 million to a billion dollars a 
year, comes at a time when budgetary considerations are so important 
as to cause the President to veto appropriation bills that would help 
educate our children and provide decent medical care for many of our 
veterans. A separate statement with regard to the DISC proposals is 
included infra.

TITLE i: TRADE AGREEMENT AUTHORITY

Title I of the bill extends the President's trade agreement authority, 
and authorizes the President to reduce duties by 20 percent of their 
present level. It is generally understood that use of this authority is to 
be limited to pay tariff compensation to our grading partners for 
actions the United States will take to restrict imports. Suck action 
would negate tariff concessions the United States has already nego 
tiated, thus subjecting the United States to compensatory claims.

No one during the entire committee proceedings has been willing 
to even guess what the total compensation cost would be as .a result 
of the quotas that will be imposed by the bill. Footwear imports now 
amount to $436 million. Imports of textiles aad wearing apparel of 
wool and manmade fibers total over $1 bUlion. The 20-percent tariff
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reduction authority, oven widely applied to post-Kennedy Round 
tariffs, appears to be of questionable magnitude in compensating our 
trading partners for such quota restrictions.

More importantly, the tariff reduction authority will be of little 
value in reducing the other forms of retaliation which w ill inevitably 
result from quotas imposed by the United States. Additionally, the 
U.S. industries whose own tariffs may be reduced to compensate 
other countries for the imposition of the quotas provided in the bill 
might well question why they must assume the cost* of the increased 
import competition in exchange for quota protection granted to other 
industries.

The President's trade proposal of last November began as a status 
quo measure in trade policy. It is unfortunate that after a 3-ypur lapM? 
in trade agreement authority, the officials responsible for trade policy 
have been so remiss in their efforts in bringing to Congress such un 
imaginative proposals for dealing with the problems that vitally affect 
our existence as a trading nation. In the absence of such needed fore 
sight, it was inevitable that the pleadings of special interest groups 
should attempt to gain the favorable attention of the Congress.
Foreign import restrictions

While there is certainly a need to protect United States commerce 
from unjustifiable or unreasonable import restrictions or other i>oli- 
cies which discriminate against United States trade, the task will be 
made far more difficult with the imposition of the import controls 
imposed by other provisions of this bill.

"Trade not aid" has been the announced position of the United 
States since World War II. It would be ironic if this generation would 
be the one to go down in history as being willing to spend a hundred 
thousand lives to protect freedom yet unwilling to sacrifice one dollar 
of potential profit or one potential job.
National security provision

Both imneeded and unwise is the amendment which ties the Presi 
dent's hands in adjusting imports which he determines are impairing 
the national security. The oil industry amendment is simply aimed at 
freezing the existing rigid quota system into law. Very few disagree 
with the need to assure adequate supplies of petroleum sufficient to 
meet national security requirements. We disagree that the mandatory 
oil import quota system adopted 11 years ago needs to be retained in 
its present form. That system can and does result in the uneconomic 
bestowal of unrequited benefits to a few multi-billion dollar inter 
national energy companies. The heavy costs of such benefits must, 
of course, be borne by the consumer. The system has all of the disad 
vantages inherent in any quota system. These disadvantages have 
been detailed in a number of public documents.

We are told that the prices of the industry have been relatively 
stable for the past 10 years when inflation has taksn hold of other 
parts of the economy. This sounds plausible until one realizes that for 
the past 10 years, the price of crude oil has dropped for all other 
nations except the United States. What the American taxpayer does 
is subsidize this industry by depletion allowances and tax credit** to 
find oil all over the world and when it is found, it is sold at a lower 
price to all nations except the very nation which was responsible for
S. ** * «r *its discovery.

4&-250 O—TO——12
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As is well known, the Cabinet Task Force on Oil Imports rendered 
a verdict fur different than that'adopted by the committee. In the 
hearings before the committee, witnesses for the oil industry offered 
evidence, designed to refute the basic assumptions of the Task Force 
Report They also complained that the lo^ic of the report was an 
u.ns.ettling factor in the petroleum market, in that the conclusion of 
ths Task Force might be adopted.

However, the action of the committee would prevent the President 
from accepting the conclusions of his own advisers. The committee 
invited former Secretory of Labor Shultz, Chairman of the Cabinet 
Task Force on Oil Imports, to comment on the criticism of the Task 
Force report made by oil industry spokesmen. In liis written testimony 
ho stated:

"Having found that there was a case for protection of the national 
security but that the present import control program was too restric 
tive, a*majority of the Task Force then asked what sort of program 
should bo adopted. * * *

"First, a majority of the Task Force found that the present oil 
import system docs not reflect national security needs, present, or 
future, and 'is no longer acceptable.' Its 12.2 percent limitation on 
imports into the bulk of the country is based on the mid-1950's level 
and has no current justification. The present system treats imports 
from secure sources in a variety of inconsistent ways. Besides costing 
consumers an estimated $5 billion each year ($8.4 billion per year by 
1980), the quotas have caused inefficiencies in the marketplace, have 
led to unduo Government intervention, and are riddled with execu 
tions unrelated to the national security. Consumer prices for the whole 
country arc, under the quota system, established largely as a result 
of limitations on oil production by one or two State regulatory bodies.

"To replace the present method and level of import restrictions, the 
report recommends phased-in adoption of a preferential tariff system 
that would draw the bulk of future imports from secure Western 
Hemisphere sources. A ceiling would be placed on imports from the 
Eastern Hemisphere. These would never be permitted to exceed 10 per 
cent of United States demand, a level which would pose no threat to the 
national security. The program would be subjected, to constant sur 
veillance by a new management system, which has already been 
created bv the President, and to another high level, intensive review 
no later than 1975.

"The tariff system would restore a measure of market competition 
to the domestic industry and get the government, after a three-to-five 
year transition period, out of the unsatisfactory business of allocating 
highly valuable import rights among industry* claimants. Tariffs also 
would eliminate the rigid price structure maintained by the present 
import quotas. They would establish Federal rather than State control 
over this national security program with its important international 
implications.

"An initial tariff level of $1.45 per barrel of crude oil (higher on 
products) would be established for imports from the Eastern Hemi 
sphere. Further liberalization towards an equilibrium tariff level would 
be implemented—after further study—by the new management 
system. Consumers and the public treasury would divide the savings 
thus created.
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"For myself, I would say again, as I did in the Report, that I person 
ally am persuaded on the basis of presently available evidence that 
an equilibrium tariff objective of approximately $1.00 per barrel 
should be established now. It would not be reached for three or five 
years, depending on the transition period chosen, and the planning 
schedule could be altered by the management system if called for bv 
countervailing evidence coming to light during that period. There is 
some uncertainty in our forward estimates now, but there always will 
be, and judgments still have to be made. My own judgment is that 
the national security —the only authorized basis for oil import restric 
tions—will be adequately protected by such a move. Believing that. 
I also believe it is fairer to the industry and to all affected interests if 
the objective is charted now." (Hearings before the Committee on 
Ways and Means, June 3, 1970, pt. 8, pp. 2345, 2348).

The action of the committee with respect to oil imports and to all 
future cases in\oJvmg the national security provision is unnecessary. 
It merely adds additional favors to a bill already dominated by special 
interests.
Tariff adjustment and adjustment assistance

Title I amends existing provisions of law with respect to industries 
and to firms or groups oj workers who may be adversely affected by 
increased imports. Admittedly, the. existing criteria for determining 
whether industries should be afforded tariff adjustment or whether 
firms or groups of workers should be afforded the opportunity to apply 
for adjustment assistance are too strict. However, the bill goes too 
far in changing the "burden of proof" relating to injury from increased 
imports. We must take care not to provide the means of withdrawn! 
into a protective shell anytime a U.S. product is faced with foreign 
competition. Our Government cannot be expected to insulate a do 
mestic product from competitive imports anymore than it can assure 
domestic producers protection from domestic competition.

Likewise, it may be stated that the additional injury determination 
to be made under section 301 (b) (5) of the tariff adjustment provision 
is completely unnecessary. Determinations concerning access to the 
U.S. market must necessarily involve many factors, not merely 
percentages based on ratios of imports to consumption. It would 
be disastrous indeed if other countries adopted the same stringent 
criteria for permitting access to their markets by U.S. exports.

TITLE III QUOTAS ON TEXTILES AND FOOTWEAR

Our opposition to title II of H.B. 18970 represents uo lick of concern 
for the 2.4 million workers in the textile and apparel industry or the 
230,000 workers in the footwear industry.

We recognize the fact that' import penetration has been sharp 
and extensive in some product lines. However, no evidence was sm- 
mitted to the committee that fully and effectively demonstrated 
the, need for industry-wide quotas. This Isck of evidencels the basic 
reason why attempts to reach "voluntary" agreements in textiles 
hisve l>een so patently unsuccessful despite the full weight and support 
of the U.S. Government.
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Textiles
Included arc three basic tables which demonstrate why it has not 

boon possible for our Government spokesmen to convince foreign 
governments that restraints on textile exports to the United States 
are necessary to avoid serious injury to the American textile industry.

These tables are also convincing evidence as to why legislated 
import quotas are unnecessary. Table 1 shows United States imports, 
exports, domestic consumption, and ratio of imports to consumption, 
by fiber, 1900-09. A number of facts are immediately discernible 
from table 1.

(1) In the decade 1960-69 imports gained 2.2 percentage points in 
their share of the domestic market, increasing overall from 6.3 percent 
to <S.5 percent of total domestic consumption. A number of domestic 
industries would be satisfied with such a minimal degree of import 
penetration.

(2) /n terms of total growth, domestic consumption -of textiles, 
cotton, wool and manmade fiber, has increased from 6.6 billion pounds 
to 10.3 billion pounds in 1969. Imports accounted for 12 percent of 
that growth. In the same period, increased domestic production 
accounted for 88 percent of the growth in domestic consumption.

(3) Domestic consumption of wool textiles lias actually declined, 
and domestic consumption of cotton textiles has remained fairly 
stable in the decade 1960-69. Despite the cotton textile agreement, 
however, imports of cotton textiles nave increased relative to domestic 
production.

(4) In contrast with wool and cotton textiles, domestic consump 
tion of textiles of manmade fiber have increased tremendously, rising 
from 1.8 billion pounds in 1960 to 5.6 billion pounds in 1969, a total 
increase of 3.8 billion pounds. Imports of manmade fiber textiles 
accounted for 6 percent of such growth while increased domestic 
production of manmade fiber textiles accounted for 94 percent.

(5) Imnorts of textiles of cotton, wool and manmade fiber increased 
459.2 million pounds between 1960 and 1969. Imports of wool textiles 
remained fairly stable.

Imports of cotton textiles increased 236 million pounds compared 
with an increase of 226 million pounds in imports of textiles of man- 
made fibers.

(6) In terms of total fiber consumption it should be noted that both 
cotton and wool have experienced displacement by increased use of 
manmade. fibers even in an expanding market.

Table 2 shows the balance of trade and employment in textiles and 
apparel for the years 1960-69. There is no doubt that the relative 
shift in the import-export position has been dramatic. However, be 
cause of the vast increase in consumption of textile products by the 
American market, it is to be noted that employment in both textile 
mill products and apparel have increased in the past decade with 
textile mill products increasing by 57,600 employees and apparel by 
180,000 employees.

Table 3 illustrates the real fallacy of the case for textile quotas that 
is made by the textile and apparel manufacturers since figures clearly 
show that the net profit after federal income taxes has risen during 
the decade in both textile mill products and apparel and other finished 
products.
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Indeed, the ra(<» of profit 11* perron t«grwi»v nn *l«>rkh«»!drr equity ha* 
been equal to that of all other manufacturing r*»rptiratt*»iyi tn rvcrnt 
years.

foo/im/r. In contrast to t<»xlilos and apparel, U»<* adminiMnttmn 
is opimsing import quoins on footwear, We agm* with that r«»nrtti*i»n 
which is also reflected in tho report of tin- Ta*Jc F*»rrc *»n Nmmihlwr 
Footwear. This rejjort was prepared by an int^mg^ncv gr«"ip in th*» 
executive branch which concluded that :

The problem of the shoe industry today is a ma^-? problr-rn 
in certain communities heavily dependent UJH>« it and whew 
failures have occurred, whore plants have been *hift?d 
elsewhere, or where imports have offered strong rompHiUrm 
to the types of shoes formerly made there. On the oilier hand, 
it nationally is a rolutivcly snmli problem in U'nns »f advert 
impact on on entin* industry, upon employment, or upon the 
national well-being.

Given the information available to the ta*k fom*. no 
case appears sustainable that the entire* industry ha* bw-n 
so adversely affected or is 'x> UireaU»ned as to require ex 
traordinary measures. The specific areas and individual** wlio 
have been affected do require attention and a^Utancc. 
OUter areas and other individuals in linns still in business 
may well be threatened unless efforts are begun aow to 
improve their competitive abilities. But the problems that 
loom ahead of them are not solely duo to importa and the 
solutions must be found in a variety of directions.

Quota Provisions. — Under section 201 of title II, the quantitative 
limitations on imports of textiles and footwear are to be iaijKJsed by 
category of goods, by country of origin on the basis of average annual 
imports of each category of textiles or apparel from each foreign 
country in the years 1667-69.

Quite aside from what action the President might take under 
provisions ^of the bill, section 201 of title II of the bill mean* that 
beginning in January 1971, by law, the geographic and commodity 
composition of imports of certain textiles and footwear arc1 to be the 
same as in tho years 1967-69. The volume of imports, however, 
would be reduced sharply. In the case of imports oi' mannmde fiber 
goods, the amount permitted to be imported would be 40 percent ]$s& 
than the currejit ievek for 1&70. In the case of textile mamifa' Uires of 
wool, there would be no cutback, since imports have declined below 
the levels of 1887-Q9. Regar<ling nonrubber footwear, imports wot:Jd 
be 39 percent lower than current levels for 1079.

Because of the economic hardships currently experienced by all 
consumers, especially our less affluent citizens, due to unchecked 
inflation and increasing unemployment, such drastic restraints on the 
available sjppl^ of <xmsumer goods wHi result in even sharper price 
increases.

Proponents of the bill sta,te that tho President will be given the 
flexibility to deal with such development/*. Be will be authorized to 
exempt nondisruptive imports, to reach agreement with foreign 
supplying countries, to exempt Articles because of lack of supply at 
reasonable prices, or finally to invoke his "national interest" au-
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ihoritv. However, we wonder at the need for so much Executive 
flexibility if the requirement for industrywide import restrictions is JH>

In considering the effect of the statutory quotas in terms of total 
imjMirtH of manmade fiber textiles and apnarel by country of origin, 
table 4 shows the 1967 69 average annual imports for .such textiles, 
estimated annual imports for 1970, and the percent of rollback that 
would occur by the supplying country.

Of the principal suppliers of textiles in the Far East, the smallest 
rollback would Roerue to Japan (33 percent). The smaller countries 
such as Korea (40 percent), Taiwan (48 percent), and Hong Kong 
(39 percent) would be the most severely affected of these countries. 
Considering the amount of foreign aid to Korea and Taiwan, both 
economic and military, that has been and continues to bo expended 
necessarily, for our mutual interest, the unfairness and lack of logic 
in the base period is doubly evident.

Important and strategic countries in other areas would be no 
belter off in terms of percentage rollback as a result of the base period 
for thu statutory quotas, e.g., the Philippines (42 percent), Israel 
(03 percent), Ireland (55 percent). United Kingdom ( 68 percent), 
and Costa Rica (80 percent),

The rationale for the rigid base of 1907-69 is that the whole intent 
of the legislation is to obtain agreements under which countries will 
restrain their exports to the United States. Under section 202 of the 
bill, the President is authorised to negotiate these agreements, to 
exempt from the base quota limitation imports from countries willing 
to enter into trade agreements. If a significant amount of trade is 
covered by the agreements, the President may control imports from 
anv country not reaching a mutual agreement with the United States.

The levels at which imports will be restrained under the negotiated 
agreements are unspecified.

The time, effort, and the political costs to be expended in negotiating 
the bilateral agreements with regard to categories and specified 
articles of textiles and footwear are costs which are difficult to calcu^ 
late. It cannot ^be assumed that these costs will be small either in 
economic or political terms.

Section 201 (d) of the bill authorizes the President to exempt non- 
disruptive imports, either by country or by article. No standards are 
provided for, other than administrative discretion to exempt such 
imports from the statutory base quotas.

in fact, title II of the bill grants to the President or his delegates 
unprecedented authority, in peacetirae, to exercise economic controls 
over the volume and tyne& of goods to be bought and sold. The 
livelihood of many wholesalers, retailers artd manufacturers* through 
out the country, and the budgets of all consumers would thereby be 
daily affected by the, as yet, unknown and uncharted administrative 
decisions called for in this bill.

The quotas are to be allocated % category and by country on a 
"first come-first serve" basis. The small shoo retailer, textile processor, 
or garment manufacturer dependent «|son imports will undoubtedly 
have a difficult time being the "first come** importer in competition 
with, huge chains and purchasing organizations representing large 
department stores and other mi&ssbuyors.
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The agreements provided for in sort ion 202. rpganiing thf 
of goods to be made available under the foreign export quoin lt»ft\i»H 
much to be desired. Voluntary agreements ri'prt'M-nt no impro^mrnt 
over statutory quotas when compared to arm'* length tnuiniu tiom 
and competitive market conditions.

Also, under what law could the President or any other agt-nry of the 
United States government require a United Suu»s producer t« limit 
his sales abroad because the government of the importing roiintry 
believes that imports are disrupting the market? Traditionally, the 
United StaU?s has acted against market sharing, controlled *aJr«* and 
cartelixed operations. Yet the basic approach of the bill IH to force 
odier governments eitlier to enact laws, or to require their producer* 
to cooperate, in limiting sales abroad.

And how are the quotas going to be policed? Additional thousand* of 
customs officials will be neededto cover all U.S. port*. And do*** any 
one really think that foreign governments will help n* police their p«m 
to maintain a law harmful to their exporting businesses?

Title II of the bill is a blatant admission that the t'ongnw of the 
United States is unable to deal with the tariff and trade problem* now 
faced by this country.

Legislated quotas for special interests contradict the rcisl economic- 
strength of the U.S. economy since exports of U.S. goods Imvo «on- 
tinued to increase. Although imports have risen at u faster paw in 
recent years, and such trade trends may be a cause for concern, it 
should be noted that tho trade surplus for January June 1970 stood at 
$1.0 billion, or at projected annual rate of $3.2 billion.

As the world's largest producer and consumer, it is not surprising 
that the United States, traditionally the largest importer of raw mate 
rials is becoming the world's largest importer of semimanufactured and 
manufactured goods. As the greatest mass matkct, with income levels 
to support that market, it is not unusual that this country is importing 
more and more consumer goods for tho benefit of the American public.

Unfortunately, tho trade policies set forth in title II harms the 
most successful U.S. exporter. Table V illustrates very succinctly 
the trade relationships, in terms of agricultural exports, that m&'v 
be jeopardized with the enactment of this bill. A comparison of 
U S, textile and shoo imports from selected countries, and commercial 
oOTicultura! exports to the same countries, reveals that only with 
Hong Kong, South Korea, and Taiwan do textile and »hje imports 
exceed our agricultural exports to those countries.

The future of our agricultural exports are already threatened bv 
growing agricultural protectionism abroad. Many agricultural aswotrl- 
ations have expressed the fear that other countries will react to import 
quotas by reducing their purchases of agricultural commodities in 
this country. At stake, too, are thousands of jobs in our most efficient 
and high-wage industries whose ex^rt aales may be »erioualy reduced 
or even eliminated if this bill is enacted,

* CONCLUSION
We do not forgot that the Tariff Act of 1930 bogtui &s a minor 

"restructuring" of agricultural tariffs.
We only ask tliat we pause to think about the consequence* of 

invoking hasty protective legislation, since it i^ our belief that in this
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deadly game of protectionism, there can bo no winners—only em 
bittered losers. For if our generation should havn learned anything 
from two costly world wars, it should be that nations that can't 
trade with each other in peace achieve their social contacts under 
more violent and unproductive circumstances.
DISC proposal

With regard to the tax incentives that are to be granted to those 
favored corporations that can qualify as a Domestic International 
Sales Corporation (DISC), we feel that the only true thing that we 
can honestly say about the DISC proposal is that it is appropriately 
named as far as the Amercian taxpayer is concerned. For it will run 
him around in circles to the tune of $600 million or $1 billion a year, 
which Treasury and our committee staff estimate this proposal will 
cost us in lost revenue. In truth, the DISC proposal is nothing more 
than a substantial tax reduction for those wno are presently engaged 
in the export business. It discriminates against other American tax 
payers and consumers and will, in our opinion, do little if anything 
to improve our export position.

Moreover, the DISC proposal has been generally explained (probably 
in deference to GATT) as bcin^ merely a deferral of tax, and that a 
tax will bo collected when the income is paid out- by the DISC as a 
dividend. But if the parent corporation has excess foreign income 
tax credits, and uses the overall limitation on the credit, the parent 
can utilise a DISC so as to eliminate—not just defer—tax on domestic 
income. For example, if a taxpayer is shipping coal f.o.b. Norfolk to 
German steel mills, and has excess foreign tax credits because of 
income taxes imposed on oil produced in foreign countries, one-half 
of the profits on the coal shipped to Germany cr*n bo nan through 
a DISC' and no tax will bo paid on the dividend the taxpayer receives 
from DISC out of those profits. That is because such dividends are 
treated under the DISC proposal as jneome from foreign countries 
fof purposes of the credit for foreign taxes, even i&ougn the profits 
aft? clearly from domestic sources (coal from a U.S. mine sold in the 
U.S. for export to Germany). This use of excess foreign tax credits 
to avoid tax" on income from domestic sources Is not limited to exports 
of mii&rals—it. can apply to the sale of any article for export where 
part of the domestic profit is channeled over to a DISC1 .

DISC can be utilitvd if parml has excess foreign lax credits, iv eliminate (not ju*t
defer) tax on domestic income 

Exam {Die:
$200 net income fiwn foreign countries on which foreigs income 

taxes are paid at the rate of 60 percent,..,.............-.---..-- ' $120
$400 net income from coal mine in West Virginia—$80 of the net

income being from pales f^o.b. Norfolk to German steel mills: 
$600 total net income at 50 percent.. _._,.,.,.._.............—— J $300
Pr^n* Jaw: Foreign tax credit is limited to $100, leaving $200 taxes 

payable to United States: Limitation under present law;
$300 U.S. tax X $200 net foreign income 
——————————————————————^$100 tredit 

$600 total net income
tForofentem
' V&, u» before wedlt toe, foreign taxes.
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By setting up a DISC to make the sales on a commission basis to 
the German customers, half of the profits will escape tax—not just be 
deferred. The DISC will receive a commission of $40 on the sales 
which are still made f.o.b., Norfolk. The DISC will then pay in the 
same year a dividend of $40 to the parent, and this dividend—under 
the DISC proposal—is treated as income from foreign sources even 
though from the sale in the United States of coal from a U.S. mine.

As a result, the foreign tax credit is increased from S100 to $120 
even though no foreign taxes are paid on the coal profits. The limita 
tion on the foreign tax—treating the DISC income as foreign income- 
is:

$240 foreign income$300 U.S. tax X ————i—————=$120
$600 total income

So, the United States collects no tax on $40 of the profits from a 
domestic mine routed through a DISC. Here the foreign tax credit b 
usod to eliminate tax on domestic income—contrary to the manner 
hi which the credit is supposed to work.

(In the above example, the profits of the coal mine are after per 
centage depletion, and it is assumed that depletion is based on 10 per 
cent of eross so that putting $40 of profit in the DISC does not re<iuce 
the depletion allowance.)

JAMBS C. COHMAN. 
SAM GIBBONS.



ADDITIONAL DISSENTING VIEWS OB' HON. JAMES C. 
CORMAN ANT HON. SAM GIBBONS ON THE DISC EX 
PORT PROPOSAL
It is ironic that the first significant tax measure considered since 

the Tax Reform Act of 1889 is a revision which proposes a $630 
million fax benefit much of which will benefit a limited number of 
large companies.

The committee consideration of the DISC proposal is an unfor 
tunate example of how tax loopholes are born—a special provision is 
created and labeled a "tax incentive" in the hone that it may d<. some

§ood^ despite little if any evidence that it will be effective, and also 
espite the prospect that it will be difficult to remove. We spent last 

year trying to cut back or eliminate "tax incentives" that for the 
most part were created in a similar manner. It is distressing that 
after ail of the effort and concern for taxpayer morale and admonitions 
about "back door spending" last year, our first tax action this year 
should be to introduce a new "tax incentive" that is more costly than 
most of those we reduced or eliminated last year. We are giving back 
through the DISC proposal a substantial portion of what we gained 
last year. It is striking that the $630 million revenue loss estimated 
by the Treasury (estimated to amount to $720 to $955 million by the 
staff of the Joint Committee on Internal Revenue Taxation) is only 
slightly less than the revenue we gained from the minimum tax on 
preference income contained in the Tax Reform Act of 1969.

This attempt to provide a special tax incentive to stimulate exports 
comes at the very time wo seem to have the least need for it—at a 
time when the Government is reporting the largest monthly foreign 
trade surplus in over 4 years. In the first half of this year, exports 
increased at an annual rate of 14 percent while imports have increased 
at a rate of only 9 percent. Moreover, the trade surplus in the first 
half of this year wa$ $2.7 billion on an annual basis, as contrasted 
to the surplus of $638 million in 1969. Admittedly, the present level 
is still low relative to former levels, but the recent improvements 
suggest that further improvements are likely without any tax stimu 
lant, especially if we can stabilize our prices,
L The DISC proposal creates new form of fax discrimination

Tax incentives almost always create new forms of discrimination. 
The DISC proposal is no exception. It discriminates against domestic 
business and in doing so grants export business far more benefits than 
are available to those doing business through subsidiaries overseas.

ft favors export business over domestic business,—This new provision 
creates two classes of business for tax purposes: those that produce 
for the domestic market are taxed at one rate and those that produce 
for export to foreign markets Are taxed at a lower rate even if they 
manufacture the same article. The tax rate on total manufacturing 
and sales profits in the export class would be reduced by nearly half, 
from 48 to 28 percent, or by 20 percentage points.

(180)
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For some industries, those with low rates of return on sales, the 
provision that profits equal to 4 percent of *ales can bo transferred 
to the DISC means the tax rate would be reduced by even more than 
the 20-point average. Agriculture exports, for example, with a rate 
of profit of about 1 percent on sales would be completely exempted 
from tax under the DISC proposal. And, of course, any exporting 
company with a profit rate on sales of 4 percent or lower would also 
be completely tax exempt through DISC. The same is tine of an 
individual whose income is irom exporting. For example, a sole pro 
prietor who sets up ii DISC could becom? another example of a 
nontaxable high-income tax return.

The DISC proposal goes beyond removing admntagex of a jortign 
subsidiary.—The DISC proposal was presented by the 'fYeaaurv as 
an equity measure designed to provide the same tax deferral privilege 
to the U.S. manufacturers that U.S. overseas subsidiaries now receive. 
But DISC is much more favorable to the U.S. manufacturer than is 
the present treatment of overseas subsidiaries and therefore can hardly 
be defended as merely an equalizing tax equity measure.

First, while it is true that U.S. overseas subsidiaries do not pay 
U.S. tax until their profits are returned to the United States, they 
nevertheless are subject to foreign tax which the Treasury Department 
says averages about 39 percent, as compared to the 4% percent U.S. 
rate. As a result, on the average, they are able to defer 9 percentage 
points of tax. But under the DISC proposal the U.S. manufacturer 
would be able to defer, perhaps indefinitely, the entire U.S. tax on 
the DISC profits and probably in most cases pay virtually no foreign 
tax. This is no equalizing change.

Second, the DISC treatment of U.S. exporters provides them a more 
generous determination of profits from sales and treats these profits 
as earned abroad. No such treatment is available for U.S. overseas 
subsidiaries. In the case of the overseas subsidiary there are pricing 
rules designed to prevent profit from the U.S. manufacturing company 
from being channeled to the subsidiary to avoid the U.S. tax. Essen 
tially, these rules require that sales from the manufaetu/er to the 
subsidiary be priced as if they were arm's-length transactions. Under 
the DISC proposal, however, this pricing rule would not apply, and 
instead the DISC could purchase from its parent manufacturer at 
jess than arm's-length price, thereby channeling manufacturing profits 
into the DISC. The DISC would be permitted (unlike the overseas 
subsidiary) to earn the higher of 50 percent of the combined manu 
facturing and sales profit, or 4 percent of sales plus, in either case, 10 
percent of export promotion expenses. In some cases this 4 jx&roent of 
s?*ies rule would permit all profits on the transaction to be attributed 
to the DISC and be exempt from tax. This is no equalizing change.

Third, the DISC proposal is far more favorable to oxportei^ (than 
foreign subsidiaries) in the treatment of loans back to the manufac 
turing parent or other export-manufacturers. An overseas subsidiary 
cannotloan profits to a corporation in the United States without th© 
profits ieing taxed; if a loan of this type IB made it is treafc&d as a 
dividend and taxed. Under the DISC proposal, this rule would not 
apply. A DISC could loan profits to its parent, or any othor corpora 
tion engaged in the export business, without the profits becoming sub 
ject to tax. This is no equalizing change.



182

£. DISC treatment in many cases provides tax exemption, not merely tax 
deferral

Treasury claim* that the DISC treatment provides tax deferral and 
not tax exemption. But in many cases it will in fact be a permanent 
exemption. The tax is imposed only when profits are paid out of the 
DISC. But since the DISC can transfer profits to its parent in the 
form of loans there is no need to pay them out as dividends. There 
arc limitations on the amount of loans which the DISC can make but 
those limits are seldom restrictive. Essentially, the DISC's profits can 
continue to he loaned to a corporuMon engaged in exporting so long 
as the total amount of loans to the. borrower does not exceed its export- 
related assets. The DTSC proposal—-and its actual method of opera 
tion—merely provides that as long as the profits of the DISC are 
loaned to the parent or other exporting corporation, and the ratio of 
the borrower's export sales to total sales is in excess of the ratio of 
its loans to total assets, the loans will never be subject to tax. In this 
way the tax on the DISC's profits can be postponed indefinitely. What 
is indefinite tax deferral if not tax exemption?

In fact, the tax treatment of DISC profits is most accurately de 
scribed as tax exemption as long as the profits remain in the export 
business and tax deferral ohty in the unlikely event that they are 
taken out of the export business.

While an overseas subsidiary may also exempt some of its profits 
from U.S. tax (but not foreign taxes) by employing them permanently 
in an overseas business, it will want to bring & large part of its profits 
home after an initial buildup period. This it cannot do without pay 
ment of U.S. tax. As a result, its tax treatment is more properly con 
sidered tax deferral than that which would be provided for the DISC's.

Actually the assets of a DISC loaned back to the U.S. parent manu 
facturer can be invested in any type of business carriea on by the 
borrower so long as the ratio referred to above is not exceeded. As a 
result, it is quite possible for an exporter under this/proposal to set up a 
DISC, borrow the funds back and then use the funds to set up a manu 
facturing business overseas. In this way, the exemption of much of a 
DISC's profits might well be used to expand business overseas at the 
expense of exports—the antithesis of expanding exports. In other 
words, a company is likely to still have as many plants overseas with 
this proposal as it would without and still use the DISC proposal to 
avoid tax on its export business associated with its foreign plant. In 
fact, it may expand its foreign operations with fax-free funds borrowed 
from its DISC.
#. DISC provide* & windfall to large exporters

The DISC provision would provide a tax reduction windfall of up 
to $630 million a year for exporters, according to the Treasury esti 
mates. Also, according to Treasury statements, 0ISC is supposed to 
assist small companies—a claim that is made by proponents lor nearly 
all "tax incentive" proposals. We believe, however, the. windfall ten 
DISC would go primarily to those large .obmpanies that currently 
account for most of pur exports. As evidence of this we point to the 
fact that Treasury witnesses before this committee acknowledged that 
about half of the manufacturing exports are made by 93 companies. 
These, of course, arc some of our vcsy largest compame?*
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Still more evidence that this windfall will benefit Urge companies ~ 
which also are the companies most likely to bo integrated from raw 
materials to finished products—can be seen by examining the Treas 
ury's special pricing rule for DISC'S. Under the Treasury proposd, 
large integrated manufacturing companies would be able to avoid U\x 
on substantially greater amounts of profits than will nonintegrated 
companies. Thfs arises because the Treasury pricing rules would per 
mit- the allocation of 50 percent of the combined profits of a manu 
facturing parent and export DISC subsidiary to the DISC subsidiary 
on which no tax is paid currently. This means that a large, integrated 
company would be able to channel to the DISC one-half of the profits 
which arise at each stage of the manufacturing process, while a small, 
nonintegrated company (for example, one which manufactures com 
ponents for export sale or assembles parts made by others) would be 
able to channel only one-half of tije profits arising from ifa single stage 
of production to the DISC. Clearly, as a result of this pricing rule, 
the large integrated companies will be able to avoid tax on a larger 
amount of profit per dollar of export sales than will the small 
companies. •

Some may think that the phase-in of the DISC tax exemption over 
several years will change the windfall nature of the DISC proposal. 
Nothing could be further from the truth. The phase-in simply post 
pones part of these ultimate effects for a short time am! it postpones 
them for small companies as well as large and for new exporters as 
well as existing exporters.
4. Are we getting our money*$ worth jrom DISC?

The Treasury says that the DISC proposal will after the phase-in 
period cost $630 million a.year. Of course, to the extent that exports 
grow, this $630 million revenue loss will also grow. At the same time, 
the Treasury claims the DISC proposal \vill under one set of estimates, 
over time, increase exports by from $1.25 billion to SL50 billion. We 
understand they also have another still more optimistic estimate.

Even It the Treasury's assertion—which we believe is overly opti 
mistic—that DISC will increase exports by $1K to $1M billion over 
time is accepted, we are being askt'c to spend $630 million a year to 
increase exports bv $1 & to $1# billion, or for every dollar of mcituised 
exports we are asked to lose revenue of 42 to 50 cents. The nature of 
this bad bargain we are asked to strike becomes even more apparent 
when we consider the total cost of the DISC proposal over several 
years. With, a $630 million revenue loss per year, we will have? spent 
over $? ulllion in 5 years. What will we obtain for this? For the past 2 
years e:Tports have heen increasing by $3 billion a year without 1>ISC. 
If this rate of increase continues at the end of 5 years, exports will be 
$15 billion higher than they are today even without this propo&si. 
What are we buying for our $3 billion spent on I)ISC over this period? 
We are buying a further increase of exports over the $15 bfllion in 
crease which would occur without DISC of $1# to $1|| billion, or 
further increasing the $15 billion to $16.25 billion to $16.5 billion— 
but at a revenue cost or more titan $3 billion over this period. The 
revenue loss is, of course, postponed by the phase-in of DISC, b»t 
so is whatever stimulative effect on exports DISC would have.

This $3 billion revenue cost of tho DISC proposal over 5 years to 
obtain slightly cw-r a billion dollar increase in exports is not the
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on tiro story. In the first place, them is no guarantee exports will 
increase by the $1 billion or more (this is the next topic we discuss). 
In the second place, the Treasury derives an estimate of a revenue loss 
of $630 million from DISC by assuming that 75 percent of exports 
would be channeled through a DISC. The staff of the Joint Com 
mittee on Internal Revenue Taxation assumed that 90 percent of the 
exports might eventually be channeled through DISC'S and estimated 
on that basis that from $720 million to $955 million would be the 
revenue loss under the DISC proposal, In view of the ease with which 
a DISC may be set up (it is deliberately designed as a shell corpora 
tion), it is difficult for us to see why virtually all exports are not run 
through such a corporation. If all eligible exports were channeled 
through a DISC, the revenue loss would be $800 millioa to $1,063 
million a year, not $830 million.a year. If, over a 10-year period, 
exports double, as they nearly did during the 1960's, by the end of a 
10-year period, the revenue loss would bo $1.26 billion per year on the 
Treasury basis or from $1.6 billion to $2.1 billion per year on the more 
realistic 100-nercent participation basis.

It seems clear to us that in creating this special tax incentive we 
are striking a bad bargain. It must be classed as an inefficient use of 
the Government's revenue. When compared to the many worthwhile 
purposes for which expenditures are needed, it is hard to see why we 
are assigning such a high expenditure priority to this type of program, 
oven if the Treasury estimates were accepted at full value.
5. It appears doubtful that DISC mil be effective in making significant 

increases in exports
It is doubtful that DISC will increase exports by the $1# to $1J£ 

billion claimed by the Treasury. No reliable evidence or supporting 
analysis to back up the Treasury assertion that DISC would increase 
exports by this amount was presented to the committee. Apparently, 
the Treasury claims that exports would increase not so much because 
exporters \vould use the tax saving to reduce prices but on the assump 
tions that they expand their efforts to find export markets and that 
the proposal will encourage the location of plants in the United States 
rather than overseas. These results claimed by the Treasury deserve 
more careful and critical consideration, since they are the basic justi 
fication for the proposal.

Reduction in export prices because of DISC reductions in the 
taxes of exporters cannot be expected to yield any significant increase 
in the dollar volume of exports. Sales of most export commodities 
are simply not verv responsive to price changes. A recent study co- 
authored by Hendrick S. Houthakto, a current member of the 
President's Council of Economic Advisers, showed that a 1-percent 
redaction* in the price of merchandise exports would result in a 1.5- 
percent increase in the physical volume of exports. While other studies 
in price flexibility of exports may differ somewhat from this result, it 
nevertheless is in line with most of the other studies on this subject.

A reduction in the prices of commodities currently exported in 
conjunction with the relatively small increase in the physical volume 
of exports in response to the ̂  price reduction means that the dollar 
value of exports would not increase very substantially if the tax 
saying from DISC were passed through in lower prices, Based on the 
estimate of export responsiveness made by Dr. Houthukker, if the
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Treasury figure of $630 million revenue loss from DISC were re 
flected m lower prices, the dollar value of exports on the average 
\yould be expected to increase by only $315 million. Apparently be 
cause of the recognition of these results, the Treasury does not argue 
that the claimed $!}{ to S1K billion increase in exports would take 
place because of price reduction but rather that it would occur be 
cause of other reactions to DISC.

What are the other reactions that DLSC's proponents rely on to 
increase exports? First, they argue that the greater profitability of 
export sales arising from the tax reduction will induce exporters to 
increase their promotional efforts product development, BWICC* and 
similar selling efforts. Second, they argue that the more favorable tax 
treatment for U.S. plants (than for overseas facilities) will induce 
manufacturers to locate plants in the United States that they would 
have established overseas in the absence- of DISC.

While it is obvious that such efforts can bo expected to increase 
export sales somewhat and might have some impact on the choice of 
plant locations, the crucial questions are how significant would bo 
any increase in exports and how significant will be the investment which 
would be shifted to the United States. The Treasury dM not submit 
any real evidence or analysis that would assist tne committee in 
evaluating this effect. The Treasury did submit a number of assertions 
from companies in the export business that DISC would encourage 
them to increase their efforts to export and, in some instances, to 
locate plants in the United States. 6ut these statements are largely 
self-serving declarations by companies that would benefit from DISC, 
not evidence. They are the type of statement one would expect from 
anyone who sees a possible tax reduction, and should, therefore, be 
heavily discounted.

We believe there arc several significant questions concerning the pos 
sible effectiveness of DISC whicn deserve a much closer look than the 
rather casual Treasury assertions provide. For instance, the increase 
in exports wliich would result from greater promotional effort depends 
on how successful this greater effort could bo expected to be. Addi 
tional costs of export promotion without price reduction an* not Jikcly 
to create demand, but at best only divert it from other markets, and 
even then on probably a temporary basis. Unless these efforts bring 
about an appreciable increase m demand, however, the most profitable* 
thing for a company to do would be to merely pocket its tax reduction 
and not attempt to incur the costs necessary to^increase exports. In 
many cases necessary additional export promotion costs to achieve 
any appreciable results could well be greater than the tax saving. 
Moreover, in view of the dependence of U.S. exports on the level of 
economic activity in other countries, it appears highly unlikely to us 
that additional export promotion, which neither reduces prices nor 
increases income in other countries, would increa « exports by as much 
as $l# to $1K billion. Finally, given the present restrictions on imports
from the United States imposed by other countries, there i* no assur 
ance that U.S. exports could bo Increased substantially. Moreover, 
experience has shown that they tend to impose additional impedi 
ments if U,S* exports begin to increase,

Another Treasury assertion that deserves close scrutiny IB that 
DISC would affect plant location decisions so that a significant amount 
of manufacturing facilities that would be located overseas in the ah-
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of DISC would b« built in the United States. This concern for 
fax-induced investment in tho United States appears to bi< at odds with 
tho repeal of the investment credit. With inflationary pressures hero at 
homo Htill u prohlom, the current situation appears to be a particularly 
inappropriate time to provide an inducement to expand domestic 
plants In this economic situation, the additional inflationary pressures 
which tliw could fuel could hardly help but worsen our balance of trade. 

In any event, there are serious questions about how effective DISC 
will be in affecting investment decisions to locate plants in the United 
States. The basic issue — and cne which appears to have received 
virtually no real consideration—is how the tax advantage provided 
by DISC compares to other cost differences between United States and 
overseas facilities and how it compares to the noncost considerations. 
In other words, how much weight would be given to the tax saying from 
DISC in the entire range of considerations which determine plant 
location. Ixwer overseas production costs are, of course, one o! the 
reasons why U.S. companies have located there. In addition, there are 
reasons other than cost differences such as tariffs and import restric 
tions or servicing or the nature of the market which dictate overseas 
plant location. We believe that facto'/s such as these are far mure 
significant than tax costs in determining plant locations, but no 
analysis of the relative importance of these influences on plant location 
and now much investment might be expected to shift was presented to 
tho committee. There is also the possibility that many companies 
might use thdr tax savings from a .DISC to expand the parent com 
pany's investments in plants overseas,
6*. Alternatives to DISC vwz not considered

We also object to the committee's adoption of DISC without con 
sidering the alternatives. DISC is a new and complex piece of legisla 
tion with <»ncertftin effects in tin area where a number of tax and nontax 
proposes have been suggested. Some of these alternatives might wall 
bo more effective than DISC in increasing exports (if this is truly 
needed). Adoption of DISC implies, however, that DISC is the most 
efficient^vay to increase exports, but this is a judgment which cannot 
rationally he made without comparing it to other approaches.

Alternative methods of encouraging exports might also provide 
U.S. exporters with a gret ter relative improvement in their competi 
tive position because other countries may respond to DISC— which 
in many cases is more favorable than the tax provisions generally 
applicable to exporters in other countries — by adopting tax provisions 
winch are similar to DISC.

Some of the other methods of increasing exports which might yield 
a greater increase in exports wer dollar spent are worth highlighting. 
One of the more effective actions the Government could take to en 
courage exports is to upgrade its export-expansion program and 
provide subsidized insurance and greater access to cheap credit with 
a minimum of redtape. Providing laidy automatic access to adequate 
amounts of cheap credit for export purposes would encourage export 
production and, perhaps more important, increase export sales by 
permitting exporters to extend low-interest rate long-term credit to 
their customers. The guaranteed availability of such credit, not just
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its price, would be of particular significance when, as appear* will be 
the case for some time to come, there is insufficient credit to meet nfl 
the demands for it.

Another area that the administration and the rs>numiu\« should 
have considered before the adoption of DISC in iho nnntariff trade 
barriers imposed by other countries. Other countries maintain person 
nel in their consulates overseas to be sur? that th«- United States or 
other countries do not impose barriers which run contrary to GATT. 
We believe the location of more personnel in our consulate* overseas 
to see that our exporters are not discriminated against olw could well 
yield worthwhile dividends.

Consideration could also be given to an equalization of border tax 
adjustments, either through refunding of State and local excise taxes 
(a principle embodied in H.R. 13713 introduced by Chairman Mills), 
or by an expanded border tux adjustment program which provides 
rebate? on exports as well as levies on imports. Of course, t-tiil another 
alternative the committee could have considered if th' parpefw of 
DISC is to equate tax treatment of U.S. manufacturers and overseas 
subsidiaries, is to eliminate the present tax deferral for the overseas 
subsidiaries rather than extending tax exemption to part of the U.S. 
manufacturer's profits.

In considering DISC, the committee seemed to find ihe claimed 
employment creating aspects of DISC one of its mc.st appealing 
features, The committee did not, however, consider whether altenia- 
tive methods of increasing employment would be cheaper and more 
efficient. Other methods of increasing employment might not only be 
cheaper but might also be more effective in focusing the increased 
employment in areas where it is most needed for regional and area 
development. An additional nrogram funded to the extent of $030 
million or more a year would make a significant difference in such 
programs.
7. Conclusion

We have listed some six major remions why we believe the adoption 
of the DISC proposal is undesirable. We believe that one of the most 
significant shortcomings of the committee's consideration is its failure 
to consider relative national priorities. With the trade surplus in June 
the largest in 4 years and with exports in the first h&Jf of 1970 run 
ning 14 j>ercsr<t ahead of last year, it is hard to understand why a 
new special tax incentive is so high on our list of priorities that it 
warrants the expenditure of $630 million or more a year. It is especially 
difficult to understand such a priority at a time when funds for many 
other programs are beingj cut back and when we find ourselves fac«ti 
with the prospect of a sizable budgetary deficit, variously estimated 
at levels as high as $10 billion,

JAMES C. COKUAN.
SAM GIBBONS,



SEPARATE DISSENTING VIEWS OF HON. BARBER B. 
CONABLE, JR. AND HON. JERRY L. PETTLS

On balance, this is a bad bill, and the fact that it is sponsored, 
supported, or acquiesced in by legislators of brilliance, unquestioned 
patriotism, and otherwise sparkling record does not diminish Uie 
calamity ii represents. There is ample justification for concern about 
the symmetry and reciprocity of our trade arrangements. For the most 
part, our U.S. traders have not been treated as well abroad as those 
irora abroad who wish to sell their products here in the greatest market 
of tho fret> world. Both in Europe and the Orient there are many 
restrictions on American investment and American exports.

But this bill fails to make tho leap from the justification for action 
against those who have not treated us fairly to the appropriate remedy 
for dealing with them. Many remedies are available to us and yet 
in coing the quota route we have chosen the remedy most likely of all 
to liarm nur national and commercial interests. We cannot open other 
doors by closing our own. Our goal abroad should not be to punish 
others but to advance American trading interests. Ono who believes 
in tho effectiveness of our system of free enterprise must believe also 
in our ability to compete*, not necessarily with respect to every article 
produced, but with respect to the aggregate value of production, 
if America has lost tho ingenuity that made our competitive system a 
boon to Americans, no amount of protection can save us. In commerce, 
protection leads to rigidity, and rigidity to moribundity.

Even if it is assumed that protection is an appropriate short-term 
device to ease adjustment, problems (and none of tne proponents of 
this bill so limit their view of it), quota legislation is still the least 
appropriate type of protection for an economic system like ours. 
Increasing tariffs would permit a degree of competition to save us 
from commercial hardening of tho arteries and would permit some 
control of the resulting increases in price level. Quantitative restriction 
of imports or eludes the efficient foreign producer as well as the ineffi 
cient, wliile reducing the supply of goods available to the American 
consumer. The resulting domestic price rise is indeterminate, even 
though inevitable.

Wo opjpose^ tills bill primarily for fcfcese philosophical and economic 
masons. Statistical, technical and tactical reasons further influencing 
o-ur opposition are summarized below:

1. We believe that our present law, given an aggressive executive 
branch, can be effective to protect our people against dumping and 
other unfair trade practices. The fact that present law has not been 
effectively used in the past does not mean that it cannot be effectively 
used. President Nixon has signaled by his actions in this area that he 
intends to use these existing powers more effectively to advance Amer 
ican trading interests abroad.

2. The protection of American employment is the usual rationale 
given for this legislation. Although employment has been soft lately,
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there are many reasons in addition to tho intrusion of import".. Xobody 
enjoys oven tho statistics of unemployment, much less its human 
impact. But more jobs are involved in our export trade and prodiirtion 
for export than are now threatened bv imports. Export jobs are 
usually high pay, high technology jobs; imjxirt jobs are usually com 
paratively less significant in national economic term*. Export job* 
will almost certainly be affected by import restrictions, through the 
inevitable retaliatory reaction abroad. We should not put ourselves 
in the position of relying on the restraint of our trading partners to 
avoid a trade war, and all the damage that will do to sales of American 
products abroad.

3. With inflation still our major economic woe. this is a bad time to 
be limiting the supply of those necessities which are cheapest anJ most 
likely to be bought in the Nation's bargain basements. Regardless 
of claims to the contrary, neither the supply of goods nor the most 
effective j>art of business competition can be reduced without causing 
prices to rise. Domestic inflation is one of the causes of the deterioration 
of our trade balance. Wo sould strike at the causes~of mflation rather 
than try to compensate for it with protective devices which will 
themselves become part of the inflationary spiral.

4. Quotas, whether voluntary or involuntary, are going to be difficult 
to administer fairly. A domestic chain retailor with large purchasing 
power will have an advantage with respect to foreign supply ^once 
that supply is limited. There is no plan to license imports, and in all 
probability the small retailer, lacking bargaining power, will have to 
deal exclusively in the higher priced domestic goods.

5. By this bill we are giving long-term legislative quota protection 
to several large industries, in effect, we are making a legislative 
finding that they have been injured bv imports. The so-called basket 
and escape clauses leave with the president substantial discretion 
as to whether or what types of protective relief will be given to injured 
industries and employees. As a result, this bill, with its splendid oppor 
tunities for legislative back-scratching will be difficult to ke«p under 
control as it moves through Congress. Of total textile consumption 
in this country in 1969, about 8^2 percent was represented by imports. 
Of total footwear consumption, about 13 percent was imports. Many 
a smaller industry, lacking the political clout that comes with a large 
labor force, can make a statistical case equivalent to these giants; and 
this invites expansion of the bill rather than its containment.

6. This type of quota legislation provides protection for other 
industries than the American industries affected. IB fact, the Japanese 
are guaranteed their historical share of our textile market, a portion 
otherwise bound to decline as new lower cost industries in South 
Korea and Taiwan increase their textile production, Japan has a 
favorable balance of trade with us, despite her rising costs, while 
Korea and Taiwan need our trade *badly. Japan is also benefited 
relative to these same countries by the bill's failure to remove Am 
erican selling price protection from rubber-soled footwear. As we have 
said previously, we do not advocate punishing any country or favoring 
any country. We should not be closing doors to trade, but opening 
doors whicli previously have been closed.

7. Agricultural produ^, a major factor in our favor in balance of 
trade, is peculiarly subject to the foreign retaliation this bill will
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trigger. Japan is our best purchaser of our agricultural produce, and 
can easily shift large amounts of its purchases to Australia and Canada. 
The European Economic Community would like an excuse, in light 
of its butter surpluses, to shut off the better than $500 million annual 
trade in American soybeans which are used for margarine. One in 
five cultivated American farm acres produces for overseas consump 
tion. It is of particular irony to American farmers that they were 
not aggressively represented in the trade liberalization negotiations of 
the Kennedy round, and that they will, on the other hand, be pecu 
liarly vulnerable to the repercussions of our move away from trade 
liberalization.

8. We are the leading trading nation in the world. This bill, if 
enacted into law, will signal that the United States is abandoning a 
leadership role, and a contraction of world trade is likely to result. 
Markets of the developing world will expand at a faster rate than our 
own already highly developed domestic markets, and this is the 
wrong timo to be looking inward.

9. Although DISC is a scheme of tax deferment with a potential 
rovomio impact of close to $1 billion when fully implemented, we do 
not oppose it. At loftst DISC puts the empjiasis where it should bo— 
on expanding exports rather than restricting imports. Wo think the 
DISC' proposal will he of benefit primarily to small- and middle-sized 
producers not already in the export market, since larger producers 
toiul already to be represented in foreign markets through foreign 
subsidiaries; the domestic tax benefits of these are greater than DISC 
will bo able to provide. In some marginal cases, DISC may actually 
provide an alternative to the relocation of American plants abroad. 
In short, though DISC 1 i.s a tax loophole, we believe it to be a modest 
one \yhich will have the desirable effect of stimulatinf exports at 
this time.

BARBER B. Co.-A ISLE, Jr. 
JERRY L. PETTIB. 
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