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My dear Mr. President:

In his Budget Message to the Congress on Januery 19, 1959,
the President recommended the following changes in the Federal
exclse taxes on highway and aviation fuels: 1) an increase
from 3 to 4-1/2 cents per gallon in the excises on motor fuels
for the period July 1, 1959 through June 30, 196L4; 2) an increase
from 2 to h-l/2 cents a gallon in the excise tax on aviation gaso-
line; 3) the imposition of a tax of k-1/2 cents a gallon on jet
fuels, which are now tax free; and 4) retention of the receipts
from the excises on aviation fuels in general budget receipts.

The enclosed draft of proposed legislation would implement the

President s recommendations.

Under existing law, apportionments of funds among States
for interstate highways for fiscal 1961 will be virtually elimi-
nated unless additional revenues are provided for the Highway
Trust Fund to offset large deficits now enticipated. The 1-1/2
cents per gallon increase in highwey fuel texes will assure avail-
ability of the entire 1961 and 1962 Federal aid highway euthori-
zations which will be spent during the years for which apportioned
and two years thereafter. If the proposed increase is not adopted,
the highway program, in the absence of further Congressional

action, automatically will be curtailed.

The President's proposal is in accordance with the Congres-
sional intent expressed in 1956 that highway users should pay the
costs of Federal aid to highways through certeain excise TaXes re-
lated to highway uses, and that the Highwey Trust Fund be financed

on & self-supporting basis by these taxes.

The enactment of the President's proposal for higher taxes on
highway fuels, less the effect of removing receipts from aviation

gesoline from the Trust Fund, 1s estimated to result in a net
increase in Trust Fund revenues of $697,000,000 in fiscal 1960.
The increased receipts are estimated at $848,000,000 for fiscal

1961 and $881,000,000 for fiscel 1962.

At the present time there 1s a net tax of 2 cents per gallon

on aviation gesoline. There is no tax on kerosene which often 1is
used as a jet fuel. The present revenues from aviation gasoline
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axe deposi':aed in the Highway Trust Fund to be used IOr Federal
a?.:\.d ‘co highways. Under +he President's proposal, all fuel used
in airplanes would be taxed &t -1/2 cents a gallon and the
revenues therefrom would go into general budget receipts. The
proz?osed change is estimeted to increase general fund receipts
by $35 million in the fiscal year 1060 and somewhat more in later
years.

Rising Federal expenditures for airways make 1U essential
that uesers of the facilities pay & greater shere of the cost.
The cost of equipping and operating the air traffic control sys-
tem is estimated to increase from $385 million in fiscal 1959 to

4436 million in fiscal 1960. The $85 million or SO of revenues
proposed. by the President to be raised from the taxation of avi-

ation fuels is only & small part of these costs, but it would
somewhat more than covel the expected increase in costs between

fiscal 1959 and fiscal 1960 .

It would be appreciated i1 you would lay the proposed leglis-
lation before the Senate. A similar proposal has been submitted

to the Speaker of the House of Representatives.

= ,,/Siﬁ,e?‘ely YQUIS, /

~<%/;f’ " / sl

o 7/

S04 4{ne Secretary of the Treas

Honorable Richard M. Nixon
President of the Senate

Uaﬁhington 20 D- Ce

Enclosure



A BILL

To amend the Internal Revenue Code by increasing the taxes on motor

and aviation fuel, and for other purposes,

Be 1t enacted by the Senate and the House of Representatives

Oof the United States of smerica in Congress assembled, That sub-

sections (a), (b), and (c) of section 4O41 of the Internal Revenue

Code are amended to read as follows:

"(a) Diesel Fuel, --There 1s hereby imposed a téx at the rate

applicable under subsection (c¢) (1) upon any liquid (other than any
product taxable under section LO81 or LOB1A)--
"(1) sold by any person to an owner, lessee, Or
other operator of a diesel-powered highway vehicle, for
use as a fuel in such vehicle; or
"(2) used by any person as a fuel in E.diesel-powered
highway vehicle unless there was & taxable sale of such
liquid under paragraph (1).
In the cese of a liquid taxable under this subsection gﬂld for
use or used as a fuel in & diesel-powered highway vehicle (A)
which (at the time of such sale or use) is not registered, and
{s not required to be registered, for highway use under the

laws of any State or forelgn country, or (B) which, in the case
of a diesel-powered highway vehicle owned by the United States,

is not used on the highway, the tax imposed by paragraph (l) or
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applicable under subsection (c) (1). If a liquid on which tex
was imposed by paragraph (1) at the rate of 2 cents & gellon
by reason of the preceding sentence is used as a fuel in a
diesel-powered highway vehicle (A) which (at the time of such
use) is registered, or is required to be registered, for high-
way use under the laws of any State or foreign country, or (B)
which, in the case of a diesel-powered highway vehicle owned by
the United States, is used on the highway, a tax at the rate
applicable under subsection (c) (2) shall be imposed under
paragraph (2).

"(b) Special Motor Fuels.--There 1s hereby imposed a tax

at the rate applicable under subsection (c) (1) upon benzol,
benezene, naphtha, liquified petroleum gas, Or any other liquid
(other than kerosene, gas oil, or fuel oll, or any product
taxable under section LO8L or 4081, or subsection (a) of this
section) --
"(1) sold by any person to an owner, lessee, Or
other operator of a motor vehicle or motorboat for use
as a fuel for the propulsion of such motor vehicle or
motorboat; OT
"(2) used by any person as a fuel for the propul-
sion of a motor vehicle or motorboat unless theéere was &
taxaeble sale of such liquid under paragraph (l).

Tn the case of & liqﬁid taxable under this subsection sold for use

or used otherwise than as & fuel for the propulsion of a highway
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vehicle (A) which (at the time of such sale or use) is registered,

Or 1is required to be registered, for highway use under the laws
of any State or foreign country, or (B) which, in the case of a
highway vehicle owned by the United States, is used on the highway,
the tax imposed by paragraph (1) or by paragraph (2) shall be 2
cents a gallon in lieu of the rate applicable under subsection
(¢) (1). If a liquid on which tax was imposed by paragraph (1)
at the rate of 2 cents a gallon by reason of the precedlng sen-
tence 1s used as a fuel for the propulslon of a highway vehicle
(A) which (at the time of such use) is registered, or is required
to be registered, for highway use under the laws of any State or
foreign country, Or (B) which, in the case of a highway #ehicle
owned by the United States, 1s used on the highway, & tax at the
rate applicable under subsection (c¢)(2) shall be imposed under

paragraph (2).

"(c) Rate of Tax.

(1) The rate of tax for the period --

"(A) ending June 30, 1959, 18 3 cents a gallon;

"(B) beginning July 1, 1959, and ending June 30,
1964, is 4-1/2 cents a gallon;

"(¢) beginning July 1, 1964, and ending June 30,
1972, is 3 cents 8 gallon; and

"(D) on and after July 1, 1972, is8 1-1/2 centa

a gallon.
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( ) Tne rate of tex referred to in the third sentence

Of subsections (&) and (b) for the period: --

"(A) ending June 30, 1959, is 1 cent a gallon;
"(B) beginning July 1, 1959, end ending June 30,
1964, is 2-1/2 cents a gallon; and
"(C) Dbeginning July 1, 196L, end ending June 30,
1972, 1s 1 cent a gallon.
"(3) On and after July 1, 1972, the second and third
sentences of subsections (a) and (b) shall not apply.”
Sec. 2. Subpart A of part III of subchapter A of chapter 32 of the
Internal Revenue Code is amended to read as follows:

"SaUBPART A--GASOLINE AND AVIATION FUELS

Sec. 40B81. Imposition of tax on gasoline.

Sec. LOBLA. Imposition of tex on aviation fuels.
Sec. L0B82. Definitions.

sec. 4083. Exemption of sales to producer.

Sec. LOB4, Cross references.

"gee. LOBL. Imposition of Tax on Gasoline.

There is hereby imposed on gasoline (other than gasoline
taxed under section 40814 ) sold by the producer or importer

thereof, or by any producer of gasoline, & tax at the rates

indicated below =--

"(1) for the period ending June 30,
VYT, . o sinmins @ o wmmas » § a@SHAEE 9

3 cents a gallon

"(2) for the period beginning July 1,
1959 and ending June 30, 196k.., 4-1/2 cents a gallon

"(3) for the period beginning July 1,
1954 and ending June 30, 1972.. 3 cents a gallon

"(4) on and after July 1, 1972...... 1-1/2 cents a gallon
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Sec. L4OB1A. Imposition of Tax on Aviation Fuels.

There is hereby imposed a tax of 4L-1/2 cents a gallon on
any aviation fuel -- |
"(1) so0ld by the producer or importer thereof, or
by any producer of such fuels, for use as a fuel for the
propulsion of aircraft; or
"(2) wused by any person as a fuel for the propul-
sion of aircraft unless there was a taxable sale of such
fuel under paragraph (1).

"Sec. WOB2., Definitions.

"(a) Producer.--As used in this subpart, the term
'producer' includes a refiner, compounder, or blender, and a
dealer selling masoline or aviation fuel exclusively to pro-
ducers of gasoline or aviation fuel, as well as a producer.
Any person to whom gasoline or aviation fuel is sold tax-free
under this subpart shall Dbe considered the producer of such

gasoline or aviation fuel.

"(p) Gasoline,--As used in this subpart, the term

'gasoline' me&ans all products commonly Or commercially known
or sold as gasoline (including casinghead and natural gasoline).

"(¢) Certain Uq@&_pefined as Sales.--If a producer Or im-

porter uses (otherwise than in the production of gasoline,

aviation fuel, or special motor fuels referred to in sec-

tion LOLL (b)) gasoline or aviation fuel sold to him free of

tax, or produccd Or imported by him, such use shall for purposces

of this chapter be consldered u sule,
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"(d) Aviation Fuel.--As used in this subpart, the term

'aviatlon fuel' means all fuels (including gasoline) used or
sold for use for the propulsion of aircraft.

"Sec. 4083. Exemption of Sales to Producer.

Under regulations prescribed by the Secretary or his delegate,
the tax imposed by section LO8l or section 4O81A shall not apply

in the case of sales of gasoline or aviation fuel to a producer of

gasoline or aviatlon fuel.

"Sec. LOBL, Cross References.

"(1) For provisions to relieve farmers from excise tax 1n
~the case of gasoline used on the farm for farming purposes, see
section 6L20.

"(2) TFor provislons to relieve purchasers of gasoline from
excise tax 1in fhe case of gasoline used for certain nonhighway
purposes or by local transit systems, see section 6L21."

Sec. 3. Section L4101l of the Internal Revenue Code is amended by
inserting ", section LO81A" after "LOBL".

Sec. L. Section 6416 of the Internal Revenue Code is amended --

(a) by striking ", and" in subsection (a) (2) (A) and inserting
in lieu thereof "or by section L4081A (2) (use of aviation fuel), and";

(b) by striking in subsection (b) (2) (G) the words "vehicle,
motorboat, or airplane" each time they appear and inserting in lieu

thereof '"vehicle or motorboat”;
(c) by striking in subsection (b) (2) (H) "at the rate of 3 cents
a gallon" and "1 cent for" and inserting after "used" in clause (i1i)

"by the excess over 2 cents per gallon of the tax paid per gallon and";
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(G lamby striking in subsection (b) (2) (I) "at the rate of 3

cen " 1
ts a gallon" and "at the rate of 1 cent & gallon" and inserting "by

multiplying the number of gallons by a rate representing the excess of
the Tax paid per gallon over 2 cents per gallon" after "computed";

(e) Dy striking in subsection (b) (2) (J) "at the rate of 3 cents

a gallon" and "at the rate of 1 cent a gallon" end inserting "by

multiplying the number of gallons by a rate representing the excess of
the tax paid per gallon over 2 cents per gallon" after "computed";

(f) by striking subsection (b) (2) (M) and inserting the follow-

ing in lieu thereof’:

"(M) in the case of gasoline or aviation fuel, used

or sold for use in the production of speciel motor fuels

referred to in section Lokl (b)";

(g) by striking the period at the end of subsection (b) (2) (Q)

and inserting a semicolon in lieu thereof; and
(h) by adding the following after subsection (b) (2) (Q);

"(R) in the case of aviation fuel taxable uncder sec-

t1on 4O81A (except gasoline or any liquid which would be

taxable under section 4041 ) used otherwise than as fuel for

the propulsion of aircraft.”

Sec. 2 section 6420 (a) of the Internal Revenue Code 1s anended

by inserting "(other then for the propulsion of aircraft)" after the

I
word "purposes’ .

cec. b section 6421 (a) of the Internal Revenue Code is amended --

(¢) by inserting tgg 8 Cuel for the propulsion of an aircrart of

after “than', and
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(B)".by strikins "
J 8trixing "eguel to 1 cent for each gallon of gasoline

SO usedll . - . . .
and inserting in liey thereof "computed by multiplying the

number of gallons so used Dy a rate representing the excess of the
tax paid per gallon over 2 cents per gallon".

Sec. 7. Section 6421 (b) of the Internal Revenue Code is amended
by striking "(A) 1 cent for each gallon of gasoline so used, by" and
inserting in lieu thereof "(A) with respect to each gallon so used, a

rate representing the excess of the tax pald per gallon over 2 cents

per gallon, by

Sec. 8. 'The table of subparts for part III of subchapter A of

chapter 32 of the Internal Revenue Code is amended by striking out

"subpart A. Ggasoline." and inserting in lieu thereof "Subpart A,

- it
Gasoline and aviation fuels. .

Sec. 9. The amendments made by thls Act shall be effective on

and after July 1, 1959.



