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Corporate Tax Code Rewrite

Threatened by House GOP

utting corporate taxes remains an ide-
ological centerpiece of the GOP
agenda. Yer Republicans are arguing
5o vociferously over which corporate raxes to
- cut that they are having trouble moving the
tax bill to the House floor, even as Europe
threatens ro launch the largest rrade war in
history if Congress fails to act by Jan. 1.

The House Ways and Means Committee
approved on Oct. 28 the corporate tax code
overhaul, which repeals a problematic expont
tax break and replaces it with $140 billion in
new business tax cuts. But the same problem
that delayed committee action for months
now keeps it from the House floor — a rebel-
lion by Republicans who say the bill does too
lietle for domestic manufacturers. Democrats,
even conservatives who favor tax cuts, have
no intention of helping as record budget
| deficits grow.

- House Ways and Means Chairman Bill
- Thomas, R-Calif., substantially rewrote his
- bill {HR 28983 ro meet the demands of Re-
publicans on his panel who complained that
- Thomas initially gave too much to corpora-
| rions with overseas operations. All 24 com-
mittee Republicans voted for the revised bill,
while 13 Democrats opposed it.
- Butagrowing number of Republicans who
Rre not on I'}i'\) coOommitiee are ].[I'i.f‘ﬁf\: up
against the bill, according 1o Small Business
Committee Chairman Donald Manzullo, R-
H1. He claims that the bill steill fails to encour-
age U.S. manufacturers to create jobs at

home instead of overseas.

Manzullo has the signarures of 19 fellow
- House GOP members to support his position.
- Thomas cannot lose more than 11 votes and

expect to have a 218-vote majority for pas-
sage. Republicans expect little, H any, support
from Democrats.

“A bill like that should not be taken to the
Mloor," said Manzullo, whose industrial north-
ern [llinois district is one of the most eco-
| nomically depressed in the nation, with 11

percent unemployment in the city of Rock-
ford. “Members who have lost factories in
their district should not be put in the posi-
tion of voring tor a bill like this.”

Thomas contends that the $36 billion in

FAX CUIS O Overseas iil(:(.?inlﬂ' h bl Il!i.ii!.i]li![i(.)f\‘
al corporations in his bill are necessary to
“improve the international competitiveness”

WWW.CQ.O0M

of LLS. companies, which he says bear higher
tax rates than their global rivals. *If our tax
system puts us at a disadvanrage, we need to
change that,” Thomas said.

There is no indication of when the legisla-
tion might hit either floor. Though a com-
panion bill (81637) is through the Senate
tax-writing committee, Senate Majority
Leader Bill Frist, R-Tenn., has not scheduled
it for floor consideration. Thomas said he will
consult with House GOP leaders about a
floor strategy on their side of the Capitol. *1
only know whav | was to do — move it
through the committee,” he said.

Publicly, party leaders say they hope to
pass the bill before the 2003 session ends.
“We feel good abour the bill, and we want to
get it done this year,” said Rules Committee
Chairman David Dreter of California. And
Speaker |, Dennis Hasterr of Hinois has pub-
licly endorsed the revised Thomas bill, con-
tent that it includes sufficient manufacturing
breaks for key HHinois corporations, Caterpil-
lar Inc. and Boeing Co.

That should be music ro the ears of the
European Union. A central provision of the
bill would repeal a $5 billion-a-year export
tax break, known as the extraterritorial in-
come exclusion, that the World Trade Orga-
nization deems a ;'*?‘ﬁhi}“n'm? trade subsidy.
The European Union is threatening to im-
pose 54 billion in punitive rariffs on ULS.

ontents

Concerns that the bill
does not stress
domestic job creation
may prevent it from
reaching the House
floor.

B

Manzullo, shown here during a House Small Business hearing on Sept. 10, is leading
a revolt among some House GOP members against the corporate tax bill.
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Comparison of Corporate Tax Cut Bills

The House Ways and Means Committee on Oct 28
approved, on a party-line 24-15 vote, a corporate tax code
bill {HR 2896) sponsored by committee Chairman Bill
Themas, R-Calif., that would repeal a tax benefit for
exporters that has run afoul of international trade law, and
in return would provide new tax cuts to a variety of
companies, some with infernational operations. A Senate

bill to repeal the export tax provision that includes fewer
new tax cuts and seeks to make them revenue-neutral by
raising other taxes was sponsored by Finance Committee
Chairman Charles E. Grassiey, R-lowa, and ranking member
Max Baugcus, D-Mont. it was approved by their pane! Oct. 1
on a 19-2 bipartisan vote. A comparison of the two bills
follows.

HOUSE BILL

~ SENATE BILL

Total tax cuts

Additional revenue

$140 billion* over 10 years.

$80 billion® from eliminating export tax break, extending
Customs user fees and closing some tax sheiters,

Tax reduction for $61 billion cut for manufacturing companies, by reduc-

manufacturers ing the top income tax rate for such companies to 32
percent from 35 percent.

Who would qualify  manufacturers as well as film distributors, software
firms, agricultural businesses, construction companies,
miners, oil and gas refiners, and some architectural and
engineering firms. Foreign-owned manufacturers and
U.5. multinationals would enjoy the full tax break.

Who would S-corporations, farm cooperatives, partnerships and sole

not qualify proprietorships, thus excluding most small manufactur-

Phase-in schedule

ers and farmers.

Tax cut begins in 2004, with full implementation in
2007.

Repeal of exporttax  Export tax break phased out over three years, giving ex-
break, known as the  porters a partial tax break based on their actual exports
extraterritorial in 2004, 2005 and 2008. Long-term leases, such as
income exclusion  Boeing’s airplane leases, would be grandfathered for the
length of the confract — some as long as 20 years.
Cost: 312 bitlion.
Tax breaks for $36 billion, including a cut for offshore sales offices in
overseas income of  Eyrope, and $21 billion in expanded use of foreign tax
multinationals credits. Most of these cuts would take effect after 2008,
Other domestic $32 hillion, including 3 percentage point rate cut for cor-
tax cuts porations with profits less than $20 million; investment

tax break for small businesses, elimination of fish
restoration fund tax on fishing tackle boxes, among
many special interest provisions.

$112 billion over 10 years.

$113 billion from eliminating export tax break, extending
Customs user fees and curtailing tax shelters.

$60 billion tax cut for manufacturers by allowing them fo
deduct 9 percent of profits from taxable income, effec-
fively lowering their fop rate to 32 percent from 35 per-
cent. (The deduction structure allows many companies
to report a larger baiance shest to shareholders.)

Same industries as House bill (except for engineering
and architectural services). Also grants the break 1o
businesses structured as S-corporations,cooperatives,
parinerships and soie proprietorships. Multinational and
foreign-owned factories would not get the full tax break
until 2013,

Engineering and architectural firms.

Tax cut begins in 2004, with full implementation for
manufacturers in 2009. Multinationals and foreign-
owned firms get full cut in 2013

Export tax break phased out over three years, giving ex-
porters a partial tax break based on their 2002 exports,

whether or not they continue to export. Long-term leas-
es, such as Boeing's airplane leases, would be grandfa-
thered for the length of the contract — some as long as
20 years. Cost: 510 biltion.

$39 billion, including expanded use of foreign tax credits
beginning in 2005, with some phasing in as late as
2010.

$5.5 billion, including a break allowing unprofitable com-
panies to carry back losses for three years.

* Totals for the House bill do not match Joint Commitiee on Taxation revenue table, which lists fax cuts of $128 billion and offsets of $68 billion. For a
direct comparison with the Senate bill, the House figures were broken out into more detail to show that the repeal of the export tax break raises $55
billion and its three-year phaseout costs $12 billion. The Joint Tax table simply lists a net revenue gain of 543 billion for the export tax repeal.

SOURCE: Joint Committee on Taxation and Congressional Guarterly research
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- goods imported into Europe - the
- largest reraliatory sanctions in history
-~ if the U.S. fails to comply by year’s
- end. (CQ Weekly, p. 2079)

_ EU Battles Could Continue

Thomas’ bill would not comply with
international rrade rules because the
legislation would allow U.S. exporters
to continue 1o receive a tax subsidy for
the next three years, according to testi-

- mony by John Veroneau, general coun-
- sel in the ULS. Trade Representative’s
| office.

‘eroneau said his office would
try to get the EU to accept the new

. corporate tax structure, if enacted.

Maoreover, two senior MHouse GOP

| aides were wary abour a floor vote in
' the next week. "l don't see a scenario
. where any Democrats will vore for the
- bill,” said one aide.

With House Republicans divided,
Democrats are united in their opposi-
tion to the rax bill. The staff of the

- most senior Democrat on the Ways and

Means panel, Charles B. Rangel of

- New York, is in discussions with Man-
- aullo’s office on forming an alliance w
 defeat the Thomas bill, according to a
- Rangel aide. Rangel had successfully
- joined forces with Rep. Phi
- Crane, R-11L, on the tax writing panel
- to force changes to Thomas’ bill that
- were significant enough to appeal to
Crane. (CQ) Weekly, p. 2628)

lp M.

Democrats are primarily opposed to

- the bill’s cost. Rangel and other Demo-
- crats complain that 580 billion in rev-
- enwe offsets in the Thomas bill are in-
sufficient. They assert that the bill's

true cost is much higher than the 10-

- year, $60 billion price tag affixed by the
- Joint Committee on Taxation, because
- many of the costliest cuts do not kick
~in until midway through the decade.

Based on a $12 billion cost for the

year 2013 alone, the liberal Center on

Budget and Policy Priorities estimares
that the 10-year cost would be about

- $96 billion without budget “gimmicks.”

No one expects legislation to be

signed into law by the European dead-
 line. The question is how much legisla-
~tive movement Congress must show
. this year to avert a trade war.

Special Interests

Democrats also poke holes in the

- special-interest provisions lHegered
- through the bill. Rangel claimed that
- most profit-making companies — eight
- of 10, he said ~ would “get nothing”

from the Thomas tax cuts.
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Bill:

HR 2896 — To repeal an export tax
break and replace it with new
business tax cuts on domestic
manufacturing and overseas
income.

Latest Action:

House Ways and Means Committee
approved HR 2896, 24-15, on Oct.
28,

Next Likely Action:
Neither the House nor Senate has
scheduled floor votes.

Reference:

Background, CQ Weekly, pp. 2628,
2555, 2428, 2342, 2200, 2080,
2079.

Even cuts thar appear broad-based
on the surface, such as a 3 percentage
point cut for all companies, regardless
of their industry, with taxable incomes
of under $20 million, turned out to
benefit just 144,000 companies. That's
about 7 percent of the nation's 2.2 mil-
lion corporations, according to the
JCT. Eighty percent of the current ex-
port subsidy goes to 15 companies, in-
cluding Boeing and Caterpillar. They
will continue to receive an outsized
share of the $12 billion phaseout.

Hollywood would be one of the
bill's big beneficiaries. Lobbying on be-
half of the movie studios was Kenneth
Kies, a former chief of staff of the Joint
Committee on Taxation and a former
Ways and Means tax counsel. Movies
would not only qualify for the manu-
facturing tax cut, which lowers their
rate from 35 percent to 32 percent, but
studios would ger @ huge rax break on
their foreign receipts — an increasing-
ly sizable part of their revenue, often
surpassing domestic reCeipLs,

The bill includes a special $535 mil
lion provision exempting a large chunk
of royalty income from U.S. taxes on
movies shown abroad. Royalty income
is often not taxed i foreign countries,
leaving many of these dollars not raxed
altogether. In reaction to Democratic
protests that it would subsidize so-
called “runaway” productions made in
Canada and other countries, Republi-
can tax writers on the day of the
markup Himited the tax cur to movies

in which ar least half of the filming was
done in the United States.

Services firms in the architectural
and engineering industries also were
included in the manufacturing rax
break. Responding to Democratic com-
plaints, Republican tax writers clarified
that these firms, including Bechrel Na-
tional Inc. and Halliburton, could not |
claim this tax break on offshore pro- |
jects, such as contracts in lrag. Still,
they would be able to reap at least $280
billion from the new manufacturing
tax cut, according o JCT. '

Makers of fishing rackle boxes re-
ceived a $32 million tax cuc ro elimi-
nate a 10 percent excise tax on their
wares. Rep. Jerry Weller, an Hlinois Re-
publican on Ways and Means, has been
seeking the break for his corporare con-
stituent, Plano Moulding Co., since
1998,

“You go to the same aisle in the Wal-
Mart and vou can pick up any type of
box that looks the same as a tackle box,
but it’s not subject ro the tax,” said
Weller spokesman Ben Fallon.

Rads, reels and other angler necessi-
ties still would be subject to the tax un-
der the corporate tax bill. But sonar de-
vices suitable for finding fish are also
exempt from the excise tax under the
bill, a result of efforts by another GOP
tax writer, lim Ramstad of Minnesota.

The excise tax goes to fish restora-
tion programs.

Paul D. Ryan, R-Wis., took care of a
big bow and arrow maker in his district
with a $7 million tax cut to eliminate a
12.4 percent excise tax on each arrow.
“We do not tax imports. U.S. manufac-
turers of arrows are fleeing to Korea
and China,” he said. The excise tax
goes to wildlife restoration programs.

The distilled spirits industry ob-
tained two separate tax breaks rotaling
more than $400 million over 10 years.

And on the day of the markup, a fi-
nal tax break was slipped in to give the
mutual fund industry 2 $577 million
rax benefit on selling funds abroad, re-
ducing the withholding rax on divi-
dend distributions to foreign investors.

With the House stalled, trade sanc-
tions loom. Even while Europe was de-
munding a tinal repeal of the offending
export tax break, senators had been
hoping that a House vore would be
enough to demonstrare a good-faith
legislative artempt at a repeal. Yer the
question remains as to whether a lack |
of turther action will cause the Euro-
peans to act — and to what effecr. ¢
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