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Extraterritorial Income Tax

The World Trade Organization (WTO) has ruled that extraterritorial income tax (ETI) provisions in the U.S. tax code violate international rules against unfairly subsidizing exports.  The European Union (EU), which initiated the WTO case against the United States, established a March 1, 2004 deadline by which the United States would either repeal the provisions or face retaliatory tariffs.  The European Union (EU) imposed a five percent retaliatory tariff against a number of U.S. exports on March 1.  This tariff will increase by one percent per month to a maximum of 17 percent as long as the ETI provisions stand.

Legislation in the House and Senate, H.R. 4520 and S. 1637 respectively, would bring the tax code into compliance with WTO rules and would establish a number of new corporate tax benefits, variously designed to minimize the burden of the ETI repeal on U.S. companies.  Both bills also contain a number of extraneous tax-related provisions, particularly in the House-passed bill.

H.R. 4520 was approved by the House on June 17, 2004 on a vote of 251-178 and would result in a loss of $34.4 billion in revenue over ten years.  It includes $9.6 billion for a buyout of tobacco quota currently held by quota owners and for transition assistance to tobacco farmers who do not own quota.  Although I have serious concerns about many of the extraneous tax provisions in H.R. 4520, as well as its overall cost, I voted in favor of the bill because it represents the only opportunity to secure assistance for struggling tobacco farmers in our state.

S. 1637 was approved by the Senate on a bipartisan vote of 92-5 on May 11, 2004 and would increase revenue to the Treasury by $2.8 billion over ten years.  Following the House vote on H.R. 4520, the Senate amended its version of the bill to include a tobacco quota buyout coupled with new Food and Drug Administration (FDA) authority to regulate the manufacturing of tobacco products.

The next step in the process is for a House-Senate conference committee to resolve the differences between the two versions of the bill.  Based on the significant differences between the House and Senate positions, including the overall price-tags, a final version of the bill will be difficult to negotiate.  A particular sticking point is the differing approaches to a tobacco buyout and the inclusion of new FDA authority by the Senate.  Should a final bill be forthcoming from the conference, it will be presented to the House and Senate for a vote without an opportunity for further amendment.
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