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Basic Background

· [Note: In the pantheon of complicated tax issues, this one is a doozy.  Here goes…]

· The issue involves tax rules that apply to U.S. companies competing abroad.  In general, a foreign tax credit can be used to offset the U.S. tax owed by an American company on income from foreign sources.  Since American companies pay taxes to the country where the foreign income is generated, the idea is to avoid or minimize the extent to which American multinational companies are “doubly taxed” for foreign-source income.  The 1986 Tax Reform Act established the current interest allocation rules, which limit the amount of foreign tax credits an American company may claim.  Currently, interest expenses incurred by foreign subsidiaries of an American company are not counted toward the foreign tax credit (for U.S. tax purposes, they are ignored).  [Interest expenses are related to debt allocation.]  In effect, this reduces the amount of income counted as foreign-source income and reduces the amount of foreign tax credit that would offset the U.S. tax liability of U.S. multinational corporations.

· EEI and others argue that the current tax law creates a “distortion” in which U.S. multinational companies are “double taxed” and face a disadvantage when competing against companies from other countries.

· Some companies and groups have been trying to change the tax treatment of interest expenses since 1986.  EEI really got involved after the 1992 Energy Policy Act increased competition in electricity markets and made it possible for utilities to invest outside of the U.S.  When utilities started investing abroad and establishing foreign subsidiaries, they (and EEI, which represents all investor-owned utilities) became interested in changing the interest expense allocation rules to lower their U.S. tax burden.

Prior Activity on the Issue

· “We’ve been battling this since 1992” (see above)

· We got a revision of the tax rules relating to interest expenses included as part of the Republican tax cut package passed last year.  However, President Clinton vetoed the bill.

Advocacy Activities Undertaken

· “We’re just getting the ball rolling on this issue.”

· We’ve hired Ken Kies and Barbara Angus of Price Waterhouse as consultants for this issue.  We hired them for “technical savvy and political savvy.”  Both have experience writing tax legislation and both used to work in Congress for the Joint Committee on Taxation (Kies was chief of staff).  More importantly, both are close to Bill Archer (R-TX), chair of House Ways and Means Committee.  “Access is power and power is access.”

· Angus is helping is form a coalition to fight for the relevant changes to the tax code.  Our coalition (informal) includes General Motors, Proctor & Gamble, Caterpillar, and some other multinational companies, plus EEI and investor-owned utilities.

· Our coalition is meeting with members of the Ways & Means Committee and their staff to educate them on the issue and ask for their support.  Rob Portman (R-OH) and Robert Matsui (D-CA) have introduced a bill (HR2270) that makes the needed changes to the tax code.  We want to get as many Ways and Means members to sign on as co-sponsors to the Portman-Matsui bill in order to send a signal to Chairman Archer that this bill has strong support (4 co-sponsors as of 6/12/00).  With that accomplished, we hope to convince Archer to “attach the provisions of HR2270 to any vehicle he has” (i.e., any tax bill) likely to pass Congress this year.

Future Advocacy Activities Planned

· Eventually, we’ll have to worry about Senate passage of HR2270 too.  Right now, we’re focusing on the House because Archer (who retires at the end of the year) is “concerned about his legacy” and thus more interested in getting something done now.  Sen. Roth (chair of Senate Finance Committee, analog to House Ways and Means) is in a difficult reelection campaign so there is no activity in the Senate right now.

Key Congressional Contacts/Champions

· Rep. Rob Portman (Barbara Pate is key staffer)

· Rep. Robert Matsui (D-CA)

Key State Champions

Not applicable

Targets of Direct Lobbying

· Members of House Ways and Means Committee

Targets of Grassroots Lobbying

None mentioned.

Coalition Partners (formal)

All coalition partners are informal right now.

Informal Allies/Partners

· Price Waterhouse (Ken Kies and Barbara Angus)

· General Motors (Barbara Washburn is key staffer)

· Proctor & Gamble (Jim McCarthy is key staffer)

· Caterpillar

· Other U.S. multinationals

Main Arguments and Evidence

1. The current tax law amounts to “double taxation” on U.S. companies with operations abroad.  This puts U.S. multinationals at a competitive tax disadvantage versus their foreign counterparts they compete with outside the U.S.  Daimler-Chrysler is incorporated as a German company rather than an American company in part because of U.S. interest expense allocation rules.

2. The current rules give foreign companies a tax advantage over American multinational companies when they compete in the United States.  Because of the current tax rules on interest expense allocation, when GM built its Saturn plant in Tennessee, GM paid a higher tax rate than Nissan, which built a plant 10 miles from the Saturn plant.  “We have just started making this second argument.”

Secondary Arguments and Evidence

None mentioned.

Targeted Arguments, Targets and Evidence

Yes.  Previously, we focused only on the first argument (double taxation).  “Now we are emphasizing the second argument about domestic competition to “fence-sitters, especially Democrats, and legislators in tight reelection races.”  Since the recent passage of China PNTR legislation, these types of legislators are nervous about supporting any bill related to foreign trade, especially a bill that helps multinational companies but not domestic-only companies.

Nature of the Opposition

· There are no groups organized against us, at least not yet.

· The Administration is not opposed to our position – they understand our reasoning for changing the tax code.  However, the Administration says it wants to enact our changes as part of a broader international tax reform effort (with other provisions to make up for some of the revenue loss).  For example, the Administration might want to eliminate a tax subsidy for the oil industry, which Republicans (especially Archer) would oppose.  This creates another hurdle for us.

· “Election year uncertainty.  No one knows what tax bill can be passed by Congress and signed by the President.”

Major Arguments and Evidence Articulated by Opposition

1. High cost.  This bill would cost $25 billion over ten years in lost revenue, according to estimates by the Joint Committee on Taxation.  Our provision was the largest business tax cut in last year’s tax bill that President Clinton vetoed.

2. Administration argument about coupling reform of interest expense allocation rules with other reforms of international tax code.

Secondary Arguments and Evidence Articulated by the Opposition

None mentioned.  [It strikes me that one could argue that this is another example of corporate welfare, and for large multinational corporations that need government help the least.  Boddie did not state this argument directly, but hinted at it when discussing lobbying targets.]

Targeted Arguments and Evidence Articulated by the Opposition

None mentioned.

Described as a Partisan Issue

No, we are lobbying both sides, and we have a Republican and a Democrat sponsoring the bill.  [Aside from Matsui, there are no Democratic co-sponsors right now.]

Venues of Activity

· House Ways and Means Committee

Action Pending or Taken by Relevant Decision Makers

· The Portman-Matsui bill has been introduced and referred to Ways and Means in the House.

· Ways and Means held a hearing on “U.S. Tax Rules and International Competitiveness” June 30, 1999, at which this issue was discussed.  [GM testified in support of HR2270; EEI did not testify.]

· Boddie hopes that Archer will attach HR2270 to a tax bill that passes.

Policy Objectives and Support for/Opposition to the Status Quo

· EEI wants to change the status quo by altering the U.S. tax code.

Advocate’s Experience: Tenure in Current Job/Previous Experience

I’ve been at EEI in government affairs since 1989.  Before coming to EEI, I worked for 9 years on the Hill on tax issues (for the House and Senate Budget Committees, for Rep. Connie Mack, for Sen. Phil Gramm, and for Sen. Gordon Humphrey).  “I was hired at EEI because of my contacts on the Hill, especially my contacts with Ways and Means and the tax committees.”

Reliance on Research: In-house/External

“We rely on a lot of outside sources to do a lot of our work.” [This theme returns below]

· We often commission studies from outside sources (usually consulting firms) on tax, energy, and environmental issues to support our policy positions.

· We have a media relations division that does polling and focus groups.

· We contract with outside law firms for legal work and research.

· We do some of our own research in our library at EEI.

Number of Individuals Involved in Advocacy

· There are roughly 20 people in our Government Relations division involved in lobbying.  However, all 250 EEI employees (in all units) contribute to our main mission of public policy advocacy.

· In addition , there are a number of “hired guns” we pay as consultants to help us lobby on particular issues.  “I can’t stress enough how important they are.”  We especially like to hire former members of Congress or other important Hill staff to exploit “buddy relationships.”  “We scramble to find anyone connected to new ‘powers-that-be’ on a given issue.”  Among consultants with former Hill experience whom we have hired:

· Dennis Eckert (D) – former Rep. from Ohio, close to Pres. Clinton

· Guy Vander Jagt (R) – former Rep. from Michigan

· Vin Weber (R) – former Rep. from Minnesota and confidant to Newt Gingrich

· Bob Livingston (R) – former Rep. from Louisiana and “Speaker for a day”

· Phil Mosely – former chief of staff to Rep. Bill Archer

· Sen. Frank Murkowski’s former chief of staff

· Carney (R) – former Rep. from NY

Units in Organization Involved in Public Affairs/Policy

[Encyclopedia of Associations reports EEI annual budget at $50 million]

· Government Relations – lobbying

· External Affairs – grassroots activities and coalitions

· Communications – interaction with media, polling, focus groups

· Legal Department – analyze legislation

· Business units (Energy Supply, Energy Delivery, Energy Services, Environmental Group, International Group) – policy development and policy analysis

· PowerPAC – political action committee

Advocate’s Outstanding Skills/Assets 

· Credibility

· Visibility – “Our president [Thomas R. Kuhn] was a roommate of George W. Bush and is one of his biggest fundraisers.”

· “We are one of the largest trade associations in Washington.”

Type of Membership: None, Institutions, Individuals, Both

Institutions

Membership Size

Roughly 200 members - 140 investor-owned utilities, plus about 60 other American and international affiliates (companies that pay smaller dues, usually companies that do business with utilities).  With more mergers in the energy industry, the number of EEI members will get smaller.

Organizational Age

EEI was founded in 1933.  Until 1978, EEI was based in NY on Wall Street.  In 1978 we merged with (absorbed) the National Association of Electric Companies, moved to Washington, and devoted our mission entirely to public policy and advocacy.

Miscellaneous

Documents:  Boddie provided copies of EEI talking points on interest expense allocation rules (with an example of its impact), Portman’s floor statement introducing HR2270, and a copy of the bill.

Web site: www.eei.org

Follow-up in December 2000
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