
In This Issue:
Congress Passes New Corporate Tax Breaks . . . . . . 1
From the Director’s Desk . . . . . . . . . . . . . . . . . . . . . . . 2
Looking Forward: Tax Battles in the States . . . . . . . . 3
Next Steps: Federal Tax Reform in 2005 . . . . . . . . . . 4
TABOR: What You Need to Know . . . . . . . . . . . . . . . . 5
A Letter From the Development Director . . . . . . . . . . 6

The 2004 Corporate Tax Giveaway Bill
10-year revenue effects, $-billions

New tax breaks (without sunsets) $ –210
Supposed offsets to new tax breaks:

1. Repeal Export Tax Subsidy +49

2. “Measures which in themselves should be 
good public policy and we should pass anyway” +82
3. Phony sunsets on tax breaks +79

Bogus advertised net 10-year effect 0
Source: Joint Committee on Taxation; Citizens for Tax Justice

Congress Passes $210 Billion in New Corporate Tax Breaks

A  series of recent CTJ analyses have chronicled the
ailments of the federal corporate income tax—but

Congress’ prescribed cure appears to be the death of
a thousand cuts. New corporate tax legislation signed
into law by President Bush on October 22 creates a
host of new corporate tax loopholes.

Scattered over the bill’s 650 pages are $210
billion in new tax breaks, mostly for corporations,
including six dozen separately listed measures.
Almost two dozen of those are targeted to benefit
multinational corporations sheltering their profits
offshore. A spokeswoman for the National Association
of Manufacturers called the bill “the largest business
tax relief program in more than a decade.”

A “Revenue-Neutral” Tax Cut?
The new law has been described by its congressional
backers as a revenue-neutral reform that will leave
overall tax collection unchanged, paying for the new
corporate tax breaks with offsetting tax increases. But
this claim should not be taken seriously.

The bill’s so-called revenue offsets fall into three
categories. First, there are things that Congress has to
do; second, things that Congress ought to do anyway;
and third, things that Congress simply won’t do.

In the has-to-do category is repeal of a foolish
export tax subsidy that the World Trade Organization
has ruled to be in violation of U.S. trade agreements.
“It seems odd to call complying with the law of our
land a $49 billion revenue offset,” CTJ director Robert
S. McIntyre said. Ending this illegal tax break will
eliminate the retaliatory tariffs that Europe has been
imposing on U.S. exports since March.

In the ought-to-do-anyway category are curbs on
egregious corporate tax shelters that Congress never
intended to allow—such as reincorporation in Ber-
muda and  tax-motivated  “leasing” of public sewer
systems—along with routine extensions of some

expiring fees. Sen. Max Baucus (D-Mt.) accurately
called these “measures which in themselves should be
good public policy and we should pass anyway.”

“Cracking down on corporate tax evasion and
avoidance is a good thing,” said McIntyre. “But it can’t
reasonably be used as an excuse for adopting $82
billion in new corporate loopholes. It’s like the police
catching a bank robber, but then donating the stolen
money to the Bank Robbers’ Retirement Fund—and
calling the whole thing ‘revenue neutral.’ ”

Finally, the won’t-do category consists of phony
sunsets on many of the tax breaks, which allegedly
will offset $79 billion of the bill’s 10-year cost.

continued on page 2
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From the Director’s Desk
Dear Friends,
Wow, what an election. It was a stunning defeat for those of us who favor tax fairness and paying for what we spend as a nation. It
was a stunning victory for those who strangely think that endless borrowing doesn’t matter and that the biggest fiscal problem our
country faces is excessive taxes on corporations and the rich. And the difference between stunning victory and stunning defeat
came down to a mere 70,000 votes in Ohio.

In their first act after the election, President Bush and Congress enacted an $800 billion increase in the federal debt limit. That
will bring the total allowed debt (including amounts borrowed from the Social Security Trust Fund) up to $8.2 trillion. In contrast, the
national debt was $5.9 trillion and falling when Bush took office less than three years ago. Even larger steps towards bankrupting
our country are almost inevitable under current policies and current management.

During the campaign, Bush mentioned “tax simplification.” As I write this, the White House has just told the press that Bush is
considering a variant on the so-called Flat Tax. Specifically, he wants to make income tax rates less graduated and make most or
all dividends, capital gains, interest and profits tax-exempt—leaving wage earners holding the bag. To help pay for these massive
upper-income tax giveaways, Bush is leaning towards two other Flat Tax ideas: first, getting rid of deductions for state and local
income and property taxes, and second, imposing a huge new tax on employer-paid health insurance.

These last two schemes—taxing health care and housing—will almost certainly be very unpopular. In fact, they may just be
stalking horses for a regressive national sales tax on top of the flattened, wage-only income tax that Bush favors.

So, as one of my fiscally-responsible Republican friends puts it, “the kooks are really in charge now.” At CTJ and ITEP, we’ll
have to redouble our efforts to make sure that we still have a fiscally-viable United States of America by the time the public finally
wakes up and sends them packing.

Of course, the world doesn’t stop because of an election. In October, Congress pushed through another pork-laden corporate
tax cut to reward their wealthiest constituents. Observers have repeatedly described this latest cut as being lit up like a Christmas
tree. The cover article in this issue of Just Taxes describes the ornaments on the tree and evaluates the impact of this tax cut on the
future vitality of the corporate income tax. 

As the dust clears from the November elections, many of us are wondering what we can do to help increase public awareness
of the growing fiscal problems we face. Well, the revolution starts at home. Across the nation, state lawmakers are confronting fiscal
crises with bold, progressive tax reform ideas—and are struggling to prevent anti-tax initiatives from further restricting their ability to
fund public services. Check out page 3 to see which tax fairness battles will be fought in your state in 2005—and who you can
contact to help out. We also provide a brief summary of the latest brainchild of anti-taxers: strict spending limits known as “TABOR.”

An important lesson of the 2004 elections is that we need to lay out a clear, understandable vision for progressive tax reform.
Page 4 sketches out a set of basic principles for true tax reformers in 2005.

Thank you all for your continued support.

Sincerely,

Bob McIntyre

“If you want to be assured just how bogus those
sunsets are,” said McIntyre, “note that only a few
weeks ago Congress blithely voted to extend some of
the supposedly ‘sunsetted’ Bush tax cuts, at a cost of
$146 billion, with no revenue offsets.”

Appearing on NPR’s Morning Edition on Oct. 13,
Senate Finance Committee Chairman Charles Grassley
(R-IA), the bill’s chief Senate sponsor, tried to defend
it against charges that it was a special-interest
bonanza. His defense: “For all of the unfair carping
about this bill being a special-interest bill, nearly
every member raised narrow-interest provisions. So,
if there’s some fault about different provisions
coming up, we all share that. We all do it.”
“As Senator Grassley’s feeble attempt to defend his

bill makes clear, this legislation is indefensible,”
McIntyre said.

Zero-Tax Corporations, Others Benefit
In recent years, corporate taxes have fallen to their
lowest sustained level as a share of the economy in
six decades. A September CTJ/ITEP study, Corporate
Income Taxes in the Bush Years,  found that the largest
and most profitable Fortune 500 companies now
report less than half their actual profits to the IRS,
and that almost a third of these big companies paid
no income tax in at least one of President Bush’s first
three years in office. But far from curtailing this
problem, the new corporate bill would actually make
it worse: one company, General Electric (GE), which



enjoyed $9.5 billion in tax subsidies over the three
years analyzed in the study, is widely conceded to be
the biggest beneficiary of this latest Bush tax cut.
Among the beneficiaries of these new tax breaks:

GE, banks & others: The bill allows foreign tax credits
to be used to shelter tax-haven profits using taxes
paid to other countries (on other income). Effect:
costs $7.9 billion over 10 years.

GE, auto companies, banks: The bill weakens the
interest allocation rules to allow interest costs used
to support foreign operations to reduce U.S. (rather
than foreign) taxable income. Effect: $14.4 billion
revenue loss from 2009 through 2014.

Oracle, drug cos. and others: The new law allows
repatriation of foreign profits at a special low 5.25
percent tax rate, for one year only. The provision,
which is said to cost $3.3 billion over 10 years, could
save Oracle alone as much as $650 million. Oracle
want to repatriate profits to help finance its attemp-
ted hostile takeover of PeopleSoft. At the end of
2003, Oracle had $4.8 billion in unrepatriated foreign
profits, which it says it would owe a 18.9% U.S. tax on
(after foreign tax credits) if repatriated.

ExxonMobil, ConocoPhillips and British Petroleum:
A provision to “treat certain Alaska pipeline property
as 7-year property” is oddly targeted. The provision
applies only to such property if placed into service on
one particular day: December 31, 2013. The provision
will cost $150 million in fiscal 2014, and much more
thereafter. This provision apparently affects only one
project. ExxonMobil, ConocoPhillips and BP are the
partners in this project.

CSX, other railroads: A new “50 percent tax credit for
certain expenditures for maintaining railroad tracks.”
Effect: said to cost $501 million over 10 years because
it is supposedly sunsetted after 2007. Without the
sunset, the 10-year cost would exceed $800 million.

Disney, Time Warner, etc.: “Special rules for certain
film and television production.” Gives much bigger
write-offs ($15 million per production right away,
then 3 years for the rest of the costs). Effect:
Officially, only $42 million over 10 years ($335 over
the first four), but could be close to $590 million over
10 years without the sunset.

General Electric (?): “Extended placed in service date
for bonus depreciation for certain aircraft (excluding
aircraft used in the transportation industry).” This
provision applies only to aircraft placed in service on
Sept. 10, 2001. This carries an immediate $1.4 billion
price tag, paid back with no interest over five years.

“This plethora of new tax breaks is a squan-
dered opportunity for fiscal responsibility,” McIntyre
noted. “Rather than cutting deficits, our lawmakers
have given in to loophole lobbyists and made our
budget shortfalls even worse.”

Looking Forward: Tax Battles in the States

In recent years, the federal government has passed
on the cost of its unaffordable tax cuts to the states

—which means that already-strapped state and local
governments must make the tough decisions about
tax hikes and spending cuts that Congress has
managed to avoid. The past year saw sustained
battles over tax reform at the state level—and 2005
is likely to bring more of the same. The good news is
that in many of these states, CTJ and ITEP are working
hand in hand with progressive state-based advocates
to help preserve important public services—and you
can help. Here’s an overview of what are likely to be
the biggest state tax battlegrounds in early 2005,
followed by website information for the state-based
groups that will be central in debating these issues:

Illinois policymakers have struggled for decades to
make local education funding more equitable while
reducing unpopular property taxes. A 2002 ITEP
report, Balancing Act, identified a variety of progres-
sive options for a revenue-raising “tax swap” that
would cut local property taxes and close a variety of
unwarranted loopholes in the corporate, sales,
property and personal income tax. Now a network of
Illinois organizations is advancing a progressive plan
for tax reform that would achieve these goals. The
2005 legislative session could be pivotal in finally
achieving tax and school funding reforms that have
been years in the making. 
Center for Tax and Budget Accountability: ctbaonline.org
Voices for Illinois Children: voices4kids.org

Maine policymakers dodged a bullet in November
when voters soundly rejected a “Proposition-13” style
property tax limit which would have imposed un-
affordable spending cuts on local governments across
the state. But public anger over property taxes
remains. In the 2005 session, progressive lawmakers
will seek a more affordable—and more equitable—
tax reform solution that provides meaningful property
tax relief to Maine homeowners and renters, even as
anti-tax lawmakers continue to press for spending
limits in an effort to scale back Maine public services.
Maine Center for Economic Policy: mecep.org

Thanks to a state supreme court decision, New York



lawmakers must find billions of dollars in new
revenues to help fund education in New York City. A
major task of the legislature in early 2005 will likely
be to comply with this decision by enacting tax
increases. Fortunately, as a soon-to-be-released study
by ITEP and the New York Fiscal Policy Institute will
demonstrate, there are progressive tax reform
options available to lawmakers seeking to fund
education without imposing further burdens on the
poorest New Yorkers. Of course, lawmakers may also
seek to make ends meet by relying on regressive sales
taxes or lottery revenues, cutting other important
areas of public spending, or simply ignoring this
constitutional mandate for adequate education. Either
way, the upcoming year will be a critical time for the
future of equitable and sustainable school funding in
New York State.
Fiscal Policy Institute: fiscalpolicy.org

Texas lawmakers face a fiscal “perfect storm” in 2005.
The state’s historically high reliance on property
taxes, combined with its lack of a state personal
income tax, has created a tax system that is unfair and
inadequate to meet the state’s school funding needs.
In mid-2005, the Texas Supreme Court is likely to rule
that education funding reform will be constitutionally
required. But state lawmakers may move to engineer
a “tax swap” before the Court rules, moving to reduce
property taxes and make up the revenue through
increases in other taxes. The 2005 session will be an
historic opportunity for Texas lawmakers to redress
the unfairness of the state’s tax system by requiring
businesses and wealthy Texans to pay their fair share
—but anti-tax advocates will push for gambling or
sales taxes as an alternative revenue source. 
Texas Center for Public Policy: cppp.org

To be sure, these are not the only tax policy
battlegrounds that will emerge in 2005. For more
information on what’s happening in other states—
and to find out how you can help—contact ITEP
directly at (202) 626-3780 x24. 

Next Steps: Federal Tax Reform in 2005

Two days after his re-election, President Bush
offered the public some guidance on what he says

will be a central goal of his second term: “tax
simplification.” Bush said he wants to “encourage
people to invest and save,” i.e., he favors still more
tax cuts for the rich. He added that he’ll propose a tax
code that “rewards risk,” i.e., one that offers even
more tax breaks to business. No surprises there. But

this time around Bush offered a twist: His plan will be
“revenue neutral.” Of course, that requires raising
taxes—by a lot—on everyone else to break even. 

The two leading right-wing proposals to replace
the progressive income tax are a flat-rate wage tax
and a high-rate national sales tax. Either option would
increase taxes on most Americans by thousands of
dollars a year. That’s not something that you’d think
would be popular. In fact, while Bush only occa-
sionally touched on these ideas during his presi-
dential campaign, the national sales tax scheme was
put to the electoral test in several House and Senate
races this fall. It didn’t do well. 

In Georgia, for example, Republican House
incumbent Max Burns lost his seat in a race that
featured ads criticizing him for supporting a national
sales tax. In South Carolina, Democrat Inez Tenen-
baum came from far behind to almost catch Re-
publican Jim DeMint in a race for an open Senate seat,
entirely due to her attacks on the sales-tax plan
DeMint had introduced in Congress. Defenseless,
DeMint began claiming he didn’t support his own bill
(and resorted to gay bashing to win). Seven-term
North Carolina Republican Representative Charles
Taylor survived a scare only after he, too, denied that
he supported his own sales-tax bill. In Colorado,
Democrat Ken Salazar beat beer baron Pete Coors for
an open Senate seat after condemning Coors’ “crazy”
sales-tax idea. Likewise, the flat tax was an issue in a
number of recent races, and also flopped badly. 

An additional complication for the president and
for tax-deform backers is the bitter war on the right
between flat taxers and sales taxers. Sales taxers
generally hate the flat tax because it doesn’t “abolish
the IRS,” by which they mean rename it. Flat taxers
like Grover Norquist detest the sales tax (and its
cousin, the more easily administered value-added tax)
because they think a sales tax would be too easy to
increase—and might lead to reduced deficits or
(gasp!) more government programs. 

So here’s a fearless prediction: Bush will appoint
his “bipartisan commission” (say, nine Republicans
and Zell Miller), staff it with people from The Heritage
Foundation and the Cato Institute, and tell it exactly
what kinds of options he wants it to propose. In due
course, the commission will return with its list of
options, all of them variants on a flat wage tax and a
flat sales tax. And once these plans get analyzed in
the press, the administration will lose its enthusiasm.

Which is not to say that we fair-tax advocates
should sit on our hands and just watch the fun. First
of all, tax deformers may try to fool the public into



supporting these plans. One ploy might be to sup-
press information. Heritage has already taken a
preemptive step in this direction by decrying all
“distributional tables” as inherently misleading. Or
perhaps Bush will propose a combination wage tax
and sales tax, but publish tables showing only the tax-
cutting effects of the first. Congress’ formerly non-
partisan Joint Committee on Taxation took this tack
in its analysis of Bush’s 2001 tax cuts; its tables simply
left out the “uncertain” effects of estate-tax repeal,
even though everyone knows that the estate tax hits
only the very largest fortunes. Our side needs to be
prepared to expose these kinds of shenanigans. 

We should also take this opportunity to present
our own tax-reform ideas. Tax simplification is an
important goal for tax reform—but the goal should
be closing loopholes and taxing people and corpora-
tions on what they really make, not on some figment
of their accountants’ imaginations. Graduated rates
aren’t the source of our income tax complexity. In
fact, graduated rates are essential to protect the poor
and middle class and to ensure that top earners pay
their fair share to support the country that makes
their prosperity possible. Of course, a true tax-reform
plan that closes loopholes while preserving our
progressive income tax would no doubt be noxious to
Bush and his loophole-loving allies in Congress. But it
would resonate with the public, and could help set
the stage for new leaders in Washington who’d
deliver the kind of tax simplification that most
Americans want and deserve.

TABOR: What you Need to Know

In the past year, proposals have surfaced in more
than a dozen states that would create a “Taxpayer

Bill of Rights,” usually referred to by its acronym,
TABOR. This innocuous-sounding label conceals an
anti-tax agenda: the main function of TABOR
proposals is to limit the growth of state revenues
and spending. Here’s what you need to know to help
fight these anti-government spending limits.

The idea of putting limits on the annual growth
of state taxes and spending is an old one, but the
immediate inspiration for this new wave of spending
limits is the TABOR law passed by Colorado in 1992.
Colorado’s TABOR limits the annual growth in state
revenues to the sum of inflation and population
growth. In other words, if the Colorado population
grows by 1 percent and inflation grows by 2 percent

in a given year, Colorado government revenues are
allowed to grow by up to 3 percent. If the state
collects revenues over that limit, the “surplus”
revenues are rebated directly to taxpayers.
So what’s wrong with a TABOR-style limit on state
revenues and spending?

# When states collect revenue above the limit, this
so-called “surplus” must be rebated to taxpayers.
This makes it much harder to replenish rainy day
funds—which means that when the economy
tanks, these states will be more likely to resort
to painful spending cuts to make ends meet.

# Imposing a spending limit assumes that states
are already adequately funding public services.
Few state lawmakers would assert with a straight
face that their public service needs have all been
met—but that’s the implication of capping the
growth rate of a state’s spending. 

# Spending limits also assume that no new and
unanticipated spending needs will emerge. The
states’ recent experience with homeland security
expenditures, and the variety of new spending
required by the rapid evolution of the Internet
attest to the constantly changing mix of spen-
ding priorities at the state level.

# Finally, TABOR-style limits assume that the cost
of providing existing services will grow no faster
than the usually-low limits allow. In many areas,
state spending needs simply grow faster than
population and inflation, as any state lawmaker
confronting skyrocketing Medicaid enrollments
and education expenses can attest. 

TABOR limits are often described by their propo-
nents as a good-government tool. But state bond
rating agencies, arguably the best arbiter of state
fiscal health, reject this argument. In 2002, Standard
and Poor’s downgraded Colorado’s bond rating,
citing the TABOR spending limits as a reason for this
punishment. And Colorado policymakers are now en-
gaged in a heated debate over whether their TABOR
limit should be modified or repealed entirely.

Across the nation, state lawmakers are facing
painful decisions between further spending cuts and
unpopular tax increases. TABOR-style spending caps
take these decisions out of the hands of our elected
officials, forcing the elimination of needed public
services at the very time when they are most needed.



A Letter from the Development Director
Dear Friends and Supporters of CTJ and ITEP,

If you’re at all like me, you may be trying to come to terms with what the election really means for
middle- and low-income folks. If our country is almost bankrupt and there is no money to pay the bills, if the
trust funds that pay for Social Security or Medicare have been diverted to tax cuts, what will that mean for
the majority of us in the not-so-distant future? (Do I believe we face a deliberate effort to undermine our
nation’s finances and privatize entitlements? I do.)

Times may be tough, but CTJ and ITEP aren’t giving up. Far from it. In fact, there’s real hope that we
can stave off the administration’s irresponsible, unfair tax deform plans. So if you make no other
contribution this year, please consider us. We still have the ability to get tons of media, make significant
progress in the states (which are being forced to pick up the pieces from the fiscal breakdown of the federal
government) and get the attention of reasonable legislators in the U.S. Congress and Senate.

CTJ and ITEP are the ticket to a saner tax and budget policy in this country. But we cannot do our work
without the support of our terrific members. Thank you for all you have done in the past and please, please
continue to support us in the future.  

Relax, enjoy your holidays, and get ready to make a loud roar to stop the President and Congress from
making an even bigger mess of our country. Spread the word — this is a really big showdown!

Bonnie Rubenstein
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