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Tax & Accounting IssuesTax & Accounting Issues

World Trade PracticesWorld Trade Practices
Chapter 13Chapter 13
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IFACIFAC

�� StandardsStandards

�� No organization No organization 
set to gather dataset to gather data

�� List of compliant List of compliant 
countries not upcountries not up--
toto--datedate
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U.S. Tax Incentives for U.S. Tax Incentives for 
ExportersExporters

�� Foreign Sales Corporations (FSC)Foreign Sales Corporations (FSC)
–– Challenged by EU under WTO rulingsChallenged by EU under WTO rulings

–– Tax benefitsTax benefits

–– Eligible products and serviceEligible products and service

�� Extraterritorial Income (ETI)Extraterritorial Income (ETI)
–– Replaced FSC in 2000Replaced FSC in 2000

–– Also ruled illegal tax subsidy under WTOAlso ruled illegal tax subsidy under WTO

–– Activity testActivity test

FSC or ETIFSC or ETI

�� Paper company Paper company 

�� Set up in countries qualified by US Set up in countries qualified by US 
governmentgovernment

�� No employeesNo employees

�� Used to reduce tax liability to US Used to reduce tax liability to US 
governmentgovernment
–– In real senseIn real sense-- a subsidya subsidy
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How it worksHow it works
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Product Shipped from US

FCS receives 

commission on the sale 

of the products

“Commission” deducted as an 

expense by parent company

FSC pays dividends

EligibilityEligibility
�� Designed to protect US jobsDesigned to protect US jobs

�� Product must be:Product must be:
–– ManufacturedManufactured

–– ProducedProduced

–– Grown  Grown  

–– Extracted Extracted 

�� Imported components or materialsImported components or materials
–– Less than 50 percent of exported goodsLess than 50 percent of exported goods
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DUTY DRAWBACKDUTY DRAWBACK

�� Items eligible for drawbackItems eligible for drawback
�� How to obtainHow to obtain

–– Prior to exportation, exporter must file Prior to exportation, exporter must file 
drawback proposal with regional commissioner of drawback proposal with regional commissioner of 
customscustoms

–– Exporter has to maintain documentation to Exporter has to maintain documentation to 
ensure complianceensure compliance

�� Rates and datesRates and dates
–– 1% fee to customs1% fee to customs
–– Up to five years on some itemsUp to five years on some items
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VATVAT

�� Foreign Sales Foreign Sales 
TaxesTaxes

�� Implication of Implication of 
VAT for U.S. VAT for U.S. 
ExportersExporters


