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Risk Management Advisory

July 11, 2003
Alert: Homeland Investment Act
An Update
The Homeland Investment Act (HIA) is proposed legislation that will provide US Arnold Miyamoto
corporations with a window of six months to one year to repatriate offshore earnings at +1212 847 6218
a signi[icanﬂy reduced tax rate, arnold.miyamoto@bankofamerica.com

¢+ We assign a greater than 50% probability to the proposed HIA legislation being

enacted within this Congressional session. Martin Gonzalez

¢ Ifenacted in its current form, we expect more than $400 billion to be repatriated in ot e TR S 10E
2004. mgonzalez@bofasecurities.com

+ Given that Congress is not expected to focus on the HIA until after the Medicare
issue is addressed, corporations still have an opportunity to join the lobbying effort
to ensure their particular tax situation is considered.

¢+ Because the repatriation window is narrow and given the large amount of time
required to properly structure transactions to realize the maximum benefit (and to
structure the associated liability-management transactions), we encourage clients
who have not already done so to initiate debt structuring preparations with our
capital markets desk as soon as possible.

+ We remain of the view that the impact on the USD will be both direct and indirect.
With the recent decline in the US dollar, we think it is prudent to protect the
shareholder value of non-USD assets, especially those that may be affected by this
act.

Background

The Homeland Investment Act proposes to amend the 1986 Internal Revenue Code with the
objective of encouraging the re-investment of foreign earnings into the United States. The bill
proposes to reduce the applied tax rate on excess qualified foreign distributions from 35% to
5.25% for a period of one year. Excess qualified foreign distribution is the excess of

¢ Dividends received by the taxpayer during the taxable year from corporations that are
controlled foreign corporations in which the taxpayer is a United States shareholder on the
date such dividends are paid, over the base dividend amount.

¢ The base dividend amount means an amount not less than the average amount of dividends
received during the fixed base period from corporations that are controlled foreign
corporations in which the taxpayer is a United States shareholder on the date such dividends
are paid.

I'he proposed effective date is the first taxable year of the electing taxpayer ending 120 days after
the date of enactment.




Bank of America

Alert: Homeland Investment Act of 2003

If passed, we believe that dividend repatriation will be in excess of $400 billion. The influx of
capital into the US would be extremely beneficial across both the public and private sectors.
Multi-national corporations (MNCs) participating in a recent survey have identified the following
as probable areas to which they would allocate any repatriated HIA capital:

¢ Working capital, inventory, plant & equipment (30%)
¢ Reduction of debt (30%)

¢ Stock repurchase (10%)

¢+ Contributions to under-funded pensions (3%)

¢ Portfolio investments (10%)

¢+  M&A and other (15%)

We remain of the view that the impact of this act on the USD will be both direct and indirect. The
direct impact will be the spot exchange required to convert non-USD cash into USD. Relative to
the size of the market, the flows and timing will be both small and spread out. In addition, a
significant percentage of the offshore accounts are already denominated in US dollars.
Nonetheless, even if only 20-40% of $400 billion or more is converted, this would still be a large
number, Indirectly, repatriated HIA flows represent a significant amount of money relative to the
trade balance. As seen above, HIA repatriated funds will be used to pay down debt and buy back
stock, and the residual flows will at least temporarily be invested in short-term, high-quality
securities.

On May 15, the Senate passed (75-25) its version of the HIA bill (S. 596). S 596 was included in
the Senate’s proposed tax and growth package. Despite strong bipartisan support, the bill was
ultimately axed in the final compromise with the Administration, in which a decision was reached
to more narrowly focus this year’s tax bill.

Legislative Strategy

Take Away. Given that Congress is not expected to focus on the HIA until after the Medicare
issue is addressed, corporations still have an opportunity to join the lobbying effort to ensure their
particular tax situation is considered. Note that a coalition of thirty companies (primarily from the
technology and pharmaceutical industries) are the principal sponsors of this legislation. We
believe that a broader corporate representation would greatly improve probability of passage.
Should you wish to join the coalition or find out more about it, please contact us.

The HIA is expected to be wrapped into the International Tax Bill (ITB). The ITB has yet to be
introduced, but this is expected to happen in the next month. Congress® first priority is to address
the Medicare issue. We expect this to be resolved and signed by the Executive branch by month-
end. Once Medicare has been addressed, we expect the ITB to be the next major issue on
Washington’s agenda.

A key ITB concern is the resolution of FSC/ETI (Foreign Sales Corps and the Extraterritorial
Income Act of 2000). FSC/ETI’s are US business vehicles that the WTO has ruled are illegal. In
its November ruling, the WTO granted the EU the ability to levy $4 billion in retaliatory tariffs on
US exporters. Resolving the FSC/ETI will be a central goal of the International Tax Bill.

The next step will be to introduce the ITB (with the HIA provision included) and get it passed
before the summer recess. For reference, Washington adjournment is in the October-November
timeframe. We expect end of August to early September to be a critical period for this legislation.
Ideally, the ITB will be passed this year, making dividend repatriation a 2004 event,

Several Washington lobbyists have indicated that Chairman Thomas®™ HIA proposal to be included
in the ITB will have two key modifications from the original bill (H.R. 767):

Arnold Miyamoto +1 212 847 6218 Martin Gonzalez +1 212 583 8192




Bank of America 5 .
‘ Alert: Homeland Investment Act of 2003 -

. An increase in the tax rates from 5 25% to 7%. (Note: the Senate version still calls for
525%.)

¢ A shortened tepatriation window from twelve to six months.

" Washington recognizes the importance and positive economic implications of a large influx of
capital. Thus, shortening the repatriation window is consistent with having a quick impact.
Offsetting the “benefit” to a shorteried window are 1) foreign tax credit sign-off (if needed); and
2) having a reasonably long enough period that ensures that all companies will have the time
needed to execute an appropriate strategy. We do not expect the window to be lengthened, and we
believe that it is extremely unllkely that the proposed short-term tax relief will be changed to
permanent relief.-

In- addition to the probable allocatioris (above), we are also aware of companies conceptually
discussing a ‘one-time special dividend to shareholders from the repatriated HIA cash net of
immediate needs. Although there are risks to-this legislation, we still assign a greater than 50%
probability of the HIA ultimately being enacted. '

Debt Strategy

Take Away. Given the narrow window in which corporations will be able to repatriate earnings—
~and timing needed to, propelly structure transactions to maximize the tax benefit and to structure
the associated asset- liability. management transactions—we_encourage clients who have not

already done so to initiate debt structuring preparations to take advantage of the HIA with our

capital markets desk as soon as possible,

The passage of the legistation.'presents corporati’or'i"s that have significant “trapped” offshore -
earriings with three potential capital markets structuring opportunities: -

1. Maximizing value of HIA benefit via additional offshore issuance.. [ssue proceeds will

~allow clients with offshore assets invested in illiquid assets to take full advantage of tax
holiday thaf they might not otherwise have been able to. Similarly, even clients with offshore -
assets invested in liquid assets could maximize the benefit of the tax hollday by further.
levering their subsidiaries. .

Managing net investment exposure via additional offshore issuance. Subject fo local

limitations regarding capitalization structure and the historical earnings and profits. account
(E&P), companies can reduce their consolidated net investment risk by issuing local currency

denominated debt. In addition to- maximizing the tax holiday afforded by the HIA, this

structural move reduces overall balance sheet risk ‘to the shareholders from' exchange rate .
fluctuations.

Structuring onshore liability management solutions with repatriated earnings. Naturally,
liability management solutions should be considered in conJunctlon with the expected wave
: ofxepatnated funds. ‘

FX Strategy

Take Away. We remain of the view that the 1mpact on the USD will be both direct and indirect.
Given the recent decline in the US dollar, we think it is prudent to protect the shareholder value of
non-USD assets that are either in the form of cash or illiquid assets For specific hedgmg
strategies, please contact your forelgn exchange sales advisor.

For more mfo‘rmatlon, Iog-on to bofa.com/capitalmarkets

The information contained in this publication is for information purposes only. The information contained herein has been obtained or derived from public sources

believed by-us to be reliable, but we do not represent that it-is accurate or complete and it should not be refied upon as such. Any opinions or predictions constitute gur

judgement as of the date of this publication and are subject to change without notice. The information contained herein is not meant to be, nor shall it be construed as, .
an offer by Bank of America Corporation or any of its affiliates {together, the "Bank") to offer to buy or sell any currency or fnanctal product: The Bank may from time to

time hold positions in,-and may effect transactions in, the currencies and securities menti oned herein.

Arnold Miyamoto +1 212 847 6218 Martin Gonzalez +1-212 583 81 9.2



Homeland Investment Act :
S&P500 Data (Based on most recently issued audited financial statements prior to April 2003)

The information set forth herein was compiled from publicly available financial
statements solely for the purpose of establishing an estimate for JP Morgan Economic
Research. We make no representations as to the accuracy of the data included in the
financial statements or as to the completeness or accuracy of the compilation. it is
possible that errors may have been made in making the compilation. CONSEQUENTLY,
THIS INFORMATION 1S BEING PROVIDED "AS 15" WITH NO WARRANTIES OF ANY KIND. ALL
REPRESENTATIONS AND WARRANTIES OF ANY KIND 'WITH RESPECT TO THIS INFORMATION
ARE HEREBY DISCLAIMED, INCLUDING, WITHOUT LIMITATION, WARRANTIES THAT THIS
INFORMATION IS-ERROR-FREE OR AS TO ANY RESULTS TO BE OBTAINED BY USE OF THIS
INFORMATION (OR INFORMATION DERIVED THEREFROM) AND ANY IMPLIED WARRANT]ES )
(INCLUDING, WITHOUT LIMITATION, OF MERCHANTABIL!ITY OR FITNESS FOR A PARTICULAR
PURPOSE). IN NO EVENT SHALL J.P. MORGAN CHASE & CO. OR ANY OF ITS AFFILIATES =
{*‘MORGAN") BE LIABLE FOR ANY USE, INABILITY TO USE, DECISION MADE, ACTION TAKEN
OR INACTION BY ANY PERSON IN'RELIANCE UPON THIS lNFORMATION, OR FOR ANY’
INACCURACIES OR ERRORS IN, OR OMISSIONS FROM, THIS INFORMATION. MORGAN SHALL
NOT BE LIABLE TO ANY PERSON {IN.CONTRACT, TORT OR OTHERWISE) FOR ANY DAMAGES
(DIRECT, INDIRECT,-SPECIAL, CONSEQUENTIAL OR OTHER) IN CONNECTION WITH ANY USE |.
OF OR INABILITY TO USE THIS INFORMATION, EVEN {F MORGAN BEEN-APPRISED OF THE -
LIKELIHOOD OF ANY SUCH DAMAGES OCCURRING. '

‘Undistributed Foreign

ADCT UQ Equity. ADC Telecommunications Inc - 38,500,000
AMD UN Equity Advanced Micro Devices Inc 366,000,000
AES UN Equity AES Corp/The 1,200,000,000
A UN Equity Agilent Techn‘ologies Inc -970,000,000
APD UN Equity Air Products & Chemicals inc " 1,003,000 .
ACV'UN Equity Alberto-Culver Co 235,600,000
AA UN Equity Alcoa Inc 5,893,000,000
AGN UN Equity Altergan‘inc - 674,000,000
AW UN Equity Allied Waste Industries Inc 37,000,000
ALTR UQ Equity Altera Corp 84,900,000
" MO UN Equity Altria Group Inc 7,100,000,000
AHC UN Equity . Amerada Hess Corp 1,900,000,000

Ticker

Company

Earnings

MMM UN Equity

ABT UN Equity

AXP UN Equity

3mM Co
Abbott Laboratories

American Express Co

3,900,000,000
4,304,400,000

2,400,000,000

AM UN Equity- American Greetings 66,327,000
~AIG UN Equity American International Group 5,100,000,000
APCC UQ Equity  American Power Conversion _ 361,100,000
AMGN UQ Equity Amgen Inc ) 368,000,000
ANDW UQ Equity  Andrew Corp 26,200,000

AOL UN Equity
APA UN Equity

-AOL Time Warnér Inc

Apache Corp

1,200,000,000
2,100,000,000

AAPL UQ Equity Apple Computer-Inc 755,000,000
AB!'UN Equity " Apptera Corp'- A'p'ph'ed Biosystems 417,100,000
AMAT UQ Equity Applied Materials [nc 252,000,000
ADM:UN Equity Archer-Daniels-Midland Co 758,000,000
ASH UN Equity Ashiand Inc 96,000,000
ADSK UQ Equity Autodesk Inc 335,000,000
AV UN Equity Avaya Inc 632,000,000
AVY UN Equity Avéry Dennison'Corp . 800,000,000
" AVP UN Equity Avon Products Inc 444,400,000
BAC UN Equity Bank of America Corp " 899,000,000
BOL UN Equity Bausch & Lomb Inc 804,800,000

BAX UN Equity Baxter International Inc 725,000,000 - -
BSC UN Equity Bear Stearns Cos Inc/The 454,000,000
BDX UN Equity Becton Dickinson & Co 1,614,000,000
BMS UN Equity " Bemis Co ' 172,209,000
BGEN UQ Equity ~ Biogen Inc 339,400,000
Biomet Inc 129,000,000

BMET UQ Equity



Undistributed Foreign '

Ticker . Company Earnings

BJS UN Equity BJ Services Co 410,000,000
BDK UN Equity Black & Decker Corp 1,200,000,000
BMC UN Equity BMC Software Inc 656,700,000
BCC UN Equity ‘ Boise Cascade Corp * 70,500,000

BSX UN Equity
BMY UN Equity
BF/B UN Equity
CPN UN Equity
CPB UN Equity
‘CAH UN Equity
CD UN Equity
CVX UN Equity
CHIR UQ Equity
CINF UQ Equity
CTAS UG Equity
CSCO UQ Equity,
. CUN Equity =
. CLX'UN Equity
CMS UN Equity
KO UN-Equity
CCE UN'Equity
CL UN Equity
CA UN Equity
" CSC UN Equity
COP UN Equity
CVG UN Equity
. CTB UN Equity
GLW UN Equity
‘BCR UN Equity
CR UN Equity
CSX UN Equity
_CUM UN Equity
DCN UN Equity
DE UN Equity
DELL UQ Equity
DOV UN Equity

DOW UN Equity

DD UN-Equity
EMN-UN Equity
EK UN Equity
ETN UN‘Equity
ECL UN Equity
EP UN Equity
ERTS UQ Equity
LLY UN Equity
EMC UN Equity
EMR UN Equity
EC UN Equity
ETR UN Equity
EOG UN:Equity
EFX UN Equity
. XOM UN Equity
FLR UN Equity .
F UN'Equity’
FRX UN Equity .
FO UN Equity
BEN UN Equity
GPS UN Equity -
GE UN.Equity
*.GIS UN Equity |
GM UN Equity

GENZ'UQ Equity

" Boston Scientific Corp

Bristol-Myers Squibb Co
Brown-Forman Corp
Calpine Corp

Campbell Soup Co
Cardinat Health Inc
Cendant Corp

‘ChevronTexaco Corp -

Chiron Corp
Cincinnati Financial Corp

Cintas Corp

Cisco Systems Inc
Citigroup'Inc

Clorox Co

CMS-Energy Corp
Coca-Cola Co/The
Coca-Cola Enterprises [nc
Colgate-Pélmolive Co

Computer Associates International

Computer Sciences Corp
ConocoPhitlips
Convergys. Corp

Cooper Tire & Rubber Co
Corning Inc

CR Bard Inc

Crane Co

CSX Corp

“Cummins Inc
Dand Corp

Deere & Co
Dell Computer Corp
Dover Corp

" Dow Chemical Co/Thé

Du Pont EI de Nemours & Co
Eastman Chemical Co
Eastman Kodak Co

Eaton Corp

Ecolab Inc

EL Paso Corp

-Electronic Arts Inc

Eli Lilly & Co

EMC Corp/Massachusetts
Emerson Electric Co
Engelhard Corp
Entergy Corp

EQOG Resources ' Inc
Equifax Inc »
Exxon Mobil Corp
Fluor Corp

Ford Motor Co

Forest Laboratories Inc
Fortune Brands Inc
Franktin Resources Inc.
Gap inc/The

General Electric Co

-“General Mills Inc

General Motors Corp
Genzyme Corp-Genl Division

1,046,000,000
9,000,000,000
161,000,000 .
29,100,000
578,000,000
453,800,000
539,000,000
10,108,000,000
72,000,000 -
14,000,000

. 28,500,000
©1;200,000,000
3,200,000,000
54,000,000
2,000,000
6,100,000,000
26,000,000
954,500,000
242,000,000
276,100,000
569,000,000
72,100,000
176,000,000
+1,000,000,000
792,300,000

126,200,000 . -

341,000,000
" 62,000,000
673,000,000
574,000,000
2,000,000,000
160,000,000
6,056,000,000
10,320,000,000
402,000,000
1,817,000,000
. 873,000,000
210,000,000 .
975,000,000
259,000,000
~ 8,000,000,000
2,729,400,000
1,531,000,000
586,900,000
11,200,000
543,000,000
38,800,000
17,000,000;000
120,000,000
860,000,000
- 441,558,000
300,800;000
1,894,000,000
709,000,000.
15,000,000,000 .
87,000,000
11,900,000,000
58,800,000



Undistributed Foreign

GT UN Equity
GDT UN Equity
HRB-UN Equity
HAS UN Equity
HPC UN Equity
HPQ UN Equity
HNZ UN Equity
HON UN Equity
HI UN Equity
RX UN Equity
INTC UQ Equity
IBM UN Equity

JAFF UN Equity

P UN Equity
IPG UN Equity
ITT UN Equity
JBL UN Equity
JNJ UN Equity
JCI UN Equity
JNY UN Equity

JPM UN Equity .-

K UN Equity
KMB UN Equity
KLAC UQ Equity
LEH UN Equity
LXK UN.Equity
LIZ UN Equity
LPX UN Equity
LSIUN Equity

* LU UN Equity .

MRO UN Equity
MAR UN Equity
MMC UN Equity
MAS UN Equity
MAT UN Equity
MYG UN Equity
KRB UN Equity.
MDR UN Equity.
MCD UN Equity
MHP UN Equity

© MCK UN Equity
- MWV'UN Equity

MDT UN Equity
MRK UN Equity
MERQ UQ Equity

‘MER UN Equity

MU UN Equity
MSFT UQ Equity -
MIL UN Equity

© MIR'UN Equity
MOLX UQ Equity

MON UN Equity
MCO UN Equity
MWD UN Equity
MOT UN Equity
NBR UA Equity
NSM UN Equity

*NAV UN Equity .
NCR UN Equity

Goodyear Tire & Rubber Co/The
Guidant Corp

H&R Block Inc

Hasbro Inc’

Hercules Inc

. Hewlett-Packard Co
'HJY Heinz Co

Honeywell International Inc
Household International Inc

IMS Health Inc

Intel Corp’

International Business Machines C
International Flavors & Fragrances
International Paper Co
Interpublic Group Cos Inc.

- ITT Industries Inc

Jabil Circuit Inc
Johnson & Johnson
Johnson Controls Inc
Jones Apparel Group Inc
JP Morgan Chase & Co

. -Kellogg Co

Kimberly-Clark Corp,
Kla-Tencor Corp

Lehman Brothers Holdings Inc
Lexmark international Inc

- Liz Claiborne Inc

Louisiana-Pacific Corp
LS! Logic Corp

Lucent Technologies Inc
Marathon Oil Corp '

. Marriott International In¢
Marsh & McLennan Cos Inc

Masco Corp

Mattel Inc

Maytag Corp

MBNA Corp

McDermott International Inc
McDonald's Corp
McGraw-Hill Cos Inc/The
McKesson Corp
MeadWestvaco Corp
Medtronic Inc

Merck & Co Inc

Mercury Interactive Corp
Merrilt Lynch & Co Inc -
Micron Technology [nc
Microsoft Corp

Millipore Corp

Mirant Corp

Molex Inc

Monsanto Co

Moody's Corp

Morgan Stanley
Motorola Inc

Nabors Industries Ltd

. National Semiconductor Corp

Navistar Internationat Corp
NCR Corp

Ticker Company ‘ Earnings

GP UN Equity Georgia-Pacific Corp 608,000,000
GS UN Equity Goldman Sachs Group Inc 209,000,000
GR UN Equity Goodrich Corp 244,300,000

1,727,000,000
1,485,600,000
82,913,000
460,000,000
227,000,000
14,500,000,000
2,410,000,000
©2,200,000,000
461,500,000
682,600,000
6,300,000,000
16,631,000,000 .
587,700,000
2,500,000,000
847,700,000
48,600,000
261,000,000
12,300,000,000
"612,000,000
24,800,000
1,900,000,000
857,000,000
3,400,000,000
37,000,000
178,000,000
683,900,000 -
4,000,000
40,100,000
107,000,000
3,374,000,000
322,000,000
263,000,000
1,200,000,000
~530,000,000
2,300,000,000
12,000,000
893,700,000
85,900,000
3,200,000,000
180,000,000
80,800,000
423,000,000
933,700,000
15,000,000,000
327,000,000
4,300,000,000
386,900,000
780,000,000
272,350,000
" 428,000,000
407,000,000
155,000,000
13,000,000
4,000,000,000
~7,600,000,000
212,000,000
433,200,000
128,000,000
466,000,000



" Undistributed Foreign.

PHA UN Equity
PD UN Equity -
PBI UN Equity
PPG UN Equity
PPL UN Equity
PX UN Equity
PG UN Eqiity
PRU UN Equity

QCOM UQ Equity

QTRN UQ Equity
RBK UN Equity’
ROK UN Equity
COL UN Equity,
R UN Equity
SWY UN Equity
SANM-UQ Equity

- SLE UN-Equity

SGP UN Equity

SEE UN Equity.. -

S UN Equity
SRE UN Equity
SHW UN Equity
SEBL UQ Equity
SNA UN Equity
SLR UN Equity
STJ UN Equity
SPC UN Equity
SWK UN Equity
SPLS UQ Equity
HOT UN Equity

" SYK UN Equity
"SUNW UQ Equity

SBL UN Equity

TLAB UQ Equity

TER UN Equity
TXN UN Equity
TXT UN Equity -
TMO UN Equity
TNB UN Equity
TMPW UQ Equity
TOY UN Equity
UIS UN Equity

X UN Equity

- UCL UN Equity

VZ UN Equity
VFC UN Equity
VIA/B UN Equity

~VC UN Equity

Pharmacia Corp

Phelps Dodge Corp
Pitney Bowes Inc

PPG tndustries Inc-
PPL Corp .

Praxair inc

Procter & Gamble Co
Prudentiat Financial Inc
Qualcomm inc

Quintites Transnational Corb
" Reebok-International Ltd
Rockwell Automation Inc

Rockwell Cotlins Inc
Ryder System In¢
Safeway Inc
Sanmina-SCI Corp

Sara Lee Corp
Schering-Plough Corp
Sealed Air Corp

Sears Roebuck and Co
Sempra Energy
Sherwin-Williams Co/The
Siebel Systems Inc
Snap-On Inc

Solectron Corp

St Jude Medical Inc

St Paul Cos

Stanley Works/The
Staples Inc

Starwood Hotels & Resorts Worldv,
Stryker Corp
©Sun Microsystems Inc

Symbol Technologies Inc

- Tellabs Inc

Teradyne Inc

Texas Instruments Inc
Textron inc

Thermo Electron Corp
Thomas & Betts Corp
TMP Worldwide Inc
Toys R US-Inc -

Unisys Corp

United States Steel Corp
Unocal Corp

Verizon Communications Inc

VF Corp
Viacom inc
Visteon Corp

Ticker Company Earnings
NWL UN Equity Newell Rubbermaid Inc 72,700,000
_NKE UN Equity Nike Inc 361,100,000
NE UN Equity Noble Corp 650,000,000
NOC UN Equity Northrop Grumman Corp 78,000,000
NOVL UQ Equity.  Novell Inc 15,000,000
NVDA UQ Equity Nvidia Corp 236,000,000
ODP UN Equity " Office Depot Inc 778,700,000
ORCL UQ Equity - Oracle Corp . 2,300,000,000
PCAR UQ Equity  Paccar Inc 1,551,000,000
PTV UN Equity Pactiv Corp 105,000,000
PLL UN Equity Pall Corp . 327,000,000
PH-UN Equity Parker Hannifin Corp 267,093,000
PEP UN Equity Pepsino Inc 7,500,000,000
PFE UN Equity Pfizer Inc - 29,000,000,000°

8,600,000,000
571,000,000
308,000,000
922,000,000 -
295,000,000
"1,145,000,000
.10,698,000,000
-2,240,000,000
© - 455,000,000 .
180,700,000
496,820,000
261,000,000~
51,000,000
170,000,000
. 805,500,000
65,000,000
1,800,000,000
9,400,000,000 -
- 39,645,000
- 429,000,000
304,000,000
266,000
183,000,000
180,000,000
592,800,000
430,885,000
67,000,000
62,200,000
124,500,000 .
142,000,000
660,700,000
1,463,000,000
32,308,000
611,768,000

- 63,100,000
1,293,000,000
618,000,000
576,000,000
135,000,000
29,000,000
506,000,000

" 830,000,000
260,000,000
1,900,000,000
4,500,000,000
107,400,000
1,900,000,000
1,070,000,000



Ticker -~ Company Earnings )
"WMT-UN Equity Wal-Mart Stores Inc 722,000,000
DIS UN Equity -, . 'Walt Disney Co 200,000,000
WMI UN Equity Waste Management Inc 167,000,000
WEN UN Equity  Wendy's International Inc 19,000,000
WY UN Equity Weyerhaeuser Co - 1,100,000,000
WHR UN Equity ~ ~ Whirlpool Corp - 440,000,000
WWY UN Equity ~ WM Wrigley Jr Co 631,920,000
WYE UN Equity Wyeth " 2,500,000,000
XEL UN Equity -~ Xcel Energy Inc 345,000,000
XRX UN Equity Xerox Corp 5,000,000,000
*XLNX UQ Equity  Xilihx Inc 199,000,000 .
ZMH UN Equity  Zimmer Holdings Inc 53,700,000
ACE UN Equity ACE Ltd none‘mentioned

ADBE UQ Equity Adobe Systems Inc mentioned, but not explicit
AET UN Equity “Aetna Inc none mentioned

AFL UN.Equity Aflac Inc none.mentioned

Undistributed Foreign

ABS UN Equity:
AYE'UN Equity
ATH UN Equity.
ALL UN Equity
AT UN Equity
ABK UN Equity
AEE UN Equity

AEP UN.Equity

ASD.UN Equity
ABC UN Equity
ASO UN Equity
APC.UN Equity
ADI UN Equity .

{BUD UN Equity

ATH UN Equity
AOC UN Equity
AIV.UN Equity
APOL UQ Equity
AMCC UQ Equity
T UN Equity

AWE UN Equity

ADP UN Equity
AN UN Equity
AZO UN Equity |
BHI UN Equity .
BLL UN Equity
BK UN Equity
ONE UN Equity
BBT UN Equity
BBBY UQ Equity
BLS UNEquity
BBY UN Equity
BLI UN Equity
BA UN Equity
BRCM UQ Equity
BC UN Equity
BNI UN Equity
BR UN.Equity .
COF UN Equity
CCL UN Equity
CAT UN Equity
CNP UN Equity
CTX UN Equity
CTL UN Equity
SCH UN Equity
CF UN Equity

Albertson'sllnc

 Allegheny Energy Inc

Allegheny Technologies Inc ‘

‘Allstate Cofp/The

Alltel Corp*
AMBAC Financial Group Inc
Ameren Corp

“American Electric Power Co Inc
~ none mentioned

American Standard Cos Inc
AmerisourceBergen Corp

“ AmSouth Bancorp

Anadarko Petroleum Corp
Analog Devices Inc
Anheuser-Busch ' Cos Inc
Anthem Inc ‘

AON Corp

Apollo Group inc
Applied Micro Circuits Corp

. AT&T Corp

ATET. Wireless Services Inc

- Automatic Data Processing

Autonation Inc
Autozone Inc
Baker Hughes.Inc

. Ball Corp

Bank of New York Co Inc/The

- Bank One Corp

BB&T Corp

- Bed Bath. & Beyond Inc

BellSouth Corp
Best'Buy Co Inc
Big Lots Inc

Boeing Co/The
Broadcom Corp
Brunswick Corp

none. mentioned
none mentioned

mentioned, but not explicit " -

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned’
none mentioned

none mentioned" .
-Apartment Investment & Manager REIT

none mentioned’
none mentioned.
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned

mentioned, but not explicit

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned

none mentioned

none mentioned
rone mentioned
none mentioned

Burlington'Northern Santa Fe Corp none mentioned

Burlingtén Resources Inc
Capital One Financial Corp

. Carnival Corp

Caterpillar Inc
Centerpoint Energy Inc
Centex Corp

CenturyTel Inc

Charles Schwab Corp/The
Charter One Financial Inc

mentioned,.but not explicit

none mentioned

mentioned, but not explicit

none mentioned

mentioned, but not explicit

none mentioned
none mentioned
none mentioned
none mentioned



Undistributed Féreigh

explicitly mentions that it doesn't consider its foreign net earnings as permanently invested

Ticker Company Earnings -
CB UN Equity Chubb Corp

CIEN UQ Equity - CIENA Corp none mentioned

Cl UN Equity Cigna Corp none mentioned
CIN UN Equity Cinergy Corp none mentioned

CC UN Equity Circuit City Stores Inc none mentioned

CZN UN Equity
CTXS UQ Equity
" CCU.UN-Equity
CMCSA UQ Equity
CMA UN Equity
" CPWR UQ Equity
CMVT UQ Equity
CAG UN Equity ~
"'CE UN Equity

ED UN Equity
CEG UN Equity
CBE UN Equity
RKY UN Equity
COST UQ Equity
CFC'UN Equity
CVS UN Equity
DHR UN.Equity
DRI UN Equity
DPH UN Equity
DAL UN Equity
DLX UN Equity
DVN UA Equity
DDS UN Equity
DG UN Equity

D UN'Equity.

DJ UN Equity-
DTE UN Equity
DUK UN Equity
DYN UN Equity
EBAY UQ.Equity
EIX UN Equity
EDS UN Equity
EOP UN Equity
EQR UN Equity
EXC UN Equity
FDO UN Equity
FNM UN Equity
FD UN Equity
FDX UN Equity

FITB UQ Equity .

FDC UN Equity
FTN UN Equity
FE UN Equity
FISY UQ Equity
FBF UN Equity
“FPL-UN Equity
FRE UN Equity
FCX UN Equity
GCI UN Equity
GTW UN Equity
GD UN Equity
GPC'UN Equity
G UN Equity
GDW UN Equity
GLK UN Equity
‘HAL UN Equity
HD! UN Equity

Citizens Communications Co

Citrix Systems Inc
. Clear Channel Communications In« none mentioned

Comcast Corp
Comerica Inc
Compuware Corp

- Comverse Technology Inc

ConAgra Foods Inc
Concord-EFS Inc
Consolidated Edison Inc

Constellation Energy Group Inc

Cooper Industries Ltd
Coors (Adolph)

Costco Wholesale Corp
Countrywide Financial Corp
CVS Corp

) Danaher Corp
-~ Darden Restaurants Inc

Delphi Corp
Delta Air Lines Inc
Deluxe Corp
Devon Energy Corp

"Dillard's Inc/AR

Dollar General Corp
Dominion Resources Inc/VA

" Dow Jones & Co Inc

DTE Energy Co

Duke Energy Corp

Dynegy Inc '

eBay Inc

Edison International
Electronic Data Systems Corp
Equity Office Properties Trust
Equity Residential

- Exeton Corp -

Family Dollar Stores

Fannie Mae

Federated Department Stores
FedEx Corp

Fifth Third Bancorp

First Data Corp

First Tennessee National Corp
FiyrstEnergy Corp

Fiserv Inc

FleetBoston Financial Corp
FPL Group. Inc

Freddie Mac

Gannett Co Inc
Gateway Inc

General Dynamics Corp
Genuine Parts Co
Gillette Co/The

' Golden West Financial Corp

Great Lakes Chemical Corp
Halliburton Co
Harley-Davidson Inc

none mentioned .
mentioned, but not explicit

none mentioned - )

none mentioned -

none mentioned »
mentione‘d, but not explicit
none mentioned

none mentioned

none mentioned

none mentioned
mentioned, but not explicit
none mentioned

none mentioned

"none mentioned .

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
mentioned, but not explicit
none ‘mentioned
none mentioned
none mentioned -
none mentioned

" none mentioned. -

none mentioned

"none mentioned

none mentioned
none mentioned
none mentioned
REIT
REIT -

_ none mentioned .

none mentioned
none mentioned ,
none mentioned
says its immaterial
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned

none mentioried

none mentioned -

‘Freeport-McMoRan Copper & Gold none mentioned

none mentioned -

none ‘mentioned

none mentioned

none mentioned

none mentioned

none mentioned

none mentioned
mentioned, but not explicit
none mentioned



Undistributed Fbreign

Ticker . Company Earnings -
HET UN Equity Harrah's Entertainment.Inc none mentioned
HIG UN Equity - - Hartford Financial Services Group ndne mentioned

HCA UN Equity
HMA UN Equity
HRC UN Equity
HSY UN Equity
HLT UN Equity
HD UN Equity
HUM UN Equity
HBAN UQ Equity .
ITW UN Equity
IR UN Equity
IGT UN Equity
INTU UQ Equity
JNS UN Equity
JCP UN Equity
JDSU UQ-Equity
JP UN Equity
JHF UN Equity
KBH UN Equity
KMG UNEquity
KEY UN Equity
KSE UN Equity -
KM UN Equity
vKG UN Equity
KRI UN Equity

. KSS UN Equity
. KR UN Equity
LEG UN Equity
LNC UN Equity
LLTC UQ Equity
LMT UN Equity
LTR UN Equity

LOW UN Equity -

LTD UN Equity.
HCR UN Equity -
MIUN Equity
MXIM UQ Equity
MAY UN Equity
MBI UN Equity
MEDI UQ Equity
MEL UN Equity
MDP UN Equity
MET UN Equity
MTG UN Equity
NCC UN Equity
NTAP UQ Equity
NYT UN Equity
NEM UN Equity
NXTL UQ Equity
GAS UN Equity
NI UN Equity

- JWN UN Equity
NSC UN Equity
NFB'UN Equity
NTRS UQ Equity
NVLS UQ Equity
NUE UN Equity
OXY UN Equity
OMC UN Equity

PMTC UQ Equity -

"PAYX UQ Equity

"HCA Inc

none mentioned

Health Management Assogiates Incnone mentioned

-Healthsouth Corp

Hershey Foods Corp

Hilton Hotels Cérp

Home Deépot Inc

Humana .Inc

Huntington Bancshares inc
Itlinois Tool Works Inc
Ingersoll-Rand Co
International Game Technology
Intuit Inc

Janus Capital Group. Inc

JC Penney Co Inc Holding Co
JDS Uniphase Corp
Jefferson-Pilot Corp

KB Home )
Kerr-McGee Corp
Keycorp

KeySpan Corp

Kinder Morgan Inc

King Pharmaceuticats [nc
Knight-Ridder Inc
Kohl's Corp

Kroger Co

Leggett & Platt Inc
Lincoln National Corp
Linear Technotogy Corp
Lockheed Martin Corp

" Loews Corp
Lowe’s Cos Inc

Ltd Brands

Manor Care Inc

marshall & ilsley Corp
Maxim.Integrated Products
May Department Stores Co/The
MBIA in¢

Medimmune inc

Melton Financial Corp

-Meredith Corp

Metlife Inc

MGIC Investment Corp
National City Corp

Network Appliance In¢

New York Times Co
Newmont Mining Corp
Nextel Communications inc
Nicor Inc

NiSource Inc

Nordstrom In¢

Norfolk Southern Corp

North Fork Bancorporation Inc
Northern Trust Corp
Novellus Systems Inc

Nucor Corp -

Occidental Petroleum Corp
Omnicom Group ’
Parametric Technology‘ Corp
Paychex Inc

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned

mentioned, but not explicit

none mentioned
none mentioned -
none mentioned
none mentioned
none mentioned

- none mentioned
John Hancock Financial Services Ir none mentioned

v ' mentioned, but not explicit .

mentioned, but not explicit

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned

mentioned, but not explicit

none mentioned
none mentioned
none.mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none-mentijoned

mentioned, but not explicit

none mentioned .
none mentioried
none mentioned
none mentioned
none mentioned

mentioned, but not explicit

none mentioned

" mentioned, but not expticit

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioried
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned



Ticker

Company

Undistributed Fovreign
Earnings

PGL UN Equity
PSFT UQ Equity
PBG UN Equity
PKI UN_Equity
PCG UN Equity
PNW UN Equity
PCL UN Equity
PMCS UQ Equity
PNC UN Equity

. PWER UQ Equity

PFG.UN Equity
PGN UN Equity
PGR UN Equity
PYN UN Equity
PEG UN Equity
PHM UN Equity

) QLGC UQ Equity

DGX UN Equity
Q UN Equity

RSH UN Equiity
RTN UN Equity
RF UN Equity

RJR UN Equity
RHI.UN Equity
ROH UN Equity

* RDC UN Equity

DNY UN Equity

. TSG UN Equity

SAFC UQ Equity
SBC UN Equity
SLB UN Equity
SFA UN Equity
SIAL.UQ Equity
SPG UN Equity
SLM UN Equity
SO UN Equity:
SOTRUQ Equity
LUV UN Equity
FON UN Equity
PCS UN Equity

.. SBUX UQ Equity
-STT UN Equity .

SDS UN Equity

" SUN UN Equity

STI UN Equity
SVU UN Equity
SNV UN Equity
SYY UN Equity -

"TROW UQ Equity

TGT UN Equity

. TE UN Equity

TEK UN Equity
TIN UNEquity

“THC UN Equity

TIF UN Equity
TJX UN Equity
TMK UN Equity
RIG UN Equity.
TAP/B UN Equity
TRB UN Equity
TUP UN Equity
TXU UNEquity

Peoples Energy Corp
Peoplesoft Inc

Pepsi Bottling Group Inc
PerkinElmer Inc

PG&E Corp

Pinnacle West Capital Corp”
Plum Creek Timber Co Inc (REIT)

PMC - Sierra Inc

PNC Financial Services Group Inc

Power-One Inc

Principal Financial Group
Progress Energy Inc
Progressive Corp/The
Providian Financial Corp

none mentioned
none mentioned -

: mentioned, but not-explicit
" mentioned, but not explicit

none mentioned

none mentioned

REIT .
mentioned, but not explicit
none mentioned
mentioned, but not explicit
none mentioned

none mentioned

none mentioned

none mentioned

Public Service Enterprise Group In none mentioned

Pulte Homes Inc
QLogic Corp
Quest Diagnostics

Qwest Communications Internatio

RadioShack Corp

.Raytheon Co

Regions Financial Corp

RJReynolds Tobacco Holdings Inc-
Robert Half International Inc

Rohm & Haas Co

*Rowan Cos Inc
" RR Donnelley & Sons Co

Sabre Holdings Corp

. Safeco Cdrp

SBC Communications Inc
Schtumberger .Ltd
Scientific-Atlanta Inc
Sigma-Aldrich Corp

Simon Property Group Inc .

SLM Corp

Southern Co/The
SouthTrust Corp
Southwest Airlines Co
Sprint Corp-FON Group
Sprint Corp-PCS Group
Starbucks Corp

State Street Corp
Sungard Data Systems Inc
Sunoco In¢ '
SunTrust Banks inc
Supervalu Inc

Synovus Financial Corp
Sysco Corp

* T Rowe Price Group Inc

Target Corp
TECO Energy Inc
Tektronix Inc
Temple-Inland Inc

" Tenet Healthcare Corp

Tiffany & Co

“TJX Cos Inc

Torchmark Corp
Transocean Ihc

Travelers Property Casualty Corp

Tribune Co
Tupperware Corp
TXU Corp

none mentioned

none mentioned

none mentioned

none mentioned

none mentioned

none mentioned

none mentioned

none mentioned .

none mentioned -
says it wouldn't be material -
mentioned, but not explicit
none mentioned-

none mentioned

none mentioned

none meritioned

non-US

none mentioned”
mentioned, bt not explicit
REIT

"none mentioned *

none.mentioned

_none mentioned -

none méntioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned -
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned .
none mentioned
none mentioned |
mentioned, but not explicit

- mentioned, but not explicit

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned




. UPS UN Equity-

" UNM UN Equity

Undistributed Foreign

Ticker ) - Company Earnings

none mentioned
none mentioned
none mentioned
none mentionéed
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned-
none-mentioned
none mentioned

TYC UN Equity Tyco International Ltd

UNP UN Equity Union Pacific Corp

UPC'UN Equity Union Planters Corp

United Parcel Service Inc
United Technologies Corp -
UnitedHealth Group Inc
Univision Communications Inc
UnumProvident Corp

US Bancorp

UST Inc

Veritas Software Corp
Vulcan Materials Co

UTX UN Equity
UNH UN Equity
UVN UN Equity

USB UN:Equity
UST UN Equity
VRTS UQ Equity
VMC UN Equity

WB UN Equity

WAG UN Equity
WM UN Equity
WAT UN Equity
WPI UN Equity
WLP UN-Equity
WFC UN Equity
WMB UN Equity
WIN:UN Equity

WOR UN-Equity

GWW UN Equity

XL UN Equity
YHOO UQ Equity
YUM UN Equity
ZION UQ Equity

Total

Wachovia Corp -
Walgreen Co

Washington Mutual Inc

Waters Corp

Watson Pharmaceuticals Inc
WellPoint Health Networks

Wells Fargo & Co
Williams Cos Inc

Winn-Dixie Stores Inc
Worthington ndustries

WW Grainger Inc
XL Capitat Ltd
Yahoo Inc

Yum! Brands Inc

Zions Bancorporation

none mentioned

‘none mentioned

none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned
none mentioned )
none mentioned
mentioned, but not exphat
none

none mentioned -

mentioned, but not explicit
none mentioned

Undistributed Earnings
407,261,265,000

Notes

1. The amount of "Undistributed Earnings” is usually found in the tax note or occasionally in Note 1 (under
the-sub-header-on taxes) in the auditied financial statements, and is identified as either undlstnbuted
foreign earnings or permanently reinvested foreign earnings.

2) On the financial statements of some of these companies, tkhev' listed amount referred to a tax amount

instead of an earnings amount. In these cases, we included this tax amount in the list above. It would be.
too subjectivé’ to assume a tax rate and gross up this tax amount to calculate the earnings amount. Since .
the tax amount would be less than the earnings amount, including the tax amount prov1ded is consistent
-|with our effort to be conservative in.our estimate.

3)-In those cases where the financial statements did not mention a specific undistributed foreign earnings
amount but indicated that there were such earnings, we did not attempt to approximate the amount. We
assumed zero to be conservative. :
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' Spemal report

"Introducing the Homeland Investment Act

A tax change is'prop'osed that temporarilj reduces obstacles to
repatriating accnmnlated forelgn earnlngs of US corporatlons '

n

'~-'Leg1slatlon to prodnce resnlts, repatrlatlon estimated at $300 bllhon

= Survey suggests. that firms would use funds for varled pnrposes,
- shorlng up corporate finances is the top pnorlty

= Estimated mcrease in bnsmess spendmg to hft GDP growth 0. 5%

a-

'Bndget lmpact is negllglble :

_Introductlon

" Amid the current flurry of act1v1ty on-US tax pollcy, itis easy to. neglect the.
Homeland Investment Act. This tax proposal, which has bipartisan support,
would remove many of the tax obstacles that inhibit repatriation of foreign earn-
ings by US corporations, The intention of this legislation is to'make it less costly

" torepatriate earnings that mlght beused for mvestment spendmg and hmng in the
United States. -

" However, there is little analy51s avallab]e that bears on the llkely 1mpact ofthls
legislation. To fill thxs gap, this special report draws on existing company infor- " -
mation and provndes new survey material to give rough guidance as to the poten-
tial effects of the Homeland- Investment Act. The analysis suggests that thereisa - -
large pool of reinvested foreign earnings that would be repatriated if this Jegisla-

- tion were passed. JPMorgan estimates that the gross flow that would result from
 the passage ofthe pendmg Tegislation is roughly $300 billion. This numberis
more than twice the estlmate ofthe Joint Committee on Taxatlon made in 2001.

" Asu of firms suggests that thi 'mon would b ut to Vari dus 'Shorin up ‘ o
rvey gg is ey ep ed use. gup Anne Swope

balance sheets would be a central prlorlty ‘JPMorgan estimates suggest that the (1:212) 834-7566
legislation would lead to a roughly 3% reduction in nonfinancial corporate debt ,anne.swope@jpmorgqn.com
- Animportant part of the funds would be used to increase business activity. Esti- - JPMorgan Chase Bank

mates suggest a 2-3% increase in capital spending over two years, during which - ‘Bruce Kasman - .
_the GDP level would likely be boosted by roughly one- “half of a percentage point.  (1.212) 834-5515: '

‘ The impact of the leglslatlon on-the Federa] Budget is ]1kely to be neghglble " bruce.c kasman@jpmorgan. com '
- : JPMorgan Chase Bank

“Introduclng the Homeland Investment Act T " Robert Meliman "
Legislation was recently introduced in both, the House (H. R 767Y and Senate . E;bzef)f,g:lﬁ:g@mmorgan com -
- (8.596) to temporarily change the tax treatment of US subsidiaries forelgn earn-- JPMorgan Chase Bank ~

www.morganmarketeom




- Invest in the USA Act of 2003, would temporarily reduce

“.‘May 2,2003:0 L . Coonle e sv 7 Economic’ & Policy Research - @jPMorgan
R o o A O Introducmg the Homeland Investment Act : L i
~.JPMorgan Chase Bank, New York e e Page 2 :
Anne Swope (1-212) 834-7566 S v

‘ anne.swope@jpmorgan.com

mgs These b1lls the Homeland Investment Act of 2003 and-v

‘the US tax rate on foreign subsidiary earnings that are dis:. -
tributed to the United States parent company. Although the
legislation-has been proposed separately from the Bush -

* administration’ ‘jobs and growth”stimulus package, itis

. now being discussedas.a possi-ble'el‘ement of this plan.

The current form of the proposed leglslatron reduces the tax"
rate to 5.25% on distributions in €xcess of a corporatlons
“normal”annual distribution, and would be effective for -
“distributions made in either 2003 or 2004, dependmg on
" when the legrslatlon becomes law.. '

: 'The Senate Bill differs from’ the House version'in requ1r1ng .

us corporatlons to prov1de a domestic reinvestment plan '
- This plan requires firms to.describe how repatriated income

will be reinvested in the United States. The Senate bill an-

: t1c1pates that an-electing corporation’ reinvestment plan ‘
"« would prov1de for use of the distributed cash as.a source for

- :funding worker hiringandtraining, infrastructure, research

" -and development, capital investments and/or prov1d1ng fi- '_ :

nancial stability (of the corporatron) for purposes of _]Ob

retention or creatlon : =

v 'Ifthe Homeland Investment Act becomes'law on orbefore.

: September 2,2003, the temporary reduced tax rate will only
apply-to qualifying drstrlbutrons made on or prior to De-. ° '
cember 31, 2003 for all calendar year taxpayers. This im-

: phes that any resulting capital flows would occur ina very:
__short period of time. 1f the Act becomes law after Septem-
ber 2, 2003, the reduced tax rate would apply to distribu-

‘ tlons made durlng 2004 for calendar year taxpayers

Motlvatlon for changmg the law

~ Unlike most other industrial countries, current US tax law
“provides multinational firms with strong.incentives to keep-
. “earnings from foreign operations outside the United States,
" evenwhen efficiency considerations would argue that the

us COrporatIons: proflts' eamed abroad

funds be used within the United States L -~ = ]
: i billions of dollars - o ) S percent

' 'Under mternatlonal tax prmmples prrmar)’Jurlsdlctlon to 219 o A T Profits earned abroad 8

‘ tax‘income is given to the country where the foreign subsid-" 4g9 | ‘ : . :

jaries operate. The accumulated earnings of a US’ E "'150 A%
corporation’ foreign subsidiaries are generally not subject

~to US corporate income taxation until the earnings are actu- ~ 120 2

- ally distributed to the corporate parent as a d1v1dendAs a 90

.- ~gerieral principle, US tax on repatriated income is imposed - - 0 Share of total proflts 1 1
* to'bring the total corporate tax rate to 35%. In countries in o

. which tax rates are below 35%; an additional US tax gener- R T T AR T TU T ,:97= I TRE T 12 '
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ally i is pard when earnmgs are repatrrated Thus forergn :
*investments financed with foreign earnings of US multina-
. tionals typically have been more attractive than returns on’

' - domestic investments financed with forelgn earnings (after

“additional taxes are paid to repatriate the earnings). To be
" sure, US tax rules are far more complex than this short-de-
© - scription suggests. Often they operate to create disincen-
tivesto repatr1ate foreign earnmgs even when tax rates
abroad are h1 gh.

~In lowermg the tax rate to, 5 25%, the cost ofrepatrratmg

’ earmngs is srgmfcantly reduced Firms can repatriate funds
at a lower tax rate and may receive a partial tax credit for
~ taxes paid-abroad. A stylized example presented in the ac-
companying box (previous page) makes this point clear. In
the example, costs of repatrratmg earmngs are cut by more
. thantwo- thirds: - :

_ Many ﬁrms ha’ve,large pools-of a_ecurnulated earnings from
- foreign operations but lack promisinginvestment opportu- -

nities for use of the funds abroad. In particular, tax laws: .
‘make it difficult to structure direct investments from ¢ one ..

. “subsidiary to another. And while the US parent can gener-
- ally borrow as an alternative to repatriating funds, the: cur-"'

" rent environment is one in which firms have strong 1ncen- :"

“tives to deleverage. Risk considerations should also pro-
mote repatriation. Absent.a US tax bite, the risk of political
‘change or shifting forergn tax regimes create disincentives’

- for holdmg assetsin many parts ofthe world.

The primary motivation of the change in the law isto allow :

ﬁrms to repatriate these forei gn earmngs to promote long-

term growth The hope is that some of these funds would bev_:- was estimated to be temporary. Over ten years the legisia-

'tron was estimated to reduce revenues by anet $3:9billion.
‘The Joint Committee has provided little detail‘in how it'ar--

used in ways that boost US investment and hiring: Thata .

“ reduction in the tax rate on repatriating earnings might have
little if any net cost to the US Treasury is also appealing.
There would be a net loss in revenues from fifms that

‘planned to repatriate earnings in the future and would now

_ bring these funds home at a lower tax rate. However, firms"

that keep virtually all their foreign earnings abroad to avord :

‘additional taxes under currentlaw would have 1ncent1ve to..
repatrlate earnings currently under the proposal

: Forelgn subsidiary eammgs a Iarge pool exrsts

' Although the motivation of the legislation is clear, there is -
little information available 1o assess the likely size of in-

ﬂows that w1ll be generated under the new law and itsmac-

' roeconomrc ‘effects.

: »Economlc & Pollcy Research

":!;i>hnssrg;ﬁri |

Introducing the Homeland Investment Act

Page 3.

Forelgn undlstrlbuted eamlngs by credit ratlng

. share of
. undistributed earnings
ARA 229
AATL ST , 99
AR RPN 115
A S 136
A 03
TR S
BEBs - o A
BBB- . 103
o LoWerf vf C 8.8

_ Forelgn undlstrlbuted earnlngs by sector L

share of
. undistributed earmngs :
’ Manufactunng _ 397
ngh tech and telecom 177
-~ Pharmaceutrcals and health care 27.0
: Gonsumer ; ‘ e 122 -
“Energy .- ST g
_Finance and insurance .- - R 65
“Other - v S50

Note: Both tables based on the sample of 237 S&P 500 corporanons that report remvested
-foreign earmngs :

‘The Jornt Committee on Taxation analyzed a proposal simi--"

lar'tothe current orie in 2001. It estimated that repatr1ated

‘earnings would rise by $135 billion in the ﬁrst year after’

legrslatron is effective. The estimated revenue impact was |
modest. A small positive $4.1 billion gain in the first year.

r1ved at these est1mates

J PMOrgans asse‘ssment of the Homeland Investment Act

begins with an estimate of the size of the accumulated for-

-eign subsrdrary earnings that would be available for repa-.

- triation to the United States. In the audited financial state-

-“ments of many S&P 500 corporations, the curnulative
amounts of foreign subsidiary earnings that are permanently

or indefinitely reinvested outside the US ( hereafter, rein-

- ‘vested foreign earnmgs) are drsclosed

, These fi gures- generally appear in the tax footnote to audited

financial statements. They are available because, under .




" reinvested outside the US—and therefore do-not accrue a-

-+ underestimates the total pool of earnings that would be eli-
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"GAAP;all ‘corporations that.consider all or some of their:
foreign subsidiary earnings as permanently or indefinitely

deferred tax habrllty—are requrred to disclose the amount
" in their audited financial statements. Financial statements
indicate that the reinvested foreign earnings of the S&P 500 -
\ ’.corporatlons that could potentially be repatriated following
; _‘passage of the Homeland Investment Actis $406 billion.

- Most ofthese earnings are held by companies with high'"
credit ratings (tables, page 3). Based on S&P ratlngs more
than three fourths of the earnings are held by companies
that are ‘rated A or higher.Sectorally, manufacturing and
pharmaceutical companies account for the largest concen-
“-tration of accumulated forelgn earnmgs more than one- -half
- ofearnmgs held abroad

"-There are good reasons-to thmk that this $406 brllron ﬁgure

giblefor repatriation (box, page 4). Indeed, this view is
--confirmed by an alternative estimate based on IRS data for.
"a larger sample of firms. Taken together, the total pool of :
- reinvested foreign earnmgs ellgrble for repatnatlon is estl—
’ A'mated at about $500 billion. .

. Survey pomts to Iarge-scale repatrlatlon

The_ex1stence ofa large pool of reinvested foreign earnings
~provides little insight as to the likely size of repatriated

'~ funds under the tax plan: In order to estlmate the llkely ef-
fect of the legrslatlon an informal survey of large firms was Survey results; repatrlatlon of relnvested forelgn eamlngs
_ conducted. The survey sampled tax and treasury depart-

- ments of 28 firms. Their reinvested forelgn earnings repre-

percent of relnvested foreign earnmgs

' .'sent about one- quarter of the aggregate $406 billion mea-. -~ 60 ‘
. u.suredinthe S&P 500 sample. The results of the survey . 50 -
. ’:,hlghhghtthe followmg - : ‘ o 401_. ,
e A strong'lncentlve' to repatriate. Respondents representing 30
- slightly over half of the sample—both as a'share of the' - 20 -
_ number of respondents and as a share of reinvested:foreign - 104

earnings—indicate that substantially all of their earnings 0 B : o g
“would be repatriated. Most other companies indicated that =~~~ ™ - Substantially all * Some - .  Nome
some of their earnings would be repatrrated. Only two Te- o T ‘ : o :

- _spondents, accounting for about 8.7% of reinvested foreign. - Estimate of repatriated earnings.

‘earnings of the sample, did not plan to repatrlate foreign .- billions of dollars . . »
‘ ,__earmngs to the United States. - e o T From Firms From Firms - - '
: S R R o Repatriating. . Repatriating = Dollars
B Cash ﬂow and repatriation. Adéquate liquidity appears to - - - : » Substantially All._ Some Repatriated
* be an important consideration for firmis willingness torepa- Share of sample - . ¢ 50.3%" 41.2% B
* triate. Firms with large cash balances globally appear more = - Percent repatnated IR e
~‘comimitted to re’patriatin'g,a'll-their réinvested foreign earn- Higher estimate ~ .~ 100% .~ * 60% * . $375
. : e o C ’ Lower estimate T 80% 30% - $265

Note: Estimates are based on a.JPMorgan survey of 28 firms accounting for roughly 25% of

1. Corporanons may change their reinvestiment strategies, however at which nme :
.oall accumulated earnings by the S&P 500 sample of very large firms.

deferred taxes may be required’to- be accrued.
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ings. Corporations that do not have sufficient cash would

. “have to borrow the cash at the foreign subsidiary level, liq-_
uidate operating assets, or distribute property, all of which .

_have collateral consequences and make the decision signifi-

' cantly ‘more complex. Liquidity is also significant as there

. would be cash taxes due on the distributed earnings. In ad-
dition to US taxes, most countries.impose a withholding tax -

when earnings are drstrlbuted - ‘

" The results of the survey pornt to a substantial flow of re‘p.a-‘
triated forelgn earnings (tab]e page 4). The estrmates range
‘from $265 375 b1lhon ‘ ’

~The possrblhty that the survey sample is b1ased towards
* companies with high levels of liquidity— and therefore a

Economic & Pdhd Research
Introducing the Homeland Investment Act

GJPMOrgan '
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. 8&P sample and survey group

o $brllron s L
T Global ~ Lesser of Reinvested
A Group o ‘Reinvested Foreign Cash &Cash ) Foreign Earnings or -
' g . Eamings - 'Equivalents Global Cash and Equiv.
~ $8&P 500 sample w4 193
Survey Group T2 76 59

" Note: The S&P sample represents the 237 corporatlons in the S&P 500 that

disclose réinvested foreign earnings. The survey group represents the 28
corporations sampled by JPMorgan. The amount of global cash and cash .
equivalents for each company is the amount reftected on each . ‘
companys$ audited financial statements: The aggregation of corporations

~ using the lesser of their reported reinvested foreign earmngs or global
‘cash is reported in the last column.

greater proclivity to repatriate earnings— was also exammed e

" (toptable, page 5). In the aggregate, companies in the sur-

" vey 'sample do not appear to havea larger cash position *
relative to those in the broader S&P 500-sample. This find- -
ing' holds when the data are aggregated such that repatriated

' ﬂows areno larger than a corporatlon’s available cash p051-
tion:

In all, $300 billion looks to be a reasonably conservative
‘estimate of the magnitude of foreign earnings that could be "
repatriated under the proposed legislation. This estimate is.

-more than twice as ]arge as that produced by the Joint Com-

mlttee on Taxatlon

N A modest boost to growth and deleveraglng

The ultimate intent of the Homeland Investment Act is to

Survey results: uses of repatriated funds

survey of 28 firms; respondents c‘ould‘mention more than one use’

: ) Percentof\
e . : . "Number o " respondents
 ~ Pay down putstanding débt R 46
. Finance capltal spendmg v‘ B : : 11.-- -~ 39
Fund R&D, venture caprtal or acqursmons S ETh v‘ IR 390
Buy back stock . Y R
Use cash for working capital _ 3 oo
.Might pay dividend.(if double taxatron ends) - v‘3 - ' "
. Fund underfunded pensron fund 1 RS

* provide a boost to US macroeconomic performance. In con-

sidering the possible benefits ofrepatrlatlng $300'billion in

.- foreign earnings, once again the survey prov1des gurdance o
-+ (bottom table, page 5)."Most corporations point to shoring". -
~up'corporate finances— buying back debt, increasing levels -

of liquid assets, rebuilding pensron funds or even retiring’
equity— as a key priority for the use of these funds. How-
ever, a substantial number of corporations also mdlcate that
a portion of the funds will be used to finance activity: capi--
talspending, research and development, and the like.

There are no hard numbers on how the money would be al- - '
located among these varied purposes. As a rough translatiori -
of the survey results, assume that 50% of the $300 billion is
~ ing on.equipment and software and new plant. The boost to

vused for debt repayment and 35% is used for spending— on
- research and development or capital expenditure— -spread -
out oyer atwo-year period. The remaining 15% remains in’

cash or is used for stock buy -backs and shormg up pen51on ,
funds 3 ’

Under these assumptions, $150 billion, ofcorporate debt

-.~'would be paid down, equ1valent to about 3% of'total nonfi- ..
nancial corporate debt. For many firms repatrlatmg funds;
) the percentage reductron in debt would be much greater.

| ‘, The"sharer_al]ocated to new: expendrtUres amounts to about’
$50'billion per year in new spending. At this magnitude;

GDP would likely be boosted by about one half a percent- . -
age point. The biggest benefits would likely come in spend-

the total national level of capital spendmg would be 2 3%.

1n each ofthe two years.
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Budget impact is expected to be small

The effects of the proposed change in the tax law on the
federal budget are likely to be relatively modest: positive in
the short run and slightly positive in the longer run as well.
Based on the estimate of the repatriated earnings, cash tax
payments of roughly $10-15 billion as a direct result of the
legislation would accrue to the Treasury in the first year.
This assumes an effective tax rate of 3.5-5.0%, after adjust-
ing for foreign tax credits.

To the extent that some of the reinvested foreign earnings
would have been distributed in the foreseeable future and
taxed at the statutory rate of 35% absent the proposed legis-
lation, the present value of the foregone taxes on these earn-
ings (difference between 35% and 5.25%) would be a par-

Ojpmorgan

Economic & Policy Research
Introducing the Homeland Investment Act
Page 6

tial offset to the $10 billion to $15 billion gain. Most likely,
the past trend of earnings accumulating abroad would con-
tinue to prevail, and this partial offset would be minimal.

Close to $100 billion shift to dollar assets

Regarding the currency impact of the tax change, the key
issue is the extent of the shift from nondollar to dollar assets
that takes place. Anecdotal evidence gained from talking to
US corporations suggest that a large portion of foreign
earnings held abroad are held in US dollars. Although no
hard information is available, a reasonable estimate places
the dollar share of reinvested foreign earnings at between
one-half and three-quarters. As a result, the repatriation of
$300 billion in foreign earnings is likely to produce a one-
time currency shift of around $100 billion.

Copyright 2003 ], P. Morgan Chase & Co. All nghts reserved JPMorgan is the marketing name for ] P. Morgan Chase & Co., and its subsidiaries and affiliates worldwide J P. Morgan Securities Inc. 15 a member
of NYSE and SIPC. JPMorgan Chase Bank is authonsed by the FSA and a member of FDIC, J.P. Morgan Futures Inc. is s member of the NFA J P. Morgan Securibies Lid and J.P. Morgan plc are authonised
by the FSA and members of the LSE. J P Morgan Europe Limited is authorized by the FSA ) P. Morgan Equities Limited rs 2 member of the Johannesburg Securities Exchange and is regulated by the FSB
1P Morgan Securities ( Asia Pacific) hmﬂed is ugmeud as an investment adwviser with the Securities & Futures Comm in Hong Kong and its CE number 1s AAJ321. 1 P. Morgan Securinies Singapore
Private Limited is a ber of § Trading Limited and 1s regulated by the M y A of Sing ("MAS") J P Morgan Securities Asia Private Limited is regulated
by the MAS and the Financial Semcn Agency mupm ]FMM'UI Amu!uleuudt.ABN 52002888011)isal d 1es dealer. Ad 18 available upon request. Information herein
is believed to be reliable but JPMorgan does not warrant or and d and are subject to change without notice. Past perfnmmeumtmmcmve
of future results, Thein and di advisor. The d d may fluctuate

d Ilene may not be suitable for ail investors; if you have any doubis you should consult your in

in price of value, Changes in rates ofu::llmse may have an adverse effect on the value of in Tlns |18 not i ded as an offer or solicitation for the pu.rchm or sale of any financial instrument
ll’Moqan and/or its affiliates and emp y hold may undertake or have already undertaken an ow m transaction of act as market maker in the fi 1 of any issuer d d
in or any related fi I oF xt as underwriter, placement agent, advisor or lender to sud| issuer. Clients should contact analysts at and hrough a JPMorgan entity in their

home junisdicuion unless govemning law permits otherwase. This report should not be distributed to others or replicated in any form without prior consent of JP Morgan. This upon has been issued in the UK

only 1o persons of a kind descnbed in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (F; il P ) Order 2001 (all such persons being referred 1o as “rel ™)
This document must not be acted on or relied on by persons who are not relevant Any in or activity to which this «mamcm relates s only available to relevant pu‘uns and will
be engaged in only wath rel p . In other European E. Area , the report has been 1ssued to p garded as profi {or eg lent) in their home junsdiction







{é Joseph R. Korsmo

07/17/2003 04:39:34 PM

Record Type: Record

To:~  Brian Reardon/OPD/EOP@EOP

CC.

Subject: Re: Senate Vote []

Grouped By Vote Position

Akaka (D-HI)

. Baucus (D-MT)
Bayh (D-IN)

- Boxer (D-CA)
Cantwell (D-WA)
Carper (D-DE)
Corzine (D-NJ)

Biden (D-DE)
~ Bingaman (D-NM)
Breaux (D-LA)
. Byrd (D-WV)

~ Clinton (D-NY)
Conrad (D-ND)
Daschle (D-SD)
Dayton (D-MN)
- Dorgan (D-ND)

- Democrat: YEAs ---23
Dodd (D-CT)

- -Feinstein (D-CA). .
Hollings (D-SC)
Landrieu (D-LA) .
Lautenberg (D-NJ)
Leahy (D-VT) =

- Lieberman (D-CT)
Lincoln (D-AR)

| Demcorat: N'A_Ys--_--275 '

Durbin (D-IL)
Edwards (D-NC)
Feingold (D-W1)
Graham (D-FL) -
Harkin (D-1A)

. Inouye (D-HI)

Johnson (D-SD)
Kennedy (D-MA)
Kerry (D-MA)

Miller (D-GA)
Murray (D-WA)
~Nelson (D-NE)
Pryor (D-AR).
Reid (D-NV)
Schumer (D-NY)
Stabenow (D-MI)
Wyden (D-OR)

Koht (D-WI)
Levin (D-MI)

Mikulski (D-MD)

Nelson (D-FL)
Reed (D-RI)
Rockefeller (D-WV)

‘Sarbanes (D-MD




W1thdrawal Marker
The George W Bush L1brary

S FORM " SUBJECT/TITLE S So. %o PAGES ~ DATE .  RESTRICTION)

';:_'4 -Me"morqndum‘ »The Economics of the Proposed Tax Hol1day To N. Gregory Mankrw o4 07/17/2003 P5,
R A R ~»Fr0m HenryS Rosen etal o L R

T h1s marker 1dent1ﬁes the orlglnal locatlon of the w1thdrawn 1tem llsted above.
For a complete list of items withdrawn from this folder, see the =~
Wlthdrawal/Redactlon Sheet at the front of the folder.

' COLLECTION:
~‘National Economlc Councll
. SERIES: -
Thomas, Jason
'FOLDER TITLE: | , BRI
.-'Repatrlatlon R R A R
o FRC ID : B LT FOIA IDs andSegments
LeTI9. | 2015 0056-F
< OANum: L e
9054
. NARAN Nuin.:
8958 -

’ ’ - Co RESTRICTION CODES :

: 'Presrdentlal Records Act [44 U.S.C. 2204(a)] ' R g e Freedom of Information Act - [5 Us.C. 552(b)]

. PL Natlonal Securlty Classrﬁed Informatron [(a)(1) of the PRA] D TIPS -b(l) Natronal securrty classrﬁed information {(b)(1) ofthe FOIA] :
P2 Relating to the appointment to Federal office [(@)(2) of the PRA] ~ 77 b(2) Release would disclose internal personnel rules and practrces of S
~" P3'Release woild violate a-Federal statute [(a)(3) of the PRA]" ©oLLo han agency [(b)(2) of the FOIA] i

P4 Release would disclose trade secrets or confidential commercral or S b3 Release would violate a Federal statute [(b)(3) of the FOIA]

° _financial information. [(a)(4) of the PRA] R oo (Y Reléase would disclose trade secrets or confidential or. ﬁnancral
: '- P5 Release would disclose confidential advise between the Presrdent Sy B ‘information [(b)(4) of the FOIA]

> and his advisors, or between' such:advisors [2)(5) of the PRA] .- Sl b b(6) Release would constitute a clearly unwarranted i mvasron of '

"P6 Release would constitute a clearly. unwarranted mvasron of T - personal privacy [(b)(6) of the FOIA] :

.7 'b(7) Release would disclose mformatron compiled for law enforcement
purposes:[(b)(7) of the FOIA]

personal prlvacy [(a)(6) of the PRA]

B f,PRM Personal record mlsﬁle deﬁned in accordance wrth 44 U S.C. e b(8) ‘Release would disclose lnformatlon concermng the regulatlon of

2201(3) : . e N financial institutions [(b)(8) ofthe FOLA] | .

L - RO T N e b(9) Release would disclose geological or geophysrcal mformatlon

f-;:Deed ofGlft Restrrctlons S A ’ L concernmg “wells [(b)(9) ofthe EOIA]
b 'A Closed by Executrve Order 13526 governlng access to natlonal R Records Not Subject to FOIA ‘

RN securify mformatron Lo S

" B. Closéd by statute or by the agency whrch orlgmated the document . Court Sealed The document is wrthheld under a court seal and is not subject to
..+C. Closed in accordance with restrictions contalned i donor's deed o the Freedom of. Information Act. B

Of glft . . . X - E

This Document was withdrawn on 4/7/2016 by DRS oL




B Tax s»/ Aw 2000 } SR

T“ T cx @6 ~ JaK____\_'DoM DF!T R.q ﬁ e

Ww ‘__E;f"** 2::-_;«;___*!-_4# T Bowve O Rov

Ycu L_ . !’oﬂ Q0  _ ‘2;9;9_ _\Oj_ lﬁ. 3 lO_'O; =2 —') S

B { .wz_m_ﬂ 4o t,.Q_F.Z.GQ~~~~ y_,?ea . M‘_f, ho e leo_

__.;‘_w__,,_,_.e_f,.S.M.a.“- ;',__‘_'_Q!;._:m“ Q 2ce_ . 2 o h. R __,l.. . 'Y N '2 m "_

M_MMH‘! _;,__;Wfqge;___;‘.#,«_z!;.gf;_i_._'uv-;i_._-:,)e‘_o'_i,f___,. .,_.Jo@ S T Y. M_w;g” LtL
" L 2ee m_;he _mln Soo - -2 el

F ———

i 5 SRS [ TN .z.oﬁew o 200
| (\.o) SR ~‘*~0 *!_9 - '_" e

e ;_....,.bﬁ,_‘_,'__.,_f;_.‘j;_-;__w -».f.____ Q SIS ?00
’ . (( n) S w"u SRe__ Ll

7 e e .‘2“‘_7
' R '°'w—~(\"\ e Ro .ol
_2ee___ oo M_(u.),_,w ;_*ggg,_f;—_,z;_;_’_;

a}..v-;" f“,,,_w_ (|..) "”‘“'-”"':‘“‘**-““*—"’, -l

- r T '..z -]

|
|
~
L~}
| .QD:- o o

Q Cemvuw\ _5c\\s___|33m_sgm..¢}.m 9\“} Yo "ﬂf iv
5 ka.s ) 5'00 l'\ M'DFt‘Lmrc'.hWes__g Wmmws oo

e Ce.b.smr_* ﬁéu.«.\ea ~@~eg-_.\3,srsw_~ _%sa_—_“S'ao _
w_m_-wx‘b_&mu\mdk.\l 4w Ha u\sﬁ\)».\ avdwmds }o o
@b‘b‘b %M\»._ﬁ_:\b vd'eeu\oﬂ_ e

. k" m

L W*~ JJ ke TN avsu'.L w-\‘k;a S‘ co. _.._d\-a a.ﬂ:u.ra
%_ms.\d«* — Now derﬂsuk*'m’__:; P-a.t.\“-‘

No__,(,-.r, \'_~_f’¢CoU c:«-_;-\__ ,_,,.n co____"‘-_\ m...\__:yk e 9.5\\

e uk.w J:os\ ?‘-' a.\c\\

ul s Bt o me oeros..

o e Rukpugers gehos &




Wrthdrawal Marker
The George W Bush L1brary

_.FORM

SUBJECT/TITLE = -, - s e PAGES  DATE . RESTRICTION(S)

- Memorandum

. 'Memorandnm‘fo'r Pam_.OlSOn'- To: Pam Olson - - From: HenryS Rosen, et 2 06/12/2003  PS;

-.g ThlS marker 1dent1ﬁes the orlglnal locatlon of the w1thdrawn item llsted above. 8

For a complete list of 1tems w1thdrawn from this folder, see ‘the
Wlthdrawal/Redactlon Sheet at the front of the folder. |

COLLECTION: L ,4f.?.f,,f ,;vz“f

2201(3).

e Natlonal Economlc Councll
_,'SERIES ’
. Thomas, Jason
r_FOLDERlITLE
o Repatrlatlon ' S
FRC ID: i FOIA IDs and Segments:
6T 2015-0056-F-
" OA Num.: Lo
9054 BT
“NARA Num.;’ ** -
8958 .-
i ' te ' _ . RESTRICTION CODES
. vPresrdentlal Records Act [44US. C 2204(a)] _" D o Freedom ofInformatlon Act [5 U.S.C. 552(b)]
: ..Pl Nahonal Securlty Classified Informatlon [(a)(l) of the PRA] - N o b(l) Natlonal securrty classified mformahon [(b)(l) of the FOIA]
P2 Relatmg to the appointment to Federal office’{(a)(2) of the PRA] T bR) Release would disclose internal personnel rules and practlces of
< ‘P3 Release would violate a Federal statute [(a)(3)-of the PRA] Do ’_ L ‘an agency [(b)(2) of the FOIA]. ~ *
‘ P4 Release would disclose trade secrets or confidential commercial or. o b(3) Release would violate a Federal statute [(b)(3) of the FOIA]
3 flnanclal mformatlon [(a)(4) of the PRA] : : ; } - b(4) Release would disclose trade secrets or confidential or fmanclal
¢ P5 Release would disclose confidential advise between the President™ -0+ * ‘information [(b)(4) of the FOIA]
- and his advisors, or between such advisors [a)(5): of the. PRA]. = b(6) Release would constitute a clearly unwarranted invasion of
o P6 Reléase would constitute.a clearly unwarranted i mvasron of S personal.privacy [(b)(6) of the FOIA] L
personal privacy [(a)(6) ‘of the PRA] ) -7 b(7) Release would disclose information complled for law enforcement i

purposes [(b)(7) of the FOIA]

: PRM Personal record mlsfile deﬁned in accordance w1th 44 U S C Cohe b(8) Release would disclose information concerning the regulatlon of -

financial institutions [(b)(8) of the FOIA]
'b(9) Release would disclose geological or geophysncal mformatlon

"Deed ofGlftRestrlctmns : ' S ) S concermngwells [(b)(9) oftheFOIA]

. "‘A Closed by Executlve Order 13526 govermng access to natxonal e Records Not Sub]ect to FOIA
© ' security mformatlon ' ST
B. Closed by statute or by.-the agency whlch ongmated the: document. CL - Court, Sealed The document'i is wrthheld under a court seal and is not sub]ect to -
C. Closed in accordance with- restrictions contamed in donor s deed - - - . _/the’ Freedom of Information Act

of glft :

_ This Document was withdrawn on 4/7/20l6 by DRS




Wlthdrawal Marker
The George W Bush Lrbrary

"FORM . . - . SUBJECT/TITLE PAGES” . DATE  RESTRICTION(S)

§ Draft = _v B »-‘Homeland'lnve_stment Proposal- G el '7 SRR 02/07/2003 P5;.

Thls marker 1dent1ﬁes the orlglnal locatlon of the withdrawn 1tem llsted above. o
For a complete list of items withdrawn from this folder, see the T
Wlthdrawal/Redactlon Sheet at the front of the folder. B e o

COLLECTION
: Natlonal Economlc Councll

SERIES

Thomas, Jason

~FOLDER TITLE:

Repatrlatlon " v : ’ : R .
FRC ID v o . T ERR FOIA 1Ds and Segments
79 e T 2015 0056-F '
OANum.: ' ‘ S

9054 -

NARA Num‘ o

8958

RESTRICTION ‘CODES’

' ':‘Presldential Records Act - [44°U.S.C. 2204(a)] Freedom of Informatlon Act- [SUS.C. 552(b)]

' Pl Natlonal Securlty Classified information [(a)(l) of the PRA] .
P2 Relatmg to the appomtment to Federal office {(a)(2) of the PRA]
“"P3 Release would violate a Federal statute [(a)(3) of the PRA]

fmanclal mformatlon [(a)(4) of the PRA]
P5 Release would disclose confi dential advise between the Presndent
and his advisors, or between such advisors [a)(5) of the PRA] :
P6 Release ‘would constitute a clearly unwarranted mvasron of
personal prlvacy [(a)(6) of the PRA] : s

PRM Personal record mlsﬁle defmed in accordance thh 44U.S. C
] 2201(3) : . .

v Deed of Glft Restrictio‘ns o
i". A Closed by Executlve Order 13526 governmg access to natlonal
-security information.

B Closed by statute or by the agency which orlgmated the document

‘of glft

P4 Release-would dlsclose trade secrets or confidential commerclal or

C Closed in accordance w1th restrictions contamed in donor S deed i B

A~ b(l) National securlty claSSIﬁed mformatlon [(b)(l) of the FOIA]
b(2) Release would disclose mternal personnel rules and practlces of )

-an agency {(b)(2) of-the FOIA]

“"b(3) Release would violate a Federal statute [(b)(3) of the FOIA] i
- b(4) Release would-disclose trade secrets or conﬁdentlal or fmanclal i

information [(b)(4) of the FOIA]

: b(6) Release would constitute a clearly’ unwarranted mvasnon of

personal privacy [(b)(6) of the FOIA]

. b(7) Release-would disclose information compiled for law enforcement

‘purposes:[(b)(7)-of the FOIAJ: .
b(8) Release would disclose information concerning the regulatlon of .
“financial institutions {(b)(8) of the: FOIA|

‘b(9) Release would disclose geological or geophysrcal mformatlon '5

k concernmg wells [(b)(9) of the FOIA]

Records Not Sub_]ect to FOIA

Court Sealed The document is w1thheld under a court seal and is not sub]ect to
the Freedom of Informatlon Act.. :

' This Document was withdrawn on ‘4/7/201. 6 by DRS




DRAFT 2-6-03

108TH CONGRESS

1ST SESSION H R

' To amend the Intemal Revenue Code of 1986 to encourage investing of surplus foreign earnings at home.

IN THE HOUSE OF REPRESENTATIVES ~

F EBRUARY 2003

-~ Mr ENGLISH mtroduced the followmg brll ‘which- was referred to the
-+ - Committee on Ways and Means S

A BILL

“To amend the Intemal Revenue Code of 1986 to encourage 1nvest1ng of surplus
‘ forergn earmngs at home .

Be it enacted by the Senate and House of Representatzves of the. Umted
States of Amerzca in Congress assembled . : S

SECTION 1. SHORT TITLE
- Th1s Act may be cited as the “Homeland Investment Act of 2003”

. SEC 2. TOLL CHARGE ON EXCESS QUALIFIED FOREIGN
P DISTRIBUTION AMOUNT '

Subchapter N of the Intemal Revenue Code of 1986 is amended by addmg at the .
~ end the foIIowrng new sectron ‘ S

" SEC.965. TOLL CHARGE IMPOSED ON EXCESS QUALIFIED FOREIGN
: DISTRIBUTION AMOUNT s o :

- (a) TOLL CHARGE IMPOSED ON EXCESS QUALIFIED FOREIGN :
'DISTRIBUTION AMOUNT. - Ifa taxpayer elects the application of this sectlon
a tax shall be imposed on the taxpayer in an amount equal to 5.25 percent of (i) -
the excess qualified forelgn d1str1butron amount and (ii) the amount determined
under section 78 that is ‘attributable to such excess qualified foreign distribution
. amount. Such tax shall be imposed in lieu of the tax 1mposed under section 1 or
1 1 on such amounts. : ' '
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(b) EXCESS QUALIFIED FOREIGN DISTRIBUTION AMOUNT. -

(1) IN GENERAL The term excess quahﬁed forelgn distribution amount” .
means the excess (if any) of -

(A) dividends received by the taxpayer durmg the taxable year
from corporations that are controlled foreign corporations
- in which the taxpayer is a United States shareholder on the

date such d1v1dends are paid, over
(B) the base d1v1dend amount..

(2) BASE DIVIDEND AMOUNT The term “base dividend amount” means -
the average amount of dividends received during the fixed base period
from corporations that are controlled foreign corporations in which the

~ taxpayer is a United States shareholder on the date such dividends are

~ paid.
(3) FIXED BASE PERIOD -

(A) IN GENERAL The term “ﬁxed base perlod” means each
- of 3 taxable years which are among the 5 most recent
- taxable years of the taxpayer ending on or before December
- 31, 2002 determmed by dlsregardmg

1. the one taxable year for wh1ch the
corporation had the highest amount of
- dividends from controlled foreign .
.corporations relative to the other 4 taxable
'years and

ii. the one taxable year for which the -
" corporation had the lowest amount of
.~ dividends. from controlled foreign - -
corporations relative to the other 4 taxable

years.

(B) SHORTER PERIOD. — If the taxpayer has fewer than 5
taxable years ending on or before December 31, 2002, then
_in lieu of applying subparagraph (b)(3)(A), the fixed base
“period shall mean such shorter period representing all of
the taxable years beginning on or before December 31,
2002. v
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Rules similar to the rules of section 41'(f)(3) shall apply in the case of acquisi_tions or
dispositions of controlled foreign corporations beginning after the fixed base period.

(c) DEFINITIONS AND SPECIAL RULES. -

(1) DIVIDENDS. = For purposes of this section, the term “dividend” means a
"dividend as defined in section 316, except that the term shall also include
amounts described in section 951(a)(1)(B) and shall exclude amounts
- described in section 78 ‘

2) CONTROLLED_FOREIGN CORPORATIONS AND UNITED STATES
- SHAREHOLDERS. — For purpose of this section, the term “controlled
foreign corporation” shall have the same meaning as under section 957(a)
- and the term “United States shareholder” shall have the same meaning as
under section 951(b). :

(3) FOREIGN TAX CREDITS. ~ The amount of any income, war, profits, or -
~ excess profits taxes paid (or deemed paid under sections 902 and 960) or
accrued by the taxpayer with respect to the excess qualified foreign
- distribution amount for which a credit would be allowable under section
- 901 1n the absence of this section shall be reduced by 85 percent

(4) FOREIGN TAX CREDIT LIMITATION. ~ For all purposes of section
904, there shall be d1sregarded 85 percent of (i) the excess qualified
foreign distribution amount, and (ii) the amount determined under section
78 that is attnbutable to such excess quahﬁed forelgn distribution amount.

(5) TREATMENT OF CONSOLIDATED GROUPS Members of an
 affiliated group of corporations filing a consolidated return under section
1501 shall be treated as a smgle taxpayer in applylng the rules of this
section.

(6) DESIGNATION OF BASE DIVIDEND AMOUNT The taxpayer shall
desrgnate the particular dividends received during the taxable year from

- one or more controlled foreign corporations in which it is a. United States

shareholder that are dividends excluded from the excess qualified foreign

distribution amount. The total amount of such des1gnated dividends shall ‘

equal the base dividend amount T ‘

(d) ELECTION. —

(1) IN GENERAL. - An election under this section shall be made on the
~ taxpayer’s timely filed income tax return for the taxable year (determined
by taking extensions into account) and, once made, may be revoked only

‘with the consent of the Secretary. |




DRAFT 2-6-03

(2) ALL CONTROLLED FOREIGN CORPORATIONS — The election shall
apply to all controlled foreign corporations in which the taxpayer 1S a '
United States shareholder during the taxable year

- (3) CONSOLIDATED GROUPS ~Ifa taxpayer isa member of an affiliated
group of corporations filing a consolidated return under section 1501 for
the taxable year, an election under this section shall be made by the _
common parent of the affiliated group which includes the taxpayer, and =
shall apply to all members of the afﬁliated group. ’

(e) REGULATIONS. - The Secretary shall prescrrbe such regulations as may be
necessary and appropriate to carry out the purposes of this section, including
regulations under section 55 and regulations addressing corporations that, during

~the fixed base period or thereafter, join or leave an afﬁlrated group of corporations
ﬁhng a consohdated retum :

| (f) EFFECTIVE DATE. - The amendments made by this section shall apply only to
the first taxable year of the electing taxpayer endrng 90 days after the date of '
enactment :
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February 5, 2003

President George Bush .

The White House

Washington, DC 20500 .

Dear Mr. President:

13416 Street, WW - Suite 1100  Washington, 0C 20005 - Vooe: 2023992260 + Fax: 2023938712 » wwwcsyparg

We write to express our support for your 'eco.nom'ic‘ growth package. As CEOs of .

- the nation’s leading information technology companies we commend you.on your

: Ieadershtp in.constructing this proposal and in offering the nation a package that
is responsive to our current economlc situation. - :

As Congress cons1ders thls proposal we know that there will be opportunities to
consider adding provisions to the package. We look forward to these

’ d|scuss10ns with you, your admlmstratron and the Congress.

The package you have presented is one that we support and we look forward to
working with you toward its enactment. We congratulate you on your proposals
and stand prepared to as3|st in any way we can.

Sincerely,

WJ(QZ/

Michael Dell
Chairman & CEO

Dell Computer Corporation

CSPP Chair

Chairman & CEO
Motorola Ihc.

JoSeph Tucsi .
President & CEO
EMC Corporation
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- Chairman & CEO
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Randolph, Congressional Budget Office, U.S Congress '




DO REPATRIATION TAXES MATTER? EVIDENCE FROM THE TAX RETURNS OF U.S.
| " MULTINATIONALS

* ABSTRACT

An open question in the literature on the taxation of multinational corporations is whether

repamauon taxes mﬂuence whether the proﬁts of forexgn subsndlanes are repatrxated or reinvested abroad

Theorencal models suggest. that dwndend remittances should not be influenced by repamanon taxes. The . ..

results of recent empirical work: mdlcate that dmdend remittances are sensitive to repatriation taxes. Thls L

| paper mvesugates whether the empmcal evidence can be reconciled with the theoretical results by -

recognizing that repatriation taxes on ‘divid‘ehds. may vary over time and provide firms with an incentive

1o time repatriations so that they occur in years when repatriation tax rates are relatively low.- We use

- - information about cross-country differences in tax rates to separately estimate the influence of permanent

tax changes, as would occur due to changes in starutory tax rates, and transitory tax chan'ges on dividend

repatriations. Our data contains U.S. tax return mformatlon fora large sample of U.S. corporauons and .- .

- their forengn subsidiaries. Wc ﬁnd that the pcn'nanent tax price effect is slgmﬁcantly different from the
. trans_uory price effect and is not ;lgmﬁcamly dlﬁerem frum zero, while the transitory tax pnce‘effect ls“"’
‘ negativé apd significant. This suggests fhat repau'iation ;axts»c‘io affect dividend fepatriation behavior but

~ only to the extent that they vary o'ver‘timé. Previous enipirical work has.apparently‘ measured the effect" -

of timing behavior.

- JEL Classification: H32, H25. H87,




.- repatriation are unavoidable costs for "mature” foreign subsidiaries that finance investment out of retained :

An Open question vin"the ;Iitetature on the taxation of multinational corporations is whether ta:ies
| due on repatriaiien of foreign .source income influence whedief the profits of foreign subsidiaries are .
repatriated or reinvested abroad. Theoretical arguments by Hartman (1985) suggest that leldendz
»payments by foreign subsndiaries should not be mﬂuenced by such repatrlation taxes. Under this view,

'wh_ich is analogous to the "new 'view" of dividend -tax_at,ion applied to domestic firms, taxes due uponf

 earnings.' “As a result, investment and dividend payment decisions are unaffected by those taxes. The = .-
results of recent empirical work that used cross-sectional data on U.S. multinationals seem to contradict
Hartman’s theoretical result. These studies indicate that dividend remittances are sensitive to repatriation -

taxes. This presents a puzzle.

Hanman's analysis (and the "new vie‘w"i of dividend taxaxion) is based on the assumption th‘at,":
taxes on dmdends are constant over time, This paper investigates whether- the empirical evidence can-l
be reconcnled with the theureuul results by rewgmzmg that repatriation taxes on div1dends may vary
over time. This variability may provnde ﬁrms with an mcenuve to repatriate relatively more profits from:
a subsndiary when the tax cost of doing so is temporanly relatnvely lower than normal, and to retain more -
proﬁts when the tax cost of repatl_'i'ation is _highe; than nor_n\al.: Such timing behavior could be revealed'-"' |
' 1n ci’dS;-sectional data bv a relationship heiween dividend payout levels and the current level of the tax
cost of dividend payments, when die actual relniomnip is between dividend nayout levels and the current
" level of the tax cost relarive to its.normal level. lf timi_ng opportunities are important to dividend bay‘o:iitv-
decisions, then it becomes difficult to interpre( the uax effects esiimaied in previous papers. In panicul»ai
these estimates wili tend to confuse the eﬁa._u of petmanent tax_ch‘angee. as would occur due to ch@ ges :
in statutory tax rates, with the effects of tax changes due to transitorv changes in die situation df"‘-'t}ie‘

taxpayer.

®




' : o Speciﬁcally, it has implications for the evaluation of poliéies such as the reduction of withholding tax rates

It is important to distinguish whether cross-sectional differences between subsidiaries in dividend
- payout behavior are due to the current level of the tax cost of paying dividends or the difference between
“the current and the normal, or expected future, tax cost. Making this diétinc'tio‘n will help us evaluaté

" the effects of tax policy on the location of investment, the form of finance, and tax revenues. More -

“"in bilateral tax treaties and the repeal of the deferred taxation that foreign profits generally enjoyin the
g A.United States. The policy implications of this work are,discussed in more detail in thé final section of

. the paper.

- Micro data can be used to disﬁnguish the :effects‘ofv qmitbry variation in tax coéts from the
. , gffects of permanent differencé in tax costs. This paper st' a recently éreated data set containing US
Ctax return information for a large sample of U.S. c_orpor_ationﬁ and ‘tl'a‘eir_ foreign subsidiaries. For some
: of our empirical work, we link the subSidiary-s'peéiﬁc data- across time to createva‘p,anel,dé‘ta set. To our
knowledge.‘, this is the largest panel data sa. in ex_is;énce that comain# tax infonﬁation on ‘multinational;;
B : ‘It is also the 6nly panel data set that has daailed lax \informaxion. on both the parent corborations and their

foreign subsidiaries.

We use information alxvul_cros;-;:ountry ‘diffcréhces in tax rates .to‘ estimate separate effects fq?
“the permanent and'transitory uxmpuneﬁ;s of the tax price of dividend :repatriation. The idea is that
vériations across countries in'iverigé repatriation lax prices or in stétﬁtofy tax rates will be correlatgd
.wixh xﬁe permanent component of lax price vanation, but uncorrelated with transitory variations. Usihg
these measures to construct instrumental. varjablcs f«rr‘ﬂié'm ‘price allows us to separately identify

.. ‘permanent and transitory tax price etfects. Our ‘estimation strategy is similar to that of Burman and

[ ]




- Randolph (1993), who used state tax ‘rate_s as instruments to separate permanent from trans\itory effect

of taxes on capital gains realizations.

To pfevie_w our re;ulfs, we find dla; ihe permaném .taxﬁrice effect is sighiﬁcanﬂy different from
the &msitory price effe;:t and isnotISig'niﬁcantly differéﬁt ‘ﬁom zero, while the transitory tax price effec
is negatiQe and significant. Thisﬁﬁg_gestS that previous cross-S:;tional' analysis has measured the effeé
of timing behavior, either mrou’gh't‘ax‘plz.mniyng'mzit affects both thé'.tax‘ price and> dividend payineﬁts‘ 0
;hrough companies timing‘ their repatfiatiom to take advénfage of e)‘;ogbenoi‘xs transitory variations m @

" prices.

The remainder of the papef is _Orgahizéd as follows. Section Srieﬂy reviews Hartman's analys
the related empirical literature, and some more recent theoretical work in this area. Section II deriv
the tax price of a dividend repatbr‘iation,'Sectionvllvl presents the e_mpiricai model, and Section v deséribes

the data. Results are praentéd in Section V.'ffollowed by concluding remarks.”

I The Hartman Analysis and Subsequuii Studies

The United S;al&s systém for taxing themwme eamed by the for'eign. subsid‘;laries of u.
}corpora‘tions defers taxation of fore‘ign in;;ome until it 'is hrdughl back to the United States and prés)id
a credit» _fbr foreign taxes paid." -Uhde; thisr _cred‘i‘l‘and deferral svyﬁtem,' the t‘\QO main forms
repatriation lax that a firm incﬁrs on ihcome»remitiqi,from a foreign subsidiary are the residual hor
' country tax liability (if »any) not offset by the foreign tax credit, and any withhplding tax imposed by |
source E.otmtry.- Hartma_n (1985) argued that, under a credit ‘and deférrél lﬁ system, the repair'iatiqnf
oh foreign source i‘n’cror'ne"is irrelevant to the invatl:ncm"and dividend payment decisions of fore

subsidiaries that are ﬁnanced'mrough‘rminul eamings ("mature” subsidiaries). - Hartman’s insight w
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‘Status report

Homela‘nd Investment Act: Still alive and kicking

- Homeland Investment Act (HIA) was not included as part of the
growth and jobs bill

¢ It is now being considered as phrt of international tax legislation

° 'Homéland Investment Act has high-level political backing

i There is a godd chance of passage this year — to give the economy a

lif¢t before the 2004 elections

The Homeland Investment Act (HIA) is still alive.and kicking. Since the release
of JPMorgan’ special report on the potential impact of the HIA on the U.S.
economy (/ntroducing the Homeland Investment Act, May 1,2003) there has

been quite a.bit of activity surrounding this proposed legislation on Capital Hill.
Although the Act has not been passed, it is still under active consideration as
part of a broader bill covering international tax law and has very high level Con-
gressional backing. Events could move very quickly from here, and political nego-
tiations this summer will be watched very.carefully.

Legislative status: still under active consideration

The Homeland Investment Act (HIA) was actively considered as part of this
year5 fiscal stimulus package, but was not included in the end The HIA was in-
cluded in the Senate version of the growth and stimulus bill by a vote of 75 to 25,
surprising many and sending an important signal of bipartisan support. However,
the HIA was not included in the House growth and stimulus bill, even though it is
believed to have significant House support, particularly in the House Ways and
Means Committee.The HIA was stripped from the final growth and stimulus
package passed by Congress and signed by President Bush.

But Congressional leaders are still pushing for passage of the HIAThe HIA is
expected to be reintroduced by House Ways and Means Chairman Thomas (R-
CA) as part of international tax legislation after the July 4th recessThe broader
international tax legislation to be introduced by Chairman Thomas addresses the

_repeal of the foreign sales corporation/extraterritorial income exclusion provisions
(‘FSC/ETT") currently part of US international tax law, ruled an illegal trade sub-
sidy by the WTO.Alternative legislation addressing the repeal of the FSC/ETI
provisions has already been introduced to the House by Reps. Crane (R-IL) and
Rangel (D-NY).
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Supportérs of these competing proposals will have to find
common ground before FSC/ETI repeal legislation réaches
the House floor

The EU has set a January 1, 2004 deadline for the US to
abolish the FSC/ETI provisions to avoid $4 billion in sanc-
tions. While Congress will work heard to meet this deadline,
the Congressional calendar is crowded and passage of FSC/
ETI repeal legislation may not be possible prior to thean-
nounced late October adjournmentIf international tax legis-
lation is passed this year we understand that the HIA will
most likely be included as part of the package. Senator En-
sign (R-NV) is simultaneously leading an effort to include
the HIA in other unrelated legislation, in the event that the
international tax legislation referred to above is delayed.

Economic & Policy Research
The Homeland Investment Act: Still alive an
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ever, if the legislation is passed after the summer recess (fol-

- lowing Labor Day) the effective date could-be modified so

that-the HIA would nevertheless be effective for 2003

We believe the 2004 elections are a factor in the HIA%
chances for passage. If the HIA is passed and is effective
for 2003 (for calendar year corporations) the repatriation of
an estimated $300 billion could occur before year end. The
economic impact of this substantial inbound flow of funds
over arelatively short period of time would likely to boost
the economy in advance of the 2004 elections.

‘Repatriated funds paid-through te consumers via dividend/

extraordinary dividends (given the passage of the growth
and stithulus legislation taxing dividends at new capital gain
rates) would have an even more immediate impact on con-

sumer spending and wealth

Political considerations argue for passage this year

As written, the HIA must be passed prior to Congress’
summer recess late in July to be effective for 2003. How-

If the bill is effective for 2004, the inbound flow of funds
would likely occur over a longer period and the impact on
the US economy would not be felt until late 2004 and 2005,
after the elections
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~ Legislation was recently introduced in both the House (H.R.767) and Senate
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May 2, 2003

Special report

Introducing the Homeland InvestmentAct

A tax change is proposed that temporarily reduces obstacles to
repatriating accumulated foreign earnings of US corporations

Legislatioli to produce results; repatriation estimated at $300 billion

Survey suggests that firms would use funds fbr varied purposes;
shormg up corporate finances is the top prlonty

Estimated increase in business spendmg to lift GDP growth 0. 5%
Budget impact is negligible

Introduction

Amid the current flurry of activity on US tax policy, it is easy to neglect the
Homeland Investment Act. This tax proposal, which has bipartisan support,

would remove many of the tax obstacles that inhibit repatriation of foreignearn-
ings by US corporations. The intention of this legislation is to make it less costly
to repatriate earnings that might be used for investment spending and hiring in the
United States.

However, there is little analysis available that bears on the likely impact of this
legislation. To fill this gap, this special report draws on existing company infor-
mation and provides new survey material to give rough guidance as to the poten-
tial effects of the Homeland Investment Act. The analysis suggests that there is a
large pool of reinvested foreign earnings that would be repatriated if this legisla-
tion were passed. JPMorgan estimates that the gross flow that would result from
the passage of the pending legislation is roughly $300 billion. This number is
more than twice the estimate of the Joint Committee on Taxation made in.2001.

A survey of firms suggests that this money would be put to varied use. Shoring up A s
balance sheets would be a central priority. JPMorgan estimates suggest that the ( 13'1';) 8;:22:6
legislation would lead to a roughly 3% reduction in nonfinancial corporate debt. anne.swope@jpmorgan.com
An important part of the funds would be used to increase business activity. Esti-.  JPMorgan Chase Bank
mates suggest a 2-3% increase in capital spending over two years, during which B

. . ruce Kasman
the GDP level would likely be boosted by roughly one-half of a percentage point. (1.212) 834-5515 -

The impact of the legislation on the Federal Budget is likely to be negligible. bruce.c kasman@jpmorgan.com
. " JPMorgan Chase Bank

‘Introducing the Homeland Investment Act Robert Mellman

(1-212) 834-5517
: o ) robert.e.mellmar@jpmorgan.com
(8.596) to temporarily change the tax treatment of US subsidiaries foreign earn- JPMorgan Chase Bank

www.morganmarkeiscom



May 2, 2003

JPMorgan Chase Bank, New York
Anne Swope (1-212) 834-7566
anne.swope@jpmorgan.com

irigs. These bills, the Homeland Investment Act of 2003 and
Invest in the USA Act of 2003, would temporarily reduce
the US tax rate on foreign subsidiary earnings that are dis-
tributed to the United States parent company. Although the
legislation has been proposed separately from the Bush
administration?’ ‘jobs and growth”stimulus package, it is
now being discussed as a possible element of this plan.

The current form of the proposed legistation reduces the tax
rate'to 5.25% on distributions in excess of a corporation}
‘normal”annual distribution, and would be effective for
distributions made in either 2003 or 2004, depending on
when the legislation becomes law.

The Senate Bill differs from the House version in requiring
US corporations to provide a domestic reinvestment plan.
This plan requires firms to describe how repatriated income
will be reinvested in the United States. The Senate bill an-
ticipates that an electing corporation’s reinvestment plan

would provide for use of the distributed cash as a source for

- funding worker hiring and training, infrastructure, research

_and-development, capital investments and/or providing fi-
nancial stability (of the corporation) for purposes of job
retention or creation.

If the Homeland Investment Act becomes law on or before
September 2, 2003, the temporary. reduced tax rate will only

" apply to qualifying distributions made on or prior to De-
cember 31,2003 for all calendar year taxpayers. This im-
plies that any resulting capital flows would occur in a very
short period of time. If the Act becomes law after Septem-
ber 2, 2003, the reduced tax rate would apply to distribu-
tions made during 2004 for calendar year taxpayers.

Motivation for changing the law

" Unlike most other industrial countries, current US tax law
provides multinational firms with strong incentives to keep'
earnings from foreign operations outside the United States,
even when efficiency considerations would argue that the
funds be used within the United States.

Underinternational tax principles, primary jurisdiction to
tax income is given to the country where the foreign’subsid-
iaries operate. The accumulated earnings of a US
corporation’ foreign subsidiaries are generally not subject
to US corporate income taxation until the earnings are actu-
ally distributed to the corporate parent as a dividendAs a
general principle, US tax on repatriated income is imposed
to bring the total corporate tax rate to 35%. In countries in
which tax rates are below 35%, an additional US tax gener-
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ally is paid when earnings are repatriated. Thus, foreign

- investments financed with foreign earnings of US multina-

tionals typically hayve been more attractive than returns-on
domestic investments financed with foreign earnings (after
additional taxes are paid to repatriate the earnings). To be
sure, US tax rules are far more complex than this short de-
Scription_ suggests. Often they operate to create disincen-
tives to repatriate foreign earnings even when tax rates
abroad arehigh.

In lowering the tax rate to 5.25%, the cost'of repatriating
earnings is significantly reduced. Firms can repatriate funds
at a lower tax rate and may receive a partial tax credit for
taxes paid abroad. A stylized example presented inthe ac-

companying box (previous page) makes this point clear. In

the example, costs of repatriating earnings are cut by more
than two-thirds.

Many firms have large pools of accumulated earnings from
foreign operations but lack promising investment opportu-
nities for use of the funds abroad. In particular, tax laws

. make it difficult to structure direct investments from one.

subsidiary to another. And while the US parent can gener-
ally borrow as an alternative to repatriating funds, the cur-
rent environment is one in which firms have strong incen-
tives to deleverage. Risk considerations should also.pro-
mote repatriation. Absent a US tax bite, the risk of political
change or shifting foreign tax regimes create disincentives
for holding assets in many-parts of the world.

The primary motivation of the change in the law is to allow
firmsto repatriate these foreign earnings to promote long-
term growth. The hope is that some of these funds would be
used in ways that boost US investment and hiring. That a

reduction in the tax rate on repatriating earnings might have -

little if any net cost to the US Treasury is also appealing.
There would be a net loss in revenues from firms that
planned to repatriate earnings in the future and would now
bring these funds home at a lower tax rate. However; firms
that keep virtually all their foreign earnings abroad to avoid
additional taxes under current law would have incentive to
repatriate earnings currently under the proposal.

Foreign subsidiary earnings: a large pool exists
Although the motivation of the legislation is clear, there is
little information available to assess the likely size of in-

flows that will be generated under the new law and its mac
roeconomic effects. '
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Forelgn undistributed veai'nlngs by credit rating

share of
undistributed earnings

AAA 229
AA 9.9
AA- 115
A+ - 136
A 10.3
A- 94
BBB+ 33
BBB : 10.3
Lower : 88

Forelgn undistributed earnings by sector

-share of
undistributed earnings
Manufacturing 39.7
High tech and telecom 17.7
Pharmaceuticals and health care 27.0
Consumer ) 122
Energy ) 9.6
Finance and insurance 65
Other 5.0

Note: Both tables based on the sample of 237 S&P 500 corporations that report reinvested
foreign earnings.

The Joint Committee on Taxation analyzed a proposal simi-
lar to the current one in 2001. It estimated that repatriated
earnings would rise by $135 billion in the first year after
legislation is ¢ffective. The estimated revenue impact was
modest. A small positive $4.1 billion gain in the first year
was estimated to be temporary. Over ten years the legisla-
tion was estimated to reduce revenues by a net $3.9 billion.
The Joint Committee has provided little detail in how it ar-
rived at these estimates.

JPMorgan} assessment of the Homeland Investment Act
begins with an estimate of the size of the accumulated for-
eign subsidiary earnings that would be available for repa- -
triation to the United States. In the audited financial state-
ments of many S&P 500 corporations, the cumulative
amounts of foreign subsidiary earnings that are permanently -
orindefinitely reinvested outside the US ( hereafter, rein-
vested foreign earnings) are disclosed.

These figures generally appear in the tax footnote to audited
financial statements. They are available because, under
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GAAP, all corporations that consider all or some of their
foreign subsidiary earnings-as permanently or indefinitely
reinvested outside the US—and therefore do not accrue a
deferred tax liability—are required to disclose the amount
in their audited financial statements. Financial statements
indicate that the reinvested foreign earnings of the S&P 500

* corporations that could potentially be repatriated following

passage of the Homeland Investment Act is $406 billion. -

Most of these earnings are held by companies with high
credit ratings (tables, page 3). Based on S&P ratings, more’
than three fourths of the earnings are held by companies
that are rated A or higher.Sectorally, manufacturing-and
pharmaceutical companies account for the largest concen-
tration of accumulated foreign earnings, more than one-half
of earnings held abroad.

There are good reasons to think that this $406 billion figure
underestimates-the total pool of earnings that would be eli-
gible for repatriation (box, page 4). Indeed, this view is
confirmed by an alternative estimate based on IRS data for
a'larger sample of firms. Taken together, the total pool of
reinvested foreign earnings eligible for repatriation is esti-

" mated at-about $500 billion.

Survey points to large-scale repatriation

~ The existence of a large pool-of reinvested foreign earnings

provides little insight as to the likely size of repatriated
funds under the tax plan. In order to estimate the likely ef-
fect of the legislation, an informal survey of large firms was
conducted. The survey sampled tax and treasury depart-
ments of 28 firms. Their reinvested foreign earnings repre-

. sent about one-quarter of the aggregate $406 billion mea-

sured in the S&P 500 sample. The results of the survey
highlight the following:

* A strong incentive to repatriate. Respondents representing
slightly over half of the sample--both as a share of the
number of respondents and as a share of reinvested foreign
earnings—indicate that substantially.all of their earnings
would be repatriated. Most other.companies indicated that
some-of their earnings would be repatriated. Only two re-

'spondents, accounting for about 8.7% of reinvested foreign

earnings of the sample, did not plan to repatriate foreign
earnings to the United States.

+ Cash flow and repatriation. Adequate liquidity appears to
be an important consideration for firms willingness to repa-
triate. Firms with large cash balances globally appear more
committed to repatriating all their reinvested foreign earn-
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Survey results, repatrlailon of reinvested forelgn earnings

percent of reinvested foreign éarnings
60 -
50 -
40 -
30 1
20 -
10 1

Substantially all | Some one

Estimate of repatriated earnings
billions of doliars

. From Firms From Firms

Repatriating Repatriating.  Dollars
Substantially Al Some Repatriated .
Share of sample 50.3% 41.2%
Percent repatriated:
Higher estimate 100% 60% $375
Lower estimate 80% 30% $265

1. Corporations may change their reinvestment strategies, however, at which time
deferred taxes may be required to be accrued. .

Note: Estimates are based on a JPMorgan survey of 28 firms accounting for roughly 25% of
. alf accumulated earnings by the S&P 500 sample of very large firms.
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ings. Corporations that do not have sufficient cash would
have to borrow the cash at the foreign subsidiary level, lig-
uidate operating assets, or distribute property, all of which

have collateral consequences and make the decision signifi- -

cantly more complex. Liquidity is also significant as there
would be cash taxes due on the distributed earnings. In ad-
dition to-US taxes, most countries impose a withholding tax
when earnings are distributed.

The results of the survey point to a substantial flow of repa-
triated foreign earnings (table, page 4). The estimates range
from $265- 375 billion.

The possibility that the survey sample is biased towards
companies with high levels of liquidity— and therefore a
greater proclivity to repatriate earnings— was also examined
(top.table, page 5). In the aggregate, companies in the sur-
vey saniple do not appear to have a larger cash position
relative to those in the broader S&P 500 sample. This find-
ing holds when the data are aggregated such that repatriated
flows are no larger than'a corporation’ available cash posi-
tion.

In all, $300 billion looks to be a reasonably conservative
estimate of the magnitude of foreign earnings that could be
repatriated under the proposed legislation. This estimate is
more than twice as large as that produced by the Joint Com-
mittee on Taxation.

A modest boost to growth and deleveraging

The ultimate intent of the Homeland Investment Act is to
provide a boost to US macroeconomic performance. In con-
sidering the possible benefits of repatriating $300 billion in
foreign earnings, once again the survey provides guidance
(bottom table, page 5). Most corporations point to shoring
up corporate finances— buying back debt;increasing levels
of liquid assets, rebuilding pension funds or gven retiring

" equity— as a key priority for the use of these funds. How-
ever, a substantial number of corporations also indicate that
a portion of the funds will be used to finance activity: capi-
tal spending, research and development, and the like.

There are no hard numbers on how the money would be al-
located among these varied purposes. As a rough translation
of the survey results, assume that 50% of the $300 billion is
used for debt repayment and 35% is used for spending— on
research and development or capital expenditure— spread
out over a two-year period. The remaininig 15% remains in
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S&P sample and survey group

$ bitfion
' Global  Lesser.of Reinvested
Group Reinvested Foreign ~ Cash & Cash Foreign Earnings or
Earnings - Equivalents  Global Cash and Equiv.
S&P 500 sample 407 374 193
Survey Group 102 76 59

Note: The S&P sample represents the 237 corporations in the S&P 500 that
disclose reinvested foreign earnings. The survey group represents the 28
corporations sampled by JPMorgan. The amount-of global cash and cash
equivalents for each company is the amount reflected on each
companys audited financial statements. The aggregation of corporations
using the lesser of their reported reinvested foreign earnings or giobai
cash is reported in the last column.

Survey results: uses of repatriated funds
survey of 28 firms; respondents could mention more than one use

Percent of
Number respondents
Pay down outstanding debt 13 45
Finance capital spending 11 39
Fund R&D; venture capital, or acquisitions 11 39
Buy back stock 5 18

Use cash for working capital 3 11
Might pay dividend (if double taxation ends) 3 1
1

Fund underfunded pension fund

cash or is used for stock buy-backs and shoring up pension
funds.

Under these assumptions, $150 billion of corporate debt
would be paid down, equivalent to about 3% of total nonfi-
nancial corporate debt. For many firms repatriating funds,
the percentage reduction in debt would be much greater.

The share allocated to new expenditures amounts to about
$50 billion per year in new spending. At this magnitude,
GDP would likely be boosted by about one half a percent-
age point. The biggest benefits would likely come in spend-
ing on equipment and software and new plant. The boost to
the total national level of capital spending would be 2-3%
in each of the two years.
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' Budget impact is expected to be small

The effects of the proposed change in the tax law on the
federal budget are likely to be relatively modest: positive in
the short run and slightly positive in the longer run as well.
Based on the estimate of the repatriated earnings, cash tax
payments of roughly $10-15 billion as a di,rect'result of the
legislation would accrue to the Treasury in the first year.
This assumes an effective tax rate of 3.5-5.0%, after adjust-
ing for foreign tax credits. '

To the extent that some of the reinvested foreign earnings
would have been distributed in the foreseeable future and
taxed at the statutory rate of 35% absent the proposed legis-
lation, the present value of the foregone taxes on these earn-
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tial offset to the $10 billion to $15 billion gain. Most likely,
the past trend of earnings accumulating abroad would con-
tinue to prevail, and this partial offset would be minimal.

Close to $100 billion shift to dollar assets

Regarding the currency impact of the tax change, the key
issue is the extent of the shift from nondollar to dollar assets
that takes place. Anecdotal evidence gained from talking to

US corporations suggest that a large portion of foreign

earnings held abroad are held in US dollars. Although no
hard information is available, a reasonable estimate places
the dollar share of reinvested foreign earnings at between
one-half and three-quarters. As a result, the repatriation of
$300 billion in foreign earnings is likely to produce a one-
time currency shift of around $100 billion.

ings (difference between 35% and 5.25%) would be a par-
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