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Introduction 

Apple has been accused of using “a web of offshore subsidiaries to avoid paying taxes on estimated thirty billion 
dollars in income” (The Wall Street Journal, 2013).  The European Union (EU) recently imposed a fourteen 
billion dollar tax adjustment on Apple for avoiding taxes through questionable transfer pricing practices.  In 
their written opinion, the EU stated that these stateless profits were actually U.S. profits that were transferred to 
Ireland through improper transfer pricing.  More than seventy percent of U.S. Fortune 500 companies used 
subsidiaries in offshore tax havens during 2015, with $2.5 trillion in income sheltered for U.S. tax (Phillips et 
al., 2016).  The average tax rate for these companies is 6.2%.  These results indicate that U.S. multinationals 
effectively use offshoring as a tax avoidance strategy and suggest the depths that U.S. management will take to 
avoid tax.  But do investors reward firms for these questionable practices?  This study investigates the extent to 
which market value of equity reflects cross-border, intra-firm transfers (hereafter transfers) and tax-motivated 
income shifting behavior (e.g., financial engineering or earnings management) of U.S. multinationals.   

We investigate not only whether tax-reducing, transfer-pricing strategies are practiced, but also whether the 
market views the transfer pricing decisions of management positively and impounds the earnings effect of 
transfer pricing strategies into the stock price.  Our topic is relevant to both academic researchers and tax 
policymakers in three important and interrelated ways.  First, transfer pricing continues to be an important tax 
policy issue in the U.S. and among Organization for Economic Development (OECD) countries (Pomerleau and 
Potosky, 2016).  Currently, U.S. corporate tax rates are the highest among the OECD countries (Pomerleau and 
Potosky, 2016), creating a strong incentive for U.S. multinationals (hereafter MNCs) to use transfer pricing to 
reduce their global tax liability.  The high U.S. corporate tax rates drive current policy proposals to significantly 
reduce U.S. corporate tax rates and to create a low repatriation tax rate to encourage MNCs to bring home 
earnings deemed permanently reinvested.  Second, the link between transfers and taxes paid is important 
because of the potential it creates for investors to forecast earnings more precisely, predict after-tax cash flows, 
and estimate firm value.  Third, and most importantly, our study attempts to draw a direct link between transfer 
pricing strategy and stock price.  Are firm managers rewarded for transfer pricing strategies? 

We find that tax-motivated income shifting through transfer prices is prevalent among MNCs.  The mean annual 
income shifted away from the U.S. per firm is approximately $22.192 million during 2000–2004.  Aggregated 
over sample firms, the amount of income shifted from the U.S. is $45.27 billion.  Shifting of income results in a 
mean annual U.S. tax savings per firm is $2.88 million during 2000–2004.  Aggregated over sample firms, the 
amount of tax savings of $587.52 million.  Most importantly, we find that, once we have controlled for 
previously identified determinants of firm value, transfers are associated with higher stock prices.  The evidence 
supports the view that transfer-pricing management, on average, lowers reported U.S. profits and total taxes 
paid, while enhancing stock price.  Our results suggest that, despite what may be viewed as questionable 
transfer-pricing practices and the potential harmful implications for U.S. tax revenue and budget deficits, the 
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market rewards tax avoidance through transfer pricing strategies. 

The paper proceeds as follows.  Section 2 presents prior literature and our hypothesis.  Section 3 describes the 
research method and data source.  Section 4 reports summary statistics.  Section 5 presents our empirical results, 
and Section 6 concludes the paper. 

Prior Literature and Hypothesis 

Recently, the U.S. has become the remaining economic power relying on a worldwide tax system 
(Kocieniewski, 2011).  Some policymakers believe that a switch to a territorial tax system is necessary for U.S. 
competitiveness.  Kleinbard (2007) and Markle (2013) argue that such a move will worsen transfer pricing 
practices, further reducing U.S. income tax revenue.  In contrast, the Obama administration proposed 
strengthening the worldwide system by further restricting the deferral of U.S. tax on foreign profits (The White 
House Office of the Press Secretary, 2009).  Because MNCs’ effective tax rates are among the highest (Markle 
and Shackelford, 2011), recommendations to restrict deferrals of foreign income raises concerns that MNCs will 
be at a further competitive disadvantage.  This factor is the impetus behind post-2016 election proposals to both 
lower U.S. corporate tax rates and to create a low repatriation rate to encourage MNCs to bring home earnings 
deemed permanently reinvested.   

Global tax authorities are concerned about the loss of tax revenues that may result from aggressive transfer 
pricing practices (OCED, 2015).  Whether MNCs avoid tax by shifting income from higher tax to lower tax 
jurisdictions has been examined in a number of prior archival studies.  Initial studies (Klassen et al., 1993; 
Harris et al., 1993) find that MNCs shift income from higher tax to lower tax jurisdictions, but were unable to 
determine if transfer pricing was the mechanism used.  Harris (1993) concluded that the significant reduction in 
corporate tax rates caused by the Tax Reform Act of 1986 (TRA86) created an incentive for MNCs to shift 
income into the U.S. Jacob (1996) concludes that the magnitude of income shifting is related to the volume of 
transfers and differences in national tax rates.  Implying that transfer pricing is the primary mechanism to shift 
income, Jacob finds that a greater volume of transfers lowered U.S. tax revenue prior to TRA86, but increased 
U.S. tax revenue after TRA86. 

Subsequent studies suggested that policymakers’ fears that transfers by MNCs reduce U.S. tax revenue may be 
unfounded.  Collins et al., (1998) report that MNCs with foreign tax rates greater than their domestic statutory 
tax rates shift income into the U.S., but Collins et al., fail to find evidence that MNCs with foreign tax rates less 
than their domestic statutory tax rates shift income out of the U.S.  Dyreng and Lindsey (2009) conclude that 
profitable MNCs with material operations in low tax jurisdictions do not have lower federal tax liabilities on 
foreign income than MNCs without operations in low tax jurisdictions.  Olibe and Rezaee (2008) report that 
return on investment and U.S. effective tax rate increases with transfers, whereas global effective tax rate 
decreases with transfers.   

Recent research, however, draws different conclusions, consistent the U.S. shift to having the highest statutory 
tax rates.  Klassen and Laplante (2012a) find that, during 2005–2009, MNCs with foreign tax rates less than the 
U.S. statutory tax rates shifted approximately ten billion dollars more income out of the U.S. each year than they 
did in 1988–1992.  Klassen and Laplante (2012b) reveal that firms with foreign tax rates lower than their 
domestic tax rates shift significantly greater income out of the U.S. when foreign reinvestment-related incentives 
are high.  They find that the firms that are more responsive to income shifting incentives are those that are 
generally more aggressive in their financial reporting activities and those that report lower tax expense by 
designating earnings outside the U.S. as permanently reinvested.  Taken together, these results imply that MNCs 
use transfers as a means of shifting income into lower tax jurisdictions to reduce U.S. tax liabilities. 

Whether profits are earned in the U.S. or a foreign authority also has financial reporting implications in addition 
to cash flow effects from tax savings.  Under APB 23, MNCs defer recognition of income tax expense in their 
financial statements until the earnings are either repatriated or no longer considered permanently reinvested.  
Establishing operations in lower tax jurisdictions allows MNCs to reduce the effective tax rate reported in 
financial statements and increases net income.  Krull (2004) finds that MNCs use the deferral to manage 
reported income.  A survey of tax executives provides evidence that the decision of where to locate operations 
and whether to reinvest or repatriate earnings factor heavily into financial reporting decisions (Graham et al., 
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2011).   

We add to the extant literature by examining whether transfers exhibit incremental association with firm value.  
We seek to understand if the market rewards firms who practice effective transfer pricing management.  Some 
evidence exists the that market may incorporate transfers into pricing decisions.  The presence of tax benefits 
has been associated with premiums in merger and acquisition transactions (Erickson and Wang, 2007; 
DiGabriele, 2008).  Olibe and Rezaee (2007) find that MNCs engaging in a high volume of transfers have a 
higher market-to-book ratio.  Mescall and Klassen (2014) discovered that premiums received in cross-border 
mergers and acquisitions are adversely affected by stricter transfer pricing enforcement across countries.  Taken 
together, these studies suggest that the market should impound the tax benefits created by effective transfer 
management into stock prices.  Moreover, evidence that firm’s management has effectively reduced worldwide 
tax would suggest greater after-tax cash flows, which should be seen as adding firm value. 

Our hypotheses, stated in the alternative form, are: 

H1: Transfers are positively associated with firm value. 
H2: Transfers are negatively related to U.S. pretax income and U.S. tax liability. 
H3: Transfers are positively related to global pretax income and global tax liability. 

Research Design 

 Data 

Our sample of firms is selected from Compustat for fiscal years 2000–2004.  This timeframe is used to mitigate 
the influence of the American Jobs Creation Act of 2004 and its one-time dividend rate reduction to encourage 
firms to repatriate foreign income.  Because SFAS No. 131 no longer requires U.S. MNCs to report transfers 
between geographic areas, we use intersegment geographic sales reported in the annual report or 10-K as a 
proxy. 

We eliminate firms in regulated industries—financial institutions (SIC codes 6000-6999), utilities (SIC codes 
4000-44999), and other industries with SIC codes 8000 or higher—because transfers in these industries are more 
likely to be nontax motivated.  The initial sample consists of 615 MNCs.  We then deleted firms if we could not 
identify: 1) transfer data; 2) tax amounts; or 3) foreign assets or sales.  The initial sample consisted of 120 U.S. 
firms.  We also deleted extreme observations for the top and bottom one percent of firm-year observations to 
mitigate the effects of potential outliers.  Our final sample varies across tests because, beyond 1998, firms thinly 
disclose the amount of oversea transfers.1  As shown in Table I, applying these filters results in 352 firm 
observations.2  [see Table I, pg 666] 

Model Specifications 

We use the following variant of the Ohlson (1995) model to test H1, whether transfers are incrementally 
associated with share prices: 

PRICEit  = 0 + 1TRANSit + 2ROAit+3BVEit +β4BETAit+ β5 FOSAit+ β6MTBit+ Σβ7 INDit + 
Σβ8YRit + εit 

                                                           
1 The sample size is affected by SFAS No. 131, effective for fiscal years beginning after December 15, 1997, which no 
longer required firms to report information  regarding transfers between geographic area.  Therefore, some of the firms do 
not disclose or decompose transfer price amounts into domestic and foreign components.  SFAS 131 changed the definition 
of how many firms reported geographic assets.  Prior to SFAS 131 firms reported total assets.  After SFAS 131, firms began 
to report identifiable long-lived assets.  In addition, Compustat codes geographic assets data as missing if the firm does not 
report total assets, even though this firm is likely to report long-lived assets.  This approach by Compustat resulted in a 
number of missing observations regarding foreign assets. 
2 Ideally, one would empirically test our specifications by objectively classifying cross-border, intra-firm transfer price 
amounts into one of two categories: transfers based on tax motivation and transfers made for economic incentives.  We 
possess neither the ability nor the means for conducting such exact transfer price classification.  Rather, we rely on a 
relatively obtainable measure of transfer prices from a firm’s financial statement.  Focusing on intrafirm intergeographic 
transfer data has its limitations.  Most firms do not report or decompose transfer amounts into those made for tax 
motivation and those made for economic incentives. 
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Where:  

PRICEit = market value of common equity at year-end scaled by common shares outstanding. 
TRANSit = dollar value of transfers for the firm divided by global sales. 
ROAit = global pretax income of the firm scaled by total assets. 
BVEit = equity book value for the firm scaled by common shares outstanding. 
BETAit = equal-weighted market-model beta, obtained from market-model regression, estimated over 
the five-year period for firm i, for firms with a minimum of thirty-six monthly returns as a control for 
risk.   
FOSAit = proxy for the degree of international diversification of the firm, defined as foreign sales scaled 
by total sales. 
MTBit = market-to book ratio for firm i at year t as a control for growth and risk. 
INDit = a vector of industry dummy variables corresponding to two-digit SIC codes. 
YRit = a vector of year dummy variables from 2000–2004. 
it = the residual. 

The subscripts i and t refer to company and year, respectively. 

Because we are interested in whether the market impounds the earnings effect of transfer pricing strategies into 
the stock price, we control for other known determinants of stock price (e.g., Collins et al., 1998).  We control 
for earnings, equity book value, return on assets, international diversification, risk, and growth.  We include 
earnings to control for market expectations of earnings and cross-sectional differences in profitability.  Equity 
book value is a proxy for the present value of the benefit stream associated with a firm’s reported net assets.  
Return on assets controls for worldwide profitability.  Foreign sales to total sales is a measure of international 
diversification.  Consistent with Olibe and Razaee (2008), we use market-to-book ratio as a proxy for growth.  A 
dummy variable for year is used because firm value may vary with risk levels and general trends, such as the 
value of the dollar or the stage of the economic cycle.  Growth opportunities can create different incentives for 
earnings management and tax planning (Chen et al., 2010). 

In order to test H2, whether transfers are negatively related to U.S. pretax earnings and U.S. income tax liability, 
we use the following two equations: 

(1) USINCit = β0 + β1TRANSit + β2DEBTit +β4FATAit +β5BINDit + β6TAXDIF*NONBINDit + 
β7TAXDIF*BIND it + β8LnASSETit + β9INDit + Σβ10YRit + εit 

(2) USTAXit = 0 + 1TRANSit + 2 ROAit + 3 FATAit +4DEBTit+4 TAXDIFit + 5NONBIND 
+6 TAXDIF*NONBIND + 7 lnASSETit + Σγ κINDκit + ΣδYRit + εit   

Where: 

USINCit = U.S. pretax profit scaled by global sales. 
USTAXit = U.S. taxes scaled by U.S. assets. 
TRANSit = dollar value of transfers for the firm divided by global sales. 
DEBTit = total debt for the firm scaled by total assets. 
FATAit = the degree of international diversification of the firm, defined as the ratio of foreign assets to 
total assets. 
TAXDIFit = average foreign tax rates less the thirty-five percent U.S. statutory rate. 
NONBINDit = a dummy variable equal to one if TAXDIF is less than or equal to zero, and zero 
otherwise. 
BINDit = a dummy variable equal to one if TAXDIF is greater than zero, and zero otherwise. 
LnASSETit = proxy for size; natural logarithm of worldwide assets at year end. 
INDkit = a vector of industry dummy variables corresponding to two-digit SIC codes. 
YRit = a vector of year dummy variables from 2000–2004. 
it = the residual.   

The subscripts i, t, and k refer to company, year, and industry, respectively. 
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For equation (1), USINC proxies for income shifting potential, because transfer prices that shift income out of 
the U.S. result in lower reported U.S. profits.  The use of transfers to shift income away from the U.S is 
supported if the estimated coefficient on TRANS is negative and significantly different from zero.   

Consistent with prior research (Jacobs, 1996; Collins et al., 1998), we control for the following variables shown 
to affect the levels of U.S. pretax profit levels: debt, international diversification, the tax incentive to shift 
income, and either a binding and nonbinding tax position.  We use debt-to-total assets to control for risk 
(Dhaliwal et al., 2012).  We believe this approach is a better proxy for risk than standard deviation of return on 
assets, which we also employed with no change in inferences.  Foreign assets proxy for international 
diversification.  A high ratio of foreign assets implies greater depreciation allowances.  Average foreign tax 
rates—MNCs current foreign taxes plus deferred taxes divided by total assets—less the thirty-five percent U.S. 
statutory tax rate reflects a firm’s general incentive to shift income to or away from the U.S. (Collins et al., 
1998).  Consistent with prior research (Krull, 2004; Collins et al., 1998), we classify firms as binding and 
nonbinding according to the average foreign tax rates they face.  Binding firms are firms facing average foreign 
tax rates greater than U.S. statutory tax rates; nonbinding firms are those facing average foreign tax rates that are 
less than the U.S. statutory tax rate.  The log of assets is used as a proxy for firm size.  The other variables in the 
two models are as previously defined 

For equation (2), USTAX proxies for the tax savings from shifting taxable income outside the U.S.  The use of 
transfer prices to reduce the U.S. tax burden is supported if the estimated coefficient on TRANS is negative and 
significantly different from zero.   

In order to test H3, whether transfers are positively related to foreign pretax earnings and foreign income tax 
liability, we use the following two equations: 

(1) FOINCit  = 0  + 1TRANSit + 2ROAit + 3 FOSAit + 4DEBTit +5BINDit + 6NONBIND + 
7TAXDIF*NONBINDit + 8TAXDIF*BINDit + 9 lnASSETit + Σ10 INDκit + Σβ11YDit + εit 

(2) FOTAXit =β0+1TRANSit +2ROAit+3 DEBTit+β5BINDit +β6FOSAit + 

7TAXDIF*NONBINDit + β8TAXDIF*BINDit+ 9 lnASSETit + Σβ10 κINDit+Σβ11YRit +εit 

Where:  

FOINCit  = foreign pretax income scaled by global sales. 

FOTAXit  = foreign taxes scaled by total assets. 

For equation (1), FOINC proxies for income shifting potential, because transfer prices that shift income out of 
the U.S. result in higher reported foreign profits.  The use of transfers to shift income away from the U.S is 
supported if the estimated coefficient on TRANS is positive and significantly different from zero. 

For equation (2), FOTAX proxies for the tax savings from shifting taxable income to foreign jurisdictions.  The 
use of transfer prices to increase foreign tax burden is supported if the estimated coefficient on TRANS is 
positive and significantly different from zero.  The other variables in the two models are as previously defined. 

Results 

 Descriptive Statistics 

Descriptive statistics are provided in Table II for the full sample and by binding and nonbinding foreign tax 
credit (FTC) positions.  The mean (median) stock price is $43.20 ($39.69) with a standard deviation of 
$25.2897, suggesting a dispersed stock price.  The mean (median) U.S. current taxes payable is .0335 (.0272).  
The mean (median) U.S. pretax income is .1124 (.1061), suggesting that U.S. pretax income has a balance 
distribution as both the mean and median are close.  Foreign taxes payable (FOTAX) has a mean (median) of 
.0393 (.0317) with a standard deviation of .373.  The mean (median) foreign pretax income is .1348 (.1029) with 
a standard deviation of .1744.  TRANS has a mean (median) of .1720 (.1312) with a standard deviation of .1518.  
Therefore, reported TRANS is on average 17.44 percent of global sales, indicating that the amount reported as 
transfers is economically significant for our sample firms.  [see Table II, pg 667] 
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The mean (median) FOSA is .3882 (.3387) with a standard deviation of .1594.  The mean (median) FATA is 
.3443 (.3521) with a standard deviation of .1409.  FATA has a balanced distribution in that the mean and 
median are close.  FATA is on average thirty-four percent of total assets, and FOSA is on average thirty-eight 
percent of total sales, indicating that both foreign assets and foreign sales are economically significant for our 
sample firms.  The natural log of assets (LnAssets) of the sample firms has a mean (median) of 8.4523 (8.4415) 
with a standard deviation of 1.5416, while the natural log of global sales (LnSales) of the sample firms has a 
mean (median) of 8.5125 (8.5245) with a standard deviation of 1.5919, suggesting a dispersed sample. 

Panel B of Table I presents descriptive statistics on levels of reported PRICE, USTAX, USINC, FOTAX, 
FOINC, total assets (ASSETS) and total sales (SALES) for binding and nonbinding foreign tax credit (FTC) 
firms.  Although, the mean stock price of firms in binding versus the mean stock price of nonbinding firms are 
not significantly different, current U.S. taxes payable for binding firms, on average have significantly lower 
current U.S. taxes relative to nonbinding firms for our sample.  This difference is significant at p = .01.  Binding 
firms have higher reported mean FOTAX and FOINC than nonbinding firms.   

The mean foreign taxes for binding firms is $283.1579 million, significantly higher (p < .01) than the mean 
foreign taxes of nonbinding firms, which is $136.3131.  Similarly, the mean pretax foreign income of binding 
firms is $560.7580, significantly higher (p < .10) than the mean pretax foreign income of nonbinding firms, 
which is 483.8943.  Firm size also is significantly different between the two groups; mean assets and sales for 
binding firms are $22,137.05 million and 16,650.02 million.  Because of this difference, we control for size 
effects in all our specifications.   

Table III provides both Pearson and Spearman correlation coefficients for variables included in the market 
value, tax, and earnings equations.  The Pearson (P) correlation is shown above the diagonal, and the Spearman 
(S) correlation is shown below the diagonal.  Most of the correlations are small with the exception of U.S 
domestic income and U.S. taxes payable, as expected.  In general, we observe no problem of multicollinearity 
among our independent variables as the correlations are within acceptable limits.  Many of our independent 
variables are significantly correlated with our dependent variables.  Specifically, transfers (TRANS) are 
negatively and significantly correlated with reported U.S. pretax income (USINC).  TRANS are positively and 
significantly correlated with pretax foreign income (FOINC).  These findings are consistent with tax motivated 
income shifting.  [see Table III, pg 669] 

As expected, worldwide profitability (ROA), book value of equity (BVE), multinationalism (FATA), growth 
(MTB) and size, are all positively and significantly correlated with pricing, confirming that these variables are 
important pricing factors.  Not surprising, beta and our proxies for risk and debt are each inversely and 
significantly correlated with price, suggesting that the stock of highly leveraged firms trades at a discount.  We 
also note that ROA is highly correlated with USINC.  For this reason, worldwide profitability (ROA) is 
excluded from USINC model.  As expected, MTB is moderately correlated with ROA and BVE, indicating that 
growth firms are likely to produce higher global income and have higher net assets.  Debt, our proxy for tax 
shelter, is negatively and significantly correlated with USTAX, FOTAX, FOINC, and USINC, indicating that 
MNCs with higher debt in their capital structure are more likely to pay less income tax because of interest 
deductions. 

 Market Performance 

Table IV presents summary measures from annual cross-sectional regression equation relating stock price to 
transfers and other explanatory variables used to test H1.  Our evidence supports the prediction that transfers are 
associated with higher equity value, even after we control for previously identified determinants of stock price 
(e.g., earnings, book value of equity, risk, growth, and debt).  The results show that the coefficient estimate on 
TRANS, β1= .253, is positive and significant (t-statistic = 2.55).  This finding suggests that transfers reflect a 
unique dimension of market pricing and that information about firm transfers is useful to investors.  Because the 
empirical tests exhibit statistical power, the results support H1, inferring that there is an economic interpretable 
effect.  [see Table IV, pg 670] 

Each of the control variables has the expected sign.  The coefficients on ROA and BVE are, on average, positive 
and significant (t-statistics = 7.573 for ROA and 7.956 for BVE).  These findings indicate that earnings and 
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equity book value are incremental determinants of price.  The coefficient on BETA is -4.67 and significantly 
related to price (t-statistic = -2.82).  The estimated coefficient on growth (MTB), is on average, positive and 
significantly associated with price (t-statistic = 15.92), indicating that firm value depends not only on 
profitability, but also on the distribution of growth opportunities.  We find that our results are robust to 
excluding YR and IND from the model.  However, if we exclude MTB, TRANS becomes significant at p < .10.   

 U.S. Pretax Income 

Table V presents the results of the impact of transfers on U.S. pretax income.  Our evidence supports H2.  
Transfers are associated with lower U.S. pretax income after we control for previously identified determinants 
of pretax income (e.g., debt, FATA, BIND, FTR, and SIZE).  The coefficient estimate on TRANS is negative 
and significant at p < .01 with a t-value of –4.62).  This finding suggests that MNCs with substantial volume of 
transfers report lower U.S. pretax income than do otherwise similar firms.  Because the empirical tests exhibit 
statistical power, the results support H2, inferring that there is an economic interpretable effect.  Further, the 
coefficient on TRANS indicates that a one percent increase in TRANS leads to approximately 0.38 percent 
decrease in reported U.S. pretax income for our sample firms over the period 2000–2004.3  These findings are 
consistent with Dyreng and Lindsey (2009) evidence that multinationals are “income mobile,” denoting that 
they are able to strategically shift income from high to lower tax jurisdictions (De Simone and Stronberg, 2012).  
[see Table V, pg 671] 

For the control variables, we find the expected negative relations between DEBT, FATA, and our measure of 
U.S. pretax income (USINC).  The coefficient on DEBT is significant and negatively associated with USINC (t-
statistic = -3.51).  Similarly, the coefficient estimate on FATA, our proxy for foreign operations is negative and 
significant (t-statistic = -3.35).  These findings suggest that the net effect of interest deductions on debt and 
depreciation allowance of foreign assets is denuding U.S. reported domestic income for our sample firms.4  

Turning to income shifting incentives, the coefficient on BIND is .034, (t-statistic = 3.83), and the 
TAXDIF*NONBIND coefficient is -.050 (t-statistic = -3.88).  These results suggest that MNCs facing average 
foreign tax rates greater than U.S. statutory tax rate are more likely to shift income to the U.S.; whereas MNCs 
facing average foreign tax rates less than the U.S. statutory tax rate likely shift income away from the United 
States.  TAXDIF*BIND and SIZE have the expected signs but are insignificant.  Overall, we interpret these 
results as providing additional evidence that income shifting is tax motivated. 

 U.S. Tax Liability 

Table VI presents the results of the impact of transfers on U.S. tax liability.  Our evidence supports H2.  The 
coefficient on TRANS (1) is -.032 and significantly negative (t-value of -2.543), which suggests that, on 
average, there was a 3.2% decrease in the U.S. taxes payable of MNCs compared to otherwise similar firms 
without these transfers.  MNCs with substantial volume of transfers most likely do because APB Opinion No.  
twenty-three allows foreign subsidiary earnings designated as “permanently reinvested” to avoid U.S. income 
tax.5  Based on the descriptive statistics (Table I) and the coefficient estimate on TRANS, a one percent increase 
in TRANS leads to a .018 percent decrease in U.S. income taxes payable by our sample firms, indicating that 
U.S. firms with sizeable amount of transfers pay lower U.S. income tax.6  Our findings are consistent with the 

                                                           
3 Mean U.S. pretax domestic income and TRANS for the sample firms are .2486 and .0823 respectively.  In Table IV, the TRANS 
coefficient is -.258.  We estimate the average firm-level decrease in domestic income as [(mean TRANS x TRANS coefficient) x mean  
USINC].  
4 As an alternative to using FATA as a proxy for the effects of interest allocation and foreign tax credit limitation rules, 
other studies have used a continuous measure of the impact of interest allocation rules on the marginal tax benefit of a 
domestic interest deduction.  For firms  with binding FTC limitations, the measure equals the ratio of foreign assets to 
worldwide assets.  Assets are measured using Compustat and geographic segment footnotes of the financial statements.  
The measure is coded zero for firms with non-binding positions and one if domestic income is negative (or zero) and 
worldwide income is positive (see, for example, Albring, 2006; Dhaliwal et al., 2005).  
5 APB Opinion No. 23 defines permanently reinvested earnings as the earnings of foreign subsidiaries that have been 
invested abroad indefinitely or that will be remitted in a tax-free liquidation. 
6 Mean USTAX and TRANS for the sample firms are .1337 and .0000878, respectively.  We estimate the average firm-level 
decrease in USTAX as [(mean TRANS x TRANScoefficient) x mean USTAX].  
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results of Dyreng and Lindsey (2009), who find that multinational firms have lower effective tax rate as a result 
of income shifting to lower tax jurisdictions.  [see Table VI, pg 672] 

Regarding the control variables, the coefficient on ROA of .241 is significantly positive with a t-ratio of 8.445, 
indicating that the net effect of worldwide income is an augmentation of U.S. tax receipts.  We also find that the 
coefficients on FATA and DEBT of -.017 and -.042 are negative and significant (t-values of -1.876 for FATA 
and -3.353 for DEBT), indicating that firms with higher debt in their capital structure benefit from interest 
deductions, and firms with substantial levels of foreign assets also benefit from depreciation allowance.   

With regard to income shifting incentives, the coefficient on BIND is .008 (t-statistic = 2.657), the coefficient on 
TAXDIF*NONBIND is -.024 (t-statistic = -2.391), and the TAXDIF coefficient is .002 (t-statistic = .312).  
These results suggest that binding firms (those facing average foreign tax rates greater than the U.S statutory tax 
rates) are more likely to pay higher U.S. income taxes, whereas nonbinding firms (those facing average foreign 
tax rates less than the U.S. statutory rate) are  more likely to pay lower U.S. income taxes.  Size has the expected 
sign but lacks statistical power.   

 Foreign Pretax Income 

Table VII reports the results of transfers on foreign pretax income.  Our results support H3.  The mean estimate 
of β1 = .075 (t-statistic = 3.133), indicating that firms with substantial volume of transfers report higher foreign 
tax liabilities, consistent with tax-motivated income shifting.  For the control variables, we find the expected 
positive relations between global profitability (ROA), foreign sales (FOSA), and foreign pretax income 
(FOINC).  The coefficients on ROA is .29, and FOSA is .081 (t-statistics = 9.20 and 4.903), respectively.  As 
expected, the coefficient on DEBT is -.045 and significant (t-statistic = -2.011), indicating that interest 
deductions on debt has an adverse effect on pretax foreign income of MNCs.7  Based on the descriptive statistics 
(Table I) and the coefficient estimate on TRANS, a one percent increase in TRANS leads to approximately 
0.008 percent increase in foreign taxes payable by our sample firms.  [see Table VII, pg 673] 

With regard to the income shifting incentives, the BIND coefficient is -.017 (t-statistic = -3.676), the coefficient 
on TAXDIF*BIND is -.008 (t-statistic = -1.794), and the TAXDIF*NONBIND coefficient is .028 (t-statistic = 
3.44).  We interpret these results as binding firms are more likely to shift income into the U.S., consistent with 
Collins et al., (1998).  Nonbinding firms are more likely to shift income to foreign tax jurisdictions.  The 
coefficient on size is positive and significant with a t-ratio of 2.31, indicating that large MNCs. 

Foreign Tax Liability 

Table VIII reports the results of transfers on foreign tax liability.  Our results support H3.  The mean estimate of 
β1 = .012 (t-statistic = 1.74), suggesting that U.S. firms with higher volume of transfers had higher foreign pretax 
income than otherwise similar firms in our sample.  Based on the descriptive statistics (Table I) and the 
coefficient on TRANS, a one percent increase in TRANS leads to, on average, an increase of 0.174 percent of 
reported foreign pretax profit.8  [see Table VIII, pg 674] 

With regard to income tax shifting incentives, the BIND coefficient is -.017 (t-statistic = -3.676), the coefficient 
on TAXDIF*BIND is -.008 (t-statistic = -1.794), and the TAXDIF*NONBIND coefficient is .028 (t-statistic = 
3.44).  We interpret these results as indicating that binding firms likely shifted income into the U.S., consistent 
with Collins et al., (1998).  Nonbinding firms likely shifted income to foreign tax jurisdictions.  The coefficient 
on size is positive and significant with a t-ratio of 2.31. 

Additional Analysis 

  Worldwide Taxes Payable 

Although not our main focus, the research design allows us to explore whether transfer prices affect U.S. firms 
                                                           
7 Mean FOINC and TRANS for the sample firms are .1337 and .0000878, respectively.  We estimate the average firm-level 
decrease in FOINC as [(mean TRANS x TRANS coefficient) x mean FOINC].  
8 Mean foreign pretax domestic income and TRANS for the sample firms are .2486 and .0823, respectively.  In Table IV, 
the TRANS coefficient is .258.  We estimate the average firm-level increase in pretax foreign income as [(mean TRANS x 
TRANS coefficient) x mean FOTAX]. 
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global income taxes payable.  If firms use transfers to shift income to minimize taxes, then these firms should, 
ceteris paribus, pay lower worldwide taxes.  To investigate this conjecture, the following regression similar to 
Jacob (1996) is estimated. 

WWTAXit = β0 = β1TRANSit + β2ROAit +β 3 FOSAit + β4SIZEit + ∑γδINDit + ∑δκYRit + ɜit 

Where for firm i and year t: 

WWTAXit = the payable world-wide taxes deflated by total assets. 
 TRANSit = the dollar value of intra-firm, inter-geographic area transfers for the firm deflated by global 

sales. 
ROAit = world-wide pretax profits of the deflated by total assets. 

 FOSAit = proxy for the degree of multi-nationality of the firm, defined as the ratio of foreign sales to 
total sales. 
SIZEit = the natural logarithm of global assets, a size proxy. 
INDδit = vector of industry dummies. 
YRκit = vectors of year dummies.  
ɜit = the residual. 

Table IX reports the results of the impact of transfers on worldwide tax.  Firms with substantial transfers pay 
lower worldwide tax than do otherwise similar firms.  The coefficient estimate on TRANS, which proxies for 
the volume of transfer, is negative and significant at p < .05.  We find that a one percent increase in transfers, on 
average, lowers MNCs worldwide tax burden by 0.014 percent for our sample firms.  This result provides 
support that firms with substantial transfers pay less global taxes than do firms without these transfers.  This 
result means that tax reduction is a driving factor in transfer pricing strategy.  [see Table IX, pg 675] 

Regarding the control variables, profitability (ROA) and size, both have the expected positive sign and 
significant at the p < .01 and p < .10, respectively.  The size result indicates that large, profitable firms, on 
average pay higher global taxes, consistent with the political cost hypothesis (see, for example, Gupta and 
Newberry, 1997, p. 21). 

  Statistical and Econometric Issues 

We examine the sensitivity of the results to outlying observations using robust estimation.  There are various 
robust estimation methods.  We employ the minimum absolute deviation method (see Amemiya, 1985, 70–80) 
to re-estimate our equations.  The objective of minimum absolute deviation (MAD) is to minimize the sum of 
the absolute values of the residual, instead of the sum of the squared residuals.  Thus, the MAD coefficients are 
less distorted by outlying observations than the OLS coefficients.  The results of the MAD estimation are similar 
to the OLS results.9 

Conclusions and Implications 

Our results indicate that tax-motivated income shifting through transfer pricing is prevalent among MNCs.  
Global tax incentives influence U.S. and foreign income reporting, with firms in our sample, on average, 
shifting taxable income away from the U.S.  Firms with sizable amount of transfers pay lower global taxes than 
do otherwise similar firms.  The same firms report lower U.S. taxable income and pay lower U.S. taxes.  The 
mean annual income shifted away from the U.S. per firm is approximately $22.192 million during 2000–2004.  
Aggregated over sample firms, the amount of income shifted from the U.S. is $45.27 billion.  Shifting of income 

                                                           
9 An obvious question that arises is the extent to which the results might be influenced by collinearity among the variables 
in the models.  For each regression condition indexes, which Neter et al., (1989) advocate as the primary measure for 
detecting collinearity, were computed.  Neter et al., suggest that potential severe multi-collinearity exists if the condition 
index is over thirty.  The highest condition index obtained in this study was twenty.  As a precautionary measure, both 
variance inflation factors and eigenvalues for each regression were calculated.  The critical values, indicating severe multi-
collinearity from these statistics, are ten and ten.  There were no circumstances in which the variance inflation factor and 
eigenvalue were greater than 2.73.  Based on these diagnoses, multi-collinearity does not appear to cause any problem for 
each multivariate regression.  Durbin-Watson test suggest the absence of serial correlation in the residuals.  
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results in a mean annual U.S. tax savings per firm is $2.88 million during 2000–2004.  Aggregated over sample 
firms, the amount of tax savings is $587.52 million. 

More importantly, we find that transfers exhibit incremental association with firm value.  Once we have 
controlled for previously identified determinants of firm value, transfers are associated with higher stock prices.  
The evidence supports the view that transfer-pricing management, on average, lowers reported U.S. profits and 
total taxes paid, while enhancing stock price.  Stock prices reflect not only investors’ expectations about 
operating performance, but valuation implications of management’s financing and investing decisions.  Despite 
what may be viewed and challenged as questionable transfer-pricing practices and the potential harmful 
implications for U.S. tax revenue and budget deficits, tax avoidance through transfer pricing strategies is 
rewarded by the market. 

Our results have implications for tax policy.  U.S. corporate income tax rates remain among the very highest 
among the OECD countries.  Current tax proposals center around reducing the corporate tax rate and creating a 
low repatriation tax rate to encourage MNCs to bring earnings home.  Our results suggest that such changes 
should result in significant inbound transfers.    

Our results also suggest that the effect of transfers are impounded into market decisions.  Apparently, investors 
consider transfers when predicting after-tax cash flows, and reward firms who are able to effectively reduce 
worldwide tax.  What is not understood is whether or how investors might evaluate questionable transfer pricing 
strategies and the resulting scrutiny that might bring from tax authorities or whether investors are concerned 
about the impact of lost tax revenue on U.S. revenues and resulting budget deficits.  Both considerations would 
be fruitful areas for future research.   
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Table I: Sample Selection Procedure (Fiscal years 2000-2004) 
  Firms 
Initial sample obtained from COMPUSTAT 494 
Unable to locate transfers 71 
Missing or unable to locate U.S. corporate income tax 33 
Firms without identifiable foreign sales or assets 25 
Firm without earning per share, return, and BETA data 13 
  
Final Sample 352 
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Table II: Descriptive Statistics for the Variables Used in the Regression Analysis 
 
Panel A: Full Sample 

      

Variable N Mean Std. Dev Q1 Median Q3 

PRICE 900 43.1913. 25.2897 25.2832 39.6878 56.4219 

USTAX 435 0.0335 0.0368 0.0064 0.027 0.0494 

USINC 447 0.1124 0.1055 0.0465 0.1061 0.1670 

FOTAX 447 0.0393 0.373 0.0167 0.0317 0.0541 

FOINC 447 0.1348 0.1744 0.0598 0.1029 0.1653 

TRANS 309 0.1720 0.1518 0.0716 0.1312 0.2275 

ROA 995 0.0566 0.0912 0.0335 0.0913 0.1745 

BVE 802 14.5354 9.0131 8.0251 12.0126 18.8603 

BETA 1018 1.1639 0.7023 0.6977 1.0703 1.5281 

FOSA 837 0.3882 0.1594 0.2679 0.3354 0.502 

FATA 453 0.3443 0.1409 0.2442 0.35 0.4278 

MTB 910 4.1972 8.1176 2.006 3.0473 5.1241 

DEBT 910 0.187 0.1262 0.0906 0.1847 0.2668 

TAXDIF 896 -0.0508 0.3806 -0.1628 -0.0552 0.0494 

LnASSET 998 8.4523 1.5416 7.6008 8.4415 9.4784 

LnSALE 997 8.5125 1.5919 7.6633 8.4245 9.4923 

WWTAX          994        0.0305                                 0.0291                       0 .0124      0.0281          0.0461 

 
Panel B: Binding Sample 

Binding Sample Nonbinding Sample 

Variable Mean Median Std. Dev Mean Median Std. Dev 

PRICE 43.819 37.6227 26.3536 42.1831 40.0000 37.6257 

USTAX ($M) 76.7527 47.877 354.99918 170.2825*** 42.9000 47.877 

USINC ($M) 651.1226* 181.208 1667.1844 569.1389 183.0500 181.2080 

FOTAX ($M) 283.1579*** 66.227 500.0803 136.3131 34.9000 66.227 

FOINC ($M) 560.758* 122.5000 1048.8125 483.8943 136.79 122.5000 

ASSETS ($M) 22137.047** 5899.0000 55897.9682 16071.6267 4710.7070  
5899.0000 

SALES ($M) 16650.015** 5333.5000 30755.2208 11492.1265 4482.7000 5333.5000 

ROA 0.551 0.545 0.0726 0.0569 0.0601 0.545 

TAXDIF 0.2111 0.0996 0.3292 -0.1940 -0.1244 0.0996 

 
Note: N is not equal because of asymmetric reduction in the sample due to missing observations or outliers. 
 
PRICEit = market value of common equity at year-end scaled by common shares outstanding. 
USTAXit = U.S. taxes scaled by U.S. assets. 
USINCit = U.S. pretax profit scaled by global sales. 
FOTAXit = current taxes payable to foreign tax authorities divided by foreign assets. 
FOINCit = pre-tax foreign for firm i at time t divided by foreign assets. 
TRANSit = dollar value of transfers for the firm divided by global sales. 
ROAit = global pretax income of the firm scaled by total assets. 
BVEi = equity book value for the firm scaled by common shares outstanding. 
BETAit = equal-weighted market-model beta, obtained from market-model regression, estimated over the five-year period 
for firm i, for firms with a minimum of thirty-six monthly returns as a control for risk. 
FOSAit = proxy for the degree of international diversification of the firm, defined as foreign sales scaled by total sales. 
FATAit = the degree of multinationalism of the firm defined as foreign assets ratio. 
MTBit = market-to book ratio for firm i at year t as a control for growth and risk. 
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DEBTit = Total debt for the firm scaled by total assets. 
TAXDIFit = average foreign tax rates less the thirty-five percent U.S. statutory rate. 
LnASSETit = proxy for size; natural logarithm of worldwide assets at year end. 
LnSALEit = the natural logarithm of total assets (controls for size). 
WWTAX it = worldwide taxes payable scaled by total assets. 
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Table III: Pearson and Spearman Correlation Matrix 
(Pearson above the diagonal and Spearman below the diagonal) 

  PRICE USINC USTAX FOTAX FOINC TRANS ROA BVE BETA FOSA FATA MTB DEBT SIZE TAXDIF 

    PRICE 1 .260** .269** .255** .267** -0.105 .381** .305** -.269** 0.062 .162** .215** -.080* .432** 0.056 
    USINC .381** 1 .513** .186** .172** -.265** .873** -0.024 -.125** -0.011 -0.052 .155** -.109** .168** 0.054 

    USTAX .351** .785** 1 .157** .249** -.135* .622** -.190** -0.04 -.081* 0.005 .253** -.343** 0.001 0.01 
    FOTAX .255** .207** .228** 1 .766** 0.044 .393** -.179** -.160** .418** .526** .129** -.239** .088** .165** 
    FOINC .295** .214** .278** .782** 1 .200** .528** -.161** -.119** .365** .475** .186** -.305** .099** 0.04 

    TRANS 0.109 -.251** -0.099 .188** .266** 1 -0.07 -0.038 .194** .260** .205** -0.076 -.142* -0.061 -0.012 
     ROA .440** .852** .732** .463** .586** -0.032 1 -.101** -.161** 0.063 .144** .246** -.226** .221** 0.054 

     BE .325** -.071* -.156** -.207** -.190** 0.091 -.215** 1 -.139** -.160** -0.003 -.268** .191** .231** 0.003 
     BETA -.294** -.214** -.157** -.137** -.098** 0.096 -.192** -.140** 1 .203** -0.068 -0.06 -.193** -.165** -0.023 
     FOSA 0.018 -.141** -0.058 .479** .452** .384** .079* -.151** .177** 1 .682** 0.061 -.154** .076* 0.066 
     FATA .195** -0.086 0.032 .572** .521** .302** .163** -0.015 -0.087 .709** 1 0.012 -0.055 .103* 0.072 
      MTB .468** .419** .446** .420** .487** 0.057 .585** -.501** -.081* .242** .211** 1 -.124** 0.062 -0.015 
    DEBT -0.053 -.299** -.352** -.303** -.315** -0.127 -.397** .261** -.199** -.191** -0.098 -.240** 1 .116** 0.009 

LnASSET     .400** 0.016 -0.007 .156** .135** 0.096 .068* .193** -.127** 0.06 .117* .177** .080* 1 .111** 
  TAXDIF .108** .092** 0.046 .390** 0.01 -0.002 0.036 .125** -.104** .089* .124* 0.003 -0.007 146** 1 

*, ** Correlation is significant at the 0.05 and 0.01 level (2-tailed).  
 
PRICEit = market value of common equity at year-end scaled by common shares outstanding. 
USTAXit = U.S. taxes scaled by U.S. assets. 
USINCit = U.S. pretax profit scaled by global sales. 
FOTAXit = current taxes payable to foreign tax authorities divided by foreign assets. 
FOINCit = pre-tax foreign for firm i at time t divided by foreign assets. 
TRANSit = dollar value of transfers for the firm divided by global sales. 
ROAit = global pretax income of the firm scaled by total assets. 
BVEit = equity book value for the firm scaled by common shares outstanding. 
BETAit = equal-weighted market-model beta, obtained from market-model regression, estimated over the five-year period for firm i, for firms with a minimum of thirty-
six monthly returns as a control for risk.  
FOSAit = proxy for the degree of international diversification of the firm, defined as foreign sales scaled by total sales. 
FATAit = the degree of multinationalism of the firm defined as foreign assets ratio. 
MTBit = market-to book ratio for firm i at year t as a control for growth and risk. 
DEBTit = Total debt for the firm scaled by total assets. 
LnASSETit = proxy for size; natural logarithm of worldwide assets at year end. 
TAXDIFit = average foreign tax rates less the thirty-five percent U.S. statutory rate. 
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Table IV: Regression Results for Transfers on Price 
 
PRICEit  = β0 + β1TRANSit + β2ROAit+β3BVEit +β4BETAit+ β5 FOSAit+ β6MTBit+  
Σβ7 INDit + Σβ8YRit + εit 
 

Variable Pred Column 1   
    
Intercept ? -12.78  
  (-2.289) ** 
    
TRANS + 0.253  
  (2.549) ** 
    
ROA + 4.67  
  (7.753) ** 
    
BVE + 0.303  
  (7.956) *** 
    
BETA + -4.014  
  (-2.818) *** 
    
FOSA + 24.431  
  (3.979) *** 
    
MTB + 6.316  
  (15.920) *** 
    
N  204  
Adj. R2  0.781  
F-Value  68.073  
     

 
Note: N is not equal in each regression because of asymmetric reduction in the sample due to missing observations and 
outliers. 
 
Coefficients and t-statistics for industry and year dummies are not formally reported. 
**,* (**) Denotes significance at the .01, .05, (.10) level (two-tailed-test).  
 
PRICEit = market value of common equity at year-end scaled by common shares outstanding. 
TRANSit = dollar value of transfers for the firm divided by global sales. 
ROAit = global pretax income of the firm scaled by total assets. 
BVEit = equity book value for the firm scaled by common shares outstanding. 
BETAit = equal-weighted market-model beta, obtained from market-model regression, estimated over the five-year period 
for firm i, for firms with a minimum of thirty-six monthly returns as a control for risk.  
FOSAit = proxy for the degree of international diversification of the firm, defined as foreign sales scaled by total sales. 
MTBit = market-to book ratio for firm i at year t as a control for growth and risk. 
INDit = a vector of industry dummy variables corresponding to two-digit SIC codes. 
YRit = a vector of year dummy variables from 2000–2004. 
it = the residual.  
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Table V: Regression Results for Transfers on U.S. Pretax Income 
 
USINCit  = β0 + β1TRANSit + β2DEBTit +β4FATAit +β5BINDit + β6TAXDIF*NONBINDit + β7TAXDIF*BIND it + 
β8LnASSETit + β9INDit + Σβ10YDit + εit 
 

Variable Pred Column 1   
    
Intercept ? 0.033  
  (1.197)  
    
TRANS ? -0.199  
  (-4.619) *** 
    
DEBT - -0.142  
  (-3.508) *** 
    
FATA - -0.002  
  (-3.347) *** 
    
BIND + 0.034   
  (3.828) *** 
    
TAXDIF*NONBIND - -0.050  
  (-3.378) *** 
    
TAXDIF*BIND + -0.002  
  (-.252)  
    
LnASSET ? 0.004   
  (1.380)  
    
N  206   
Adj. R2  0.248   
F-Value  6.660   
     

 
Note: N is not equal in each regression because of asymmetric reduction in the sample due to missing observations and 
outliers.   
 
Coefficients and t-statistics for industry and year dummies are not formally reported. 
**,* (**) Denotes significance at the .01, .05, (.10) level (two-tailed-test). 
 
USINCit = U.S. pretax domestic profit margin for firm i at time t scaled by U.S. sales. 
TRANSit = dollar value of intra-firm, intergeographic area transfers standardized by global sales (intra-firm, 
intergeographic area transfers exclude transfers into the United States). 
DEBTit = total debt for the firm scaled by total assets (control for tax shelter). 
FATAit = the degree of multinationalism of the firm defined as foreign assets ratio. 
FTRit = TAXDIFit = average foreign tax rates of consolidated U.S. firm’s current foreign taxes plus deferred foreign taxes 
divided by total assets less U.S. statutory tax rate. 
BINDit = a dummy variable equal to one if TAXDIF is greater than zero, and zero otherwise. 
NONBINDit = a dummy variable equal to one if FTR is less than or equal to zero, and zero otherwise. 
LnASSETit = natural logarithm of worldwide assets at year-end. 
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Table VI: Regression Results for Transfers on U.S. Income Tax Payable 
 
USTAXit  = 0  + 1TRANSit + 2 ROAit + 3 FATAit + 4DEBTit + β5TAXDIFit + 5BINDit+ 6 AXDIF*NONBINDit + 
7 LnSALE it + Σβ8INDit +  Σβ9YDit + εit 
 

Variable Pred Column 1   
    
Intercept ? 0.002  
  (0.174)  
    
TRANS ? -0.032  
  (-2.543) *** 
    
ROA + 0.241  
  (9.951) *** 
    
FATA - -0.017  
  (-1.876) * 
    
DEBT - -0.042  
  (-3.353) *** 
    
TAXDIF - 0.001  
  (-.212)  
    
BIND ? 0.008  
  (2.657) *** 
    
NONBIND*TAXDIF ? -0.024  
  (-2.391) ** 
    
LnASSETS ? 0.002   
  (0.260)  
    
N  178   
Adj. R2  0.541   
F-Value  17.162   
Durbin-Watson   2.059    

 
Note: N is not equal in each regression because of asymmetric reduction in the sample due to missing observations or 
outliers.   
 
Coefficients and t-statistics for industry and year dummies are not formally reported. 
**,* (**) Denotes significance at the .01, .05, (.10) level (two-tailed-test).  
 
USTAXs = current U.S. taxes payable for firm i at time t divided by U.S. assets. 
TRANSit = dollar value of intra-firm, intergeographic area transfers deflated by total sales.  
ROAit = earnings before extraordinary items (#137) deflated by total assets. 
DEBTit = total debt for the firm scaled by total assets (control for tax shelter). 
FATAit = the degree of multinationalism of the firm defined as foreign assets ratio. 
AXDIFit = average foreign tax rates of consolidated U.S. firm’s current foreign taxes plus deferred foreign  taxes divided by 
total assets less U.S. statutory tax rate.  
BINDit = a dummy variable equal to one if TAXDIF is greater than zero, and zero otherwise. 
NONBINDit = a dummy variable equal to one if TAXDIF is less than or equal to zero, and zero otherwise. 
LnASSETSit = natural logarithm of worldwide assets at year-end (a size proxy). 
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Table VII: Regression Results for Transfers on Foreign Pretax Income 
 
FOINCit  = 0  + 1TRANSit + 2ROAit + 3 FOSAit + 4DEBTit +5BINDit + 6NONBIND + 7TAXDIF*NONBINDit 
+ 8TAXDIF*BINDit + 9 lnASSETit + Σ10 INDκit + Σβ11YDit + εit 
 

Variable Pred Coefficient   
    
Intercept ? -0.07  
  (-4.101) *** 
    
TRANS ? 0.075  
  (3.133) *** 
    
ROA + 0.290  
  (9.201) *** 
    
FOSA + 0.081  
  (4.903) *** 
    
DEBT - -0.045  
  (-2.011) ** 
    
BIND ? -0.017  
  (-3.676) *** 
    
TAXDIF*BIND ? -0.008  
  (-1.794) * 
    
TAXDIF*NONBIND ? 0.028  
  (3.439) *** 
    
LnASSET + 0.003   
    (2.305)     ** 
    
N  208   
Adj. R2  0.524   
F-Value  18.643   
Durbin-Watson   2.083    

 
Note: N is not equal in each regression because of asymmetric reduction in the sample due to missing observations and 
outliers. 
 
Coefficients and t-statistics for industry and year dummies are not formally reported. 
**,* (**) Denotes significance at the .01, .05, (.10) level (two-tailed-test). 
 
FOINCit = pre-tax foreign  for firm i at time t divided by foreign assets. 
TRANSit = dollar value of intra-firm, intergeographic area transfers standardized by global sales (intra-firm.intergeographic 
area). 
ROAit = global earnings before extraordinary items (#137) deflated by total assets. 
DEBTit = total debt for the firm scaled by total assets (control for tax shelter). 
TAXDIFit = average foreign tax rates of consolidated U.S. firm’s plus deferred foreign taxes divided by total assets less 
U.S. statutory tax rate.  
BINDit = a dummy variable equal to one if TAXDIF is greater than zero, and zero otherwise. 
NONBINDit = a dummy variable equal to one if TAXDIF is less than or equal to zero, and zero otherwise.  
LnASSETit = natural logarithm of worldwide assets at year-end (a size proxy).  
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Table VIII: Regression Results for Transfers on Foreign Taxes Payable 
 
FOTAXit =β0+1TRANSit +2ROAit+3 DEBTit+β5BINDit +β6FOSAit 
+ 7 TAXDIF*NONBINDit + β8TAXDIF*BINDit+ 9 lnASSETit) + Σβ10 κINDit+Σβ11YRit +εit 
 

Variable Pred Coefficient   
    
Intercept ? -0.004  
  (-.696)  
    
TRANS ? 0.012  
  (1.737) * 
    
ROA + 0.070  
  (7.098) *** 
    
FOSA + 0.054  
  (3.141) *** 

 
DEBT - -0.02  
  (-2.881) *** 
    
BIND + 0.002  
  (1.391)  
TAXDIF*BIND + 0.008  
  (3.279) *** 
    
TAXDIF*NONBIND  -0.001  
  (-.865)  
    
LnASSETS  (1.841) * 
    
N  236   
Adj. R2  0.329   
F-Value  68.037   
     

 
Note: N is not equal in each regression because of asymmetric reduction in the sample due to missing observations and 
outliers.  
 
Coefficients and t-statistics for industry and year dummies are not formally reported.  
**,* (**) Denotes significance at the .01, .05, (.10) level (two-tailed-test).  
 
FOTAXit = current taxes payable to foreign tax authorities divided by foreign assets. 
TRANSit = dollar value of intra-firm, intergeographic area transfers at time t deflated by global sales. 
ROAit = worldwide pretax earnings deflated by total assets. 
FOSAit = the degree of multinationalism of the firm defined as foreign sales ratio. 
DEBTit  = total debt for the firm scaled by total assets (control for tax shelter). 
TAXDIFit = average foreign tax rates of consolidated U.S. firm’s current foreign taxes plus deferred foreign taxes divided 
by total assets less U.S. statutory tax rate. 
BINDit = a dummy variable equal tone if TAXDIF is greater than zero, and zero otherwise. 
NONBINDit = a dummy variable equal to one if TAXDIF is less than or equal to zero, and zero otherwise.  
LnAssetsit = the natural logarithm of total assets (controls for size). 
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Table IX: Regression Results for Transfers on World-wide Taxes Payable 
 
WWTAXit = β0+1TRANSit +2ROAit+3FOSAit + 4 lnSALESit) + Σβ10 κINDit+Σβ11YRit +εit 
 

Variable Pred Coefficient   
    
Intercept ? -0.004  
  (-.696)  
    
TRANS ? -.026  
  (-2.274)**  
    
ROA + .395  
  (24.325)***  
    
FATA + 0.011 

(1.571) 
 

   
(.002) 

 

LnSALES  (1.897)*  
    
N  249   
Adj. R2  0..712   
F-Value  69.285   
    

 
Note: N is not equal in each regression because of asymmetric reduction in the sample due to missing observations and 
outliers.  
 
Coefficients and t-statistics for industry and year dummies are not formally reported.  
**,* (**) Denotes significance at the .01, .05, (.10) level (two-tailed-test).  
 
WWTAXit 
TRANSit = dollar value of intra-firm, intergeographic area transfers at time t deflated by global sales. 
ROAit = worldwide pretax earnings deflated by total assets. 
FATAit = the degree of multinationalism of the firm defined as foreign assets ratio. 
LnAssetsit = the natural logarithm of total assets (controls for size). 
IND = a vector of industry dummies. 
YDit = a vector of year dummies, and εit = error term. 
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