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Abstract 
 

The tax holiday on repatriations of foreign earnings instituted by the AJCA did not have the 

effect of increased U.S. investment its writers intended, but it was taken advantage of by many 

companies for different reasons. Congress has in recent years considered instituting another such 

holiday, but little research has been done on the effect of the holiday on companies’ financial 

health. After the holiday ended, many companies repatriated fewer earnings yearly than they had 

before the holiday, which may have affected companies’ cash flow. This study investigated the 

effect of the holiday on cash flow, with reference to several factors that may have added to the 

effect, using sample of thirty large multinational corporations. The factors examined include the 

extent to which a company’s operations were overseas, the use of tax havens, and the proportion 

repatriated of allowed unrepatriated foreign earnings were considered. Regression analysis 

indicated that the holiday had no statistically significant effect on cash flow, except in that a 

more extensive use of tax havens was correlated with decreased cash flow. 
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1.0 Introduction 

The United States is known for having a high corporate income tax rate in comparison 

with the rates of most other countries. The statutory corporate tax rate in the U.S. is higher than 

the rates of virtually every other country in the world (Pomerleau, 2014). Furthermore, the U.S.’s 

effective corporate income tax rate is also high, though it is closer to the average effective rate of 

other countries (PwC, 2011). These facts naturally give rise to the justified desire in U.S.-based 

multinational corporations to minimize the U.S. taxes they pay in order to remain competitive 

against foreign multinationals. It can therefore be expected that the decisions that the United 

States government makes regarding tax will cause changes in the actions of U.S. multinationals, 

which will have consequences on the companies that may be visible via an analysis of publicly 

available information. 

In the United States, resident corporations are taxed on all worldwide income. In nearly 

every other country, corporations are only taxed on income earned within that country’s borders 

– this more common system is known as a ‘territorial’ regime. For U.S.-resident corporations, 

U.S.-source income is taxed when the income is generated, but in many cases foreign-source 

income is not immediately taxed. A U.S. corporation will tend to do business outside the United 

States through a foreign subsidiary – which defers U.S. tax on earnings made by the subsidiary, 

until such a time as the earnings are ‘repatriated,’ meaning moved to the U.S. parent corporation, 

typically in the form of a dividend. While the earnings have been made, but have not yet been 

repatriated, if they are intended to be used in a foreign country or have already been reinvested in 

that foreign country, they are considered ‘foreign unrepatriated income’ or ‘permanently 

reinvested foreign earnings’ (PRFE). Because tax on PRFE is deferred, it is often more attractive 

for companies to keep income offshore and invested in foreign subsidiaries rather than 



3 

 

repatriating the foreign income. This gives them the advantage that taking on debt to gain 

available cash is often a better choice in terms of cost than repatriating the capital at the U.S.’s 

corporate tax rate (Albring, Mills, & Newberry, 2011).  

Historically, the looming threat of U.S. tax income discouraged U.S. corporations from 

repatriating the earnings of their foreign subsidiaries if it was avoidable. Over time, this 

reluctance caused a significant ‘cash build-up,’ due to the accumulation of unrepatriated 

earnings. However, with the American Jobs Creation Act of 2004 (the AJCA), a tax holiday was 

created via U.S. Tax Code Section 965 (§965), which allowed companies to elect to repatriate 

foreign earnings at what amounted to a 5.25% tax rate for one year (which could be 2004, 2005, 

or 2006, depending on the company’s fiscal year and choice) (U.S. Senate, 2011). From the 

perspective of the U.S. government, the intent of the holiday was to encourage the built-up cash  

to be invested within the United States and to cause the creation of jobs. Certain strictures were 

put on the use of repatriated funds to effect these goals. For the companies, the holiday was a 

wonderful opportunity to repatriate earnings at the lower rate, of which many companies took 

advantage. Those that repatriated did so at a rate of 266% higher than their repatriations the 

previous year (Gravelle & Marples, 2010). However, the holiday may have caused companies to 

repatriate a smaller percent of their unrepatriated earnings in the following years, perhaps in 

hope of another tax holiday (Gravelle & Marples, 2010). 

Many questions arise related to the holiday, and some aspects of the topic have been 

explored by various studies, however this paper aims to focus in on one particular area. The 

questions this paper intends to investigate are those involving the effects the lower proportions of 

repatriations since the AJCA have had on the cash flows of U.S. multinational companies, as 

well as questions on whether certain characteristics of companies and their tax policies further 
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affected cash flows. While the tax holiday was intended to create jobs and increase investment in 

the United States, in practice while the repatriated funds could be considered to be used for these 

purposes, they often merely funded objectives that had already been planned prior to the 

announcement of the holiday. As a result, there was little additional investment arising from the 

holiday (U.S. Senate, 2011; Gravelle & Marples, 2010; Marr & Highsmith, 2011). As money is 

fungible, the companies could use repatriated cash for investment projects, satisfying the 

strictures of the AJCA, while using the cash which would have been used for investment projects 

and was now freely available, for other purposes (Gravelle & Marples, 2010). Having more cash 

available would likely therefore improve the corporations’ cash flow. If companies used the tax 

holiday for the benefit of their cash flow situations, however, does this imply that the typical 

high-tax, low repatriation situation – exacerbated by levels of repatriations that were found to be 

lower after the holiday (Brennan, 2010) – is detrimental to cash flow? Due to this reasoning, this 

paper investigates the following questions: 

Has the AJCA’s tax holiday had an adverse effect on U.S. multinational companies’ cash 

flow situations in the years following the end of the tax holiday? Furthermore, how were 

companies’ cash flow situations affected by the following factors: the extent to which a company 

naturally had a large proportion of its income arising from international operations, the 

proportion of earnings a company kept in tax havens, or whether a company repatriated close to 

the maximum amount it was allowed under the holiday? 

These questions were examined through statistical analysis of multinational companies’ 

unrepatriated foreign earnings in comparison to various measurements of the health of their cash 

flows.  Through investigation into the possible deleterious effects of U.S. regulations regarding 

the taxation of foreign earnings, this thesis gives evidence that is valuable to lawmakers when 
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considering proposed pieces of legislation and to financial officers of companies when looking 

into the possible effects of company decisions. 

 

2.0 Literature Review 

Current literature about the AJCA’s tax holiday focuses on two main areas - areas which 

though important, leave untouched an area this paper intends to bring to light. The literature has 

primarily focused on the impact of §965 either with regard to the government’s purpose in 

enacting it, or as concerns a limited number of effects it had on U.S. multinational corporations. 

Some literature has focused on whether the change in the tax code had the effect on company 

behavior it was intended to cause - which also has shown what effects it did cause, intended or 

otherwise. Other studies have considered the legislation’s unintentional impact on companies’ 

unrepatriated foreign earnings. Together, studies focused on these areas have hinted at but not 

substantially investigated another effect on companies that the AJCA might have had: whether it 

positively or negatively impacted cash flow. 

2.1 Fulfillment of the purposes of the legislation 

 Naturally, one key thing to investigate about the effects of any piece of tax legislation is 

whether it has accomplished the purposes for which it was enacted - thus this is often a subject 

that arises in the literature on §965. Studies on the tax holiday’s aftermath have shown that 

through the AJCA, 843 corporations repatriated a total of $312 billion in income that qualified 

for the holiday’s low tax rate, but studies have also shown that this repatriated income generally 

did not increase investment, research and development, or employment, nor did it otherwise 

cause economic growth in the United States - which was the purpose of the holiday (U.S. Senate, 

2011; Gravelle & Marples, 2010; Marr & Highsmith, 2011). In fact, research shows that only 
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about 20% of the repatriations were used for such purposes (Gravelle & Marples, 2011). The 

majority of the earnings were used for share repurchases (Marr & Highsmith, 2011) as well as 

for increases in executive compensation (U.S. Senate, 2011).  

Intriguingly, though these studies focus on what the repatriations were used for and if 

these were the intended uses, they also show the extent to which corporations thought they could 

make use of additional (less taxed) earnings. In collecting data on how much money was not 

used appropriately per the legislation, researchers have also gained valuable information on the 

actions of multinational corporations. Of the around 9,700 corporations who were eligible to 

benefit from the §965 tax holiday (Gravelle & Marples, 2010), 843 found it beneficial to use the 

holiday. These companies obviously found they had some use in their parent corporations for the 

cash the repatriations moved out of foreign subsidiaries. However, the studies focusing on only 

the effectiveness of the legislation towards its purposes did not consider to what extent 

corporations themselves benefitted, thereby presumably becoming more successful and more 

globally competitive companies. The studies look into whether the legislation had the intended 

effects, but not what other effects it had that might also have been beneficial to the U.S. if a 

broader perspective were to be considered. For instance, the holiday may have influenced the 

behavior or financial health of companies, and if this influence was positive, the holiday may 

have helped the U.S. economy even if it did not directly create jobs or increase investment. 

2.2 Unintended consequences 

 Where literature does not focus on the effectiveness of legislation towards its purported 

purposes, it instead looks into the ripples made by legislation in terms of affecting the ongoing 

actions of companies. This sort of research has primarily involved determining and analyzing the 

unrepatriated foreign earnings of corporations over time since the AJCA. A 2010 paper gave one 
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trillion dollars as an estimate of the value of unrepatriated earnings U.S. companies had at that 

time (Catz & Chambers, 2010). Another study found that among a sample of 40 companies that 

repatriated large amounts under §965, the companies’ annual increases in unrepatriated foreign 

earnings had doubled from 2003 to 2007, the years just before and shortly after the holiday 

(Shepard & Sullivan, 2009). Furthermore, research shows that the increased amounts of 

unrepatriated earnings are not solely due to increased profitability of the companies or even due 

to larger portions of their business occurring overseas - thus it is likely the holiday itself has 

caused these increases (Shepard & Sullivan, 2009; Brennan, 2010). 

 Literature has shown that corporations tend to find it in their best interests to not 

repatriate earnings, in no small part due to tax legislation that has in some ways encouraged this 

behavior, whether intentionally or otherwise. However, though companies will avoid 

repatriation, in general the literature seems to have left the line of inquiry at this conclusion with 

no further investigation. 843 of 9,700 eligible corporations took advantage of the §965 tax 

holiday and presumably benefitted by doing so. If the money corporations would repatriate were 

there to be another tax holiday is currently accumulating offshore, unused by the parent 

company, what effect has this accumulation had on the companies? Some researchers have said 

that these earnings ‘trapped offshore’ are funds that are therefore unavailable for U.S. investment 

and the benefit of the economy (Catz & Chambers, 2010). Others bring up the lack of success the 

tax holiday had in increasing U.S. investment to prove otherwise (Marr & Highsmith, 2011). 

However, few mention the impact the literal lack of cash in the U.S., due to earnings being 

trapped offshore, might have had on companies’ cash flow statements. Overall, though some 

research has been done, little investigation has been done on the effects that the AJCA’s tax 
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holiday has had and even now may still be having on specific aspects of U.S. parent companies 

themselves. 

2.3 Conclusion 

 In reviewing the literature, it can be seen that though much has been done on deciphering 

the effectiveness of §965 towards the legislation’s goals, and much also has been done on finding 

what consequences this legislation may have otherwise had on the unrepatriated earnings of 

corporations, there is room for further investigation. Specifically, literature has not delved into 

the effects these increased unrepatriated earnings arising from the AJCA might have had on their 

parent companies’ cash flows; analyses of the legislation’s effects have not considered the direct 

effects upon corporations. This paper intends to address these uninvestigated questions.   

 

3.0 Methodology 

 In the following sections I have detailed my hypothesis statements and the reasoning 

behind them, the measures I used in my study, the sample I selected and reasoning through 

which I chose it, the analysis I used on my results, the assumptions and limitations my study 

inherently possesses, and the strengths from which my study has benefitted. 

3.1 Hypothesis statements 

 The AJCA permitted U.S. corporations to repatriate cash from foreign subsidiaries into 

the United States at a preferential tax rate. Many companies decided that taking advantage of the 

holiday would be to their benefit – else they would not have repatriated income under the AJCA. 

However, though these companies found the holiday to be beneficial overall, there were some 

potential costs which went along with the holiday. Repatriating cash from overseas, when it has 

previously been categorized as ‘foreign unrepatriated income’ or ‘permanently reinvested foreign 
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earnings,’ results in a tax cost that can be high. Repatriated income is taxed at the US corporate 

tax rate, though tax paid locally in the country in which the income was earned can be credited 

against US tax owed. The holiday reduced this cost for the cash repatriated under the AJCA, 

allowing previously earned income to be temporarily repatriated at a lower rate. However, after 

the holiday, the original, high rate was again applicable to repatriations, and this increase could 

have affected corporations’ actions. Indeed, Gravelle and Marples (2010) found that 

multinational companies decreased their repatriations after the tax holiday, perhaps anticipating 

that there could be another tax holiday in the future. Because they were repatriating less income, 

multinational companies would therefore have less cash coming to the US from overseas after 

the tax holiday than before the holiday, which could harm the companies’ cash flow situations. 

Because of this possibility, I have chosen to investigate the following for my first hypothesis: 

Hypothesis 1: Companies which repatriated large amounts of earnings under the AJCA 

will have less healthy measures of cash flow after the tax holiday than they did before the tax 

holiday. 

 There are several factors that could have influenced the proportion of cash that a 

company keeps overseas or the effective tax cost of repatriating income. I have chosen to 

investigate the effects of these characteristics on cash flow through the following three 

hypotheses: 

Hypothesis 2: Companies which earned proportionally more of their income from 

overseas operations will be more affected by the tax holiday than those which earned less 

income overseas. 



10 

 

Hypothesis 3: Companies which earned a large proportion of their unrepatriated foreign 

earnings in jurisdictions designated as tax havens will be more affected by the tax holiday than 

those which earned more such income in higher-tax jurisdictions. 

Hypothesis 4: Companies which repatriated proportionally more of their maximum 

repatriations allowed under the AJCA will be more affected by the holiday than those which 

repatriated a smaller proportion of their maximum amount. 

3.2 Measures 

 In order to investigate my hypotheses, I gathered a variety of data which originated from 

companies’ annual reports. A majority of my data came from Mergent Online (2015), some was 

found through the websites of individual companies, and some was found through the SEC 

EDGAR database (2012).  

 The main variable I examined was my dependent variable, cash flow. Cash flow was 

defined as the net increase or decrease in cash and cash equivalents in a given year, as a fraction 

of the company’s net income before taxes for that year. To examine my hypotheses, I 

investigated the effects the holiday had on cash flow through looking at the difference between 

average cash flow before and average cash flow after the holiday.  

The independent variables I examined were the variables of time, the extent to which a 

company had international operations, the extent to which a company used tax havens, and the 

extent to which a company repatriated the maximum amount of permanently reinvested foreign 

earnings. The variable of time was simply whether or not a period over which cash flow was 

averaged lay before or after the holiday. The extent to which a company had international 

operations was a fraction given by the non-U.S. income which a company reported in a given 

year divided by the company’s total income for the year. The resulting fraction was then 
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averaged for all of the years sampled for the company to give the final variable. The extent to 

which a company used tax havens was given as a fraction of cash kept in tax havens over total 

cash kept internationally. Finally, the extent to which a company repatriated its maximum 

amount possible of PRFE was found by calculating the fraction of its repatriations under the 

AJCA of the maximum it could possibly repatriate, which was given by the PRFE in its 2002 or 

2003 annual report, as applicable to a specific company according to its year-end. 

3.3 Sample selection 

My sample was drawn from several lists of top companies which repatriated income 

under the AJCA. The companies in my sample can be seen in Appendix 1. I included the top 

fifteen companies with the highest amounts of repatriations, drawn from a list given in a report 

by the U. S. Senate, Permanent Subcommittee on Investigations (2011). I also included four 

other top companies which repatriated large amounts from countries designated as tax havens, 

also from the U. S. Senate report. Brennan (2010) provided a further list of about eighty 

companies which repatriated amounts over $500 million under the AJCA, from which I chose 

the remaining eleven companies in my sample. These eleven were chosen to give more variety to 

my sample and make it more representative. However, choosing companies with large 

repatriations keeps the sample within a range of companies that would have had significant 

incentives to carefully consider the best options for themselves in terms of repatriation, thereby 

ensuring that amounts chosen were done so for strategic reasons. All of the companies I chose 

were publicly traded, and as such have publicly available financial reports from which I could 

find data. Furthermore, in examining data on companies after converting it into percentages of 

income before taxes or percentages of the maximum repatriations allowed, the measures are able 

to be compared and analyzed across companies of varying sizes. 
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When doing regression analyses, I chose to look at only the years after the holiday of 

2006 and 2007 because the recession which began in 2008 would have a significant impact on 

my data and would make it less reliable. For the years before the holiday, I chose to examine the 

five years immediately before it of 2000-2004, in order to reflect the companies’ policies toward 

repatriations prior to the holiday and to give the actual the repatriations arising from policy in a 

similar economic environment as that of the holiday.  

3.4 Analysis of results 

 To analyze data which I collected, I used three regression analyses. For each of these, 

time was assumed to affect cash flow in some way and could not be separated from the analysis. 

The three other factors could be examined separately however, so each regression involves time 

plus one other factor. The general formula arising from my regressions is as follows: 

Cash Flow = βo + β1 (Before/After) + β2 (Other Factor) + β3 (Before/After)*(Other Factor) + ε 

The dependent variable in my regressions was ‘Cash Flow,’ representing the net increase 

or decrease in cash and cash equivalents in a given year as a percent of the company’s net 

income before taxes for that year. The independent variables I examined were: ‘Before/After,’ a 

variable used to tell the effect of time, representing whether a data point was taken before or after 

the tax holiday; ‘International,’ representing to what extent a company was considered an 

international company; ‘Tax Havens,’ representing to what extent a company made significant 

use of tax havens; and ‘Near Maximum Repatriations’ or ‘Near Max R,’ representing to what 

extent a company repatriated near its maximum amount. When examining the results of the 

regressions, I decided to consider P-Values and Significant F values of equal to or less than 0.10 

to be significant. I also decided to examine the direction of a variable’s coefficient (positive or 
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negative). For all of my independent variables, a negative coefficient lends support to my 

hypotheses, as I have hypothesized that cash flow decreased from before to after the holiday.  

3.5 Assumptions and limitations 

 The methodology I chose has multiple assumptions and limitations inherent to it, as well 

as several strengths. The limitations and assumptions mainly revolve around several factors: the 

nature of permanently reinvested foreign earnings, the variability with which different companies 

treat them, and the uncertain importance with which companies may regard them. The natural 

differences between companies also give rise to more limitations and assumptions. 

 Regarding unrepatriated foreign earnings, one limitation is that the proportion of 

unrepatriated income per year compared to overall income per year may not have been large 

enough to have a noticeable effect on cash flow for some companies. A related assumption is 

that although it was necessary to assume the measures companies gave were referring to the 

same sort of income, companies may have had different definitions of permanently reinvested 

earnings or unrepatriated foreign income and therefore the measures across companies may not 

have been equal,. 

 Another main area of my study’s limitations arises from the differences between 

companies. Companies have different policies on taxation, operate in different countries or with 

different structures, and have different opportunities for investment. Because of these 

differences, some companies may have more unrepatriated income in tax havens than others, for 

instance. Those who have kept more unrepatriated income in tax havens will have a higher cost 

to repatriate the income than those with income in higher-tax countries, as an entity can take a 

credit for foreign tax paid against US tax. This means that a corporation will have differing costs 

of repatriating income according to the jurisdiction in which that income was earned or held. 
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Similarly, other types of tax planning may allow companies to offset the tax cost of repatriating 

income in some years; this also will vary by company. Finally, needs for cash will be different 

by company, leading to a company allowing a higher tax cost of repatriation if cash is needed 

with more urgency. Likewise, if a company has an opportunity for an investment with a higher 

return, it will be willing to bear a higher tax cost to gain the money to make the investment. For 

all of these reasons, my study has significant limitations and makes certain assumptions due to 

the inherent differences between companies. 

 The final group of limitations is that of limitations related to timing. My study only 

looked at the first two years after the main year in which companies could repatriate income. 

While this was useful in avoiding the effect of the 2008 recession, it could not investigate the 

effect of the AJCA over a longer time period. It is possible for unrepatriated earnings to have 

built up and become more of a stress to companies as time went on beyond those two first years, 

and the study was unable to investigate this possibility. Also, another major limitation is related 

both to time and differences in companies. The AJCA would have had the most effect on 

companies’ cash flow if companies refrained from making repatriations (and therefore having 

more available cash in the US) after the holiday with the expectation that they could do so later 

at a lower tax rate. Some companies may have had a more positive view that another holiday 

could happen, and others a less positive view, so differences in company policies could have 

affected the impact of the holiday. As companies did not generally make public their 

expectations about whether there would be a tax holiday in the future, my study had to assume 

that companies were generally the same in their predictions. Similarly, as there are differences in 

companies, there may be differences in the time chosen; companies may have changed their 

expectations as time went on and the AJCA was farther in the past and foreign earnings built up, 
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or as Congress took one stance or another on tax holidays, or as other things changed over time. 

These differences could have been numerous and were beyond the scope of my study, so I made 

the assumption that companies’ stances on the possibility of another tax holiday remained the 

same over time. 

3.6 Strengths 

Though there were many assumptions and limitations inherent in my study, there were 

also several noticeable strengths. As has been mentioned earlier, one strength in my study was its 

chosen timescale. In only looking at the years of 2006 and 2007 after the holiday, my study 

avoids the dramatically different economic climate that occurred in the recession that started in 

2008, thereby allowing companies’ situations across the chosen years to be more comparable as 

the economic climate was similar throughout the years I studied.  

The other main strength of my study arose from the companies I chose. These companies 

had several benefits. The chosen companies repatriated large amounts through the tax holiday, 

increasing the likelihood that the AJCA would have had an effect on the companies’ cash flow 

situations and making it more likely that this effect is discoverable. Second, the chosen 

companies are all large, publicly traded companies. They all will have had intelligent and 

knowledgeable people planning their taxes and financials and will have made strategic decisions 

about whether to repatriate cash from overseas earnings or not, according to what they thought 

best for their companies. Their actions can be reasonably extrapolated to the population of 

companies, increasing the relevance of my study to the field of related research. 
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4.0 Results and Conclusions 

 In the following paragraphs I detail the results of my study and the conclusions which can 

be drawn from them. The results focus on the values yielded from my regression analyses, and 

conclusions indicate whether my hypotheses are supported by my study, or to what extent a 

degree of support can be found. 

The results of my regressions give some support to parts of my hypotheses, but in general 

the results are not statistically significant. With regard to the overall results of the three 

regressions, the fact that none of the Significance F values are below a 0.1 threshold of 

significance indicates a relatively high possibility that the differences between cash flow before 

after the holiday are simply due to chance. The low values of R2 also demonstrate an overall lack 

of significance of the variables’ effect on cash flow, as they show that little of the change in cash 

flow can be explained by the equations I used.  

An analysis of the results with reference to my first hypothesis, that time (before or after 

the holiday) would have a negative effect on cash flow, shows no support for my hypothesis. 

None of the p-values of the variable Time indicated that the effects of the time on cash flow were 

of statistical significance, because none of the p-values were below the threshold of 0.1, as 

shown in Tables 1, 2, and 3. The coefficients of Time in Tables 2 and 3 are negative, which 

follows the expectations of my hypothesis, but the coefficient of Time in Table 1 is positive, in 

opposition to my hypothesis – making it unlikely that any conclusion can be drawn to support the 

idea that time would affect cash flow. Time does not seem to influence cash flow in a statistically 

significant manner, and due to the different signs no meaningful relationships can be drawn with 

regard to the coefficients – so again, time has no significant correlation with cash flow.  
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When the results of the three additional factors are analyzed, there is somewhat more 

support for my second, third, and fourth hypotheses. My hypotheses expected that the 

coefficients of all of the three factors would be negative, meaning cash flow would decrease as 

one of these factors increased. The tables demonstrate that all of the coefficients are indeed 

negative. However, the p-values of the factors are for the most part not below the 0.1 threshold 

of significance, so while the direction of the coefficient does show some support, the results are 

mostly not statistically significant. The only variable for which there was statistical significance 

is that for the factor of Tax Havens, where the p-value was 0.079, as Table 2 shows. This gives 

support for my third hypothesis, that companies which use tax havens to a greater extent than 

other companies were more influenced by the holiday. Because the coefficient of Tax Havens 

was negative, the result indicates that a higher use of tax havens was correlated with a lower 

value for cash flow. 

  

 

Time (Before/After) coefficient 1.092

p-value 0.835

coefficient -0.050

p-value 0.491

Fraction of Income International coefficient -0.159

p-value 0.461

R
2 

0.045

Significance F 0.460

Table 1: Response of Cash Flow and International 

Operations

Time (Before/After)*Fraction of 

Income International

Time (Before/After) coefficient -0.637

p-value 0.276

coefficient 1.781

p-value 0.112

Fraction of Income from Tax Havens coefficient -1.466

p-value 0.079

R
2 

0.085

Significance F 0.384

Table 2: Response of Cash Flow and Use of Tax Havens

Time (Before/After)*Fraction of Income 

from Tax Havens



18 

 

 

 

5.0 Discussion 

 Overall, my study showed that the tax holiday on the repatriation of foreign earnings 

instituted by the American Jobs Creation Act of 2004 had little to no statistically significant 

effect on the cash flows of U.S. corporations. The only effect my study finds it may have had is a 

possible negative correlation between the cash flows of corporations and the extent to which 

those corporations used tax havens. However, my study was small, using only thirty companies 

as a sample, and my study focused on some of the largest multinational corporations. Further 

research could use a larger sample size, focus on different sub-sections of the population of 

multinational corporations, or choose a more varied sample of the population in order to 

investigate whether my results hold when the question is examined using different samples.  

5.1 Lack of a statistically significant effect on cash flow 

There are several things that could explain the lack of effect of the holiday. The main reason 

why the repatriations might not have affected cash flow is that, though more cash was available 

to the corporation in the U.S., the amount of cash within the corporation overall did not 

necessarily change. The cash within the entire corporation could have generally remained the 

same; it may have merely changed ownership from a foreign subsidiary to the U.S. parent 

company, with no change in the total cash flow. Furthermore, the action of cash changing of 

Time (Before/After) coefficient -1.971

p-value 0.233

coefficient 3.509

p-value 0.124

Fraction of Max Repatriations coefficient -2.577

p-value 0.115

R
2 

0.072

Significance F 0.239

Table 3: Response of Cash Flow and Near Maximum 

Repatriations

Time (Before/After)*Fraction Max 

Repatriations
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hands from international subsidiaries to U.S. parent companies might have not had any effect on 

cash flow either. If a company merely moved cash from foreign subsidiaries to the U.S. through 

the holiday, its financial statements would show no difference in cash flow in the short-term 

between before to after the repatriations occurred. In the long term, the statements might not 

show any difference in cash flow. If the cash repatriated from foreign subsidiaries was not 

needed or was easily replaced by the subsidiaries, there would be no harm to cash flow coming 

from the subsidiaries, and so no negative effect on cash flow would arise from the subsidiaries. 

The repatriations would mean that the U.S. parent companies would have more cash than usual, 

but this cash was not necessarily needed, and may have been simply excess cash used for things 

such as stock buy-backs (which my literature review found to often be the case), then the 

company would suffer no harm – and have no change to cash flow - from a lack of available cash 

later, when international earnings could only be repatriated at the usual high rate after the 

holiday.  

In essence, my reasoning behind anticipating cash flow to be less after the holiday was 

founded on at least three assumptions – that the repatriations under the holiday would 

significantly improve companies’ cash flow positions, and that when cash was no longer 

available at the low rate after the holiday companies would be reluctant to repatriate overseas 

earnings, which would then decrease their cash flow. The assumption that companies were  

reluctant to repatriate earnings after the holiday was shown to likely be true by Brennan (2010), 

but each of the other two assumptions could easily be false, which would explain why my study 

did not find that the holiday had an effect on cash flow.  

My explanation in the previous paragraph mentioned something that should be 

investigated in further research, though there has already been some research with tangential 
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relevance. The corporations I examined were large multinationals that in general were profitable 

and would have no difficulties raising funds. Because of this aspect of the corporations, 

repatriating earnings from foreign subsidiaries is not something likely to restrict the subsidiaries’ 

ability to grow or operate, and once the repatriated earnings were spent it is not likely that the 

parent companies had trouble finding additional cash to aid in the operation and growth of the 

parent company. Though this easy of acquiring funds, both for foreign subsidiaries and for the 

parent company, is likely a factor in the lack of effect on cash flow that my study found, it is 

something that is worth examining in greater detail. Albring, Mills, and Newberry’s study did 

look at the effect of debt constraints – which inhibit easy access to additional funds – on whether 

a company did or did not use the tax holiday (2010), but more research should be done in this 

area to better determine the effect of such a holiday on corporations. 

5.2 Statistically significant effect of the use of tax havens 

My study did find a statistically significant correlation between the extent to which 

corporations used tax havens and cash flow. As shown by the negative coefficient of the tax 

haven variable, a higher use of tax havens correlated with a lower value for cash flow – as my 

third hypothesis and my first hypothesis together anticipated. This negative effect does make 

sense, as the use of tax havens makes the tax cost of repatriating foreign earnings significantly 

higher, as there is little foreign tax to take as a credit of against U.S. taxes. The higher cost would 

make companies all the more reluctant to repatriate cash before the holiday, or after the holiday, 

meaning that the holiday repatriations were more likely to have been of genuine benefit in giving 

companies access to a large amount of cash, and the cash was more likely to have been missed 

after it was used up.  
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However, my study had limitations in that my sample size was small, , and fifteen of the 

companies of my sample were companies which repatriated the fifteen highest amounts under 

the tax holiday. Companies who used tax havens would have had more incentive to use the 

holiday than those that did not, as their effective tax rates on the earnings would be reduced 

further than the effective tax rates of those who held earnings in comparatively high-tax 

jurisdictions, and so could use a greater foreign tax credit to reduce their effective tax rates when 

repatriating. Due to this greater incentive, it is likely that the companies in my sample which 

extensively used tax havens, which also repatriated some of the highest amounts, were more 

dramatically affected by the holiday than other companies which repatriated smaller amounts 

may have been. In this way my sample may not be representative of the general population of U. 

S. corporations which used the holiday. My study contributes to the body of research through its 

findings of the effects of use of tax havens on cash flow when repatriations are made via a tax 

holiday. However, further research should look at larger samples of more varied corporations in 

order to further examine the implications of the use of tax havens on the effects of tax holidays. 

5.3 Conclusion 

 My study has contributed to the literature through investigating the effects of the AJCA 

tax holiday on cash flow. According to my results, there was a correlation between companies’ 

use of tax havens and a negative effect on cash flows, which is something that further research 

should examine in more detail. Otherwise, cash flow was not shown to be affected by the 

holiday, which is a result likely influenced by the relative financial health and large size of the 

companies which comprised my sample. This lack of effect of the holiday on cash flow is 

something that should be further studied using a more varied and larger sample, to determine 

whether the results hold for a more representative sample of corporations. My study has 
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examined one way in which a tax holiday on repatriations of foreign earnings could impact 

companies, but there are other ways in which the impact on corporations of such a holiday 

should be investigated. In the end, my research has highlighted the limitations of the current 

body of research, and endeavored to expand the areas covered by it. The impact of such a tax 

holiday is an important consideration for the legislature, corporations, academia, and other 

parties, and the results of my research give another perspective to aid in the process. 
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Appendix 1: 

 

 

 

  

Company

Repatriations under the AJCA 

(millions of dollars)

* Pfizer 37000

* Merck 15900

* HP 14500

* Johnson & Johnson 10800

* IBM 9500

* Schering-Plough 9400

* Du Pont 9100

* Bristol-Myers Squibb 9000

* Lilly (Eli) & Co 8000

* PepsiCo Inc 7500

* Proctor & Gamble 7200

* Intel 6200

* Coca-Cola Co 6100

* Altira Group 6000

^ Motorola 4600

Morgan Stanley 4000

* Oracle 3100

^ Wyeth 3100

McDonald's 3000

^ Honeywell 2200

Verizon 2200

3M 1700

Sun Microsystems 1600

General Electric 1200

Medtronic 934

Bank of America Corp 899

Ford Motor 860

^ Microsoft 780

Colgate-Palmolive 780

Apple Inc 755
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