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This article from NYTi nes.com
has been sent to you by bmarchant @andi ego. gov.

Greetings all!

| can't say it's really good to be back from vacation, but |I'm back just the sane.
forward to seeing you all and | thought 1'd pass along this very relevant article.

Cheers! Ben

brmar chant @andi ego. gov

Musi cal Chairs on Tax Havens: Now It's Irel and

August 3, 2002
By DAVI D CAY JOHNSTON

Efforts by American conpanies to save on taxes by
reincorporating in Berrmuda and ot her of fshore tax havens
are nearly dead. But United States corporations are still
bristling at the way they are taxed, and another island,
Ireland, may soon energe as the next battl eground.

Stanl ey Wrks, responding to criticismfrom enpl oyees,

i nvestors and public officials fromHartford to Sacranento,
abandoned plans |late Thursday to acquire a Bernuda address
that would have allowed it to stop paying taxes to the
United States on profits earned in the United States as
wel | as abroad. The conpany, a naker of tools based in New
Britain, Conn., said it would instead press for |egislation
to make the tax systemnore fair.

Earlier in the week, PricewaterhouseCoopers dropped its
plan to spin off its consulting division as a Bernuda
conpany, instead selling the divisionto |I.B. M

Wth bills in both houses of Congress to refuse such tax
breaks to any conpany that noved after March 20, no new
conpani es have proposed a nove to Bernuda or simlar tax
havens.

Further, Congress is noving to deny government contracts to
conpani es that reincorporated abroad before March 20.

But the larger issue of howto tax nultinational
corporations is far fromresolved, and two i nmedi ate
chal | enges face Congress.

One challenge is how to respond to a new naneuver:
incorporate in Ireland to reduce taxes. Tax advisers are
already selling the idea of Ireland as an alternative to
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Ber muda, the Caynman |slands and Panana, two people who have
heard such pitches said yesterday.

Ireland has | ow corporate tax rates and favorable
tax-treaty terns with the United States.

The second challenge is how to deal with the conpetitive
advantage that firnms that acquired an offshore address
bef ore March 20 enjoy because they can pay little or no
American tax on their profits earned in the United States
and abroad, allowing themto charge |ower prices yet earn
the sane or larger profits.

Cor por at e unhappi ness with Anerican taxation has grown as
Ameri can conpani es increasingly conpete with rivals abroad
and argue that their overseas rivals pay |ower taxes.

But according to a new study by the Organization for
International Investnent, United States publicly traded
conpani es pay 34.2 percent of their profits in taxes
wor | dwi de, conpared with 36.9 percent for the non-Anerican
conpani es, said Todd Malin, the organization's executive
director.

The 100 largest United States publicly traded conpani es pay
a significantly snmaller share of their profits in taxes
wor | dwi de than the 100 | argest comnpani es based outside the
United States, according to the analysis of disclosure
reports to sharehol ders prepared for the organi zation. The
trade group represents |arge conpanies including Nestlé and
the American arm of Toyota

For seven years Congressi onal Republicans have been
prom si ng fundanental reformof the corporate tax systemto
nmake Anerican conpani es nore conpetitive. But nothing has
been done.

The Bush adm nistration, which also favors changes, has
said it will begin a conprehensive study of the problem
but not until next year

Meanwhi | e, tax experts have been selling companies on
do-it-yourself tax avoi dance techni ques |ike the Bernuda
nove.

Stanl ey' s deci sion was prai sed yesterday by critics of the
Ber ruda nove, who had started a canpai gn to persuade
pensi on funds of state and | ocal governnents and unions to
di vest thensel ves of shares in the conmpany and others that
had or were seeking a Bermnmuda address.

Deni se L. Nappier, the Connecticut state treasurer who sued
Stanl ey Works for what she said was its rigging of an
earlier sharehol der vote on the Bernuda deal, said she
hoped the tide had turned and ot her conpani es would see the
folly in pursuing offshore reincorporation

The Bernmuda nove was growi ng quickly in popularity just six
nont hs ago. For exanple, Ernst & Young boasted to clients
that it was advising a |arge nunber of conpani es preparing
to acquire an offshore nmil box to escape Anerican taxes
whi l e keeping their operating headquarters in the United
States. The fl ood of such noves that Ernst & Young

predi cted becane a trickle after The New York Tines

di scl osed the plans in February and the techni ques were

wi dely criticized.
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At least 19 large publicly traded conpani es have noved to
Ber muda or ot her offshore havens.

Anot her conpany that recently received sharehol der approva
to reincorporate in Bernuda, the Leucadi a Nationa
Corporation, said yesterday that it had not deci ded whet her
to go ahead and that it had until 2005 to decide.

Congress is now considering two bills that would deny tax
benefits to conpanies that acquire an of fshore address
after March 20 of this year.

But Congress is also facing questions of fairness. Doing
nothing further will | eave conpanies that did not use the
Ber muda | oophol e at a serious conpetitive di sadvant age.

For exanple, insurers that have reincorporated in Bernuda,
i ke White Mountains Insurance and the PXRE Group, can
price sonme of their property and casualty insurance at

| ower rates than Anerica-based conpetitors like Hartford

Fi nanci al Services, Liberty Mitual |nsurance and Chubb

whi ch continue to be fully taxed on the interest, dividends
and capital gains they earn frominvesting prem uns.

The legislation currently noving through both the House and
Senate woul d | eave in place the |oophole that allows
conpani es that acquired an of fshore nail box before March 20
to turn otherwi se taxable profits earned in the United
States into tax deducti ble paynents to their offshore
corporate parent. These deducti bl e paynents are for

i nterest, nanagenent fees and overhead fees and as
royalties for use of intellectual property like the conpany
| ogo and patents on drugs and oil drilling techniques.

The March 20 deadline would give a tax advantage for Cooper
I ndustries, Ingersoll-Rand, Tyco International and others
that acted before the deadline. John M Trani, the chief
executive of Stanley Wirks, said in a May interview that it
woul d be unfair for Ingersoll-Rand and Cooper to have a tax
break that his company did not have on products on which

t hey conpete.

The chief tax writer in Congress, Representative Bil
Thomas, a California Republican, reiterated his view that
American tax |aw was forcing corporations to acquire an
of f shore mai | box.

"W need to do the rest of the job by passing | egislation
that renpves incentives for conpanies to acquire an
of f shore address," he said.
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