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Nearly $2 Trillion in Earnings and At Least $650 Billion in Cash 
Exhibit 1: Earnings Continue to Pile Up Overseas, 2001-2013, S&P 500 

 
Note: Analysis excludes REITs and companies domiciled outside U.S. 
Source: Company filings, Calcbench and ISI Group estimates 

• Earnings parked overseas continue to grow, though the pace slowed in 2013. The earnings 
parked overseas by the S&P 500 companies have grown at an 20% CAGR (since the last 
repatriation holiday in 2005) to $1.9 trillion and remain heavily concentrated with nearly half of 
the total parked in just two sectors (Tech and Health Care) and around 70% is held by just 45 
companies.  

• The S&P 500 cash mountain is more like the Matterhorn than Mount Rushmore; all of the 
growth in cash (for some companies) is overseas. Most companies don’t tell you where their 
cash is located (they’re not required to). For the companies that do, 64% of the cash is held by 
foreign subsidiaries and it represents 7% of market cap. For a smaller subset of companies (111) 
that provide the information quarterly, we find that all of the growth in their cash over the past 
couple of years is overseas. In fact, the increase in overseas cash for just these companies 
account for almost half the growth in the aggregate cash balance for the S&P 500 (ex-financials).  

• Mo Money, Mo Problems, $481 billion off-balance-sheet tax liability. Parking earnings 
overseas and claiming that they’re reinvested indefinitely (even if “reinvested” in cash) drive 
cash/book tax rates lower, pushing cash flows and earnings higher. But, there’s a catch, a big 
tax bill to repatriate the earnings to the U.S., we estimate that tax hit would be more than 5% of 
market cap for 75 companies. As a result, you might want to consider applying a tax haircut to 
the overseas cash. Maybe balance sheets aren’t as liquid / healthy as they initially appear.     
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Cash & Earnings Parked Overseas 
As the corporate cash mountain continues to grow, it’s passed $1.4 trillion for the 
S&P 500 and more than doubled over the past ten years. Investors (including an 
activist or two) want to know what companies plan on doing with all that cash. Will 
they reinvest it in the business, jack up dividends, buy back more stock, do some 
M&A, pay down debt, etc.? Or continue to build a cash cushion to save for a rainy 
day (that cash cushion may not be as big as you thought after factoring in a 
company’s obligations).  

But before you get too excited about the cash piling up on corporate balance sheets 
you might want to get a sense for where it’s located. Because, if it’s held by a 
foreign subsidiary, the company may have to take a big tax hit (cash taxes and 
earnings) if it wants to use the cash in the U.S. As a result it may stay parked 
overseas for quite some time; in that case the balance sheet may not be as liquid, 
flexible or strong as it initially appears since a portion of the cash is effectively 
trapped. Of course, some companies have tried to get around that by borrowing in 
the U.S., which works pretty well in a low interest rate environment. But they are still 
taking on more leverage and potentially incurring an opportunity cost if overseas 
profits are stuck in low yielding assets when you or the company could reinvest at a 
higher rate of return. 

When there’s a substantial amount of earnings parked overseas you may want to 
consider applying a haircut to the cash held by foreign subs (we estimate an off-
balance-sheet tax liability of $481 billion for the S&P 500, that’s a pretty big haircut) 
and scrutinize the sustainability of a low effective tax rate. 

Now that Mercer, Harvard and Stanford have thrown a monkey wrench into your 
NCAA brackets, you should have some time for our version of March Madness, 
without the buzzer beaters, Cinderella stories, Nae Nae dance, or breakaway dunks. 
In this report we focus on the (at least) $650 billion of cash and $1.9 trillion of 
earnings parked overseas for the S&P 500 companies. Including where it’s 
concentrated (Tech and Health Care) and how significant it is (versus market cap 
and assets) along with estimates of the off-balance-sheet tax liabilities (including the 
potential savings from a repatriation holiday), how much of the growth in cash is 
coming from overseas (all of it for some) and how much of the earnings parked 
overseas are “reinvested” in cash. In addition, we provide a summary of tax reform 
proposals that would change how the foreign profits of U.S. companies are taxed 
plus a quick run through on inversions (companies leaving the U.S. to redomicile 
elsewhere).  

Earnings Parked Overseas 
You can skip to page four if you don’t need a quick refresher on how the U.S. taxes 
foreign profits. The U.S. is one of the few countries that still impose a worldwide tax 
system, where all of the profits of U.S. companies (and their foreign subsidiaries) no 
matter where they are generated (U.S., Ireland, Bermuda, Switzerland, Djibouti, 
etc.) are subject to U.S. taxation. Taxes paid overseas to other countries can be 
used as a foreign tax credit to reduce the amount of U.S. tax and avoid double 
taxation. 

So, why do U.S. companies keep foreign profits parked overseas? Some companies 
might have investment opportunities outside the U.S. There’s also a tax savings, the 
U.S. won’t tax the profits generated by a foreign subsidiary of a U.S. company until 
they are repatriated back to the U.S. In other words U.S. companies can defer the 
U.S. tax on their foreign profits as long as they keep them parked overseas and 
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away from the long arm of Uncle Sam and his 35% tax rate. That provides a 
temporary boost to cash flows and a real savings as putting off paying taxes is a 
present value positive assuming that the company is earning a return on the money 
that it hasn’t yet paid to the IRS (which might be a stretch when the unremitted 
earnings are parked in cash) the lower the return, the smaller the savings.  

In addition, if a company can claim (and most do) that it has both the intent and 
ability to reinvest the foreign profits indefinitely it avoids recognizing U.S. tax 
expense on the income statement (and a deferred tax liability on the balance sheet), 
reducing the effective tax rate and boosting earnings. In fact the single biggest 
driver of lower effective tax rates is having overseas profits taxed at low rates (see 
our November 7, 2013 report, Tax Reform is Coming, Eventually, Guide to Potential 
Winners and Losers, for more on the taxation of foreign profits and profit shifting).  

For a simple example of how this all works check out Exhibit 2, it’s the tax version of 
Let’s Make a Deal. We discuss what’s behind each door below, if you were making 
a deal with Monty Hall which door would you choose?  

1. Door #1 - A company repatriates all of its foreign profits as a result it ends up 
paying the full 35% U.S. corporate tax rate and recognizing a 35% tax rate 
on the income statement.  

2. Door #2 - The company decides not to repatriate any of the overseas 
earnings (reducing cash taxes temporarily since it only paid a 10% foreign 
tax rate) but it doesn’t claim the earnings are indefinitely reinvested overseas 
so the book tax rate (35%) is higher than the cash tax rate (10%). For 
example, Apple has recognized a deferred tax liability of more than $18 
billion on a portion of its unremitted foreign earnings that according to Apple 
are not indefinitely reinvested, $3.3 billion of which was recognized in 2013 
and as a result the book tax rate was 6.6 percentage points higher than the 
cash tax rate.  

3. Door #3 - Where the company not only keeps the earnings parked overseas 
but also claims they are indefinitely reinvested driving the book and cash tax 
rates down to 10% (the tax rate in the imaginary foreign country) while 
driving up net income and cash flows.  

Exhibit 2: Let’s Make A Deal, The Tax Version 

 

Parking earnings 
overseas and 
claiming that 
they’re indefinitely 
reinvested drive 
cash and book tax 
rates lower, 
pushing cash flow 
and earnings 
higher 
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Nearly $2 Trillion in Earnings Parked Overseas  

Companies are required to disclose (on an annual basis) the amount of indefinitely 
reinvested foreign earnings (i.e., earnings parked overseas). You can usually find 
this disclosure in the tax footnotes. For this report, we pulled together thirteen 
(lucky) years of indefinitely reinvested foreign earnings data for each company in the 
S&P 500. As you can see in Exhibit 3 the earnings parked overseas by the S&P 500 
companies has continued to grow and now stands at nearly $2 trillion (we had 
expected it to crack the $2 trillion mark in our November 7, 2013 report, but the 
growth slowed a bit). For the first time we were able to use eXtensible Business 
Reporting Language (XBRL), which is like bar coding for financial data to gather the 
2013 indefinitely reinvested foreign earnings (with the help of our friends at 
Calcbench).    

Exhibit 3: Earnings Continue to Pile Up Overseas, 2001-2013, S&P 500 

 
Note: Analysis excludes REITs and companies domiciled outside U.S. 
Source: Company filings, Calcbench and ISI Group estimates 

Since 2001 the earnings parked overseas for the S&P 500 companies have grown 
at an 18% compound annual rate in the aggregate and at a 20% CAGR since the 
last repatriation holiday in 2005 (see Exhibit 4). To put those growth rates into 
perspective, S&P 500 revenues have grown at a compound annual rate of 6.2% and 
5.0% while book value has grown 8.6% and 7.5% over the same time frames. No 
surprise, a big chunk of the increase in earnings parked overseas has been driven 
by the Tech and Health Care sectors, which have accounted for more than half the 
growth in the aggregate since 2005.  

Exhibit 4: Earnings Parked Overseas, Over Time by Sector, S&P 500 
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Notice, however, that the growth rate slowed in 2013; in fact the 12% year-over-year 
growth in earnings parked overseas was among the slowest in the past 12 years 
(the only year-over-year decline was in 2005 as a result of the repatriation holiday). 
Besides the law of large numbers, one reason for the slowdown is that there were 
47 companies where the amount of earnings parked overseas actually fell year-
over-year, that’s the highest number in the past four years. Keep in mind that all but 
ten of those companies actually generated foreign profits in 2013, guess they 
needed to get their hands on some of those overseas earnings back in the U.S.   

A Tale of Two Sectors 

As you can see in Exhibit 5 nearly half of the earnings parked overseas for the 
entire S&P 500 sits in just two sectors, Tech and Health Care (to put that into 
perspective those two sectors combined make up 33% of the S&P 500 market cap).  

Exhibit 5: $1.9 Trillion Earnings Parked Overseas Pie by Sector, S&P 500  

  
Note: Analysis excludes REITs and companies domiciled outside U.S. 
Source: Company filings, Calcbench and ISI Group estimates 

You might be wondering, why there’s such a heavy concentration. Maybe it’s 
because the Tech and Health Care sectors have highly profitable foreign 
businesses that they want to keep investing in. Or that there is no need to repatriate 
the earnings since the U.S. businesses can satisfy the cash flow needs in the U.S. 
(supplemented here and there with some financing provided by creditors and the 
employees). Or it could have something to do with the fact that the main profit driver 
for those two sectors is highly mobile intellectual property that they can put in just 
the right place to shift profits to lower tax countries (it’s easier to move a patent to 
Bermuda than to build a plant there). In addition some countries eager to attract jobs 
in these sectors might be providing companies with tax holidays, for example, Pfizer 
receives tax incentives from Singapore and Puerto Rico that are good for another 15 
plus years. By keeping the profits stashed in the low tax countries, companies can 
put off paying U.S. taxes.  

 

 

 

Nearly half of 
the earnings 
parked 
overseas 
belong to just 
two sectors – 
Tech and Health 
Care 
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Heavy Concentration Among Companies Too 

Not only are the earnings parked overseas concentrated among a couple of sectors, 
it’s also concentrated among a handful of companies. In Exhibit 6 you can see that 
there are 45 companies (each with over $10 billion of earnings parked overseas) 
that account for around 70% of the total for the S&P 500, those companies 
represent only 38% of the S&P 500 market cap.   

Exhibit 6: Highly Concentrated, $1.9 Trillion of Earnings Parked Overseas, S&P 500 

 
Note: Analysis excludes REITs and companies domiciled outside U.S. 
Source: Company filings, Calcbench and ISI Group estimates 

So which companies have parked the most earnings overseas? We found 16 
companies (see Exhibit 7) each with indefinitely reinvested foreign earnings over 
$30 billion. Combined, they have $824 billion in earnings parked overseas that’s 
42% of the total for the S&P 500. 

Exhibit 7: Companies with Over $30 Billion in Earnings Parked Overseas 
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During 2013 we found 47 companies that reduced the amount of indefinitely 
reinvested foreign earnings. Including Pfizer, which had $69 billion of earnings 
parked overseas at the end of 2013 that’s down from the $73 billion at the end of 
2012. That’s in spite of the company generating roughly $17 billion in foreign profits 
during 2013. In the past Pfizer had kept about half of its foreign profits parked 
outside the U.S.  

Earnings Parked Overseas Vs. Assets 

The nearly $2 trillion of earnings parked overseas by the S&P 500 companies would 
span nearly 988 billion feet (if stretched from end to end as $1 bills) or the length of 
10.5 billion basketball courts, now that’s some serious March Madness. Another 
way to get a sense for the significance of the indefinitely reinvested earnings is to 
compare them against the total assets for each company. Why compare against 
assets? Because the indefinitely reinvested foreign earnings are probably buried 
amongst the assets either as cash or invested back into PP&E, inventory, etc.  

You can see in Exhibit 8 that the earnings parked overseas have become a larger 
and larger part of the asset base for the S&P 500, now 7% in the aggregate (15% 
ex-financials) and 4% for the median company. Those percentages would increase 
to 8% and 14% respectively if we were to include only those companies that 
disclose earnings parked overseas. 

Exhibit 8: Earnings Parked Overseas, A Larger Part of the Asset Base, S&P 500 

 

Once again, no surprise, Tech and Health Care stand out with earnings parked 
overseas nearly one-third of their total assets (notice we have highlighted each year 
where the earnings parked overseas were more than 10% of total assets). A bit 
more surprising is Consumer Staples with earnings parked overseas at 18% of total 
assets, but keep in mind there are a few companies in this sector with a bunch of 
earnings parked overseas like Procter & Gamble, Coca Cola and Mondelez, also it’s 
more than half of the total assets for Philip Morris and Kimberly Clark.   

When we drill down to individual companies we find 75 where the earnings parked 
overseas are more than one-third of total assets, including the six companies in 
Exhibit 9 where it’s more than two-thirds.  
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Exhibit 9: Companies Where Earnings Parked Overseas is More Than Two-Thirds of Total Assets, S&P 500 

 

Having a large chunk of the balance sheet tied up in assets outside the U.S. is not 
really a problem for companies with growth opportunities overseas or where they 
need to reinvest in the foreign business. But if the foreign business is a cash cow 
and the company needs to get some of the overseas cash back to the U.S. it might 
have to take a big tax hit to do so, making the balance sheet less flexible than it 
appears. Of course one way around that (which happens to provide a tax shield) is 
for companies to borrow money in the U.S. For example, Microsoft has $23 billion of 
debt despite having $84 billion of cash (cash, cash equivalents and short-term 
investments) on the balance sheet, Apple has $17 billion of debt and $41 billion of 
cash and Cisco despite a cash pile of $47 billion has $17 billion of debt.    

A Little Over 40% of Foreign Profits Parked Overseas During 2013  

Not all foreign profits are kept parked overseas, some companies might not have 
incremental investment opportunities overseas and don’t want to bear the 
opportunity costs of having the earnings stuck in low yielding cash (clearly there are 
plenty of companies that don’t seem to have a problem taking on that opportunity 
cost). Keep in mind that repatriating earnings from some countries is less painful 
than others, due to differences in tax rates; the higher the tax rate paid overseas the 
less taxes owed when the earnings are brought back to the U.S. since the company 
would get the benefit of a larger foreign tax credit.  

So, how much of the foreign profits is being parked overseas? To get a rough idea 
we compared the amount of foreign pretax income each year from 2002-2013 to the 
year-over-year change in the earnings parked overseas for each company in the 
S&P 500. In the aggregate, it appears as if 42% of the foreign profits in 2013 were 
kept stashed overseas (see Exhibit 10). That’s down from the 52% in 2012 and the 
lowest level since 2010.  
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Exhibit 10: Estimated Percentage of Foreign Earnings Parked Overseas Each Year, S&P 500 

 
Note: Analysis excludes REITs and companies domiciled outside U.S.  
Source: Company filings, Compustat, Calcbench and ISI Group estimates 

As for individual companies, we found 137 companies where it appears as if more 
than half of the cumulative foreign profits since 2002 have been kept overseas. 
Including 28 companies where the profits parked overseas are actually greater than 
the foreign profits generated over the same time frame including the 10 companies 
at the top of the list in Exhibit 11. When we examine the data by year we found that 
in about 20% of the cases companies appeared to park more earnings overseas 
than the amount of foreign profits that they generated. That might be due to a mix of 
profitable and unprofitable foreign subs throwing this ratio out of whack or it might 
signal some serious profit shifting. 

Exhibit 11: Disconnect Between Earnings Parked Overseas and Reported Pretax Foreign Income, S&P 500 

 

When you see companies keeping so much of their foreign profits outside the U.S., 
there are a number of questions to consider, including: is the company generating 
profits in the same place that economic activity (e.g., sales) takes place? If not, you 
might want to question the sustainability of the tax rate (especially under tax reform) 
and how much credit you give the company for it in your valuation. Are the profits 
being parked outside the U.S. because the company is reinvesting/growing its 
foreign business or because it doesn’t want to get hit with a U.S. tax bill? What are 
its cash flow needs in the U.S.? Will the company need to bring back some of its 
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overseas earnings and take a tax hit to fund capex, dividends, etc. or does the 
company have the capacity to borrow instead?  Sure, putting off paying taxes is a 
present value positive, but when does that get swamped by the opportunity cost if 
the profits are stuck in low yielding assets when you or the company could reinvest 
at a higher rate of return?  

Cash Parked Overseas 
Cash continues to pile up on corporate balance sheets, hitting $1.4 trillion for the 
S&P 500 companies (ex-Financials) at the end of 2013 (see Exhibit 12), and it has 
increased at a 12% CAGR over the past 12 years. It’s no wonder that investors are 
interested in figuring out what companies will do with all that cash. Will they reinvest 
it in the business, jack up dividends, buy back more stock, do some M&A, pay down 
debt? Or continue to build a cash cushion to save for a rainy day or keep parking it 
overseas with hopes of another repatriation holiday. 

Exhibit 12: Earnings Parked Overseas vs. Cash, S&P 500 ex-Financials 

 
Note: Analysis excludes Financials and companies domiciled outside U.S. Total Cash is  
         defined as the sum of cash, cash equivalents and short-term investments. 
Source: Company filings, Compustat, Calcbench and ISI Group estimates 

Before you get too excited about all that cash piled up on the balance sheet, you 
might want to find out where it’s located. Because if it’s held by a foreign subsidiary 
and it’s the result of unremitted foreign earnings, the company may have to take a 
big tax hit (cash taxes and earnings) to get its hands on the cash in the U.S. to fund 
a buyback or pay you a dividend. 

If that’s the case the balance sheet may not be as liquid or strong as it initially 
appears since some portion of the cash is trapped in foreign subsidiaries. So, you 
may want to consider applying a haircut to the cash held by foreign subs. (Keep in 
mind that in some cases the cash of foreign subs may actually be held in the U.S., 
in U.S. bank accounts or invested in U.S. treasury bonds, mutual funds or unrelated 
corporate bonds and stocks as found in the December 14, 2011 Permanent 
Subcommittee on Investigations majority staff study, Offshore Funds Located 
Onshore).  

The problem is that most companies don’t tell you where their cash is located (it’s 
not a required disclosure, though the SEC has been asking for it), we found only 
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232 companies in the S&P 500 that give you some sense for where their cash is 
located. Those companies hold $1 trillion in cash (72% of the S&P 500 total) and 
$650 billion or 64% of it is in overseas subsidiaries (see pie on the left in Exhibit 13). 
If we assume (be careful) that the overseas cash is immaterial for the other S&P 
500 companies (pretty big assumption) we find that overseas cash is still 46% of the 
$1.4 trillion in total cash for the S&P 500 (pie on the right in Exhibit 13).  

Exhibit 13 : Where’s the Money? Two Perspectives 

 
Total Cash is defined as the sum of cash, cash equivalents and short-term investments. 
1: Excludes Financials and companies domiciled outside U.S.  
2: Analysis assumes overseas cash is zero for companies that do not disclose it. 
Source: Company filings, Compustat and ISI Group estimates 

Since 2010, more and more companies have been disclosing the amount of cash 
held by their overseas subsidiaries (see Exhibit 14). However, the disclosure is 
spotty (we typically find it in the Management Discussion and Analysis section under 
Liquidity and Capital Resources), some companies disclose it on a quarterly basis 
(160 companies disclosed it each quarter during 2013); while there were 33 
companies that only provided it at year-end and 39 companies that provided it 
sporadically. Most include only cash, cash equivalents and short term investments, 
but some (27 companies) include other investments.  

As a result, to avoid comparing apples and oranges we adjusted the amounts 
provided by the companies to exclude long-term investments, for example Apple 
reported that $124.4 billion (78%) of its $146.7 billion of cash, cash equivalents and 
marketable securities were overseas as of December 31, 2013. Excluding the long-
term marketable securities of $118.1 billion, leaves $40.7 billion of cash, cash 
equivalents and short-term investments, if we assume the same 78% of which is 
overseas we arrive at an estimated $31.9 billion in overseas cash.  Many companies 
give you dollar amounts or percentages of cash held overseas, but some only 
provide a qualitative description such as approximately half, majority, substantial 
majority and substantially all, etc. we turned those into percentages, 50%, 67%, 
85% and 100% respectively. 
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Exhibit 14: Overseas Cash Over Time, S&P 500 

 

Here are a few examples of overseas cash disclosures from recent 10-Ks:  

Apple (12/31/2013) 

As of December 28, 2013 and September 28, 2013, $124.4 billion and $111.3 
billion, respectively, of the Company’s cash, cash equivalents and marketable 
securities were held by foreign subsidiaries and are generally based in U.S. 
dollar-denominated holdings.  

Hewlett Packard (10/31/2013)  

Our cash balances are held in numerous locations throughout the world, with 
substantially all of those amounts held outside of the United States. 

Verizon (12/31/2013) 

Our cash and cash equivalents are primarily held domestically in diversified 
accounts and are invested to maintain principal and liquidity. Accordingly, we 
do not have significant exposure to foreign currency fluctuations. 

Growth in Cash Driven by Foreign Subs 

Corporate cash has surged to record levels, but how much of the overall growth in 
cash is coming from outside the U.S.? The lack of disclosure doesn’t allow us to 
answer this question in the aggregate, but we can try to answer it for the companies 
that provide the info. We found 111 S&P 500 companies that have consistently 
provided quarterly disclosures about where their cash is located over the past 
couple of years. The cash pile for those companies has grown 23% from $473 
billion at the end of 2011 to $582 billion at the end of 2013 the overseas piece has 
grown from $298 billion to $407 billion accounting for all of the growth in cash for 
these companies over this time frame (see Exhibit 15).  
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Exhibit 15: Corporate Cash Mountain is Growing Outside the U.S. 

 
Note: Analysis includes only 111 companies that have disclosed overseas cash every quarter since 2011 Q4.  
Total Cash is defined as the sum of cash, cash equivalents and short-term investments. 
Source: Company filings and ISI Group estimates 

Clearly there might be a bias in this analysis, companies that provide overseas cash 
information on a quarterly basis are more likely to have significant overseas cash 
balances, however the increase in overseas cash for just these 111 companies 
would account for 46% of the growth in the aggregate cash balance for the entire 
S&P 500 over the past two years (that assumes the remaining companies have not 
had any growth in cash held by their foreign subs). In other words it looks like a 
significant chunk of the growth in corporate cash over the past few years may be 
coming from overseas. 

Cash Vs Market Cap Don’t Forget About the Overseas Tax Haircut 

We’ll see cash getting compared against market cap to support a valuation (see 
how much cash there is, the stock looks cheap) or to set a valuation floor (it 
shouldn’t trade below this because of all that cash). However, if a good chunk of the 
cash is overseas that throws a monkey wrench into the analysis, you’d need to 
factor in the taxes that the company would pay to get its hands (or your hands) on 
the cash, the lack of liquidity as the cash may stay parked outside the U.S. for quite 
some time (kind of like restricted cash, you don’t give companies full credit for that, 
do you?) and don’t forget the opportunity cost if companies pass up on higher 
returning investment opportunities to avoid paying taxes. In other words be careful 
giving companies full credit for the cash on the balance sheet it may not be worth as 
much as stated.  

In the aggregate cash is now 10% of the market cap for the S&P 500 and there are 
128 companies where cash is more than 10% of market cap (49% of those are in 
the Tech and Health Care sectors). Focusing on the 232 companies that disclose 
how much cash they have overseas, we can split cash as a percentage of market 
cap into the overseas and domestic pieces, in total cash is 12% of market cap for 
those companies and overseas cash is 7% of market cap leaving domestic at 5%.  

At the top of the list among those 232 companies are the five companies in Exhibit 
16 where cash is more than 30% of market cap. Notice how all five of the 
companies have a larger percentage of overseas cash to market cap than domestic 
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cash to market cap. Have you adjusted your valuation to reflect some of the issues 
surrounding the overseas cash, the potential tax hit, lack of liquidity, etc.?  

Exhibit 16: Splitting Cash to Market Cap Between Overseas and Domestic 

 

Overseas Cash Even More Concentrated Than Earnings Parked Overseas 

We highlighted above that the Tech and Health Care sectors have comparable 
amounts of earnings parked overseas (26% and 22% of the S&P 500 total 
respectively). However, a different picture emerges when you look at the cash held 
by foreign subsidiaries in Exhibit 17. Tech holds a whopping 49% of the aggregate 
overseas cash compared to just 20% for Health Care.  

Exhibit 17: Cash Stashed Overseas by Sector, S&P 500 

 
Note: Analysis excludes Financials and companies domiciled outside U.S. 
Source: Company filings, Compustat and ISI Group estimates 

When we drill down to individual companies we find 96 with more than $1 billion of 
overseas cash, the top ten listed on the left side of Exhibit 18 have a combined $352 
billion of overseas cash (that’s 54% of the total). When we analyze the portion of 
cash that’s overseas there are 140 companies where it’s more than half the cash 
balance and at the top of the list are the ten companies on the right side of Exhibit 
18 where more than 97% of their cash is held by foreign subs. Notice that while the 
left side of Exhibit 18 is Tech, Health Care and General Electric the right is a little 
more mixed.   

About half of 
the cash 
stashed 
overseas is 
with the Tech 
companies 
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Exhibit 18: Top Ten Overseas Cash by Dollar Amount & as a % of Total Cash, S&P 500 

 

At least 36% of Earnings Parked Overseas Are “Reinvested” in Cash 

Not all of the earnings parked overseas are sitting in a bank account, for some 
companies it really is reinvested in the business (inventory, PP&E etc.). The 
problem (as highlighted above) with trying to split the earnings parked overseas into 
its cash and non-cash components is that most companies don’t talk about their 
overseas cash. For the 214 companies that disclose both overseas cash and 
indefinitely reinvested earnings we find that 46% of the earnings parked overseas 
are stashed in cash (left hand side of Exhibit 19). If we were to include overseas 
investments in long-term marketable securities (for the 27 companies that provide 
this information) the number would jump to 55%. On the other hand if we assume 
(watch out) that the overseas cash is immaterial for the companies that don’t 
disclose it then 36% of the aggregate earnings parked overseas for the S&P 500 
appears to be in cash (right hand side of Exhibit 19) and 43% if we include 
investments in long-term marketable securities. We assume the rest of the earnings 
parked overseas have been reinvested in the business. 

Exhibit 19: Earnings Parked Overseas Stashed in Cash, S&P 500 (ex-Financials) 

 

At least 60% of the earnings parked overseas for the Tech sector appears to be 
held in cash compared to 30% for Health Care. What does this mean? Do Health 
Care companies have more opportunities to reinvest their earnings overseas? Are 
Tech companies more aggressive at shifting profits abroad? Or is it that Health Care 
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companies do a better job of accessing their overseas cash, resulting in smaller 
overseas cash balances, sometimes in creative ways? For example, Boston 
Scientific has legacy intercompany loans that allow it to bring home the cash 
generated outside the U.S. without paying residual taxes (they’re not alone, Hewlett 
Packard uses intercompany loans to access overseas cash too). Here is what Jeff 
Capello Boston Scientific’s CFO, said in February 2013 at the Citi Global Healthcare 
Conference in response to a question on tax rates and their ability to repatriate 
cash: 

Sure. A lot of large companies are constrained in the sense that they produce 
more cash offshore than they do onshore and because of the tax reasons if they 
were to bring that cash back they would have to increase their tax rate. By virtue of 
the way that we did the Guidant acquisition we have significant intercompany 
notes that exist between the foreign entities and the domestic entities, which 
allows us to bring back cash without any impact to our tax rates. And those notes 
should last for at least the next couple years…We also look at our tax structure 
going forward. So we have got at least a two-year window where we can bring 
cash back without any impact to the tax rate, and we’re working on solutions to be 
able to further that going forward. 

In Exhibit 20, we compare and contrast the cash and earnings parked overseas for 
the Health Care and Tech sectors along with the rest of the S&P 500.   

Exhibit 20: Tech vs Health Care – A Tale of Two Sectors 

 

There are 90 companies where we estimate more than half of the earnings parked 
overseas is kept in cash, including 26 companies where the overseas cash is 
actually greater than the indefinitely reinvested earnings. Such a large percentage of 
the earnings parked overseas in cash should call into question whether the earnings 
are truly “reinvested indefinitely.” When making this claim companies are supposed 
to take into account, cash flow forecasts, liquidity needs and the amount of cash 
parked overseas relative to the cash held in the U.S. Basically that the U.S. parent 
doesn’t need the overseas cash and the company has a plan to reinvest the 
earnings overseas. But, how many companies reinvest their earnings in cash 
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indefinitely? A more accurate description might be reinvested indefinitely until the 
next repatriation holiday comes along.  

Another open question is whether a higher proportion of earnings parked overseas 
in cash indicate a higher level of profit shifting. For the 26 companies where the 
overseas cash is greater than the earnings parked overseas some of these 
companies (like Apple) may have additional unremitted earnings that are not 
considered “reinvested indefinitely” which can throw the analysis out of whack. 

On the other hand we find 86 companies with earnings parked overseas that don’t 
disclose overseas cash, including seven companies (IBM, Exxon Mobil, Procter & 
Gamble, Chevron, United Technologies, Eli Lilly and Philip Morris) with more than 
$20 billion of earnings parked overseas. Do these companies really have $0 
overseas cash, maybe it’s immaterial or they’ve simply decided not to disclose it. As 
overseas cash continues to build on corporate balance sheets the FASB and or the 
SEC should require companies to disclose it. 

Mo Money, Mo Problems   
By claiming that their foreign earnings are invested overseas “indefinitely” 
companies also avoid recognizing a deferred tax liability for the U.S. tax that would 
be due if the earnings of their foreign subs were repatriated to the U.S. As a result 
there’s an off-balance-sheet tax liability. 

$481 Billion Off-Balance-Sheet Tax Liability 

Of the 313 companies in the S&P 500 that disclose earnings parked overseas, there 
are only 72 that provide an estimate of the related deferred tax liability (covering 
only one-quarter of the total earnings parked overseas). Even though it’s a required 
disclosure, companies can get around providing an estimate of the deferred tax 
liability if it’s too difficult (impractical) to estimate. For example, Procter and Gamble 
had $42 billion of earnings parked overseas as of June 30, 2013, if those earnings 
were repatriated they would have to pay U.S. taxes however, the company claims 
that the “calculation of the amount of deferred U.S. income tax on these earnings is 
not practicable because of the large number of assumptions necessary to compute 
the tax.”  

Funny, if it’s too tough to estimate the U.S. tax bill from repatriating how do 
companies know whether it makes sense to keep the earnings parked overseas or 
not (especially when those earnings are sitting in low yielding cash). As the earnings 
parked overseas continue to grow this is another area where the FASB and SEC 
might want to improve disclosures going forward. 

For the companies that do provide this disclosure, the median additional tax liability 
is 25% of the undistributed earnings (it ranged from 0% to 40%), that would imply a 
median foreign effective tax rate on those earnings of 10%.  

To estimate the off-balance-sheet deferred tax liability on the earnings parked 
overseas for the S&P 500 we start with the amounts provided by the 72 companies 
($128 billion) and for the remaining companies we simply multiply the earnings 
parked overseas by the median tax rate of 25%. Put that all together and we come 
up with a $481 billion estimated off-balance-sheet tax liability. In other words, if the 
companies decided to repatriate all of the earnings parked overseas back to the 
U.S., we estimate they’d have to pay $481 billion in taxes to Uncle Sam. 

To put those off-balance-sheet U.S. tax liabilities into perspective we compare them 
to market cap. We found 75 companies where the off-balance-sheet tax liability is 
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more than 5% of market cap and it’s more than 10% for the 17 companies in Exhibit 
21. Are these off-balance-sheet tax liabilities priced in by the market? Academic 
studies have come to conflicting conclusions, even when it’s disclosed. Our guess is 
that it’s probably not priced in (especially since most companies don’t disclose it). 

Exhibit 21: Highest Off-Balance-Sheet Tax Liability as a % of Market Cap 

 

Whether or not it’s priced in you might want to think twice about giving these 
companies full credit for the cash they hold offshore in a valuation analysis. Our 
estimate of the off-balance-sheet tax liability is one way of getting at the haircut that 
should be applied to their overseas cash if you’re expecting the company to use it in 
the U.S. or for it to land in your hands. Keep in mind that these are back-of-the-
envelope estimates (it’s the best that we can do with the information provided), the 
companies may owe more or less taxes to the U.S. upon repatriation and we are not 
taking into account time value (the longer the company puts off paying taxes the 
smaller the liability today, i.e., it’s a smaller liability if the company has truly 
reinvested overseas).  

Repatriation Holiday Would Shrink Off-Balance-Sheet Tax Liability 

The estimates of the off-balance-sheet tax liability above are based on U.S. tax 
rates today, what if instead there was some type of repatriation holiday that would 
lighten the tax load of bringing back cash to the U.S. For example, last month the 
Chairman of the House Ways & Means Committee Dave Camp (R-Mi.) released the 
Tax Reform Act of 2014 proposing comprehensive tax reform (see our February 28, 
2014 report, Another Step Toward Tax Reform, Proposal Cuts the Tax Rate to 25% 
but Eliminates Lots of Goodies). Among a number of other things, the discussion 
draft proposes that all unremitted foreign earnings would be taxed at a reduced tax 
rate (8.75% for the portion that’s held in cash or other liquid assets, 3.5% for 



19 
 

03/27                                                                   ISI PLEASE do not forward 

everything else) whether or not the earnings are repatriated and the tax could be 
paid over eight years. Companies would be allowed to use foreign tax credits 
(partially) to reduce the tax bill in the U.S. Keep in mind the Camp proposal might be 
a best case, the international tax reform proposals issued last November by former 
Senate Finance Committee Chairman, Max Baucus, proposed that all unremitted 
earnings be taxed at a 20% rate. 

So, how much might those off-balance-sheet liabilities drop if the Camp plan were 
put in place? In order to figure that out we relied upon the estimates above where 
we split the earnings parked overseas into its cash and non-cash components. We 
assume the cash piece is taxed at an 8.75% tax rate and everything else is 3.5% 
and estimate that the off-balance-sheet tax liability would fall by 85% in the 
aggregate to $71 billion. We found 62 companies where we estimate the potential 
savings is more than 5% of market cap including the top ten in Exhibit 22 where it’s 
more than 10% of market cap. No surprise, all of these companies show up on 
Exhibit 21 where we highlighted the companies with the largest off-balance-sheet 
tax liabilities as a percent of market cap.  

Exhibit 22 : Estimated Tax Savings from Camp's Proposal as a % of Market Cap 

 

Tax Reform  
It seems like the only chance of getting another repatriation holiday is if it’s part of a 
larger tax reform effort. Boy do we need tax reform; the U.S. tax code is a broken 
complex mess, especially when it comes to how overseas profits are taxed. It 
incentivizes companies to shift profits to low-tax (or no tax) countries (or no 
countries) and then keep the earnings parked outside the U.S. until the next 
repatriation holiday comes around. It has also resulted in a number of companies 
leaving the U.S. in search of greener tax pastures abroad (e.g., Eaton, Omnicom, 
Perrigo, Actavis, Endo Health Solutions, etc.).  

There are a number of proposals floating around to try and fix the tax code including 
how foreign profits are taxed, the four most prominent are as follows:  

(1) The Tax Reform Act of 2014, a nearly 1,000 page comprehensive tax reform 
proposal released last month by Dave Camp (R-Mi.) the Chairman of the 
House Ways and Means Committee (see our February 28, 2014 report). 

(2) The current Chairman of the Senate Finance Committee, Ron Wyden (D-
Ore.) has also proposed comprehensive tax reforms in the past, most 
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recently with Senator Dan Coats (R-Ind.) in the Bipartisan Tax Fairness and 
Simplification Act of 2011.  

(3) President Obama’s 2015 Budget Proposal included a number of proposals to 
reform the U.S. international tax system (some old and some new).  

(4) The staff discussion papers released last November by former Chairman of 
the Senate Finance Committee Max Baucus (see our November 20, 2013 
report, Tax Reform Gets Rolling, Tackling International Business Tax 
Reform).  

In Exhibit 23 we summarize the international tax reforms from each of these 
proposals. Keep in mind that it’s unlikely that any of these proposals will turn into 
legislation this year instead it looks like Congress is getting ready to tackle tax 
extenders next month (the 60 or so “temporary” tax provisions, like the R&D tax 
credit, that expired at the end of 2013). For a full list of the tax extenders check out 
our February 14, 2014 (Valentine’s Day) report, Bonus Depreciation Boomerang, 
Potential Drag on Cash Flows If Bonus Depreciation is Not Extended.  
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Exhibit 23 : Tax Reform Proposals - Taxation of Foreign Profits 
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Inversions Are All the Rage, For Now 
Back in the late 90’s and early 2000’s a number of U.S. companies (e.g., Tyco, 
Transocean, Noble, Cooper Industries, Weatherford, Nabors Industries, Seagate 
Technology, Ingersoll Rand, Foster Wheeler, Accenture, PWC Consulting even Fruit 
of the Loom, etc.) packed their bags and redomiciled to Bermuda and the Cayman 
Islands, for a little tax fun in the sun. In response the U.S. tightened the rules around 
inversions with section 7874 of the American Jobs Creation Act of 2004. 

Inversion/redomicile activity slowed down initially after the enactment of Section 
7874. Then we starting seeing some inversions take place around 2009/2010, 
including Ensco leaving for the U.K., Tim Hortons moving back to Canada (yes Tim 
Hortons was a U.S. company) and Valeant going to Canada too. Around the same 
time a number of the former U.S. companies domiciled in the Caribbean departed 
for Ireland (e.g., Cooper Industries, Accenture, etc.) and Switzerland (e.g., 
Transocean, Weatherford, etc.) in search of tax treaty protection from the still 
threatened but not yet passed Stop Tax Haven Abuse Act.  

In the past few years inversion/redomicile activity has really picked up pace. 
Nowadays it seems like companies can’t wait to get the heck out of Dodge and 
redomicile outside the U.S. We included a few of the more significant inversions that 
have taken place (been announced) over the past few years, see Exhibit 24. 

Exhibit 24: A Few Inversions 

 

With among the highest statutory corporate tax rates in the world it’s no surprise that 
taxes are a major motivator behind U.S. companies looking to redomicile elsewhere. 
Leave the U.S. for the more tax friendly confines of Ireland, Switzerland, 
Netherlands, even the UK and a company can reduce its tax rate, driving up 
earnings and cash flows. The tax savings are typically a result of two things: (1) 
removing the foreign operations from U.S. taxation and (2) reducing the tax burden 
on the U.S. operations by stripping the profits out of the U.S. through tax deductible 
interest, royalties, rents, management fees, etc. paid to the new lower tax foreign 
parent or other foreign affiliates. Keep in mind that if tax reform makes it harder to 
shift profits around the world, it could result in higher tax rates even for those 
companies that have already departed the U.S. 
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Leaving on a Jet Plane  

So how do companies leave the U.S., do they just pack some bags and jump on the 
next Aer Lingus flight to Ireland? It’s a bit more complex than that. The companies 
are reincorporating in a foreign country replacing the U.S. parent with a new foreign 
parent. An inversion takes place when pursuant to a plan or a series of related 
transactions (yes an inversion can happen in multiple steps over time) a foreign 
company acquires substantially all of the assets held by a U.S. company. In most 
cases (stock inversions) a new foreign company is set up and the U.S. company 
shareholders exchange their shares for new foreign company shares with the U.S. 
company becoming a subsidiary of the foreign company.   

Substantial Business Activities is a Tough Test to Meet  

In order for a U.S. company to pull this off on its own (i.e., without a merger partner) 
it must have “substantial business activities” in whatever country it is moving to for 
the U.S. to respect that it’s now a foreign corporation from a tax perspective (if not it 
will continue to be taxed like a U.S. company). The definition of substantial business 
activities was tightened significantly back in 2012 and is now a bright line test with 
three specific criteria all of which must be met: (1) at least 25% of the employees 
(headcount and compensation) must be in the foreign country during the testing 
period (one year period before the inversion) (2) at least 25% of the total assets 
(tangible and real property) must be in the foreign country and (3) at least 25% of 
the total sales must be made to customers in that country (during the testing period). 
Clearly this is a tough test to meet, as a result there are not many transactions that 
we are aware of that have met the new criteria, Alexion appears to be one example.   

Most Companies Invert Through M&A, Key Is to Get the Ownership Right 

The much more popular route for a company to depart the U.S. is through M&A, but 
they have to find the right foreign merger partner to combine with. The focus of 
Section 7874 is on the former shareholders of the U.S. company and how big of a 
stake they have in the new foreign company (by vote or value). The key to finding 
the “right” merger partner is to make sure that after combining the two companies 
the former shareholders of the U.S. company have a less than 80% stake in the new 
foreign company, see below: 

• ______ Has Left the United States – If the former shareholders of the U.S. 
company own less than 60% of the new foreign company, then all’s clear, 
you have escaped the U.S. tax system. 

• Surrogate Foreign Corporation - If the former shareholders of the U.S. 
company own between 60% - 80% of the new foreign company, it’s treated 
as a foreign company for tax purposes. But the company can’t use NOL’s or 
foreign tax credits to offset any inversion gains for 10 years. On top of that, 
Section 4985 slaps an excise tax (cap gains rate) on the value of insider’s 
stock-based compensation. 

• Back in the U.S.A - If the former shareholders of the U.S. company own 80% 
or more of the new foreign company then the company will be treated as a 
U.S. company for tax purposes regardless of where it calls home.  

Cracking Down on Inversions? 

As more and more companies pack up and leave the U.S. it shouldn’t come as a 
surprise that the Obama administration 2015 Budget proposed making it much more 
difficult to do an inversion transaction. The 60% and 80% tests mentioned above 
would be replaced by a 50% ownership test. In other words for a U.S. company to 
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redomicile and be taxed like a foreign company, its owners would have to give up 
control (i.e., own less than 50% of the new foreign company). We get one or two big 
brand name U.S. companies leaving the U.S. and this type of proposal could gain 
some real traction in Washington.   

Here’s the thinking behind the proposal “there is no policy reason to permit a 
domestic entity to engage in an inversion transaction when its owners retain a 
controlling interest in the resulting entity, only minimal operational changes are 
expected, and there is significant potential for substantial erosion of the U.S. tax 
base.” Funny but that’s not much different than the reasons laid out by Congress for 
enacting Section 7874 ten years ago “inversion transactions resulting in a minimal 
presence in a foreign country…were a means of avoiding U.S. tax and should be 
curtailed” and that “certain inversion transactions have little or no non-tax effect or 
purpose and should be disregarded for U.S. tax purposes.”  
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ANALYST CERTIFICATION:  The views expressed in this Report accurately reflect the personal views of 
those preparing the Report about any and all of the subjects or issuers referenced in this Report.  No part of 
the compensation of any person involved in the preparation of this Report was, is, or will be directly or 
indirectly related to the specific recommendations or views expressed by research analysts in this Report. 

DISCLOSURE:  Neither ISI nor its affiliates beneficially own 1% or more of any class of common equity 
securities of the subject companies referenced in the Report.  Neither the persons preparing this research 
report or members of their households have a financial interest in the securities of the subject companies of 
this research report.  At various times, the employees and owners of ISI, other than those responsible for 
preparing this research report, may own, buy, or sell the securities discussed in this research report for the 
purposes of investing or trading.  None of the persons preparing this research report or members of their 
households serves as director, officer, or advisory board member of the subject company.  ISI does not usually 
make a market in the subject securities, nor is ISI currently making a market in the subject securities.  No 
person(s) preparing this research Report has received non-investment banking compensation from the subject 
company in the past 12 months.  ISI does and seeks to do business with companies covered in this research 
Report and may have or has received non-investment banking compensation in the past 12 months (payment 
for research). 

DISCLAIMER:  This material is based upon information that we consider to be reliable, but neither ISI nor its 
affiliates guarantee its completeness or accuracy.  Assumptions, opinions and recommendations contained 
herein are subject to change without notice, and ISI is not obligated to update the information contained 
herein.  Past performance is not necessarily indicative of future performance.  This material is not intended as 
an offer or solicitation for the purchase or sale of any security. 
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