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WASHINGTON: The sweeping tax cuts
adopted Wednesday by US lawmakers while re-
ducing rates on corporations, also aim to en-
courage multinational businesses to repatriate
huge earnings amassed abroad. US corpora-
tions, notably in the tech and pharmaceutical
sectors, have for years accumulated profits off-
shore to avoid the comparatively high US tax
rates of 35 percent, although most companies in
reality pay much less.

The stockpile of cash now stands at about
$2.5 trillion, according to the congressional Joint
Committee on Taxation. In 2016, for example,
Apple stashed more than $200 billion abroad,
while Microsoft parked $100 billion, and Cisco,
Oracle and General Electric all followed suit.

Some firms resorted to so-called corporate
inversions, reverse mergers allowing them to be
incorporated in low-tax countries, avoiding the
US tax system altogether.

Last year, several inversion efforts, including
the merger attempt by drug companies Pfizer
and Allergan, drew the ire of American officials.
By dropping the top corporate rate to 21 percent
from 35 percent and taxing only profits earned
US territory, the reform represents an effort to
make the United States more enticing to major
corporations.

“Money frozen overseas and in parts of world
and some of them don’t even like us,” President
Donald Trump said Wednesday in remarks cel-
ebrating the tax bill’s passage.

“And they had the money. Now they won’t
have the money long.” To help encourage earn-
ings repatriation, the tax package includes a
one-time, across-the-board tax break for com-
panies that bring the cash back.

The incentive remains? 
Businesses will have to make a one-time pay-

ment of eight percent or 15.5 percent, on repa-
triated foreign profits, depending on whether the
assets are cash or investments. This could bring
$220 billion to the Treasury, according to the
Joint Committee on Taxation. But Eric Toder, co-
director of the Tax Policy Center, this particular
policy measure would reward overseas invest-
ment. “We are taxing them less on their foreign
profits than on their US profits if they invest in
low-tax countries,” he told AFP. After the tax bill
is enacted, foreign profits will be taxed at a min-
imum of 10.5 percent-including amounts col-
lected by local authorities-a level well below the
21 percent US rate.

Toder said congressional scorekeepers were
assuming the lower taxes would result in higher
revenues, given the larger volume of repatriated
profits. But this still encourages companies to in-
vest abroad, he said. “They have an incentive to
report and invest income in low tax countries.”
Industrial companies, such as makers of semi-
conductors, an industry prone to off-shoring like
many that trade in intellectual property, welcome
the new rules. “We would have preferred lower
repatriation rates but overall it’s a strong bill for
the semiconductor industry,” Joe Pasetti, a sen-
ior lobbyist at the Semiconductor Industry As-
sociation, told AFP.

Will it work? 
The tax plan also aims to encourage compa-

nies to be active again on US soil, in particular
those in IP-reliant industries, he explains. US
revenues derived from foreign sales of patented
products will be processed for tax purposes as

if they were earned by foreign subsidiaries, at a
rate of 10.5 percent rather than the new corpo-
rate rate of 21 percent.

“It’s really competitive, much more com-
petitive than the current system,” Pasetti said.
The US Chamber of Commerce believes the
benefits will be shared widely following the
disappearance of the “outdated” former tax
system. “Our tax system will now welcome
capital within our borders for myriad uses
such as job creation, wage growth, and invest-

ment,” Caroline Harris, vice president for tax
policy at the chamber, told AFP. However, crit-
ics are skeptical the higher profits will be used
for those purposes. In 2004, under then-pres-
ident George W. Bush, Congress approved a
similar tax break to encourage the repatria-
tion of profits, and companies brought back
about $312 billion, subject to a 5.3 percent
rate. But studies showed these funds were in
large part used for share buybacks rather than
for investments. —AFP

US officials hope tax plan will 
bring corporate profits home

Tech, pharmaceutical firms accumulated profits offshore
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LONDON: The premium investors demand for holding Span-
ish bonds over top-rated German peers held close to its nar-
rowest levels in three months yesterday, as Catalonia holds an
election that Spain’s government hopes will end the wealthy
region’s independence bid. 

After two days of heavy selling in US and European bond
markets, euro zone bond yields held near multi-week highs as
the US House of Representatives approved a sweeping over-
haul of the U.S tax code. Spain’s government hopes that the
Catalonia election will strip pro-independence parties of their
control of the Catalan parliament and end their campaign to
force a split with Spain.

But while final polls showed separatist and unionist parties
running neck-and-neck, an effective pro-independence ma-
jority remains a likely outcome. “It (the election) cannot be ig-
nored going into year-end,” said Orlando Green, European
fixed income strategist at Credit Agricole. “But the secession
movement has been significantly diminished and would need
a decisive move to revive it.” —Reuters

Spanish bond yields
nudge lower as Catalonia
goes to the polls 

Apple wins big
with US tax bill
but faces snag 
on patents
WASHINGTON: The US Republican tax
overhaul passed by Congress this week will
allow Apple Inc to bring back its $252.3 bil-
lion foreign cash pile without a major tax
hit - a long-standing company goal.

Other provisions of the bill, namely the
cut in the corporate tax rate from 35 per-
cent to 21 percent, are also a big boon for
Apple. But not everything went the com-
pany’s way. A critical difference between
the Senate version of the bill and the final
version could actually raise the amount of
cash taxes that Apple pays on profits from
patents held abroad, tax experts said. 

The treatment of foreign patent profits
is important to Apple because shifting
those profits overseas was a cornerstone
of its tax practices for decades.  In effect,
the company attributes a large portion of

the value of its products to patents and
other intellectual property such as trade-
marks. Apple then assigns some of that IP,
proportional to overseas sales, to sub-
sidiaries in countries with low tax rates and
assesses substantial patent royalties on
sales. Those royalties then flow back to
those low-tax locations, like Ireland.

The bill has a pair of provisions designed
to make that maneuver less alluring. One
creates a minimum tax on foreign patent in-
come that is expected to come to about 13
percent, said Gavin Ekins, a research econ-
omist with the Tax Foundation.  At the same
time, a tax break for patents held in the
United States will lower the tax on licensing
income from the standard corporate rate of
21 percent to 13.1 percent - about the same
as if the patents were held abroad.

Congressional Republicans “don’t want
the tax rate to be a consideration in where
you put your intellectual property,” Ekins
said. “The whole intention (of the meas-
ures) is to bring back that intellectual
property to the United States.”

Parts of the scheme are similar “patent
boxes” employed in countries like the
United Kingdom to encourage firms to
generate and keep their innovations at
home. But the final bill omits any explicit

way for patents held overseas to be re-
turned to the United States without being
taxed. Congress “screwed it up,” said Ed
Kleinbard, a tax professor at the University
of California and former chief of staff of the
US Congress’s Joint Committee on Taxa-
tion. “It’s kind of weird that they created
the patent box, but didn’t give a pass to
bring things back.”

For those patents that remain overseas,
the minimum tax on foreign patent profits
means Apple might actually face higher
cash taxes abroad.  “I’m willing to bet a
dollar that 13.1 percent is higher than
Apple’s actual non-US tax rate,” said
Kleinbard. “It’s entirely possible their cash
tax bill going forward would go up based
on this alone.” 

Apple Chief Executive Tim Cook has
said the company intends to bring some
overseas cash home, but the company de-
clined to comment on precisely how much
or how it would use the funds.  Gary Huf-
bauer, a fellow with the Peterson Institute
for International Economics, said the tax
cut is not likely to spur Apple to start build-
ing iPhones in the United States. However,
Apple’s U.S. suppliers, which the company
said it spent $50 billion with in 2016, will
also see lower taxes. —Reuters


