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Subject Index

Accelerated cost recovery system (ACRS),
59-60

Acquisitions: cost of, 141-42; debt arrange-
ments for, 56; effects on foreign-
controlled companies, 243-46; methods
in foreign direct investment, 119, 123-
30; new direct investment in U.S., 238—
39, 267; revaluation of assets after, 242,
245; worldwide and territorial, 130-37.
See also Mergers and acquisitions

ACRS. See Accelerated cost recovery system
(ACRS)

Advance corporation tax (ACT), 87, 111

ALADI agreement, 205, 207

Aluminum Co. of Canada v. The Queen,
54nl13

Argentina, 205

Branches, foreign (of multinationals), 79n3,
80, 15657

Capital: differences in countries’ cost of,
248-49; tax treatment of new and old,
6-7, 125-30, 137. See also Acquisi-
tions; Cost of capital; Mergers and ac-
quisitions

Capital controls: effect and use of, 14, 42—43;
measuring for presence of, 25-34; as
risk, 290

Capital-export neutrality, 2, 82, 109

Capital flows: among high- and low-tax coun-
tries, 24; data for analysis of, 45; with
foreign direct investment, 36, 121--22;

315

portfolio and foreign direct investment
as, 13-15; test for composition of inter-
national, 25-36. See also Cost of capital;
Investment

Carryovers. See Cross-crediting

CFCs. See Controlled foreign corporations
(CFCs)

Chemical industry, 201, 213-14, 229

Competitive advantage: gaining firm, 198; of
greater R&D, 149

Controlled foreign corporations (CFCs): cal-
culating tax rate for dividends remitted,
112-13; definition and data, 89-90; divi-
dend remittances of, 95-96, 100-103;
with excess credit and excess limitation,
92-95. See also Cross-crediting; Divi-
dend payments; Remittances

Coordination frictions: conditions for, 199; in
firms’ sourcing decisions, 218-20;
linked to transfer prices, 222-23

Cost of capital, 3; for acquisitions, 141-42;
in analysis of foreign-controlled firm in-
come, 248-49; for capital exporter,
272; for foreign-controlled companies,
239-40

Country frictions: defined, 198-99; effect on
manufacturing location decisions, 201;
related to pharmaceutical industry, 203,
205-6; in semiconductor industry loca-
tion decisions, 20913

Coupling frictions: effect on manufacturing
location decisions, 201; related to chemi-
cal industry location decisions, 213; re-
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Coupling frictions (continued)
lated to materials industry, 216; related
to pharmaceutical industry, 205; related
to semiconductor industry, 209, 212—13;
types of, 198

Coupling restrictions: effect on pharmaceuti-
cal manufacture, 206—7; in manufactur-
ing sector, 201; in software industry, 215

Credit. See Cross-crediting; Deemed-paid for-
eign tax credit; Excess credit; Foreign
tax credit; Tax credit

Cross-border charges: after Tax Reform Act
(1986), 5; effect of U.S.-Canadian tax
reforms on, 5, 61-62, 68-69, 72-73;
U.S.—Canadian, 5051, 54-55; use of,
62, 68; to U.S. parent companies, 49

Cross-crediting: occurrence and effect of, 82,
94-100, 109; over time, 97-98; under
Tax Reform Act (1986), U.S., 83, 109;
using excess credits and limitations, 81.
See also Capital-export neutrality; Ex-
cess credit; Excess limitation; Jurisdic-
tions, high- and low-tax

Data sources: for analysis of Canadian-U.S.
tax reforms, 5, 47, 49; in analysis of in-
come repatriation, 79; in analysis of in-
come shifting, 10, 280-81, 282n8,
283n10, 303; for analysis of remittances
and tax payments, 5-6, 89-90; for anal-
ysis of tax and nontax factors, 4-5; for
capital flows, 45; for foreign-controlled
companies analysis, 9, 240—41; for for-
eign investment model, 138; for tax
treatment of foreign equity ownership,
14; for tax treatment of portfolio versus
direct investment, 25-26, 29-30,
35-36, 45; for U.S. firm response to
R&D expense allocation,

168-71, 191

Debt and earnings stripping, 238, 240, 246—
48, 269

Debt finance: effect of U.S.-Canadian tax re-
form on, 61, 72-73, 75; effect on U.S.
firm subsidiaries of, 5, 60-61; for
foreign-controlled companies, 238; in in-
come shifting, 277, 285, 290-92; use
of, 21, 55

Debt flows (United States to Canada), 55

Deemed-paid foreign tax credit: of dividend
payments, 83, 95; tax before, 81

Deferral. See Tax deferral

DISC income. See Domestic international
sales corporation (DISC) dividend in-
come

Diversification, international, 13-15

Dividend payments: as channel for remittance
of foreign income, 83, 95; derivation of
tax prices for, 110-12; effect of nontax
considerations on, 64; effect of U.S.-
Canadian tax reform on, 62-64, 68,
72-73; from high- and low-tax CFCs,
113-14; increased, 49; as percentage of
foreign corporate income, 95; rate for di-
rect foreign and portfolio investment,
20-21; as remittances from CFCs, 95—
96, 100-103. See also Jurisdictions,
high- and low-tax

Dividends: deemed-paid foreign tax credit
for, 83, 95; imputation system for, 20,
86t, 87-88; incentives to deter repatria-
tion of, 63; under split-rate foreign tax
systems, 86—87; tax price of remitted,
84-88, 103-10

Domestic international sales corporation
(DISC) dividend income, 83

Dominion Bridge Co. Ltd. v. The Queen,
54n13

Earnings and profits: of foreign-controlled
firms, 237-38; look-through rules for,
56-57, 75; tax treatment for U.S. sub-
sidiaries, 58—59, 62. See also Debt and
earnings stripping

Economic Recovery Tax Act (1981), 7,
158-59

Enforcement, tax, 2, 13, 15~16

Excess credit: creation of, 95-97; in cross-
crediting, 97-100; in foreign tax credits,
156; global tax price with, 88; to offset
residual U.S. tax, 81-83, 88; to reduce
tax liability, 18; tax law effect on debt fi-
nance with, 61, 72-73. See also Cross-
crediting

Excess limitation: in cross-crediting, 97-100;
in foreign tax credits, 81-83; global tax
price with, 88

Exchange rates: effect on income of foreign-
controlled companies, 255-58; effect on
U.S. foreign firm R&D, 152-54; link
between FDI and, 146

Expense allocation: of foreign-controlled
companies, 252-53; under U.S. tax sys-
tem for foreign income, 57-58
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Factor prices, 23

Foreign-controlled firms: acquisitions as for-
eign direct investment, 119, 123-37,
238-39, 243-46, 267; factors influenc-
ing earnings and tax payments by, 9,
237-40

Foreign direct investment (FDI): acquisition
of existing capital assets, 6, 13, 119,
123-37, 238-39, 243-46, 267; analysis
of TRA86 effect on, 124-30; conse-
quences for acquisitions in U.S., 238—
40; effect of capital controls on, 25; fac-
tors favoring, 80; model of, 138—43; net
tax rates of, 22-23; possible incentives
for increased, 146—47; tax treatment of,
16-22, 120; of territorial and worldwide
firms, 130-37, 145—46; in United
States, 120-22

Foreign sales corporation (FSC), 83

Foreign-source income. See Income, foreign-
source

Foreign tax credit: averaging, 56—57; carry-
over to offset U.S. tax, 83, 95-100, 103;
direct and indirect, or deemed-paid, 80—
81; to eliminate liability on royalty in-
come, 164; limitation on, 78; reinvoicing
as determinant of, 225; tax price depends
on, 83; in U.S. tax law, 57, 156. See
also Deemed-paid foreign tax credit; Ex-
cess credit; Excess limitation; Tax prices

France: evidence of capital controls in, 30—
31; tax treatment for foreign-source in-
come, 19

Frictions (in tax planning), 196—97. See also
Coordination frictions; Country frictions;
Coupling frictions

FSC. See Foreign sales corporation (FSC)

Functional currency method, 58

GAAR. See General antiavoidance rule
(GAAR), Canada

General antiavoidance rule (GAAR), Can-
ada, 54

General limitation income, 83

General Utilities doctrine, 124-25, 142

Global strategy theory, 196, 198

Imputation systems: corporate dividend remit-
tances under, 86t, 87-88; effect on per-
sonal tax advantage of dividend, 32-33;
effect on personal tax rate of dividend,
20; tax prices under UK., 111-12

Incentives, financial, 211

Incentives, tax: capturing effects of, 78; for
foreign direct investment, 145-46; in tax
deferral of foreign income, 156-57; in
tax deferral policy, 80; for U.S. R&D,
149-50, 158—65; in U.S. tax law, 120

Income, capital: residence-based tax on, 2;
tax discrimination between domestic-
and foreign-source, 2

Income, domestic: deduction of R&D ex-
pense against, 157-60; R&D undertaken
for, 160—62; without tax liability, 18-19

Income, foreign-source: baskets, or pools,
56-58, 82-83; reports of U.S. corpora-
tion, 77; residence principle applied to
repatriated, 122-23; surtax on repatri-
ated, 33-34; taxation of territorial] or
worldwide, 122-24; with tax deferral,
80; tax liability of multinational firm
R&D, 156—60; tax on and credit allow-
ances for, 78=79. See also Excess credit;
Excess limitation; Foreign tax credit;
General limitation income; Profits; Tax
deferral

Income, taxable: changed tax treatment of
U.S. firm, 58; effect of macroeconomic
factors on multinational, 294; flow of
U.S. multinational, 83—88; foreign-
controlled company shifting of, 8-9, 21,
258—64; generated by foreign-controlled
companies, 269~70; reporting by U.S.
multinationals of, 279; of U.S. multina-
tional and uninational firms, 330-31;
U.S. policy to credit payments of, 78;
U.S. tax credit policy for withholding,
80. See also Income shifting; Profits

Income shifting: among U.S. manufacturing
firms, 277-78; conditions for, 252; effect
on revenue, 3; evidence of, 258—64,
270, 287-92, 299. See also Jurisdic-
tions, high— and low-tax

Intangibles: in comparison of domestic- and
foreign-controlled companies, 253-55;
in cost of income shifting, 285, 290-92;
returns on certain multinational firm,
297-99

Interest: as channel for remittance of foreign
income, 82-83, 93t, 94-95, 157; cross-
border charges for, 54-55; deductibility
of expense under TRA86, 57, 238; look-
through rules to detect, 56; from U.S.
subsidiaries, 88
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Internalization theory, 297-300

Internal Revenue Service, Statistics of Income
Division (SOI), 89n18, 240

Investment: abroad for corporate and individ-
ual, 4; characteristics of R&D, 188-89;
cross-border, 3; different methods used
by foreign multinationals, 119; factors
discouraging domestic, 80; factors influ-
encing, 35; factors influencing foreign,
23-35; model to analyze effect of
TRAS86 on foreign, 125-30; U.S. tax
law incentives for foreign, 120; world-
wide and territorial in United States,
130-37. See also Acquisition; Foreign
direct investment (FDI); Portfolio equity
investment; Reinvestment

Joint ownership, 24

Jurisdictions, high- and low-tax: capital flows
among, 24; classification of, 282-92; in
cross-crediting, 95-100; dividend pay-
ments from firms in, 113-14; income
shifting among, 21, 277-80, 301-2; tax
ratios of firms in, 28687

Location decisions: factors influencing manu-
facturing, 201-13; shift in rationale for,
230. See also Jurisdictions, high- and
low-tax

Look-through rules, 56-57, 75

Management and administration fees,
54-55, 58

Manufacturing sector: coupling and country
frictions in, 201; factors influencing lo-
cation decisions, 201-13; income shift-
ing in, 277-78; tax and nontax consider-
ations in, 213-14, 219, 229, 232-33.
See also Chemical industry; Materials in-
dustry; Pharmaceutical industry; Semi-
conductor industry; Software industry

Materials industry, 201, 216

Mergers and acquisitons: as form of foreign
direct investment, 120, 242, 245; tax
treatment under TRA86, 124-25. See
also General Utilities doctrine

Minimum tax, alternative, 59

Multinational firms: implementation of
residence-based taxation for, 2; internali-
zation within, 297-99; investment in for-
eign countries, 18; research activities of,

160; shifting of taxable income by, 21;
tax treatment of foreign investment, 13
Multinational firms, foreign: investment
methods of, 119-20, 123-24; tax treat-
ment in United States of, 122-30. See
also Foreign direct investment
Multinational firms, U.S.: effect of tax credit
position of, 82; foreign and domestic re-
search and development of, 151-54; pre-
dictions of responses to tax system
changes, 60-73; response to R&D tax
incentives, 149-50; subsidiary location
decisions, 277-302; tax payments and
income remittance of, 90-100; tax pol-
icy for branch and subsidiary, 80. See
also Controlled foreign corporations
(CFCs); Foreign-controlled firms; In-
come shifting; Jurisdictions, high- and
low-tax; Parent firms, U.S.

1986 TRA. See Tax Refort Act (1986)

Nontax considerations: characteristics of, 232;
in firm location and sourcing decisions,
8, 196-99, 201-16, 229; in income
shifting, 290, 302; for location of manu-
facturing firms, 232-33; in maximizing
firm’s value, 196-97; in portfolio and di-
rect foreign investments, 23-25, 45; in
portfolio and foreign direct investment,
14, 45, 137-38, 146—47; potential effect
on dividend payments, 64; in R&D ex-
penditures, 152—54; in sourcing deci-
sions, 218-21. See also Frictions; Re-
strictions; Tax considerations

Omnibus Budget Reconciliation Act (1989):
R&D expense allocation under, 159;
R&E credit under, 155

Parent firms, U.S.: controlled foreign corpo-
rations of, 89-90, 92-96, 100-103,
112-13; cross-border charges to, 49; ef-
fect of Canadian tax system changes on,
5, 51--55; subsidiaries and branches of,
156-57. See also Controlled foreign cor-
porations (CFCs)

Performance evaluation systems: determinants
of after-tax, 226-28; pre- and after-tax,
220-23

Pharmaceutical industry, 201-8
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Portfolio equity investment: criteria for, 35;
effect of foreign, 23, 36; net tax advan-
tage of, 31-33; net tax rates, 22-23; tax
treatment of, 13, 15-16. See also Capital
controls

Profits: effect of exchange rates on foreign-
controlled, 255-58; foreign-controlled
and domestic firm, 161n19, 241-43,
269-70; prior to foreign ownership,
267-69, 272, 274; related to multina-
tional firm internalization, 297-300;
shifting by foreign-controlled compa-
nies, 219-25, 270; shift to low-tax loca-
tions, 259; tax policy of United States
toward foreign, 79-83; U.S. tax policy
for foreign branch and subsidiary, 80,
156-57

Public policy. See Tax policy, U.S.

Puerto Rico, 106

Regulation: influence on pharmaceutical in-
dustry location, 201-4, 207; U.S. Trea-
sury 1.861-8 and 1.954.3(a)(4), 149—
50, 158, 160-65, 215n28

Reinvestment, 62—-64, 68, 75

Reinvoicing (in transfer pricing), 224-25

Remittances: different channels for U.S. firm
foreign income, 83, 94; effect of tax
avoidance on pattern of, 109; tax effects
of dividend, 100—110; tax price of divi-
dend and tax-deductible, 84—88; with-
holding tax by foreign-source income
country, 79. See also Repatriated in-
come; Repatriation

Rents: as channel for remittance of foreign in-
come, 83, 93t, 94-95; cross-border
charges for, 54-55; as income, 58; from
U.S. subsidiaries, 88

Repatriated income: corporate surtax on, 33—
34; disallowance since 1986 of some
pooling, 19; effect on tax ratio of multi-
national, 294; exemption of part of
foreign-source, 19; pooling of multina-
tional, 18-19; royalty income as, 164,
188; taxation of U.S. subsidiaries’, 156—
57. See also Remittances

Repatriation: behavior of U.S. subsidiaries in
Canada, 74-76; effect of tax deferral on
U.S. firm, 80, 221; incentives for, 82; of
income by U.S. multinational firms, 78—
79; residence principle application to in-

come, 122-23; use of tax deferral for
foreign income, 156-57. See also Cross-
border charges; Debt finance; Dividend
payment; Reinvestment; Remittances
Research and development (R&D): for do-
mestic and foreign sales and income,
160-65; domestic and foreign targeting
of U.S. firm, 181, 188—89; expense allo-
cation rules, 149-50, 158—65, 188-89;
offshore U.S. multinational, 151, 160,
165; proposed changes in tax treatment
for, 182—85; R&D/GNP ratio for five in-
dustrialized countries, 151-52; U.S. firm
response to allocation rules, 165-81; by
U.S. multinational firms at home and
abroad, 151-65. See also Income, do-
mestic; Income, foreign; U.S. Treasury
Research and experimentation (R&E) credit.
See Tax credit
Residence-based taxation: advantages and
limitations of, 2; of foreign-source in-
come, 122-24; of U.S. tax system, 156,
279; worldwide approach, 122-38
Restrictions: effect on manufacturing location
decisions, 201; impeding tax minimiza-
tion, 196. See also Coupling restrictions
Rhythm method, 59, 63-64, 68, 75
Royalties: as channel for remittance of for-
eign income, 83, 93t, 94-95; cross-
border charges for, 54-55; as foreign in-
come, 88, 157; as income, 58; as intan-
gibles, 253-54; withholding tax rates on
U.S. firm, 16465, 188

Sales corporations. See Domestic interna-
tional sales corporation (DISC); Foreign
sales corporation (FSC)

Sales tax, 79n3

Semiconductor industry, 209-13

Signaling, 21

Software industry, 215

SOL. See Internal Revenue Service, Statistics
of Income Division (SOI)

Sourcing decisions: as element of worldwide
tax planning, 226-28; tax considerations
in, 218-19. See also Performance evalu-
ation systems; Transfer prices

Split-rate corporate tax system: in analysis of
capital flows composition, 29; defined,
26; tax prices under, 110-11

Spur Oil Ltd. v. The Queen, 54n13
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Subsidiaries, foreign (of multinationals): in-
terest, royalties and rents from, 88; repa-
triated income of, 19, 156-57; U.S. tax
policy for, 58-59, 80

Surtax: Canadian corporate, 52-53; in portfo-
lio and corporate investment analysis,
24, 31, 33-34

Takeovers, 125

Tax, foreign. See Income, foreign-source; In-
come, taxable

Tax avoidance: effect of incentives for, 109;
influence of tax deferral on, 80; of tax on
dividends, 20

Tax avoidance, Canada. See General anti-
avoidance rule (GAAR), Canada

Tax base, 59, 61, 62

Tax benefits. See Tax considerations

Tax considerations: for foreign firms invest-
ment, 119-120; for location of manufac-
turing sector plants, 201-13, 229; in lo-
cation of marketing and distribution
facilities, 216-18; in manufacturers’
sourcing decisions, 219, 229; in multi-
national internal pricing, 278; in portfo-
lio and direct investment analysis, 45—
46. See also Incentives, tax; Jurisdic-
tions, high- and low-tax; Nontax consid-
erations

Tax credit: Canadian investment and R&D,
53-54; conditions for pooling repatriated
income for, 19; under double-taxation
conventions, 16-18, 109; with foreign
direct investment, 16-17; under imputa-
tion tax system, 87; for multinationals
with repatriated income, 18-19; for re-
search and experimentation (R&E), 149—
50, 154-55; rhythm method for, 59, 63—
64, 68, 75; U.S. foreign tax credit limi-
tations, 56-57; under U.S.-U K. tax
treaty, 87-88, 111. See also Deemed-
paid foreign tax credit; Excess credit;
Foreign tax credit

Tax deferral: on foreign income of U.S. com-
panies, 6, 78, 80; for subsidiaries of
U.S. parent firms, 156

Tax Equity and Fiscal Responsibility Act
(1982), 206n14

Tax exemption: foreign country rules for, 17;
for repatriated income, 19

Tax havens, 46, 238

Tax law, Canada, 47-55. See also Tax policy,
Canada

Tax law, U.S.: effect on income repatriation
patterns, 78; foreign tax credit in, 57,
156; incentives in, 120; proposed (H.R.
5270), 2, 9; related to R&D, 157-65.
See also Tax policy, U.S.

Tax minimization, 196

Tax planning: coordination of worldwide,
226-28; government rules restricting, -
196, 198. See also Frictions; Nontax
considerations; Performance evaluation
systems; Restrictions; Sourcing deci-
sions; Tax considerations; Value chain
considerations

Tax policy, Canada: statutory and nonstatu-
tory changes in, 51-55; for U.S. subsidi-
aries, 74-76

Tax policy, foreign: with conflicting incen-
tives, 290; related to R&D, 165, 182-84

Tax policy, U.S.: differentiated domestic and
foreign R&D, 157-58; for foreign
branches of U.S. parent firms, 156-57;
for foreign multinationals, 119-20; is-
sues in design of R&D policy, 150-55;
related to foreign direct investment,
124-30; for research and experimenta-
tion, 149-50; statutory and nonstatutory
changes in, 51-55

Tax prices: calculation of controlled foreign
corporation, 90; decision to shift R&D
spending, 7, 189-93; defined, 83; of
dividend and tax-deductible remittances,
84-88, 103-10; for income remittances,
79; response to R&D expenditures of
U.S. firms, 171-81, 188. See also Tax
rates

Tax rates: calculating dividend remittance,
112-13; changes in U.S. and Canadian
statuatory, 50-54; effect on R&D, 154;
excess credit and limitation with foreign,
81; on multinational firm foreign in-
come, 156-57; on portfolio and corpo-
rate investment, 22-23, 25-36. See also
Tax prices

Tax Reform Act (1986): baskets of foreign in-
come under, 83, 109; corporate invest-
ment tax changes of, 124-25; effect on
investment incentives, 6, 137; foreign
tax credit limitation in, 56—-57; income
shifting incentives under, 294n19; issues
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related to R&D investment, 159n18;
R&D and R&E credits under, 155; tax
base broadening under, 59

Tax systems: changes in U.S. and Canadian,
49; international aspects of U.S., 156—
60; look-through rules in U.S., 56-57,
75; predictions related to reform in, 60—
73. See also Foreign tax credit; Income,
foreign; Tax deferral

Tax systems, foreign: dividend remittances
under imputation system, 86t, 87-88; re-
mittance under classical, 84—86; split-
rate, 8687

Tax transfer prices. See Transfer prices

Tax treaties: Canada-U.S., 50n4; U.S.-UK.,
87-88, 111

Tax treatment: with joint ownership, 24; par-
tial section 946 method, 58; of portfolio
and foreign direct investment, 13-14,
25-36; pre-1984 U.S., 56; proposed
changes for U.S. R&D, 182-85; territo-
rial and worldwide approaches to, 122—
38, 142-43; U.S.-Canadian reforms in
corporate, 47

Technical and Miscellaneous Revenue Act
(1988): R&D expense allocation under,
159; R&E credit under, 155

Technology transfer, U.S., 181n38

The Queen V. Irving Oil Lid., 54n13

TRAB86. See Tax Reform Act (1986)

Trade agreements. See ALADI agreement

Trade barriers, 23

Transfer prices: expenses as mechanisms for,
243-55; gain from setting; 33, 45; loca-
tion and sourcing decisions effect on,
196-97, 218-20, 229; role in firm loca-
tion decision, 199; role in shifting profit
and income, 8, 219, 221-25, 283-84;
setting in Canadian tax system, 54; to
shift taxable income, 237-38, 271, 274;
tax and nontax considerations in setting,
8, 221-25; use in income shifting of arti-
ficial, 277, 283-84

Transportation costs, 23

U.S. Treasury: regulation § 1.861-8, 149-50,
158, 160-65; regulation § 1.954-3(a)(4),
215n28. See also Internal Revenue Ser-
vice, Statistics of Income Division (SOI)

Value-added tax (VAT), 79n3

Value-chain considerations, 198-99, 228. See
also Coordination frictions; Country fric-
tions; Coupling frictions; Coupling re-
strictions





