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In this graph, it is more obvious that a majority of the companies bought back a
higher percentage of their total shares outstanding in the year of or the years following
the inversion. Everest Re Group, White Mtn, and Arch Capital all have peak percentages
in year 0, while Aon, Ingersoll-Rand, Eaton and a few others have max percentages in
year 2. This provides a considerable amount of evidence in favor of the thesis as a large
percentage of shares being bought back after the inversion year shows that money is
being distributed to the shareholders even after the funds have moved overseas.

In an effort to view the data in a different light, statistical analysis tests were
examined to find the right fit for this data. Firstly, to choose the correct test, normality
must be determined. To do this, a normal probability plot was constructed and a Shapiro-

Wilks test conducted.
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As seen by the normal probability plot above, the data points (depicted in red) do
not follow the shape of a normal distribution (depicted in green). If the points were to
trace the normal line, it could be argued that the distribution itself is also normal, but in
this situation, there does not seem to be any correlation. This is furthered by the Shapiro-
Wilks test, which is a common statistical analysis tool used to convey the normalcy of a
distribution in samples of sizes 3 to 2,000. In this test, the null hypothesis (Hy) is that the
data can be modeled by a normal distribution. The test, via an online system, yielded a p-
value of <.001. A common p-value threshold is greater than .05 to fail to reject the null
hypothesis. Therefore, because of the low p-value, the null hypothesis is rejected and it is
concluded that this distribution is not normal. As a result, non-parametric tests should be
used to analyze the data.

The Wilcoxon / Kruskall — Wallis test is a test for non-parametric distributions to
“determine if there are statistically significant differences between two or more groups of
an independent variable”.”” The three years before and the three years after the date of
inversion were combined to create the two groups, namely “before” and “after”, to be
compared. Similar to the original hypothesis, it is expected that there will be a significant
difference between the two categories because treasury stock repurchases would have
increased in the later years.

In this test, the null hypothesis (Hy) is that there is not a considerable difference
between the “before” and “after” groups (shown in the chart as “-1”” and “1” respectively)
or, in other words, that the distributions are the same. As seen by the test results below,

the p-value associated with the chi-square approximation is .4953. If this value is greater

3 "Kruskal-Wallis H Test Using SPSS Statistics." Kruskal-Wallis H Test in SPSS Statistics. Laerd
Statistics, n.d. Web. 09 Feb. 2016. <https://statistics.laerd.com/spss-tutorials/kruskal
wallis-h-test-using-spss-statistics.php>.
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than .05, then there should be a failure to reject the null hypothesis. This gives the
conclusion that, based on the Wilcoxon / Kruskall — Wallis test, there is no significant
difference between treasury stock repurchases before and after the date of inversion. This
result is surprising and provides some evidence against the hypothesis, but should also
take into account that with a .05 p-value, there is 95% certainty that these values could

not have occurred by chance, which may be too strict for this test.
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4 Wilcoxon / Kruskal-Wallis Tests (Rank Sums)

Expected
Level Count Score Sum Score Score Mean (Mean-Mean0)/Std0
-1 39 147600 154050 37.8462 -0.677
1 39 160500 154050 41.1538 0.677
4 2-Sample Test, Normal Approximation
S Z Prob>|Z|

1605 0.67669 0.4986

4 1-way Test, ChiSquare Approximation

ChiSquare DF Prob>ChiSq
0.4651 1 0.4953

In an effort to see the data from a different perspective, the change in amount of
cash flows for treasury stock repurchases between years was calculated and is presented

in the table and graph below.



Amount Increased Between Years

-3 to -2 -2 to-1 -1to 1 Oto 1l 1to?2 Max Change

Stratasys 0 0 0 0 0 N/A

Eaton 0 343000000 -343000000 0 650000000 1to2
Everest Re Group Ltd. -6267000 16710000 78888000 -80125000 -16426000 -1to 0
Rowan 0 125013000 -125013000 0 0 -2 to -1
Ingersoll-Rand 99400000 -84500000 -48800000 -72500000 355900000 -3 to -2
Xoma 0 0 0 0 0 N/A

White Mtn. Insurance 37400000 -83900000 119700000 -130700000 -6900000 -1to 0
Tyco 0 0 227700000 78200000 -113600000 -1to 0
Transocean 0 0 0 240000000 -240000000 Oto 1
Argo Group 0 0 0 5100000 -5100000 Oto 1
Arch Capital Group -112000 17000 59312000 -59367000 -48000 -1to 0
Weatherford Int. -3904000 -122000 2503000 -84000 -1383000 -1to 0
Aon -340000000 578000000 297000000 -23000000 1148000000 1to2
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Changes in Treasury Stock Repurchases

$1,400,000,000
$1,200,000,000
$1,000,000,000
$800,000,000
$600,000,000
$400,000,000
$200,000,000
$- -
-3to-2 -2 to-1
$(200,000,000)

$(400,000,000)

$(600,000,000)

i Stratasys
& Eaton
Everest Re Group Ltd.
“Rowan
& Ingersoll-Rand
Xoma
£ 'White Mtn. Insurance
ETyco
Transocean
& Argo Group
0to 1 1t92 Arch Capital Group
Weatherford Int.
Aon

Although Eaton and Aon’s data seems to vary dramatically between years, the

focus of the first graph is on the trend of the data, rather than the exact amount of change.

As summarized in the tables below, the time period between years -1 and 0 had the

highest frequency and the greatest increase of cash outflows. Six of the thirteen

companies increased in this time period, which amounts to 46%. Furthermore, when

taking into account the companies for which this data was inapplicable the numbers

increase to six out of eleven companies or 55%. The same period, year -1 to year 0,

showed the greatest increase in repurchasing outflows for five out of the thirteen

companies. Additionally, three out of the give time intervals had positive averages
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among all companies with year 1 to 2 having the highest increase, which most likely

accounts for the huge spike in Eaton and Aon’s repurchase amounts.

Year Range
Number of Companies with Greatest Increase in this Year

-3 to -2 1
-2 to-1
-1to 0
Oto1l
l1to2

N/A

NNNOU -

-3to -2 -2 to-1 -1to O Oto1l 1to2

Average $(16,421,769) $68,786,000 $20,637,692 $(3,267,385) $136,187,923
Countif

positive 2 5 6 3 3
The maximum amount used for the repurchase of treasury stock over the 6-year

period for each company is summarized below along with the year that it occurred. Only
two companies, Rowan and Weatherford, had their max years before the inversion,
whereas nine occurred afterwards. The average year of maximum outflows is 0.45.
These observations somewhat support the hypothesis that the most capital was used after
the inversion to buyback stock as compared with years prior to the event, but represent
maximums as opposed to increases that are described above. What this doesn’t take into

account is the decrease in the average cash outflows in year 0 to year 1.
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Maximum Max year

Stratasys: 2012 $- N/A
Eaton: 2012 $650,000,000 2
Everest Re Group Ltd.: 1999 $96,551,000 0
Rowan: 2012 $125,013,000 -1
Ingersoll-Rand: 2001 $355,900,000 2
Xoma: 1998 $- N/A
White Mtn. Insurance: 1999 $139,500,000 0
Tyco: 1997 $305,900,000 1
Transocean: 1999 $240,000,000 1
Argo Group: 2007 $5,100,000 1
Arch Capital Group: 2000 $59,415,000 0
Weatherford Int.: 2002 $4,226,000 -3
Aon: 2012 $2,250,000,000 2

AVERAGE 0.45

Results

Based on this first test of comparing repurchase outflows over the 6-year period
before and after the inversion, there seems to be a fair amount of evidence showing that
stock repurchases increased or at least peaked after the year of the inversion. Although
the data is a bit volatile for some of the companies, there does seem to be an overall
increasing trend among the companies used. After analyzing this data, it was determined
that, although treasury stock repurchases seemed to increase, there was no confirmation
that its main objective was to provide distributions to its shareholders. With the
assumption that an inverted corporation’s net income would increase because of their
smaller tax provision, companies may have excess funds that are currently not needed
and are therefore used to buy back stock in order to increase the earnings per share,
reduce the total amount to be paid in dividends in the future, or other similar intentions.
This objective is the same as any company with excess cash might have, whether inverted

or not. Therefore, although treasury stock repurchases were higher in the years following
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the inversion than preceding it which supports the hypothesis, there may also be other

reasons for this change.

Test #2

Method and Hypothesis

The second test conducted used data regarding total dividends paid, as well as
dividends per share. Similar to the first test, the data was gathered from the raw
information and constructed into line graphs to show the difference in time over the
years. There are limitations placed on this test because of the decision of 4 of the 13
companies to not pay dividends over the time span of this test. Additionally, there are
certain years for the remaining companies where dividends were not paid. A table of
average dividends paid and dividends paid per share and the percentage increase between
years was also constructed. The line graphs and tables are given below.

Because of the repatriation rules described throughout this paper, the amounts
paid out as dividends after the year of inversion should be minimal. With the purpose of
the reincorporation to avoid U.S. taxation, it seems that an increase in the amounts
distributed to shareholders, most of which reside in the United States, would nullify the
inversion benefits. It is expected that beginning in year 0, there will be a considerable
decrease in the amount paid by firms as dividends.

Based on the original hypothesis stated in the first test, if treasury stock
repurchases increase, then a decrease in amount of shares outstanding would increase the
dividends per share, even while the total dividend amount paid remains stable. Since the

first test was inconclusive regarding an increase in stock buybacks, this may not be the
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case, but dividends per share could be expected to decrease solely from the assumption

that total dividends paid will decrease after the year of inversion. Therefore, the

percentage change between years would supposedly be negative.
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Dividends Per Share
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Average Total Avg % Change

-3 $46,889,769

-2 $50,882,769 8.52%
-1 $62,798,231 23.42%
0 $69,940,000 11.37%
1 $112,192,923 60.41%
2 $159,553,462 42.21%

Avg Per Share Avg % Change

-3 $0.71

-2 $0.26 -63.96%

-1 $0.39 54.32%

0 $0.53 34.47%

1 $0.37 -29.90%

2 $0.50 34.91%
Results

By the table above, it is clear to see that there are consistent increases in the total
amounts paid out as dividends as the average percentage change between years is positive
for all 6 years. This is surprising, especially the 11.37% and 60.41% increases in the year
of and year after inversion respectively. Based on the hypothesis, the amount of
dividends should have decreased or, at the very least, stayed somewhat uniform over the
years since the amounts brought back into the United States would be taxed at the 35%
corporate and then taxed again by the individual shareholder as a dividend. The
significant decrease that was expected was actually a substantial increase.

Dividends per share have also generally increased over time, but have major
decreases in years -2 and 1. The individual companies seem to display an overall positive
trend, aside from Eaton and White Mtn Insurance. This outcome supports what was

originally hypothesized, but not for stock buyback reasons. The increase in total amounts
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paid out as dividends explains the increase in stock dividends per share, but does not
account for the years of decrease.

The Management’s Discussion and Analysis (MD&A) sections of the 10-K
reports don’t provide much detail as to the reasons behind the increase in dividends paid
other than the number of shares, the amount used in the transaction, and how these
numbers differ from previous periods. Therefore, it is difficult to understand the
reasoning behind these actions. It is, however, mentioned in the Disclosures of Market
Risk section that, as a result of their reincorporation, the firm may be considered a
Controlled Foreign Corporation, which would produce a tax liability for their
shareholders as discussed in previous sections. With this information, it may also be
concluded that the objective maintaining or increasing the amounts used for dividends
could be to “reimburse” shareholders for this liability, which some companies already do
for their executives. Although it was expected that dividends paid would decrease, there
may be other reasons that a company would accept the payment of the repatriation tax,

such as keeping up a certain reputation with shareholders.

Test #3

Method and Hypothesis

The third test analyzes the change in tax liability and effective tax rate over time
and then relates treasury stock repurchases to the change in tax liability. To apply this
test, the data relating to stock repurchases, tax liabilities, and effective tax rates for the 6-
year time period were assembled. Line graphs were constructed for each of the above

categories of data in order to clearly display the change over time. These graphs for total



Fung 53

tax liability and effective tax rate are displayed below along with a graph of treasury
stock repurchases, which is the same as provided above. It should be noted that for the
effective tax rate graph, Arch Capital is disregarded as a high outlier. In its year of
inversion, Arch Capital had accumulated tax liabilities so, even though its net income
before taxes was relatively small, all of their year 2000 tax liability came from a previous
deferral.

As a result of the tax inversion occurrences in year 0, it is expected that, during
this year, the tax liability and more importantly, the effective tax rate will decrease
significantly and then remain relatively stable over the remaining years. As a result of
the increase in retained earnings assumed from the decrease in tax liability, the data may
show a negative correlation between the tax liability and stock repurchases in the years
following the inversion. The thesis of this paper, insinuates that the decrease in tax
liability will be attributed to an increase in stock repurchases for the purpose of moving

capital back into the United States through a repurchase strategy.
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Tax Liability (excluding Everest Re Group Ltd.,
Ingersoll-Rand, Tyco, Transocean, and Aon)
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Stock Repurchases
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Results

There is not a strong downward trend in year 0 as was expected from the year of
the tax inversion. With the purpose of the inversion to decrease the tax liability and
maximize net income, this outcome is not what was predicted. Perhaps, similar to the
situation with Tyco, companies underwent mergers as part of their inversion structure,
which caused an overall increase in tax expense and had a diminishing effect of the
inversion.

To combat the limitation of the total tax liability graph, the effective tax rate
should be analyzed. The effective rate data is more meaningful than total tax liability
because of its standardization over time and among the companies in the sample.

Although it was predicted that the year 0 data should show the strongest downward trend,
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it seems like the graphs indicate this as year 1. Since the tax inversions occur in year 0,
there are probably residual tax consequences to be handled before year 1, which
symbolizes the first full year of the inversion. Based on the data above, the effective tax
rate does seem to have a downward trend with most of the change occurring in year 1.

Although there is an overall decrease in the effective tax rate among the
companies, the values still seem rather high. With the majority of companies in this
sample reincorporating in Bermuda, where there is a 0% effective tax rate, the actual
values seem to be significantly higher than this, granted there may still be a tax liability
attributed to revenues earned in other countries.

As mentioned previously, the total tax liability didn’t decrease as much and the
stock repurchases didn’t increase as much as anticipated. Therefore, it is difficult to
conclude a cause and effect relationship between the two. In an attempt to further break
down the data a linear regression was executed and the following graphs were
constructed. It is necessary to note that with the small amount of data available and the
lack of linearity, this data set does not meet the assumptions of a linear regression, but are

useful solely for graphical purposes in this paper.
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Avg Repurchases vs. Tax Before Inversion
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The data displayed in this manner shows an obvious change in tendencies
between treasury stock repurchases and change in tax liability before and after the
inversion. Although, as stated before, the usefulness of these diagrams are limited, it is
interesting to see the increase in slope of average repurchases, while that of average tax
liability decreases and becomes negative beginning in year 0.

In all, the research conducted in this paper is inconclusive. The results found
from the various tests neither affirmed or rejected the hypothesis. The data that was
obtained seemed to provide some support to the hypothesis that treasury stock
repurchases increased over time, but not enough to infer causation from the inversion.
There were many surprising results, including the overall increase in total dividends paid
and the lack of a sharp decrease in tax liability after the inversion date. These could be a
result of residual liabilities or other affairs that needed to be put in order before “real”

results of the inversion could be clearly seen.

Areas for Further Research

As mentioned in the sections above, there were restrictions to this research that
were met because of the intentional limits placed on the data and because of the general
trend of inversions themselves. Because of the 6-year time bracket that was studied, only
13 companies qualified for and had information available for testing. Those who inverted
in the years 2013, 2014, and 2015 were not eligible for use in this research. In order to
obtain more meaningful data, it would be beneficial to reapply these tests in the future
when there are more eligible corporations from which to obtain information. With an

increasing number of inversions occurring per year, trends among companies will most
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likely be more common and therefore easier to distinguish. Also, with a greater number
of companies to draw information from, patterns will be more apparent in the data.
Additionally, when the information is available, using data over a longer time period may
also be helpful. With the greater spread, it will be clearer to see the long-term results of
the avoidance strategy and give a better idea of the aftereffects of the inversions.

As the data obtained from the tests above was inconclusive, there are many
opportunities for further research on this subject. Another statistical test that may be of
interest is that of comparing the issuance of bonds over time. According to one theory,
foreign companies can issue bonds in the United States at low tax rates by using their
overseas funds as collateral. The money that is “trapped” overseas can technically be
repatriated to pay off the bonds, but in this way, they are able to receiving funding
without paying taxes for use as distributions, etc. The interest rates that are paid on these
bonds are tax deductible. Corporations who earn interest income overseas, which is
considered passive income, are still obligated to pay U.S. taxes, which means that it can
be used in the U.S. The theory states that if a company is paying interest on bonds in the
U.S., then they can use that tax deduction to offset the tax liability formed by earning
interest income overseas. Through the use of this method, corporations are able to
increase their capital in the United States through bond financing and repatriated interest
income with little tax consequences.”® By comparing bonds payable amounts over time,

would provide evidence regarding this theory.

’® Freed, Dan. "How U.S. Corporations Use Overseas Cash in U.S. Without Paying Taxes." The
Street. N.p., 23 Feb. 2015. Web. 04 Feb. 2016.
<http://www thestreet.com/story/13053211/1/howus-corporations-use-overseas-cash-in-
us-without-paying-taxes.html>.
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Besides statistical analysis, other methods regarding this subject could also shed
light on tax-inverted corporations’ repatriation strategies. Although from most
explanations, it seems that capital moved and earned abroad are impossible to bring back
into the United States without voiding the purpose the inversion, but in reality, as seen by
the thesis of this paper and the one provided above, there are many other methods that
could be studied. By speaking with tax professionals and doing more research, more
theories could be developed and tested. Because of the small number of companies that
have actually undergone inversions, it may be that trends have yet to surface. It may
even be that the companies moving abroad are not concerned with repatriating their

profits and are looking more to expanding in the international market.

Conclusion

Although the number of companies inverted and tax revenue lost are not
significant, the increasing trend of extreme tax avoidance strategies identifies a major
downfall in the United States’ tax code regarding C Corporations. By not allowing U.S.
companies to have advantages comparable to foreign companies, the government is
creating an environment that is not conducive to the firm’s success. The weight of the
U.S. corporate tax rate causes these companies to take drastic measures to improve their
bottom line. The research conducted in this paper is inconclusive as to how funds are
being repatriated, but it is clear that corporations are finding ways around these laws
and/or keeping their profits overseas. In each case, the U.S. is missing out on trillions of

dollars that could be circulating and strengthening the economy.
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It has been argued that by avoiding U.S. taxes, companies are making a legal, yet
unethical move. On the other hand, though, it seems that the U.S. government has also
acted immorally by creating such oppressive legislation regarding C Corporations. By
adopting more encouraging and competitive legislation, the U.S. government may be able
to retain profits in country, which even when taxed at a lower rate, may increase the
amount of tax revenue. It was stated in this paper that corporations have a duty to their
shareholders, but it can be argued that the United States government also has a
responsibility to its citizens and corporations to maintain an environment that is
comparably equal to other countries. It seems that tax reform should be a high priority

for the U.S. government or else face the risk of losing even more to offshore accounts.
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Stratasys Inc.: 2012

-3 -2 -1 0 1 2

T/S Repurchased - - - - - -

Total Div Paid - - - - - -

Dividend / Share - - - - - -

NI Before Taxes 6,182,272 13,835,338 31,352,364 18,510,000 (29,381,000) (154,718,000)
Tax Liability 2,066,001 4,465,794 10,726,000 9,687,000 (2,474,000) (35,248,000)
Net Income 4,116,271 9,369,544 20,626,364 8,823,000 (26,907,000) (119,470,000)

Effective Rate 33% 32% 34% 52%* 8% 23%

Free Cash Flow 21,518,609 12,860,574 (33,215,141) (13,581,000) (5,910) (49,768,000)

FCF - T/S Repurch 21,518,609 12,860,574 (33,215,141) (13,581,000) (5,910) (49,768,000)
Incorporated in: Delaware Delaware Delaware Israel Israel Israel
* Notes to the financial statements for fiscal year 2012 provided the following reconciliation.
2011 Effective income tax rate 342%
2012 percentage decrease in tax contingency reserve (39%)
2012 percentage increase in stock compensation expense 28%
2012 percentage increase in manufacturing deduction (32%)
2012 percentage increase in non-deductible acquisition expenses 12.6%
2012 percentage decrease due to different tax rates 34%
Other 6.4%
2012 Effective income tax rate 523%
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Weatherford International Ltd.: 2002

-3 -2 -1 0 1 2
T/S Repurchased 4,226,000 322,000 200,000 2,703,000 2,619,000 1,236,000
Total Div Paid - - - - - -

Dividend / Share - - - - - -

NI Before Taxes 28,284,000 71,275,000 338,587,000 (11,581,000) 199,515,000 430,747,000
Tax Liability 8,477,000 32,933,000 123,048,000 (5,173,000) 51,608,000 92,672,000
Net Income (20,875,000) (42,350,000) 214,651,000 (6,030,000) 143,352,000 330,146,000

Effective Rate 30% 46% 36% 45% 26% 22%

Free Cash Flow 219,236,000 99,090,000 30,560,000 192,611,000 (17,100,000) 38,208,000

FCF - T/S Repurch 215,010,000 98,768,000 30,360,000 189,908,000 (19,719,000) 36,972,000
Incorporated in: Delaware Delaware Delaware Bermuda Bermuda Bermuda
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Eaton Corp.: 2012

-3 -2 -1 0 1 2
T/S Repurchased - - 343,000,000 - - 650,000,000
Total Div Paid 334,000,000 363,000,000 462,000,000 512,000,000 796,000,000 929,000,000
Dividend / Share 2.00 1.08 1.36 1.52 1.68 1.96
NI Before Taxes 303,000,000 1,036,000,000 1,553,000,000 1,251,000,000 1,884,000,000 1,761,000,000
Tax Liability (82,000,000) 99,000,000 201,000,000 31,000,000 11,000,000 (42,000,000)
Net Income 385,000,000 937,000,000 1,352,000,000 1,220,000,000 1,873,000,000 1,803,000,000
Effective Rate -27% 10% 13% 2% 1% -2%

Free Cash Flow

1,213,000,000

888,000,000

680,000,000

1,071,000,000

1,671,000,000

1,246,000,000

FCF - T/S Repurch

1,213,000,000

888,000,000

337,000,000

1,071,000,000

1,671,000,000

596,000,000

Incorporated in:

Ohio

Ohio

Ohio

Ireland

Ireland

Ireland
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Everest Reinsurance Holdings, Inc.: 1999

-3 -2 -1 0 1 2

T/S Repurchased 7,220,000 953,000 17,663,000 96,551,000 16,426,000 -

Total Div Paid 6,067,000 8,076,000 10,077,000 11,620,000 11,008,000 -

Dividend / Share 0.12 0.16 0.20 0.24 0.24 -

NI Before Taxes 143,839,000 207,300,000 212,676,000 196,582,000 231,742,000 29,065,000
Tax Liability 31,812,000 52,345,000 47,479,000 38,521,000 45,362,000 (9,185,000)*
Net Income 112,027,000 154,955,000 165,197,000 158,061,000 186,380,000 38,250,000

Effective Rate 22% 25% 22% 20% 20% -32%

Free Cash Flow 413,953,000 376,389,000 183,317,000 203,436,000 89,964,000 303,772,000

FCF - T/S Repurch 406,733,000 375,436,000 165,654,000 106,885,000 73,538,000 303,772,000
Incorporated in: Delaware Delaware Delaware Bermuda Bermuda Bermuda

* Notes to the financial statements for fiscal year 2001 attribute the tax benefit to the “impact of losses relating to the September 11
attacks, the Enron bankruptcy and realized capital losses recognized in 2001, which reduced taxable income, partially offset by the
impact of income tax expense relating to the non-recurring receipt of shares in connection with a former client’s demutualization”.
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Rowan Companies PLC: 2012

-3 -2 -1 0 1 2
T/S Repurchased - - 125,013,000 - - -
Total Div Paid - - - - - 37,695,000
Dividend / Share - - - - - 0.31
NI Before Taxes 447,518,000 359,535,000 130,080,000 183,470,000 261,239,000 (269,607,000)
Tax Liability 119,186,000 91,934,000 (5,659,000)* (19,829,000)* 8,663,000 (150,732,000)
Net Income 328,332,000 267,601,000 135,739,000 203,299,000 252,576,000 (118,875,000)
Effective Rate 27% 26% -4% -11% 3% 569%**
Free Cash Flow (22,289,000) 17,602,000 (1,422,995) (291,547,000) 15,865,000 (1,535,268,000)
FCF - T/S Repurch (22,289,000) 17,602,000 (126,435,995) (291,547,000) 15,865,000 (1,535,268,000)
Incorporated in: Delaware Delaware Delaware England/Wales England/Wales England/Wales

* Notes to the financial statements for fiscal years 2011 and 2012 attribute the tax benefits “in part to the amortization of benefits
related to outbounding certain rigs to our non-U.S. subsidiaries in prior years, and with respect to 2012, the implementation of tax
planning strategies with regard to capitalized interest. Also impacting taxes in 2012 and 2011 were the removal of the Company’s
manufacturing and land drilling operations, whose earnings were subject to a 35% U.S. statutory rate, and a significant proportion of
income earned in lower-tax jurisdictions.

** The effective rate for fiscal year 2014 is a “high positive” because of the net loss before taxes combined with the tax benefit. Notes
to the financial statements say that the benefit was “primarily due to the acceleration of previously deferred intercompany gains and
losses associated with impaired assets, the amortization of deferred intercompany gains and losses related to outbounding certain U.S.-
owned rigs to our non-U.S. subsidiaries in prior years, and the settlement agreement reached with the U.S. Internal Revenue Service in
September 2014”.
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Ingersoll-Rand Company Ltd.: 2001

-3 -2 -1 0 1 2
T/S Repurchased 106,400,000 205,800,000 121,300,000 72,500,000 - 355,900,000
Total Div Paid 98,300,000 105,300,000 109,800,000 113,100,000 123,200,000 152,600,000
Dividend / Share 0.60 0.64 0.68 0.70 0.73 0.89
NI Before Taxes 706,200,000 844,800,000 830,600,000 130,000,000 383,100,000 687,700,000
Tax Liability 250,700,000 299,900,000 284,400,000 (50,000,000)* 17,500,000 94,200,000
Net Income 455,500,000 544,900,000 546,200,000 180,000,000 365,600,000 593,500,000
Effective Rate 35% 35% 34% -38% 5% 14%
Free Cash Flow 678,000,000 646,000,000 535,700,000 401,000,000 379,800,000 39,100,000
FCF - T/S Repurch 571,600,000 440,200,000 414,400,000 328,500,000 379,800,000 (316,800,000)
Incorporated in: New Jersey New Jersey New Jersey Bermuda Bermuda Bermuda

* Notes to the financial statements for fiscal year 2001 attribute the tax benefit to the reincorporation in Bermuda and “a one time tax
benefit of $59.8 million related to the utilitization of previously limited foreign tax credits and net operating loss carryforwards in
certain non-U.S. jurisdictions. ...Also in 2001, the company realized a benefit of approximately $18.5 million related to prior year
foreign sales corporation benefits”.
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Xoma Ltd.: 1998

-1

0

1

2

T/S Repurchased

Total Div Paid

Dividend / Share

NI Before Taxes

(26,304,000)

(28,222,000)

(17,169,000)

(47,839,000)

(45,173,000)

(29,416,000)

Tax Liability - - - - - -
Net Income (26,304,000) (28,222,000) (17,169,000) (47,839,000) (45,173,000) (29,416,000)
Effective Rate 0%* 0% 0% 0% 0% 0%
Free Cash Flow 24,291,000 21,375,000 10,467,000 (38,631,000) 46,580,000 21,642,000
FCF - T/S Repurch 24,291,000 21,375,000 10,467,000 (38,631,000) 46,580,000 21,642,000
Incorporated in: Delaware Delaware Delaware Bermuda Bermuda Bermuda

* Notes to the financial statements for the fiscal years provided state that the 0% effective tax rate is attributed to federal and state net
operating loss carryforwards and R&D and other credit carryforwards.
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White Mountains Insurance Group, Ltd.: 1999

-3 -2 -1 0 1 2
T/S Repurchased 66,300,000 103,700,000 19,800,000 139,500,000 8,800,000 1,900,000
Total Div Paid 5,900,000 5,300,000 13,100,000 8,800,000 7,100,000 5,900,000
Dividend / Share 5.90 0.81 2.13 1.56 1.20 1.93
NI Before Taxes 27,500,000 78,400,000 130,000,000 161,500,000 355,400,000 (422,200,000)
Tax Liability 18,900,000 29,400,000 47,800,000 53,100,000 42,500,000 (174,300,000)
Net Income 8,600,000 49,000,000 82,200,000 108,400,000 312,900,000 (247,900,000)
Effective Rate 69% 38% 37% 33% 12% 41%*
Free Cash Flow 181,000,000 109,900,000 23,400,000 207,300,000 113,000,000 293,000,000
FCF - T/S Repurch 114,700,000 6,200,000 3,600,000 67,800,000 104,200,000 291,100,000
Incorporated in: Delaware Delaware Delaware Bermuda Bermuda Bermuda

* Notes to the financial statements for fiscal year 2001 state that the effective rate for the period was higher than the 35% statutory rate
“primarily as a result of the effects of deferred credit amortization™.
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Tyco International Ltd.: 1997

-3 -2 -1 0 1 2
T/S Repurchased - - - 227,700,000 305,900,000 192,300,000
Total Div Paid 300,000 4,800,000 21,400,000 2,600,000 283,900,000 637,800,000
Dividend / Share 0.00 0.03 0.16 0.002 0.18 0.39
NI Before Taxes 117,500,000 59,100,000 (708,500,000) (589,800,000) 1,702,800,000 1,651,200,000
Tax Liability 34,900,000 28,100,000 (21,800,000) (187,000,000) 534,200,000 620,200,000
Net Income 82,600,000 31,000,000 (686,700,000) (776,800,000) 1,168,600,000 1,031,000,000
Effective Rate 30% 48% 3% 32% 31% 38%
Free Cash Flow 80,500,000 11,200,000 (35,700,000) 1,917,300,000 964,300,000 512,600,000
FCF - T/S Repurch 80,500,000 11,200,000 (35,700,000) 1,689,600,000 658,400,000 320,300,000
Incorporated in: New Jersey New Jersey New Jersey Bermuda Bermuda Bermuda
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Transocean: 1999
-3 -2 -1 0 1 2
T/S Repurchased - - - - - -
Total Div Paid - - - - 25,300,000 38,200,000
Dividend / Share - - - - 0.12 0.12
NI Before Taxes 119,700,000 294,000,000 284,100,000 49,300,000 144,400,000 360,500,000
Tax Liability (60,400,000) (21,100,000) 60,800,000 (9,300,000)* 36,700,000 85,700,000
Net Income 180,100,000 315,100,000 223,300,000 58,600,000 107,700,000 274,800,000
Effective Rate -50% -7% 21% -19% 25% 24%
Free Cash Flow 20,900,000 (221,000,000) (379,700,000) (296,400,000) (378,800,000) 60,600,000
FCF - T/S Repurch 20,900,000 (221,000,000) (379,700,000) (296,400,000) (378,800,000) 60,600,000
Incorporated in: Delaware Delaware Delaware Switzerland Switzerland Switzerland

* Notes to the financial statements for fiscal year 1999 attribute the tax benefit to “charges for potential legal claims and additional
U.K. tax loss carryforwards for which no valuation allowance was provided as well as the adjustment of U.K. tax loss carryforwards

for prior years”.
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Argo Group International Holdings, Ltd.: 2007

-3 -2 -1 0 1 2

T/S Repurchased - - - - 5,100,000 -

Total Div Paid - - - 57,100,000 - -

Dividend / Share - - - 2.25 - -

NI Before Taxes 60,700,000 81,500,000 163,000,000 119,800,000 86,400,000 142,400,000
Tax Liability (11,100,000) 1,000,000 57,000,000 42,300,000 23,500,000 24,900,000
Net Income 71,800,000 80,500,000 106,000,000 77,500,000 62,900,000 117,500,000

Effective Rate -18% 1% 35% 35% 27% 17%

Free Cash Flow 77,000,000 311,200,000 293,700,000 159,500,000 108,100,000 278,800,000

FCF - T/S Repurch 77,000,000 311,200,000 293,700,000 159,500,000 103,000,000 278,800,000
Incorporated in: Delaware Delaware Delaware Bermuda Bermuda Bermuda
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Arch Capital Group Ltd.: 2000

-3 -2 -1 0 1 2
T/S Repurchased 198,000 86,000 103,000 59,415,000 48,000 -
Total Div Paid - - - - - -

Dividend / Share - - - - - -

NI Before Taxes 1,893,000 4,462,000 (52,231,000) 503,000 24,144,000 54,540,000
Tax Liability (338,000) 235,000 (19,557,000) 8,515,000 2,128,000 (556,000)
Net Income 2,231,000 4,227,000 (32,674,000) (8,012,000) 22,016,000 55,096,000

Effective Rate -18% 5% 37% 1693%* 9% -1%

Free Cash Flow 48,128,000 68,254,000 7,208,000 2,629,000 (11,940,000) 651,342,000

FCF - T/S Repurch 47,930,000 68,168,000 7,105,000 (56,786,000) (11,988,000) 651,342,000
Incorporated in: Delaware Delaware Delaware Bermuda Bermuda Bermuda

* Notes to the financial statements for fiscal year 2000 state that the high effective tax rate is such because of “charge to establish a
valuation allowance of $5.7 million that adjusted our deferred income tax asset to its estimate realizable value. Income tax expense
for 2000 also included the write-off of certain deferred assets in the amount of $3 million in connection with our change of legal

domicile to Bermuda”.
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Aon PLC: 2012

-3 -2 -1 0 1 2
T/S Repurchased 590,000,000 250,000,000 828,000,000 1,125,000,000 1,102,000,000 2,250,000,000
Total Div Paid 165,000,000 175,000,000 200,000,000 204,000,000 212,000,000 273,000,000
Dividend / Share 0.60 0.60 0.60 0.62 0.68 0.92
NI Before Taxes 949,000,000 1,059,000,000 1,384,000,000 1,380,000,000 1,538,000,000 1,765,000,000
Tax Liability 268,000,000 300,000,000 378,000,000 360,000,000 390,000,000 334,000,000
Net Income 681,000,000 759,000,000 1,006,000,000 1,020,000,000 1,148,000,000 1,431,000,000
Effective Rate 28% 28% 27% 26% 25% 19%
Free Cash Flow 235,000,000 607,000,000 777,000,000 1,150,000,000 1,404,000,000 1,386,000,000
FCF - T/S Repurch (355,000,000) 357,000,000 (51,000,000) 25,000,000 302,000,000 (864,000,000)
Incorporated in: Delaware Delaware Delaware England/Wales England/Wales England/Wales
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