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The Honorable Lynn Jenkins The Honorable Joseph Crowley

Chair Vice Chair

Tax Reform Working Group on Tax Reform Working Group on

Income and Tax Distribution Income and Tax Distribution

1027 Longworth HOB 1436 Longworth HOB

Washington, DC 20515 Washington, DC 20515

Dear Chairwoman Jenkins and Vice Chairman Crowley:

I am writing on behalf of the Retail Industry Leaders Association (RILA), the trade association
representing the world’s largest and most innovative retail companies. RILA members include
more than 200 retailers, product manufacturers, and service suppliers, which together account for
more than $1.5 trillion in annual sales, millions of American jobs and more than 100,000 stores,
manufacturing facilities, and distribution centers domestically and abroad. The substantial
majority of RILA’s retail members are brick and mortar C-corporations and the substantial
majority are domestically focused although a number of our member companies have a
significant international presence and others will be looking to expand into the international
sphere in the future. For your reference | have attached a one page document that lists our
member companies.

While an income and tax distribution discussion usually tends to focus on the individual side of
the Internal Revenue Code (referred to throughout as “the tax code” or “the code”), we would
like to discuss this issue through the lens of the corporate/business community. However, before
getting into the heart of that discussion, I want to briefly articulate RILA’s perspective on tax
reform as a whole.

RILA supports tax policies that will improve the business climate for retailers, both domestically
and internationally, by helping them continue to create jobs, invest in the United States, and
bring price-competitive value to consumers. More specifically, RILA supports comprehensive,
base-broadening, rate-reducing, revenue-neutral tax reform. From our perspective, the ideal tax
reform will provide for a substantial reduction in the tax rate for corporations and a substantial
reduction in the tax rate for individuals and pass-through entities. With respect to the
international component of the code, we believe that in order to be internationally competitive
our tax code should move in the direction of a territorial tax regime. When you add up all of
these provisions, they look a lot like the tax reform proposal that Chairman Camp has indicated
he would like to pursue in the House Ways and Means Committee. That being said, we wish the



Chairman and the Committee well in this effort and RILA stands ready to assist in any way it can
to achieve our mutual goals.

Corporate Effective Tax Rates

When the retail industry thinks about the distribution of the tax burden on the corporate side of
the tax code, we focus on the effective tax rate (ETR) that various business sectors incur. Last
year, RILA commissioned a PricewaterhouseCoopers (PwC) study to examine, among other
things, the economic footprint of the retail industry and the effective tax rate incurred by our
industry relative to other industries. The full study, as well as an accompanying cover note and
press release, are attached at the end of this submission.

With regard to the retail sector’s economic impact, the study found that retailers employed 17.8
million full and part-time workers, second highest among the major private sector industries. In
addition, the study found that the retail industry supports an additional 10.9 million indirect and
induced jobs across a number of other industries. The resulting total of 28.7 million jobs
accounts for 19.6% of all private nonfarm jobs in the country.

More importantly for this discussion, PwC examined the ETR among 18 major industry groups
using the most recent (2007-2011) publically available financial statement data. The study found
that the retail sector had a domestic (federal and state) ETR of 36.4%, the fourth highest of the
18 identified sectors. Moreover, the average domestic ETR rate for all industries, excluding
retail, was 26.6% meaning that the retailer tax rate is nearly a full ten percentage points higher
than the average industry sector. Put another way, the retail domestic ETR is almost 37% higher
than the combined average of all other industries. In addition, PwC reported that the domestic
ETR for the various business sectors ranged from 9.4% to 40.4%. Obviously some industries are
doing significantly better than other industries in our current corporate code.

From the perspective of the retail sector, the data relating to the wide disparity in ETRs between
industries is a cause for great concern and is a very strong signal that the current corporate tax
structure is in desperate need of reform. It makes no sense to tax the second largest employing
sector in the country, or any sector for that matter, at a substantially higher rate than that levied
on other industries.

One of the goals of reforming the corporate side of the code clearly should be to try and equalize
the ETR between business sectors. While all C-corporations face a top marginal rate of 35%,
what these corporations effectively incur varies widely and is related to the various tax
preferences or so-called “loopholes” in the code that they might be able to utilize. In the case of
the retail sector, there are very few retail specific tax provisions in the federal code that retailers
can use in order to reduce their ETR.

To achieve the kind of corporate tax rate that most economists believe we need to be
competitive, a very high percentage of the current corporate tax preferences will need to be
eliminated in order to accomplish rate reduction in a revenue-neutral fashion. The more
preferences you eliminate the closer you get to achieving a more balanced/equal ETR between
industries. Consistent with the tax reform vision put forth by Chairman Camp, RILA believes



that all corporate tax preferences need to be put on the table in order to give the Committee as
much latitude as possible to reduce the corporate rate in a revenue-neutral fashion. RILA also
strongly supports the Chairman’s goal of reducing the corporate tax rate to 25%. In considering
the key components of tax reform, we would hope that the Committee will be paying very close
attention to the industry ETRs so that any tax preferences that remain do not substantially benefit
some industries more than others.

The US Corporate Rate Versus the Corporate Rate of Other Countries

Another important perspective to keep in mind with regard to the distribution of tax burden
relates to the comparison of the US corporate tax rate to the corporate rate in other countries.
We know the story all too well. When Japan lowered its corporate rate early last year, the United
States claimed the dubious distinction of having the highest corporate tax rate in the
industrialized world as measured by the Organization for Economic Cooperation and
Development (OECD).

The OECD corporate average, excluding the US, is measured at 25.1% (2011 OECD data). As
we know, the top US corporate rate is 35% and when you add in state taxation of corporate
income, the disparity between the US and the rest of the world is only that much greater.
Clearly if we are to compete internationally we have to keep in mind where we stand in the
world. Lowering the U.S. corporate tax rate to 25% would help level the playing field for
globally engaged U.S. companies, encourage companies to keep jobs and investments in this
country, and attract inbound investment.

Globally engaged U.S. companies are also disadvantaged by the “worldwide” system of taxation
under our current code. Under our system, the United States taxes US companies on earnings
abroad when they bring those earnings back home (with a credit for tax paid in the country
where the profits were earned). The majority of OECD countries have some version of a
“territorial” regime and essentially tax only the earnings generated within their borders. This
disparity in treatment only hurts the ability of US companies to compete abroad and discourages
them from returning capital back to the United States.

A common way for retailers to grow in other markets is by acquisition of existing retail outlets.
The major multinational retail competitors of US-based retailers in other markets are companies
from the UK, Germany, and France. The current tax disparity creates a situation where US-based
companies are at a competitive disadvantage in bidding for acquisition of retail chains or
particular sites in these other markets.

International growth of US based retail companies brings other significant benefits to the US
economy. US-based retailers have longstanding relationships with their US supplier base and can
create new market opportunities for those suppliers. A supplier for a RILA member company
testified in 2011 before the House Ways and Means Subcommittee on Trade. This supplier
relayed how the US retailer had helped them enter new markets, and how that market entry made
their product attractive to other local retail competitors as well. If US retailers can effectively
compete for retail sites in other markets, it stands to reason that means more shelf space for US
supplier companies as well.



RILA strongly believes that the United States should adopt a system of international taxation that
is more aligned with international norms, enhances the ability of US companies to compete
abroad, and allows US companies to access their foreign earnings without a prohibitive tax cost.
In the end, RILA believes that a move in the direction of territorial taxation is in order. We
appreciate the efforts of Chairman Camp in his release of a discussion draft on international tax
issues and hope to continue to work with the Committee on retail’s perspective on the various
“base erosion” options. RILA understands the concerns surrounding potential "base erosion,” but
we hope that care will be taken to ensure that such measures don’t go too far so as to place US
retailers of innovative products abroad in an uncompetitive position.

Corporate Rate Versus Pass-Through Rate

Finally, the other tax distributional matter on the business tax side of the ledger that must be
addressed relates to the tax treatment of C-corporations relative to small businesses organized as
pass-through entities and taxed at the individual level.

In the past 25 years, there has been a tremendous growth in the number of businesses operating
as pass-through entities (e.g., sole proprietorships, partnerships, limited liability companies, and
S corporations), including some RILA members. These business taxpayers are critically
important to the U.S. economy and must be taken into consideration in the debate if overall tax
reform is to be successful.

As things now stand, the highest corporate rate is 35% and the highest pass-through rate is
39.6%; however, those numbers do not tell the entire story. On the corporate side you have the
double taxation of dividends and capital gains, and on the individual side you have the Medicare
surtax and the phase out of itemized deductions which make the cost associated with each of
these types of business organization higher than the base ordinary income tax rate might initially
indicate. At the end of the day, if the corporate rate is reduced, the pass-through rate should
ideally be reduced as well.

The retail industry is particularly sensitive to this issue because small businesses and individuals
are our customers. If they grow, we grow. If they get tax relief through a simplified code and a
reduced rate that means good things for the retail sector. And this axiom leads to a final point
that comprehensive tax reform done right will foster economic growth that will be beneficial for
all Americans and for businesses large and small. The oft repeated phrase attributed to President
Kennedy that “a rising tide lifts all boats” certainly applies in the context of tax reform. It is clear
that our tax code needs to be reformed at both the corporate and individual level. Simplification,
certainty, and low rates are all elements of growth generating, job creating tax reform. And in
thinking about tax reform we need to consider distributional impact at the business level. This
means we need to keep in mind the principles of ETR equity among industry sectors, how our
tax system stacks up relative to the rest of the industrialized world, and how balanced the code is
between large and small businesses.

We appreciate the opportunity to contribute to the efforts of your working group and stand ready
to assist the Ways and Means Committee in its efforts to comprehensively reform the tax code. If



you have any questions or require any additional information from RILA or any of our member

companies, please do not hesitate to contact I
I

Sincerely,
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Bill Hughes
Senior Vice President, Government Affairs

Attachments:

RILA Member List

RILA Tax Study Press Release
RILA Tax Study Cover Memo
RILA/PwC Tax Study
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RETAIL AND PRODUCT MANUFACTURER MEMBERS

24 Hour Fitness Worldwide, Inc.
7-Eleven, Inc.

Abercrombie & Fitch, Co.
Advance Auto Parts, Inc.

ALCO Stores, Inc.

American Eagle Outfitters, Inc.
American Greetings Corporation
American Signature, Inc.

Apple Inc.

AutoZone, Inc.

Belk, Inc.

Best Buy Co., Inc.

Big Lots Stores, Inc.

Blain's Farm & Fleet

C&S Products Co., Inc.

Cabela's Inc.

Canadian Tire Corporation, Limited
CarMakx, Inc.

Cequent Consumer Products, Inc.
Christopher & Banks Corporation
Claire's Stores, Inc.

Coats & Clark, Inc.

Coinstar, Inc.

Costco Wholesale Corporation
Crate & Barrel (Euromarket Design)
CVS Caremark Corporation
Delhaize America Shared Services
Dick's Sporting Goods, Inc.
Disney Consumer Products
Dollar General Corporation
Dollar Tree Management, Inc.
Energizer Holdings, Inc.

Express, LLC

Family Dollar Stores, Inc.

FGX International

First Quality Enterprises, Inc.
Foot Locker, Inc.

GameStop Corp.

Gap Inc.

Giant Eagle, Inc.

H-E-B

Hallmark Cards, Inc.
Hanesbrands Inc.

Hy-Vee, Inc.

IKEA North America Services, LLC
J. Crew Group, Inc.

J.C. Penney Company, Inc.
Jo-Ann Stores, Inc.

Johnson & Johnson

Joseph Enterprises, Inc.

Keter Plastic LTD

Knights Apparel, Inc.

Lasko Products, Inc.

Limited Brands, Inc.

Lion Brand Yarn Company
Lowe's Companies, Inc.

Mead Johnson Nutritionals
Meijer, Inc.

Michaels Stores, Inc.

Navy Exchange Service Command (NEXCOM)
Nestle Purina PetCare

Newell Rubbermaid

NIKE, Inc.

Oriental Trading Company, Inc.
Payless ShoeSource, Inc.
PETCO Animal Supplies, Inc.
PetSmart, Inc.

Publix Super Markets, Inc.
RadioShack Corporation

Radio Systems Corporation
Recreational Equipment, Inc. (REI)
Regis Corporation

Renfro Corporation

Rooms To Go, Inc.

S. C.Johnson & Son, Inc.
Safeway Inc.

Sears Holdings Corporation
ShurTech Brands, LLC

Signet Jewelers Ltd.

Staples, Inc.

T-Mobile, USA Inc.

Target Corporation

The Coca-Cola Company

The Hershey Co.

The Home Depot, Inc.

The Pep Boys - Manny, Moe & Jack
The TJX Companies, Inc.

Time Inc.

Tractor Supply Company

Ulta Salon, Cosmetics & Fragrance, Inc.
Unilever

VF Corporation

Wal-Mart Stores, Inc.
Walgreen Co.

Whole Foods Market, Inc.
Wilkinson
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1700 NORTH MOORE STREET
RILA
ARLINGTON, VA 22209

RETAIL INDUSTRY LEADERS ASSOCIATION T (703) 841-2300 F (703) 841-1184
Educate.Innovate. Advocate. WWW.RILA.ORG

November 14, 2012 Contact: Brian Dodge (703) 600-2017
For Immediate Release brian.dodge@rila.org

PwC Study Finds Retail’s Disproportionate Tax Burden Stifles Investment and Consumer Savings
Tax reform could lead to job creation, higher wages, lower prices and increased investment

Arlington, VA —A PricewaterhouseCoopers report commissioned by the Retail Industry Leaders
Association (RILA) finds that comprehensive tax reform that reduces the corporate tax rate and treats all
industries equally would provide a mix of benefits, including the creation of up to 327,000 new retail
jobs, higher wages, lower prices for consumers, and increased capital investment.

The report also finds that in addition to being America’s second-largest private employer, the retail
industry pays the fourth-highest domestic effective tax rate at 36.4 percent, more than 10 percentage
points above the average for all other industries.

According to the report, 17.8 million Americans are employed by the retail industry. In addition, 10
million more jobs within other sectors, such as finance, transportation and manufacturing, are reliant on
the retail industry. The report finds that a hypothetical tax reform plan that treats all industries equally and
lowers the corporate tax rate to the current average of 26.6 percent would result in annual savings of more
than $10 billion to the retail industry. The tax savings would lead to a mix of benefits, including the
creation of up to 327,000 new jobs, increased wages, lower prices, and increased capital investment.

“With 1 in 5 American jobs reliant on retail, the industry is one of America’s most powerful
economic engines. However, the retail industry’s treatment under the current tax code belies its
prominent place in the economy and stifles job creation, investment, and consumer savings,” said
Kirt Johnson, vice president for tax policy.

In addition to the billions of dollars retailers pay in federal, state and local taxes each year, retailers
collect and remit billions more in sales taxes to state and local governments.

“RILA supports comprehensive tax reform that broadens the base and substantially lowers the
corporate tax rate, and treats all industries the same. Doing so will free retailers to invest, expand
their businesses, and most importantly, create new jobs,” said Johnson.

RILA is the trade association of the world’s largest and most innovative retail companies. RILA members
include more than 200 retailers, product manufacturers, and service suppliers, which together account for
more than $1.5 trillion in annual sales, millions of American jobs and more than 100,000 stores,
manufacturing facilities and distribution centers domestically and abroad.

Link to Summary and Full Report.
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TAX REFORM: THE RETAIL STORY

High Employment Industry Penalized Under Current Tax Code

Tax Reform: Lowering the Burden on a Major Employer

ccording to a PwC report prepared for the
Retail Industry Leaders Association (RILA) REVENUE NEUTRAL TAX REFORM

entitled U.S. Retail Tiade Industry: Employment, Taxes, COULD: . .
and Corporate Tax Reform, revenue neutral corporate B Create more than 327,000 jobs in
Year One

tax reform that reduces the retail industry’s financial

statement federal income tax rate to the current M Save Consumers $10.2 billion

average for all industries, could have a substantial M Increase Salaries and Wages by more
than $10 billion

and immediate effect on retail’s contribution to

the economy. Tax savings could be used to add

. . . . Estimates represent upper bounds if resulting savings are
new Jobs, Increase wages, lower prices, or 1ncrease applied exclusively to listed purposes.

capital investment, or some combination of these.

The Retail Industry: America’s Second-Largest Private Sector Employer
and Job Generator Across Economy

RETAIL & RETAIL SUPPORTED JOBS
(Jobs by Industry [millions])

RETAIL

billion in labor income and more than $3.8 trillion Retail Trade ..., 17.7
in annual sales generated by retailers, big and small, RETAIL SUPPORTED

R etailers pay billions of dollars in federal, state,
and local taxes each year, and collect and
remit billions more in sales taxes to state and local

governments. In addition, the more than $553

make the industry one of America’s most powerful SEIVICES ..o 6.5
economic engines. But the retail industry’s Finance, Insurance, Real Estate ............... 2.0
most significant contribution to the economy is Transportation, Warehousing .................. 0.7
arguably its role as America’s second-largest private ,

employer. With nearly 17.7 million Americans in Manufacturing ..........cccooeevvivieeeiiee 0.6
retail jobs and more than 10 million additional jobs Other industries ........c.cccoovviiiiiiiienne. 1.2
supported by retailers, few industries have a greater TOTAL......ooiirinnnnnneeees 28.7 million

impact on the U.S. economy than retail.

Source: bea.gov, PwC IMPLAN Model

TAX REFORM THE RETAIL STORY




TAX REFORM: THE RETAIL STO

High Employment Industry Penalized Under Current

RY

Tax Code

The Retail Industry: Paying Among the Highest Tax Rates of All Industries

A t 36.4 percent, the retail industry pays

corporate income tax rate than most other industry

a significantly higher domestic effective

sectors. In fact, the retail industry’s domestic
effective corporate tax rate is nearly 10 percentage
points higher than the average for all other

industries.

Under current law, the retail industry has the 4th
highest domestic eftective tax rate out of the 18
major U.S. industrial sectors. Given the enormous
employment footprint of the retail industry,
comprehensive tax reform could stimulate job
growth in the retail sector and the industries

supported by retail.

TOP INDUSTRY DOMESTIC

EFFECTIVE TAX RATES
(Federal & State [%])

Other Services (ex. Pub. Admin.) .......... 40.4
Educational Services ............cccceeevuvvnn... 39.6
Wholesale Trade .......cccccoeviviiiiiiiiinn, 37.5
RETAIL ..o e e 36.4
Transportation & Warehousing ............. 36.1
AVG (All Industries ex. Retail) ............... 26.6

Source: Company Financial Reports 2007-2011

Tax Reform Cannot Come Soon Enough

The status quo is

JOBS AND TAX RATE BY INDUSTRY

unacceptable. The retail 25
sector — one of the largest
employing industries — is taxed 20
at an effective tax rate that Health Care and Social Assistance @ :
Retail Trade
1s significantly higher than n ] 36.4% tax rate
] 5 17,762,800 jobs
the average levied on other =15
. . IS
industries. Tax reform that c
. = Manufacturing
broadens the base, substantially 8 Accomodation and Food Services @
. . 9 Professional, Scientific and Technical Services
lowers the rate, simplifies the 10 °
_ ) Finance and @ . Administrative and il Saies (excep.t
tax code, and treats all industries 'n:Ufance oS Support and Waste Mgmt. Public Administration)
equally, will free U.S. retailers Real Estate, Rental
: and Leasing Transportation and Warehousing @ i
to compete globally, invest, 5
. . Educational Services @
expand their businesses, and most Information @ Arts, Entertainment
. . , and Recreation
1mp0rtantly, create new JObS' élgsﬂlc#éua‘;ed mﬁi% ° ® Mining, Quarrying, and Oil and Gas Extraction
] I N N N
25% 27% 28% 31% 33% 35% 37% 39% 41%

Domestic effective tax rate (percentage)

TAX REFORM THE RETAIL STORY
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U.S. Retail Trade Industry:
Employment, Taxes, and Corporate Tax Reform

Executive Summary

The Retail Industry Leaders Association ("RILA") engaged PwC to quantify the retail
trade industry's employment, contribution to gross domestic product (GDP), and
corporate effective tax rates and to analyze the potential impact of revenue neutral
corporate tax reform on the industry.

The Retail Industry in the U.S. Economy

The retail trade industry (excluding eating and drinking facilities that are classified in
the accommodation and food services industry) employed 17.8 million full-time and
part-time workers in 2010, including self-employed business owners. These jobs
account for 12.1 percent of all private nonfarm employment in the United States. The
high job intensity of the industry is evidenced by that fact that the industry's share of
private sector employment (12.1 percent) is 2/3rds greater than its share of private
sector GDP (7.1 percent) (see Table E-1).

Table E-1.—The Retail Trade Industry in the U.S. Economy, 2010

Item Direct National Percent of Private
Impact Nonfarm Economy
Employment (Jobs)® 17,762,800 12.1%
GDP $884.9 billion 7.1%

Source: PwC calculations using data from the U.S. Bureau of Economic Analysis.
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

Of the 19 major industrial categories, the retail industry was the second largest
employer, accounting for 12.1 percent of all private nonfarm sector jobs in 2010 (see
Table E-2).

E-1
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Table E-2.—Employment by Maj

or Industry, 2010

Share of Private
NAICS Employment
Code Industry (!I;Ob);l;(jl) gonfarm
conomy

00 All private nonfarm employment 146,422,400 100.0%

62 Health care and social assistance 19,062,300 13.0%
44-45 | Retail trade 17,762,800 12.1%
31-33 Manufacturing 12,206,900 8.3%

72 Accommodation and food services 12,048,000 8.2%

54 Professional, scientific, and technical services 11,727,700 8.0%

Administrative and support and waste
56 . . 10,478,800 7.2%
management and remediation services

81 Other services (except public administration) 9,858,700 6.7%

52 Finance and insurance 9,651,300 6.6%

23 Construction 8,914,200 6.1%

53 Real estate and rental and leasing 7,459,200 5.1%

42 Wholesale trade 6,045,400 4.1%
48-49 | Transportation and warehousing 5,504,400 3.8%

61 Educational services 4,076,600 2.8%

71 Arts, entertainment, and recreation 3,777,100 2.6%

51 Information 3,210,700 2.2%

55 Management of companies and enterprises 2,038,000 1.4%

21 Mining, quarrying, and oil and gas extraction 1,185,500 0.8%

11 Agriculture, forestry, fishing and hunting 835,800 0.6%

22 Utilities 579,000 0.4%

Source: U.S. Bureau of Economic Analysis. Note: Details may not add to total due to rounding.

(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

The Retail Industry's Total Economic Impact

The total economic impact of the retail trade industry extends beyond the industry's
own activities (direct economic impact) to include the economic activity caused by the
industry's non-inventory purchases from its supply chain (indirect economic impact)
and the purchases made by the employees in the industry and its supply chain
(induced economic impact).

Including the direct, indirect, and induced impacts, the retail trade industry's total
economic impact amounted to 28.6 million jobs (19.6 percent of all private nonfarm

jobs) and $1.9 trillion of GDP (15.1 percent of U.S. private sector GDP) in 2010 (see

Table E-3).
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Table E-3.—The Retail Industry's Total Economic Impact, 2010

Direct, Indirect, Percent of
Item and Induced Private Nonfarm
Impact Economy
Employment (Jobs)® 28,647,000 19.6%
GDP $1,876 billion 15.1%

Source: Bureau of Economic Analysis and PwC calculations using the IMPLAN modeling system (2011 model based
on 2010 data).
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

Job intensity

Based on financial statement data for public companies, the retail industry ranked third
out of 18 private sector industries for which data are available in terms of employees per
$1 million of total assets (see Figure E-1).

Figure E-1.—Employees per $1 Million of Total Assets, 2010

e = "
Admin, Support, Waste and Remediation Services 12.8

Retail Trade ] 9.6

Educational Services

Other Services (except Public Administration)
Health Care and Social Assistance

Agriculture, Forestry, Fishingand Hunting
Professional, Scientific, and Technical Services
Arts, Entertainment, and Recreation
Transportation and Warehousing
Construction

Wholesale Trade

Manufacturing

Information

Real Estate and Rental and Leasing

Mining, Quarrying, and Oil and Gas Extraction
Utilities

Finance and Insurance

Source: PwC calculations based on data from S&P's Compustat database.
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The Retail Industry in the States

Table E-4, below, lists the top 10 states in terms of the retail industry's share of total
employment, excluding government and farm jobs. The retail industry directly
accounts for at least one out of seven jobs in New Hampshire, Maine, West Virginia,
South Dakota, and Montana and at least one out of eight jobs in North Dakota, Idaho,
Mississippi, New Mexico, and Iowa.

Table E-4.—-Employment in the Retail Industry, 2010
Top 10 States, Ranked by Employment Share

Percent of All
State Jobs® Private Nonf"arm
Employmentin the

State
New Hampshire 110,500 15.4%
Maine 100,200 14.7%
West Virginia 106,000 14.7%
South Dakota 63,600 14.5%
Montana 71,200 14.3%
North Dakota 54,200 14.0%
Idaho 99,600 14.0%
Mississippi 162,300 13.9%
New Mexico 111,800 13.6%
Iowa 216,500 13.6%

Source: PwC calculations based on data from the U.S. Bureau of Economic Analysis.
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

Corporate Tax Rates

Measured by publicly available financial statement data, the U.S. retail industry's
effective tax rate is among the highest of all major U.S. industries.

Over the 2007-2011 period, financial statements of public companies show the retail
industry's worldwide financial statement effective tax rate (including federal, state and
foreign income taxes) was 35.3 percent, 8.1 percentage points (or 30 percent) higher
than the average for companies in all other industries (27.2 percent) (see Figure E-2).
The retail industry's domestic financial statement effective tax rate (including federal
and state income taxes) was 36.4 percent, 9.8 percentage points (or 36.8 percent) higher
than the average for all other industries (26.6 percent) (see Figure E-3).

E-4
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Figure E-2— Worldwide (Federal, State and, Foreign) Financial Statement
Effective Tax Rate, 2007-2011 Weighted Average
[Companies with Net Income]

Educational Services 39.0%

Arts, Entertainment, and Recreation 38.9%

Other Services (except Public Administration) 37.3%

Retail Trade

Administrative and Support and Waste Management and |
Remediation Services

| 35.3%

34.9%

Mining, Quarrying, and Oil and Gas Extraction 33.1%

Utilities 32.8%

Wholesale Trade 31.3%

Transportation and Warehousing 30.1%

Health Care and Social Assistance 20.4%

Professional, Scientific, and Technical Services 27.1%

Manufacturing 26.9%

Accommodation and Food Services .0%

Finance and Insurance 7%

Information 3% Average for All
<—— Industries, except
6 Retail
(27.2%)

Construction
Agriculture, Forestry, Fishing and Hunting

Real Estate and Rental and Leasing

13.5%

10.0% 15.0% 20.0% 25.0% 30.0% 35.0% 40.0%

Source: PwC calculations based on data from the company financial statements obtained from S&P's Compustat
North America® database.
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Figure E-3— Domestic (Federal and State) Financial Statement
Effective Tax Rate, 2007-2011 Weighted Average
[Companies with Net Income]

Other Services (except Public Administration)

40.4%
Educational Services

39.6%
Wholesale Trade

37.5%
Retail Trade

36.4%
Transportation and Warehousing

36.1%
Accommodation and Food Services

35.4%
Arts, Entertainment, and Recreation 35.1%
Administrative and Support and Waste Management and o

" X 34.6%
Remediation Services
Health Care and Social Assistance 32.8%

Information 32.1%

Mining, Quarrying, and Oil and Gas Extraction 31.3%
Construction 30.2%

Agriculture, Forestry, Fishingand Hunting 29.2%
Finance and Insurance 28.4%
Real Estate and Rental and Leasing 27.2%
Manufacturing

26.5% Average for All

Industries,
6.0% except Retail
(26.6%)

20.0% 25.0%

Professional, Scientific, and Technical Services

Utilities 9.4%

0.0% 5.0% 10.0% 15.0%

30.0% 35.0% 40.0% 45.0%
Source: PwC calculations based on data from the company financial statements obtained from S&P's Compustat
North America® database.



U.S. Retail Trade Industry: Employment, Taxes, and Corporate Tax Reform

Potential Effects of Equalizing Current Federal Financial Statement Tax
Rates

There have been a number of proposals for revenue-neutral corporate tax reform that
would lower tax rates and limit corporate tax preferences.

To model revenue neutral corporate tax reform, we assume a change in the federal
statutory corporate income tax rate that would equalize the current federal tax rates (on
a GAAP basis) across all industries and we calculate the tax savings for the retail trade
industry on this basis. Based on financial statement data for fiscal years 2007 through
2011, this implies a 30.2 percent reduction in federal income taxes for the retail trade
sector, which translates into an average reduction in federal income taxes after credits of
$7.7 billion per year over the 2005-2009 period (see Table E-6).

Table E-6-Potential Retail Trade Industry Tax Savings
from a Reduction in the Corporate Tax Rate, 2005-2009
[Dollar amounts in millions]

Income Tax Percent

Year after Credits Reduction Tax Saving

2005 $27,905 30.2% $8,441

2006 20,172 30.2% 8,824

2007 27,251 30.2% 8,243

2008 20,046 30.2% 6,064

2009 23,375 30.2% 7,071

5-year avg. $25,550 30.2% $7,729

Source: PwC calculations using data from the IRS Statistic of Income Division and S&P's Compustat
North America® database.

The impact of a corporate tax rate reduction on the retail trade industry would depend
on how retailers use the tax savings. Possible uses of tax savings include increases in
employment, increases in wages and salaries, or lower retail prices. Tax savings could
also increase shareholder wealth through higher profits and dividends.

It is important to note that it is unlikely that the entire tax saving would be used for a
single purpose. Instead, the tax savings would likely be used for a combination of these
and other possible uses, such as increased capital investment in the form of new stores
or improvements to existing stores. As such, our estimates provide upper bounds for
the actual impacts.

1. Potential Increase in Employment - If the entire tax savings were used to
increase employment, we estimate an average increase in retail sector
employment of 1.8 percent. This translates to an additional 327,200 jobs in

E-7
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2010. The estimated increase in employment is projected to grow to 357,800
by 2019.

2. Potential Increase in Wages and Salaries - Assuming that the entire tax
savings were used to increase wages and salaries, we estimate an average
increase in retail sector wages and salaries of 1.8 percent -- or an additional
$10.2 billion in total labor income in 2010.

3. Potential Reduction in Retail Prices - If the entire tax saving were used to
reduce consumer prices, we estimate that retail prices would decline by an
average of 0.53 percent, which translates into consumer savings of
approximately $10.2 billion.

4. Potential Increase in Shareholder Wealth - If the entire tax savings were used
to increase profits available to owners, we estimate that retail company stock
prices could potentially increase by an average of 9.7 percent or $88.7 billion
at 2010 levels.

E-8
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U.S. Retail Trade Industry:
Employment, Taxes, and Corporate Tax Reform

I. Introduction

The Retail Industry Leaders Association ("RILA") engaged PwC to quantify the retail
trade industry's employment, contribution to gross domestic product (GDP), and
corporate effective tax rates and to analyze the potential impacts of revenue neutral
corporate tax reform on the industry.

Section I1, below, provides data on the employment and value added by the retail trade
industry at the national and state levels for 2010 and makes comparisons with the other
major industries in the economy. Measures of job intensity also are discussed.

As discussed below, the total economic impact of the retail trade industry extends
beyond the industry's own activities to include the economic activity caused by the
industry's purchases from its (noninventory) supply chain and the purchases made by
the employees in the industry and its supply chain. This report provides estimates of
the retail trade industry's total economic impact at the national level for 2010.

Section III provides estimates of the U.S. corporate cash tax rate and financial
statement effective tax rate faced by the U.S. retail trade industry and other major U.S.
industries. The estimates are calculated for the most recent five years for which data are
available from financial statements of public companies (2007-2011).

Section I'V estimates the tax savings of the retail trade industry resulting from a
hypothetical revenue-neutral corporate tax reform which equalizes the effective tax rate
across all industries. Alternative uses of the tax savings are discussed, including
increased employment, higher wages, and lower prices. We also estimate the potential
increase in shareholder wealth in the industry. Each of these is discussed in isolation,
assuming all tax savings are utilized for a single purpose.
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II. The U.S. Retail Industry: Employment and GDP
in 2010

The retail trade industry employed more than 17.8 million full-time and part-time
workers, generated total sales of $3.8 trillion, and contributed $885 billion to U.S. gross
domestic product in 2010.

This section provides data on employment and vale added by the U.S. retail industry
and estimates the industry's total economic contribution to the national economy in
2010. In evaluating the total economic impact of the retail trade industry, we consider
the industry's direct, indirect, and induced impacts:

e Direct impacts are measured as the jobs and GDP within the retail industry.

e Indirect impacts are the jobs and GDP occurring in other industries due to the
retail industry's purchases of inputs other than merchandise for resale.

e Induced impacts are the jobs and GDP resulting from household spending of
income earned directly or indirectly from the retail industry's economic activity.

In order to provide context, the retail industry's direct impact is compared with other
major sectors of the economy.

A. The Retail Trade Industry Defined

The retail trade industry is comprised of a number of retail segments ranging from car
dealers to gas stations and from home furnishing stores to department stores and super
markets. Retailers can loosely be grouped into two types. Store retailers operate fixed
point-of-sale locations designed to attract a high volume of walk-in customers.
Nonstore retailers do not have a fixed point-of-sale location and instead reach
customers through a variety of methods, such as the broadcasting of "infomercials," the
broadcasting and publishing of direct-response advertising, the publishing of paper and
electronic catalogs, door-to-door solicitation, in-home demonstration, selling from
portable stalls (street vendors, except food), and distribution through vending
machines. Businesses in this subsector include mail-order houses, vending machine
operators, home delivery sales, door-to-door sales, electronic shopping (online
retailers), and street vendors (excluding food sales).

In the North American Industry Classification System ("NAICS"), the retail trade sector
is defined by two 2-digit NAICS codes: 44 and 45. This definition excludes food services
and drinking places. Retail industry subsectors are shown in Table 1, below.

1 For a detailed description of each retail segment, please see the Census Bureau's 2007 NAICS site at
http://www.census.gov/cgi-bin/sssd/naics/naicsrch?chart=2007

2
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Table 1.—Composition of the Retail Trade Industry

NAICS

Code Description
441 Motor vehicle and parts dealers
442 Furniture and home furnishing stores
443 Electronics and appliance stores
444 Building material and garden equipment and supplies dealers
445 Food and beverage stores
446 Health and personal care stores
447 Gasoline stations
448 Clothing and clothing accessories stores
451 Sporting goods, hobby, book, and music stores
452 General merchandise stores
453 Miscellaneous store retailers
454 Nonstore retailers*

*Includes online retailers.

B. The Retail Trade Industry in the U.S. Economy

In 2010, the retail industry directly employed 17.8 million workers, accounting for 12.1
percent of all private nonfarm employment in the United States (see Table 2). The
retail industry contributed $885 billion to GDP, representing 7.1% of the national total.

Table 2.-The Retail Trade Industry in the U.S. Economy, 2010

Direct National

Percent of

Item I Private Nonfarm
mpact
Economy
Employment (Jobs)® 17,762,800 12.1%
GDP $884.9 billion 7.1%

Source: PwC calculations using data from the U.S. Bureau of Economic Analysis.
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

The retail industry subsectors with the highest employment are general merchandise
(3,042,500) and food and beverage stores (3,036,300) (see Table 3). The retail
industry subsectors with the largest contribution to GDP are general merchandise stores
($144.3 billion) and food and beverage stores ($144.1 billion).
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Table 3.—The Retail Trade Industry by Subsector, 2010

NAICS - Employment GDP
Code Subsector Description (Jobs)® ($ billions)
441 Motor vehicle and parts dealers 1,884,300 121.522
442 Furniture and home furnishing stores 502,200 33.206
443 Electronics and appliance stores 548,000 39.349
Building materials and garden
444 equipment and supplies dealers 1,213,400 74.919
445 Food and beverage stores 3,036,300 144.079
446 | Health and personal care stores 1,135,600 66.619
447 Gasoline stations 877,400 51.793
448 Clothing and clothing accessories stores 1,580,800 58.744
Sporting goods, hobby, book and music
451 stores 780,400 28.133
452 General merchandise stores 3,042,500 144.350
453 Miscellaneous store retailers 1,567,000 58.016
454 Nonstore retailers 1,594,900 64.147
Total Retail Industry 17,762,800 $884.877

Source: Bureau of Economic Analysis and the IMPLAN modeling system (2011 model based on 2010 data).
Detail may not add to totals due to rounding.
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

The retail trade sector accounted for 17,762,800 jobs in 2010, second highest out of the

19 major industry categories, with 46 percent more jobs than manufacturing

(12,206,900) (see Table 4). Excluding government and farm employment, the retail
sector accounted for 12.1 percent of all private nonfarm jobs in 2010.

The retail trade industry ranked 6th out of the 19 major industry categories in 2010 in

terms of contribution to GDP (see Table 5).
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Table 4.—-Employment by 2-Digit NAICS Sector, 2010

NAICS

Employment

Share of Private

Code Industry (Jobs) gonfarm
conomy
00 All private nonfarm employment 146,422,400 100.0%
62 Health care and social assistance 19,062,300 13.0%
44-45 | Retail trade 17,762,800 12.1%
31-33 Manufacturing 12,206,900 8.3%
72 Accommodation and food services 12,048,000 8.2%
54 Professional, scientific, and technical services 11,727,700 8.0%
Administrative and support and waste o
56 .. . 10,478,800 7.2%
management and remediation services
81 Other services (except public administration) 9,858,700 6.7%
52 Finance and insurance 9,651,300 6.6%
23 Construction 8,914,200 6.1%
53 Real estate and rental and leasing 7,459,200 5.1%
42 Wholesale trade 6,045,400 4.1%
48-49 | Transportation and warehousing 5,504,400 3.8%
61 Educational services 4,076,600 2.8%
71 Arts, entertainment, and recreation 3,777,100 2.6%
51 Information 3,210,700 2.2%
55 Management of companies and enterprises 2,038,000 1.4%
21 Mining, quarrying, and oil and gas extraction 1,185,500 0.8%
11 Agriculture, forestry, fishing and hunting 835,800 0.6%
22 Utilities 579,000 0.4%

Source: U.S. Bureau of Economic Analysis. Note: Details may not add to total due to rounding.

Table 5.—Gross Domestic Product by 2-Digit NAICS Sector, 2010

Share of Private

NAICS GDP
Code Industry ($ Billions) Nonfarm
conomy
00 All private nonfarm GDP $12,425.4 100%
53 Real estate and rental and leasing 1,765.2 14.2%
31-33 Manufacturing 1,701.9 13.7%
52 Finance and insurance 1,241.9 10.0%
62 Health care and social assistance 1,109.2 8.9%
54 Professional, scientific, and technical services 1,095.8 8.8%
44-45 | Retail trade 884.9 7.1%
42 Wholesale trade 797.3 6.4%
51 Information 623.5 5.0%
23 Construction 511.6 4.1%
6 Administrative and support and waste %
5 management and remediation services 423-4 3-47
72 Accommodation and food services 416.7 3.4%
48-49 | Transportation and warehousing 402.5 3.2%
81 Other services (except public administration) 356.8 2.9%
22 Utilities 264.9 2.1%
55 Management of companies and enterprises 263.7 2.1%
21 Mining, quarrying, and oil and gas extraction 239.5 1.9%
61 Educational services 163.1 1.3%
71 Arts, entertainment, and recreation 139.1 1.1%
11 Agriculture, forestry, fishing and hunting 24.4 0.2%

Source: U.S. Bureau of Economic Analysis. Note: Details may not add to total due to rounding.
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Total Economic Impact of the Retail Trade Industry

The total economic contribution of the retail trade industry extends beyond the
industry's own direct employment and operations. Retailers purchase inputs from a
variety of other industries (including real estate, business services, finance,
transportation, and wholesale trade). These industries, in turn, purchase goods and
services from their supply chain, spurring further economic activity. These supply chain
effects (excluding purchases for resale) represent the retail trade industry's indirect
economic impact.

Additionally, the employees and business owners in the retail trade industry and its
supply chain, in their role as consumers, purchase an array of goods and services
generating further demand that ripples through the economy generating additional
economic activity. This activity represents the retail trade industry's induced economic
impact.

The total economic impact of the retail trade industry is comprised of the industry's
direct, indirect, and induced impacts.

PwC estimates that at the national level, the direct, indirect, and induced economic
impact of the retail trade industry totaled 28.6 million full-time and part-time jobs and
$1.9 trillion to the nation's GDP in 2010 (see Table 6).

Table 6.-The Retail Industry's Total Economic Impact, 2010

. Percent of
Item Total National Private Nonfarm
Impact
Economy
Employment (Jobs)® 28,647,000 19.6%
GDP $1,876 billion 15.1%

Source: Bureau of Economic Analysis and PwC calculations using the IMPLAN modeling system (2011 model based
on 2010 data).
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

In addition to the 17.8 million direct jobs in the retail trade industry, the industry
supports an additional 10.9 million indirect and induced jobs across a number of other
industries in 2010 (see Table 7). The service sector accounts for the largest number of
indirect and induced jobs attributable to the retail trade industry (6.5 million) followed
by the finance, insurance, real estate, rental and leasing industry (2.0 million).
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|
Table 7.—-The U.S. Retail Industry's Indirect and Induced Economic Impacts

by Industry, 2010

Employment (Jobs) ™ GDP ($Millions)
Industry Affected

Indirect Induced Indirect Induced
Agriculture, forestry and fishing 28,200 196,000 $1,218.1 $7,916.7
Mining 16,000 40,500 $3,094.9 $7,810.2
Utilities 24,200 34,800 $11,804.1 $16,089.2
Construction 70,800 57,000 $4,382.2 $3,523.3
Manufacturing 182,700 412,900 $21,106.6 $59,582.0
Wholesale trade 88,500 271,000 $11,865.1 $36,333.8
Transportation and warehousing 487,400 242,800 $30,456.6 $17,412.5
Information 109,300 146,100 $22,242.3 $29,624.7
f;?i;f;gfg;ﬁ;e’ real estate, 662,700 1,319,500 $127,718.0 $235,322.8
Services 1,833,000 4,660,800 $112,315.0 $230,908.3
Total 3,502,700 7,381,500 $346,202.8 $645.423.5

Source: PwC calculations using the IMPLAN modeling system (2011 model based on 2010 data).
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

Job Intensity in the Retail Trade Industry

Based on financial statement data for public companies, the retail industry ranked 3rd
in job intensity out of 18 private sector industries2 for which data are available in terms
of employees per $1 million of total assets (9.6 employees per $1 million of assets), over
ten times more jobs intensive than the weighted average for all industries (0.9 employee
per $1 million of assets) (see Table 8 and Figure 1).

Measured in terms of employees per $1 million of net income, the retail industry ranked
4th in job intensity out 18 industries (135.3 employees per $1 million of net income),
over four times more jobs intensive than the average for all industries (33.1 employees
per $1 million of net income) (see Table 8).

2 Data on publicly traded companies was obtained from Standard and Poor's Compustat North America® database to
estimate alternative measures of labor intensity in the major sectors of the economy. Compustat assigns industry
classifications based on the company's principal activity. The Compustat database does not have a category for
management of companies or enterprises and as such has only 18 major industry categories compared to the 19
industries reported by the Bureau of Economic Analysis.
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Measured in terms of employees per $1 million of market value, the retail industry
ranked 5th in job intensity out 18 industries (9.1 employees per $1 million of market
value), 3.8 times more jobs intensive than the average for all industries (2.4 employees
per $1 million of market value).

Figure 1.—Employees per $1 Million of Total Assets, 2010

N = v
Admin, Support, Waste and Remediation Services 12.8

Retail Trade ] 9.6

Educational Services

Other Services (except Public Administration)
Health Care and Social Assistance
Agriculture, Forestry, Fishing and Hunting
Professional, Scientific, and Technical Services
Arts, Entertainment, and Recreation
Transportation and Warehousing
Construction

Wholesale Trade

Manufacturing

Information

Real Estate and Rental and Leasing

Mining, Quarrying, and Oil and Gas Extraction
Utilities

Finance and Insurance

0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0

Source: PwC calculations based on data from S&P's Compustat database.
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Table 8.—Alternative Measures of Job Intensity for U.S. Corporations by
Industry, FY 2010

Employees per Employees per Employees per
NAICS Indust $1 Million of $1 Million of $1 Million of
Code ry Assets Net Income* Market Value
Jobs Rank Jobs Rank Jobs Rank
00 All Private Industries 0.9 33.1 2.4
Agriculture, Forestry,
11 F{gshing and Huntirfg};, 53 7 68.5 8 4.6 8
Mining, Quarrying, and
21 Oil an<gi (?as E;};ll'a%tion 0-5 16 8.0 18 0.5 18
22 Utilities 0.4 17 12.9 17 1.0 16
23 Construction 2.7 11 49.5 10 2.2 12
31-33 | Manufacturing 2.0 13 25.6 14 1.8 13
42 Wholesale Trade 2.4 12 46.7 12 3.4 11
44-45 | Retail Trade 9.6 3 135.3 4 9.1 5
48-49 Transportation and 2. 10 48.4 1 3.7 10
Warehousing ) ) )
51 Information 1.3 14 20.1 15 1.4 15
52 Finance and Insurance 0.1 18 14.8 16 1.4 14
Real Estate and Rental 6 6
53 and Leasing 0. 15 25. 13 0.9 17
Professional, Scientific,
54 and Technical Services 51 8 513 9 4-1 9
Administrative and
56 i,}ff;:;;gg:ﬁgte 12.8 2 270.9 1 13.2 2
Remediation Services
61 Educational Services 8.3 4 72.6 6 6.6 7
62 Health Care and Social 72 6 108.6 5 10.9 3
Assistance ) ’ ’
- Arts, Entertainment, and 4.3 9 1.8 . 7.0 6
Recreation ’ ’ ’
72 Accommodation and Food 12. L 137.6 3 9.2 4
Services ) ’ )
Other Services (except
81 Public Adminisgtratiolil 7:9 o 254.0 2 14.3 1

Source: PwC calculations using company financial statement data from S&P's Compustat North America database
(downloaded April 5, 2012).

Note: Jobs include full-time and part-time wage and salary employees. All data include both the domestic and
foreign operations of U.S. companies.

* Only includes companies with positive net income.

C. The Retail Trade Industry in the States

The retail trade industry is prevalent in all 50 states and the District of Columbia.
Table 9, on the next page, provides the industry's direct employment and GDP by state.
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Table 9.—-The Retail Trade Industry in the States, 2010

Direct Employment® Direct GDP
Percent of Percent of
State Jobs State Total* $ Millions | State Total*

Alabama 272,500 13.4% 12,763 9.2%

Alaska 44,200 13.0% 1,994 5.2%

Arizona 358,000 13.1% 18,602 8.6%

Arkansas 159,600 12.7% 7,579 8.9%

California 1,905,000 11.3% 116,756 7.1%

Colorado 302,600 11.4% 14,663 6.7%

Connecticut 217,300 11.4% 11,573 5.8%

Delaware 59,100 13.0% 2,474 4.3%

District of Columbia 21,700 3.9% 1,158 1.7%

Florida 1,092,600 12.7% 55,887 8.8%

Georgia 531,500 12.0% 25,396 7.4%
Hawaii 83,200 13.0% 4,508 9.2%
Idaho 99,600 14.0% 4,238 9.3%
Illinois 700,000 11.1% 38,001 6.6%
Indiana 373,500 12.4% 16,425 7.0%
Towa 216,500 13.6% 8,493 7.3%
Kansas 179,800 12.5% 8,324 8.1%

Kentucky 244,800 13.1% 10,370 7.9%
Louisiana 261,400 12.4% 13,123 6.4%
Maine 100,200 14.7% 4,430 10.3%
Maryland 335,500 12.1% 16,449 6.9%
Massachusetts 396,600 10.8% 17,548 5.1%

Michigan 544,100 12.6% 26,050 8.2%
Minnesota 344,500 11.8% 14,767 6.2%
Mississippi 162,300 13.9% 7,671 10.1%
Missouri 369,900 12.8% 16,052 7.7%
Montana 71,200 14.3% 2,562 8.8%
Nebraska 130,000 13.0% 5,355 7.4%
Nevada 153,900 11.7% 8,122 7.2%
New Hampshire 110,500 15.4% 4,755 8.6%
New Jersey 517,600 12.0% 20,038 7.0%
New Mexico 111,800 13.6% 5,026 8.3%
New York 1,036,900 11.0% 58,554 5.8%
North Carolina 531,600 12.4% 23,504 6.6%
North Dakota 54,200 14.0% 2,247 8.1%

Ohio 671,600 12.1% 31,097 7.6%
Oklahoma 213,700 12.8% 9,782 8.2%
Oregon 230,400 12.6% 8,855 5.5%
Pennsylvania 765,000 12.3% 32,604 6.6%
Rhode Island 55,900 10.9% 2,713 6.4%
South Carolina 269,800 13.3% 12,357 9.4%
South Dakota 63,600 14.5% 2,702 9.1%

Tennessee 385,200 12.8% 19,443 8.7%
Texas 1,419,400 11.8% 72,538 6.8%
Utah 175,200 12.7% 8,205 8.0%
Vermont 47,200 13.3% 2,090 9.8%
Virginia 475,100 12.4% 21,889 6.4%
Washington 383,800 12.5% 23,666 8.4%
West Virginia 106,000 14.7% 4,656 9.3%
Wisconsin 368,600 12.6% 14,884 6.9%
Wyoming 38,500 12.9% 1,950 6.4%
U.S. Total 17,762,800 12.1% 884,877 7.1%

Source: PwC calculations based on data from the U.S. Bureau of Economic Analysis.
Details may not add to totals due to rounding. *Percent of private nonfarm economy.
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time.
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The number of jobs directly attributable to the retail industry ranged from a low of
21,700 in the District of Columbia to a high of 1.9 million in California. The top 10
states, in terms of retail sector jobs in 2010 were California, Texas, Florida, New York,
Pennsylvania, Illinois, Ohio, Michigan, North Carolina, and Georgia (see Table 10a).

Table 10a.— Employment in the Retail Industry, 2010
Top 10 States, Ranked by Total Retail Jobs

Percent of All
State Jobs® Private Nonfarm
Employment in State
California 1,905,000 11.3%
Texas 1,419,400 11.8%
Florida 1,092,600 12.7%
New York 1,036,900 11.0%
Pennsylvania 765,000 12.3%
Illinois 700,000 11.1%
Ohio 671,600 12.1%
Michigan 544,100 12.6%
North Carolina 531,600 12.4%
Georgia 531,500 12.0%

Source: PwC calculations based on data from the U.S. Bureau of Economic Analysis.
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.

The top 10 states in terms of the percentage of total employment directly attributable to
the retail industry in 2010 were New Hampshire, Maine, West Virginia, South Dakota,
Montana, North Dakota, Idaho, Mississippi, New Mexico, and Iowa (see Table 10b).
The retail trade industry accounts for at least 13.6 percent of total nonfarm private
employment in each of these states.

Table 10b.—Employment in the Retail Industry, 2010
Top 10 States, Ranked by Employment Share

Percent of All
State Jobs® Private Nonfarm
Employment in State
New Hampshire 110,500 15.4%
Maine 100,200 14.7%
West Virginia 106,000 14.7%
South Dakota 63,600 14.5%
Montana 71,200 14.3%
North Dakota 54,200 14.0%
Idaho 99,600 14.0%
Mississippi 162,300 13.9%
New Mexico 111,800 13.6%
Iowa 216,500 13.6%

Source: PwC calculations based on data from the U.S. Bureau of Economic Analysis.
(1) Employment is defined as the number of payroll and self-employed jobs, including part-time jobs.
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III. The U.S. Retail Trade Industry: Financial
Statement Tax Rates

This section quantifies calculations of the tax rate faced by the U.S. retail trade industry
and other major industries. The estimates were calculated for the most recent five years
for which data were available (2007-2011) using data from the financial statements of
public companies.

All of the tax rate measures discussed in this section are measures of the corporate
income tax rate faced by U.S. companies. It should be noted, however, that income
taxes represent only a portion of the total tax burden faced by U.S. corporations.
Companies are subject to a wide variety of non-income taxes, such as property taxes.
These taxes are directly borne by the company but are not separately shown in company
financial statements or reflected in the tax rate calculations in this report. Companies
also provide an important service by collecting and remitting employee payroll taxes as
well as sales taxes on the goods and services they sell.

Data Source and Methodology

PwC obtained data on income and taxes reported on 2007-2011 financial statements, for
all active U.S. listed corporations from the April 2012 Compustat® database. For
purposes of this study, investment funds, publicly traded partnerships, LLCs, and all
corporations headquartered outside of the U.S. were removed from the sample. We also
removed subsidiaries that are included in the consolidated annual financial statements
of other corporations.

For the remaining corporations, five separate financial statement tax rate measures
were calculated for each industrys3:

1. Worldwide effective tax rate ("ETR") -- Total provision for income tax
(federal, state, and foreign) including both current and deferred income taxes,
divided by worldwide pretax income.

2. Worldwide current tax rate -- The current provision for income tax (federal,
state, and foreign) divided by worldwide pretax income.

3. Worldwide cash tax rate -- Income taxes paid (federal, state, and foreign)
divided by worldwide pretax income.

4. Domestic effective tax rate -- Total provision for domestic (federal and state)
income taxes, including both current and deferred income taxes, divided by
domestic pretax income. (For companies without foreign operations this is the
same as the worldwide total effective tax rate).

3 Compustat® classifies businesses according to their principal business activity and does not include a classification
for management of companies and enterprises. As such, there are only 18 industries in the following tables, as
opposed to the 19 industries reported by the Bureau of Economic Analysis.
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5. Domestic current tax rate -- Current provision for domestic (federal and
state) income taxes divided by domestic pretax income. (For companies without
foreign operations this is the same as the worldwide current tax rate).

Companies that reported negative pretax income in a particular year are excluded from
the calculations for that year. Tax rates for companies with negative income are difficult
to interpret and can be misleading as to the true burden of the tax system. In a limited
number of cases, Compustat® reports missing values as zero. In these cases the
company was dropped from the calculations for the particular year. True zeros were
included in the calculations.

It should be noted that effective tax rates have been declining in recent years. Corporate
profits are highly cyclical, rising as the economy grows and declining during recessions.
While corporate profits have rebounded since 2009, following the worst recession since
the Great Depression, the recovery in corporate income tax revenues has lagged. The
lag in the recovery of corporate taxes relative to corporate profits is often the case
following economic downturns and is in part due to policy measures used to stimulate
the economy (e.g., bonus depreciation) and in part due to the utilization of net operating
losses incurred in prior years and carried forward.4

As the economy continues to recover from the recession and the temporary stimulus
measures expire, corporate tax receipts are expected to rebound. In fact, over the next
three years, the Congressional Budget Office projects corporate tax revenues to grow
over 25 percent annum — far faster than overall economy and corporate profits — from
$181 billion in 2011 to $363 billion in 2014. The corporate effective tax rate is also
expected to rebound over this period.

Results for the Retail Trade Industry

Over the 2007-2011 period, on a worldwide basis, companies in the retail trade industry
faced a weighted-average financial statement ETR of 35.3 percent, a current financial
statement tax rate of 33.9 percent, and a cash tax rate of 32.4 percent (see Table 11).

Over the same period, on a domestic basis, companies in the retail trade industry faced a
weighted average financial statement ETR of 36.4 percent and a current financial
statement tax rate of 34.2 percent.

4 Temporary provisions such as bonus depreciation also lower the current and cash book effective tax rates, but do not
have an impact on total effective tax rates.
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Table 11—-Retail Industry Financial Statement Effective and Cash Tax Rates,
FY 2007-2011

Effective Tax Weighted
Rate Measure 2007 2008 2009 2010 2011 | Average
Worldwide
ETR 35.9% 36.3% 34.8% 34.7% 35.1% 35.3%
(161) (120) (151) (153) (146) (731)
Current Tax Rate | 36.8% 34.2% 34.4% 32.6% 31.8% 33.9%
(136) (107) (131) (135) (132) (641)
Cash Tax Rate 34.4% 34.5% 31.9% 32.3% 20.5% 32.4%
(154) (118) (144) (147) (143) (706)
Domestic
ETR 36.8% 37.7% 35.7% 35.9% 36.3% 36.4%
(103) (80) (97) (99) (92) (471)
Current Tax Rate | 36.9% 34.8% 34.6% 32.9% 31.9% 34.2%
(103) (80) (97) (99) (92) (471)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
Source: PwC calculations based on data from S&P's Compustat® North America database (June 2012 edition).

The weighted average financial statement ETR for companies in the retail industry was
significantly higher for both domestic and worldwide income than the weighted average
for companies in all industries combined (see Table 12 and Figure 2).

Over the 2007-2011 period, on a worldwide basis, companies in the retail trade industry
had a weighted average financial statement ETR 7.6 percentage points higher than for
all industries, a current financial statement tax rate 8.9 percentage points higher, and a
cash tax rate 9.1 percentage points higher.

Over the same period, on a domestic basis, companies in the retail trade industry faced a

weighted average financial statement ETR 8.7 percentage points higher than for all
industries and a current financial statement tax rate 10.3 percentage points higher.
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Table 12-Industry Comparison of Financial Statement Effective Tax Rates,
Weighted Average FY 2007-2011

Percentage
Effective Tax Rate Retail Trade | All Industries, Point
Measure Industry except Retail Difference
Worldwide
Effective Tax Rate 35.3% 27.2% 8.1
(731) (15,285)
Current Tax Rate 33.9% 24.2% 9.7
(641) (10,258)
Cash Tax Rate 32.4% 22.7% 9.7
(706) (12,398)
Domestic
Effective Tax Rate 36.4% 26.6% 9.8
(471) (7,324)
Current Tax Rate 34.2% 22.5% 11.7
(471) (7,317)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
Source: PwC calculations based on data from S&P's Compustat® North America database.
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Figure 2—-Industry Comparison of Financial Statement Effective and Cash
Tax Rates, Weighted Average FY 2007-2011
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Source: PwC calculations based on data from S&P's Compustat® North America database.

Comparison with Other Industries

Worldwide effective tax rates. Over the FY 2007-2011 period, among the major
industry groups, the retail trade industry ranked 4th in terms of worldwide financial
statement effective tax rate, 2nd in terms of worldwide current financial statement tax
rate, and 2nd in terms of worldwide cash tax rate (see Table 13 and Figure 3).

Domestic effective tax rates. Over the FY 2007-2011 period, among the major
industry groups, the retail trade industry ranked 4th in terms of domestic financial
statement effective tax rate and 2rd in terms of domestic current financial statement tax
rate (see Table 14 and Figure 4).5

Detailed year-by-year estimates for each of the five alternative financial statement tax
rate measures are shown in Appendix B of this report.

5 Cash tax rates are reported only on a worldwide basis.
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Table 13— Worldwide Financial Statement Effective Tax Rates by Industry,

FY 2007-2011

Industry Direct Total ETR Current Tax Rate Cash Tax Rate
employment Percent | Rank | Percent Rank | Percent | Rank
Health care and 19,062,300 | 29.4% 10 29.5% 4 29.0% 3
social assistance (277) (244) (266)
Retail trade 17,762,800 | 35.3% 4 33.9% 2 32.4% 2
(731) (641) (706)
Manufacturing 12,206,900 26.9% 12 27.5% 6 25.3% 7
(5,370) (4,208) (5,101)
Accommodation 12,048,000 | 26.0% 13 24.1% 12 22.0% 11
and food services (277) (226) (266)
Professional, 11,727,700 27.1% 11 22.0% 14 19.6% 15
scientific, and (636) (522) (595)
technical services
Admin & support, 10,478,800 | 34.9% 5 30.1% 3 28.7% 5
waste and (321) (274) (315)
remediation
Other services 9,858,700 | 37.3% 3 22.3% 13 20.8% 13
(except public (59) (53) (59)
administration)
Finance and 9,651,300 25.7% 14 24.9% 11 23.7% 9
insurance (3,401) (919) (1,228)
Construction 8,914,200 24.8% 16 25.0% 10 23.0% 10
(173) (129) (163)
Real estate and 7,459,200 13.5% 18 13.4% 17 9.7% 18
rental and leasing (482) (300) (441)
Wholesale trade 6,045,400 31.3% 8 27.2% 7 26.0% 6
(578) (472) (560)
Transportation and 5,504,400 30.1% 9 18.8% 16 16.6% 16
warehousing (406) (299) (375)
Educational 4,076,600 | 39.0% 1 39.8% 1 38.2% 1
services (118) (108) (112)
Arts, entertain and 3,777,100 | 38.9% 2 28.8% 5 28.8% 4
recreation (80) (63) (71)
Information 3,210,700 25.3% 15 21.4% 15 19.9% 14
(1,333) (1,072) (1,219)
Mining, quarrying, 1,185,500 33.1% 6 26.4% 8 24.5% 8
oil and gas extract (745) (438) (631)
Agriculture, 835,800 | 24.3% 17 25.8% 9 21.6% 12
2(:11’; Sﬁ?ﬁt{ﬁ;mg (51) (32) (49)
- 579,000 32.8% 7 9.6% 18 11.7% 17
Utilities (929) (875) (906)
All Industries, 128,659,600 | 27.2% 24.2% 22.7%
except Retail (15,285) (10,258) (12,398)
All Private 146,422,400 | 27.7% 24.9% 23.3%
Nonfarm (16,016) (10,899) (13,104)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
Source: PwC calculations based on data from S&P's Compustat® North America database.
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Figure 3—Worldwide Financial Statement Effective Tax Rate, by Industry
2007-2011 Weighted Average
[Companies with Net Income]
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Source: PwC calculations based on data from the company financial statements obtained from S&P's Compustat
North America® database.
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Table 14-Domestic Financial Statement Effective Tax Rates by Industry, FY

2007-2011
Indust Direct Total ETR Current Tax Rate
naustry employment Percent Rank Percent Rank
Health care and social 19,062,300 32.8% 9 31.5% 3
assistance (203) (203)
Retail trade 17,762,800 | 36.4% 4 34.2% 2
(471) (471)
Manufacturing 12,206,900 26.5% 16 24.1% 12
(3,207) (3,026)
Accommodation and food 12,048,000 35.4% 6 29.0% 6
services (152) (152)
Professional, scientific, and 11,727,700 26.0% 17 17.1% 15
technical services (380) (380)
Admin & support, waste 10,478,800 34.6% 8 29.0% 7
manage., and remediation (188) (188)
services
Other services (except 9,858,700 40.4% 1 22.3% 13
public administration) (46) (46)
0, 0,
Finance and insurance 9,651,300 2(2)‘;)/0 14 2(2;)28)/0 10
. 8,914,200 30.2% 12 30.5% 5
Construction 88) &)
Real estate and rental and 7,459,200 27.2% 15 15.2% 17
leasing (183) (181)
Wholesale trade 6,045,400 37-5% 3 31.4% 4
(371) (368)
Transportation and 5,504,400 36.1% 5 19.8% 14
warehousing (183) (183)
Educational services 4,076,600 396 2 38.7% 1
(80) (80)
Arts, entertainment and 3,777,100 35.1% 7 26.8% 8
recreation (38) (38)
Information 3,210,700 32.1% 10 26.6% 9
(748) (748)
Mining, quarrying, and oil 1,185,500 31.3% 11 16.3% 16
and gas extraction (283) (283)
Agriculture, forestry, 835,800 29.2% 13 25.8% 11
fishing and hunting (26) (26)
Utilities 579,000 9.4% 18 9.0% 18
(713) (713)
All Industries, except 128,659,600 | 26.6% 22.5%
Retail (7,324) (7,317)
All Private Nonfarm 146,422,400 | 27.8% 23.8%
(7,795) (7,788)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
Source: PwC calculations based on data from S&P's Compustat® North America database.
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Figure 4-Domestic (Federal and State) Financial Statement
Effective Tax Rate, 2007-2011 Weighted Average
[Companies with Net Income]
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IV. The U.S. Retail Trade Industry: Corporate Tax
Reform

There have been a number of proposals for revenue neutral corporate tax reform that
would lower tax rates and limit corporate tax preferences, e.g., the 2010
recommendations of the President's Commission on Fiscal Responsibility and Reform
and the Bipartisan Policy Center, the 2012 proposal by The House Budget Committee
Chairman Paul Ryan, The Wyden-Coats bill (S. 727) introduced in 2011, and President
Obama's Framework for Business Tax Reform released in February of this year.

For purposes of this report it is assumed that revenue neutral corporate tax reform
would equalize the current federal tax rate (on a GAAP basis) across all industries. In
particular, we calculate the tax savings for the retail trade industry by assuming that the
weighted average current federal financial statement tax rate for the industry (29.8
percent) is reduced to the weighted average current federal financial statement tax rate
for all industries (20.7 percent) using financial statement data for 2007-2011.¢ Thus, to
match the average corporate tax rate for companies in all industries, the tax liability of
companies in the retail industry would need to be reduced by an average of 30.2
percent. If taxable income were conformed to book income, this would imply a
reduction in the statutory corporate income tax rate from 35 percent to 24.4 percent.

Potential Tax Saving From Revenue Neutral Corporate Tax Reform

Based on IRS data for tax years 2005-2009 period, a 30.2 percent reduction in the retail
industry's U.S. income tax after credits would result in an average of $7.7 billion per
year of corporate tax savings (see Table 15).

Table 15-Potential Federal Corporate Tax Savings
in the Retail Trade Industry, 2005-2009
[Dollar amounts in millions]

Income Tax Percent

Year after Credits Reduction Tax Saving

2005 $27,905 30.2% $8,441

2006 20,172 30.2% 8,824

2007 27,251 30.2% 8,243

2008 20,046 30.2% 6,064

2009 23,375 30.2% 7,071

5-year avg. $25,550 30.2% $7,729

Source: PwC calculations using data from the IRS Statistic of Income Division and S&P's Compustat
North America® database.

6 The current federal financial statement tax rates reported in this section differ from the current domestic financial
statement tax rates reported in the previous section in that they exclude the current state tax provision.
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Alternative Uses for Tax Savings

The impact of corporate tax reform on economic activity in the retail trade industry
would depend on how the tax savings are used. Possible uses of tax savings include
increases in employment, increases in average wages and salaries, lower retail prices,
and increases in shareholder wealth (due to higher profits). We estimate the potential
impacts of corporate tax reform assuming all tax savings are alternatively used for each
of these purposes. It is important to note that it is unlikely that the entire tax saving
would be used for a single purpose. Instead, the tax savings would likely be used for a
combination of these and other possible uses, such as increased capital investment in
the form of new stores or improvements to existing stores. As such, our estimates
represent upper bounds.

Potential Increase in Employment:

To estimate the potential increase in jobs in the retail trade industry, we collected data
on the number of workers as well as total labor income in the industry between 2006
and 2010. Assuming the non-corporate sector is unaffected by the reform, the overall
impact on employment shown below is an average of the larger increase in the corporate
sector and no increase in the non-corporate sector.

Total labor income per retail job averaged $30,120 over the 2006-2010 period. If the
entire tax savings were used to increase employment, we estimate an average increase in
retail sector employment of 1.8 percent per year. This translates to an additional
327,200 jobs in 2010 (1.8 percent of 17,762,800 jobs). The estimated increase in
employment is projected to grow to 357,800 by 2019.

Potential Increase in Wages and Salaries:

If the entire tax savings were used to increase salaries and wages, we estimate an
average increase in labor income in the retail sector of 1.8 percent -- or an additional
$10.2 billion in total labor income in 2010.

Potential Reduction in Retail Prices:
If the entire tax savings were used to reduce retail prices, average retail prices would

decline by an average of 0.53 percent, assuming no increase in the volume of sales.”
This translates into consumer savings of approximately $10.2 billion.

7 The impact on retail prices was estimated using IRS data on total receipts (R) by the retail trade sector. The change
in price is estimated to be R/(1-t"), where t' is the corporate income tax rate after tax reform (24.4 percent assuming
taxable income conforms to book income).
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Potential Increase in Shareholder Wealth:

Assuming an average reduction of 30.2 percent in current federal income taxes, we
estimate an average reduction in the provision for current federal income taxes of $5.7
billion. The calculation of tax saving is based on all publicly traded companies for which
data were available in Standard and Poor's Compustat® database, which is a subset of all
C corporations in the IRS data. As such, our estimated tax savings is lower than the tax
savings discussed above. Given an average price-earnings ratio of 15.4 in the retail trade
sector in 2010, this implies an increase in total market value for the industry of 9.7
percent, from $914.6 billion to $1,003.3 billion.8

8 The increase in market value is estimated to be the price-earnings ratio multiplied by the average reduction in the
provision for current federal income taxes. The average P/E ratio and total market value for the retail trade industry
were estimated using data from S&P's Compustat North America® database.
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Appendix A

This appendix describes the data sources PwC utilized to develop estimates of the retail
trade industry's direct economic impacts and the development of the indirect and
induced economic impact estimates.

Data Sources

PwC developed its estimates of the retail trade industry's direct economic impacts using
data from two primary sources:

e IMPLAN® Model Data Files — IMPLAN is a well-known economic impact
modeling system developed by the Minnesota IMPLAN Group. The model is
primarily based on government data sources, such as the Bureau of Economic
Analysis, the U.S. Census Bureau, and the Bureau of Labor Statistics. The
IMPLAN model can address a wide range of impact topics in a given region
(county, State, or the country as a whole) and is built around an “input-output”
table that relates the purchases that each industry has made from other
industries to the value of the output of each industry. The IMPLAN sectors that
correspond to PwC's definition of the retail trade industry are shown in Table 1
of the report. This study uses the latest IMPLAN national-level database (released
in October 2011) for 2010 economic activity.

e U.S. Bureau of Economic Analysis ("BEA") — Data on employment (jobs) and
GDP by industry at the national and state levels were obtained from BEA's
Regional Economic Accounts database for 2010. The BEA data provide our
estimates of the direct impact of the retail trade industry for 2010.

Estimates of Indirect and Induced Economic Impacts

The initial round of output, income, and employment generated by retail operations
leads to successive rounds of re-spending in the chain of production. Such indirect and
induced economic impacts by the retail industry can be measured using various
approaches. The most common is multiplier analysis. In broad terms, a multiplier is an
index that indicates the overall change in the level of economic activity that results from
a given initial change. It effectively adds up all the successive rounds of re-spending,
based on a number of assumptions that are embedded in the method of estimation.

There are different methods available for calculating multipliers. The method used in
this report is input-output analysis. It is the most commonly used approach in regional
economic impact studies. The input-output model developed by the Minnesota
IMPLAN Group is one of the best known input-output models for regional economic
studies in the United States and is widely used by government, academics and private-
sector researchers.
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The IMPLAN model is built around an "input-output" table that relates the purchases
that each industry has made from other industries to the value of the output of each
industry. To meet the demand for goods and services from an industry, purchases are
made in other industries according to the patterns recorded in the input-output table.
These purchases in turn spark still more purchases by the industry's suppliers, and so
on. Additionally, employees and business owners make personal purchases out of the
additional income that is generated by this process, sending more new demands rippling
through the economy. Multipliers describe these iterations. The Type I multiplier
measures the direct and indirect effects of a change in economic activity. It captures the
inter-industry effects only, i.e., industries buying from local industries. The Type II
(Social Accounting Matrix or SAM) multiplier captures the direct and indirect effects
and, in addition, it also reflects induced effects (i.e., changes in spending from
households as income increases or decreases due to the changes in production). The
indirect and induced impacts by the retail industry on other sectors of the economy in
terms of employment and contribution to GDP were calculated through the multiplier
process built in each model.9

For this study, PwC utilized a customized IMPLAN input-output model for the national
economy to calculate the industry's indirect and induced economic impact in terms of
employment and GDP.

9 Because the IMPLAN models are used for total impact analysis (as opposed to marginal impact analysis) in this
study, necessary adjustments are made to the initial indirect and induced impact estimates to prevent double-
counting. For instance, any indirect or induced effects from the initial estimates for IMPLAN sectors that are fully
mapped to the retail trade industry are removed.
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Appendix B

The tables and figures below provide detailed rankings of the retail industry's financial
statement effective tax rate, current financial statement tax rate, and cash tax rate, on a
domestic and global basis, over the 2007-2011 period, relative to other major industries.

Worldwide Financial Statement Effective Tax Rate (Table and Figure B-1)

The retail trade industry ranked 4th out of 18 industries with a worldwide financial
statement effective tax rate of 35.3 percent. The educational services industry (39.0
percent) had the highest worldwide financial statement effective tax rate, followed by
the arts, entertainment, and recreation industry (38.9 percent) and the other services
industry (37.3 percent). The worldwide financial statement effective tax rate in the
retail industry exceeded the weighted average across all 18 industries in each year.

Worldwide Current Financial Statement Tax Rate (Table and Figure B-2)

The retail trade industry had the 2nd highest worldwide current financial statement tax
rate (33.9 percent) among the 18 industries over the fiscal year 2007-2011 period. The
educational services industry had the highest worldwide current financial statement tax
rate (39.8 percent) over this period. The worldwide current financial statement tax rate
in the retail industry was higher than the weighted average across all industries in each
year during this period.

Worldwide Cash Tax Rate (Table and Figure B-3)

The retail trade industry also had the 2nd highest worldwide cash tax rate (32.4 percent)
over the study period. The educational services industry had the highest worldwide cash
tax rate (38.2 percent). The worldwide cash tax rate in the retail industry was higher
than the weighted average across all industries in each year during this period.

Domestic Financial Statement Effective Tax Rate (Table and Figure B-4)

The retail trade industry had the 4th highest domestic financial statement effective tax
rate (36.4 percent) among the 18 industries over the fiscal year 2007-2011 period. The
domestic financial statement effective tax rate in the retail industry was higher than the
weighted average across all industries in each year during this period.

Domestic Current Financial Statement Tax Rate (Table and Figure B-5)

The retail trade industry had the 2nd highest domestic current financial statement tax
rate (34.2 percent) over the study period. The educational services industry (38.7
percent) had the highest domestic current financial statement tax rate. The domestic
current financial statement tax rate in the retail industry was higher than the weighted
average across all industries in each year during this period.
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Table B-1—-Worldwide Financial Statement Effective Tax Rate by Industry,
FY 2007-2011

Indust 8 Weighted Average
ndustry 2007 | 200 2009 2010 2011 Rank Percent
Educational Services 37.0% | 36.7% | 39.2% | 39.7% | 40.5% 1 39.0%
(23) (27) (25) (23) (20) (118)
Arts, Entertainment, 42.5% | 46.5% | 46.4% | 29.3% | 34.1% 2 38.9%
and Recreation (17) (14) (13) (15) (21) (80)
Other Services (except 35.7% | 39.2% | 40.1% | 37.5% | 35.2% 3 37.3%
Public Administration) (12) (12) (12) (11) (12) (59)

. 35.9% | 36.3% | 34.8% | 34.7% | 35.1% 4 35.3%
Itz el (161) (120) (151) (153) (146) (731)
Admin and Support, 35.4% | 37.1% | 32.3% | 36.4% | 33.3% 5 34.9%
Waste Management, (69) (59) (65) (66) (62) (321)
and Remediation
Services
Mining, Quarrying, and | 31.4% | 32.1% | 31.1% 33.6% | 36.2% 6 33.1%
Oil and Gas Extraction (156) (140) (108) (166) (175) (745)

s 2.1% 2.6% 2.2% .0% 2.9% 2.8%
Utilities s | use | use | asm | asn ’ “o29)
32.9% | 32.6% | 26.4% | 33.4% | 31.3% 8 31.3%
Wholesale Trade (121) (108) (114) (123) (112) (578)
Transportation and 28.5% | 20.6% | 28.9% | 31.6% | 31.3% 9 30.1%
Warehousing (88) (73) (79) (89) (77) (406)
Health Care and Social | 34.0% | 30.9% | 33.7% | 18.9% | 31.2% 10 20.4%
Assistance (55) (64) (57) (56) (45) (277)
Professional, Scientific, | 31.2% | 27.6% | 27.8% | 23.6% | 26.6% 11 27.1%
and Technical Services (126) (122) (132) (136) (120) (636)

. 31.1% | 30.7% | 21.3% 25.4% | 26.1% 12 26.9%
Manufacturing (1,124) (989) (974) (1,193) (1,090) (5,370)
Accommodation and 32.2% | 30.0% | 35.1% | 20.9% | 18.4% 13 26.0%
Food Services (59) (42) (54) (63) (59) (277)

. 27.5% | 24.2% | 23.3% 25.2% | 27.0% 14 25.7%
Finance and Insurance (802) (595) (604) (710) (690) (3,401)
. 31.2% | 26.6% | 21.7% 22.7% | 24.8% 15 25.3%
Information (250 | (238) | (266) | (209) | (281) (1,333)
. 25.3% | 25.6% | 26.8% | 20.3% | 25.2% 16 24.8%
Construction 36 | 6 | (3 5 | (33) (173)
Agriculture, Forestry, 25.3% | 24.6% | 23.8% 21.2% | 25.9% 17 24.3%
Fishing and Hunting (9) (10) (11) (10) (11) (51)
Real Estate and Rental | 16.0% | 3.5% 22.1% | 13.8% | 11.3% 18 13.5%
and Leasing (112) (86) (87) 97) (100) (482)
All Industries®, 20.9% | 20.1% | 23.6% | 26.0% | 27.4% 27.2%
except Retail (3,259) | (2,808) | (2,834) | (3,288) | (3,096) (15,285)
I 30.3% | 20.5% | 24.3% | 26.5% | 27.8% 27.7%
All Industries (3,420) | (2,928) | (2,985) | (3,441) | (3,242) (16,016)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
*All industries average includes companies not assigned to any particular industry.

Source: PwC calculations based on data from S&P's Compustat® North America database .
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Figure B-1—Worldwide Financial Statement Effective Tax Rate,

FY 2007-2011
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Table B-2—Worldwide Current Financial Statement Tax Rate by Industry,
FY 2007-2011

Weighted Average
Industry 2007 | 2008 | 2009 2010 2011 Rank Percent
Educational Services 3?'7)% 4?'1)% 4(()'4)% 4‘("0)% 3?'7)% 1 3(9 %())/o
19 25 23 22 19 10
. 36.8% | 34.2% | 34.4% | 32.6% | 31.8% 2 33.9%
L e (136) (107) (131) (135) (132) (641)
Admin and Support, 33.0% | 33.3% | 30.5% | 30.4% | 24.1% 3 30.1%
Waste Management, (58) (50) (54) (55) (57) (274)
and Remediation
Services
Health Care and Social | 35.8% | 31.7% | 33.6% | 30.5% | 18.8% 4 29.5%
Assistance (50) (54) (51) (49) (40) (244)
Arts, Entertainment, 43.6% | 33.2% | 20.4% 13.4% | 22.0% 5 28.8%
and Recreation (13) (11) (11) (13) (15) (63)
Manufacturing 31.8% | 31.5% | 22.5% 25.2% 27.1% 6 27.5%
(894) (764) (761) (937) (852) (4,208)
Wholesale Trade 290.8% | 20.7% | 20.8% 28.7% | 27.5% 7 27.2%
(100) (87) (94) (101) (90) (472)
Mining, Quarrying, 30.8% | 28.5% | 27.6% | 24.8% | 21.9% 8 26.4%
and Oil and Gas (89) (82) (59) (100) (108) (438)
Extraction
Agriculture, Forestry, 34.7% | 28.9% | 20.9% | 21.6% | 24.4% 9 25.8%
Fishing and Hunting ) (4) ) (7) ) (32)
Construction 3(7.5)% 3:(3.4)% 2?.1)% 2(().0)% 2?.0)% 10 2(5.0‘)’/0
25 25 25 29 25 129
Finance and Insurance | 30-5% | 38.9% | 22.8% | 17.7% | 22.7% 11 24.9%
(185) (142) (189) (215) (188) (919)
Accommodation and 35.5% | 29.9% | 20.1% | 20.8% | 19.3% 12 24.1%
Food Services (47) (36) (40) (53) (50) (226)
Other Services (except | 27.7% | 18.6% | 18.6% | 20.8% | 23.3% 13 22.3%
Public Administration) (11) (11) (11) (9) (11) (53)
Professional, Scientific, | 28.8% | 19.7% | 21.0% 19.3% | 22.5% 14 22.0%
and Technical Services (107) (97) (105) (112) (101) (522)
Information 28.0% | 22.7% | 16.6% 21.3% 19.5% 15 21.4%
(199) (186) (217) (242) (228) (1,072)
Transportation and 21.8% | 24.0% | 14.5% 18.5% | 15.8% 16 18.8%
Warehousing (65) (54) (57) (64) (59) (299)
Real Estate and Rental | 12.7% | 10.2% | 12.5% 16.4% | 14.8% 17 13.4%
and Leasing (71) (53) (56) (60) (60) (300)
Utilities 24.5% | 13.7% 6.3% 2.3% 1.5% 18 9.6%
(173) (173) (176) (180) (173) (875)
All Industries*, 30.0% | 28.0% | 20.1% | 21.2% | 22.6% 24.2%
except Retail (2,118) | (1,860) | (1,940) | (2,254) | (2,086) (10,258)
A 30.5% | 28.4% | 21.2% | 22.1% | 23.2% 24.9%
All Industries (2,254) | (1,967) | (2,071) | (2,389) | (2,218) (10,899)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
*All industries average includes companies not assigned to any particular industry.

Source: PwC calculations based on data from S&P's Compustat® North America database.
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Figure B-2-Worldwide Current Financial Statement Tax Rate,
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Table B-3—Worldwide Cash Tax Rate by Industry, FY 2007-2011

Industry 2007 | 2008 | 2009 2010 2011 Weighted Average
Rank Percent
. . 34.0% | 36.3% | 36.2% | 42.5% | 38.1% 1 38.2%
Educational Services (18) (26) (25) (3) (20) (112)
Retail Trade 34.4% | 34.5% | 31.9% | 32.3% | 29.5% 2 32.4%
(154) (118) (144) (147) (143) (706)
Health Care and Social | 33.5% | 29.7% | 33.8% | 32.8% | 18.3% 3 29.0%
Assistance (51) (61) (56) (53) (45) (266)
Arts, Entertainment, 37.6% | 28.4% | 43.7% | 23.9% | 16.1% 4 28.8%
and Recreation (16) (13) (11) (14) (17) (71)
Admin. and Support, 27.5% | 35.6% | 20.8% | 31.2% 21.6% 5 28.7%
Waste Management, (66) (58) (64) (65) (62) (315)
and Remediation
Services
25.8% | 25.6% | 22.7% 28.1% 27.7% 6 26.0%
Wholesale Trade (118) (105) (112) (118) (107) (560)

. 28.9% | 20.6% | 20.0% | 24.2% | 24.3% 7 25.3%
Manufacturing (1,064) (941) (927) (1,139) (1,030) (5,101)
Mining, Quarrying, 26.1% | 23.9% | 20.3% | 25.5% | 24.8% 8 24.5%
and Oil and Gas (132) (122) (94) (141) (142) (631)
Extraction

. 32.0% | 41.0% 18.9% 15.6% 21.2% 9 23.7%
Finance and Insurance (260) (100) (240) (284) (254) (1.228)
. 26.2% | 22.4% | 24.6% 14.6% | 26.3% 10 23.0%
Construction (35) (31) (31 (35) (31 (163)
Accommodation and 33.1% | 26.0% | 21.3% 17.6% | 16.9% 11 22.0%
Food Services (54) (41) (54) (60) (57) (266)
Agriculture, Forestry, 30.0% | 18.9% | 19.0% | 27.2% 17.7% 12 21.6%
Fishing and Hunting €)) (10) (11) (10) (10) (49)
Other Services (except | 20.2% | 27.6% | 18.2% 18.7% 19.3% 13 20.8%
Public Administration) (12) (12) (12) (11) (12) (59)
Information 22.4% | 20.8% 19.5% 20.7% 16.2% 14 19.9%
(229) (219) (245) (267) (259) (1,219)
Professional, 22.0% | 19.9% 17.5% 17.6% | 21.6% 15 19.6%
Scientific, and (115) (116) (124) (126) (114) (595)
Technical Services
Transportation and 24.1% 18.5% 12.8% 16.5% 11.4% 16 16.6%
Warehousing (80) (69) (72) (81) (73) (375)
Utilities 20.9% | 14.8% 9.1% 8.0% -3.5% 17 11.7%
(185) (174) (186) (186) (175) (906)
Real Estate and Rental | 12.4% 9.3% 9.3% 9.6% 8.3% 18 9.7%
and Leasing (101) (83) (80) (84) (93) (441)
All Industries*, 27.6% | 26.4% | 19.0% | 20.8% | 20.3% 22.7%
except Retail (2,553) | (2,279) | (2,353) | (2,705) | (2,508) (12,398)
I 28.0% | 26.9% | 19.8% | 21.5% | 20.9% 23.3%
All Industries (2,707) | (2,397) | (2,497) | (2,852) | (2,651) (13,104)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
Negative ETRs indicate that cash taxes paid were negative when summed across an industry.
*All industries average includes companies not assigned to any particular industry.

Source: PwC calculations based on data from S&P's Compustat® North America database.
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Figure B-3—Worldwide Cash Tax Rate, FY 2007-2011
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Table B-4—Domestic Financial Statement Effective Tax Rate by Industry,
FY 2007-2011

Weighted Average
Industry 2007 | 2008 | 2009 | 2010 2011 Rank Percent
Ot}tl)cler Se(11~vices (except) 38.3% | 44.1% | 40.2% | 42.2% | 39.0% 1 40.4%
Public Administration ) (9) (10) (8) (10) (46)
. . 39.8% | 43.0% | 40.2% | 39.7% | 37.9% 2 39.6%
Educational Services (1) (16) (17 (7) (17) (80)
37.7% | 37.5% | 37.3% | 38.6% | 36.6% 3 37.5%
Wholesale Trade (80) (70) (70) 78) (73) (371)

. 36.8% | 37.7% | 35.7% | 35.9% | 36.3% 4 36.4%
e e e (103) (80) 97) (99) (92) 471)
Transportotion and 37.5% | 38.0% | 33.7% | 37.3% | 34.2% 5 36.1%
Warehousing (38) (37) (32) (40) (36) (183)
Accommodation and 25.2% | 32.3% | 46.5% | 35.9% | 33.8% 6 35.4%
Food Services (32) (25) (30) (32) (33) (152)
Ar’as, Entertainment, 40.5% | 42.2% | 43.3% | 20.5% | 36.1% 7 35.1%
and Recreation (8) (8) ) (8) ) (38)
Admin., Support, Waste | 35.0% | 39.2% | 32.8% | 37.6% | 30.0% 8 34.6%
Management, and (37) (30) (38) (39) (44) (188)
Remediation Services
Heglth Care and Social 36.9% | 33.5% | 34.2% | 25.5% | 35.5% 9 32.8%
Assistance (44) (45) (42) (41) (31) (203)

. 35.8% | 35.5% | 28.4% | 331% | 27.6% 10 32.1%
Information (35) | (23 | (53 | (75 | (62) (748)
Mining, Quarrying, and | 32.4% | 36.0% | 25.5% | 25.3% | 32.5% 11 31.3%
Oil and Gas Extraction (63) (55) (35) (65) (65) (283)
Construction 35.8% | 39.5% | 28.6% | 16.2% 32.1% 12 30.2%

(16) (16) (16) (20) (20) (88)
Agriculture, Forestry, 30.9% | 33.0% | 28.4% | 23.5% | 30.2% 13 209.2%
Fishing and Hunting (6) (5) (5) (6) @) (26)

. 35.1% | 23.0% | 27.2% | 27.4% | 28.4% 14 28.4%
Finance and Insurance 117) (02) (125) (145) (120) (608)
Real Estate and Rental 25.9% | 22.6% | 30.0% | 33.1% | 25.6% 15 27.2%
and Leasing (45) (35) (33) (35) (35) (183)

. 33.1% | 32.7% | 16.9% | 27.5% | 25.3% 16 26.5%
Manufacturing (647) | (542) | (529) | (682) | (627) (3.027)
Professional, Scientific, | 30.8% | 28.5% | 27.9% | 20.5% | 24.9% 17 26.0%
and Technical Services (74) (66) (78) (84) (78) (380)

cers 26.3% | 12.3% 5.6% 2.8% 0.6% 18 9.4%
Utilities (146) (139) (142) (144) (142) (713)
All Industries*, 32.9% | 20.9% | 20.7% | 25.9% | 24.7% 26.6%
except Retail (1,512) | (1,314) | (1,362) | (1,621) | (1,515) (7,324)

I 33.4% | 30.8% | 22.3% | 27.0% | 26.0% 27.8%
All Industries (1,615) | (1,394) | (1,459) | (1,720) | (1,607) (7,795)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
*All industries average includes companies not assigned to any particular industry.

Source: PwC calculations based on data from S&P's Compustat® North America database.
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Figure B-4-Domestic Financial Statement Effective Tax Rate, FY 2007-2011
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Source: PwC calculations based on data from S&P's Compustat® North America database.
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Table B-5-Domestic Current Financial Statement Tax Rate by Industry,
FY 2007-2011

Weighted Average
Industry 2007 | 2008 | 2009 | 2010 2011 Rank Percent
. . 36.7% | 43.0% | 40.7% | 421% | 32.7% 1 38.7%
Educational Services (13) (16) 17) 17 (17) 80)

. 36.9% | 34.8% | 34.6% | 32.9% | 31.9% 2 34.2%
Retail Trade (103) | (80) | (99) | (99) | (92) (471)
Health Care and Social 34.3% | 28.1% | 31.0% | 34.1% | 29.5% 3 31.5%
Assistance (44) (45) (42) (41) (31) (203)

32.0% | 33.3% | 20.8% | 32.2% | 30.0% 4 31.4%
Wholesale Trade 79 | Go) | 69 | @) (73) (368)

. 41.4% | 35.8% | 26.4% | 16.8% | 33.7% 5 30.5%
Construction 5 | (& | a6 | (o) | (20 (87)
Accommodation and Food | 28.7% | 29.0% | 18.5% | 39.5% | 30.8% 6 20.0%
Services (32) (25) (30) (32) (33) (152)
Admin., Support, Waste 31.6% | 31.4% | 31.6% | 30.5% | 21.5% 7 29.0%
II\{’Ianai?m_ent,s and (37) (30) (38) (39) (44) (188)

emediation Services
Arts, Entertainment, and | 44.8% | 36.0% | 27.2% | 5.3% 19.5% 8 26.8%
Recreation (8) (8) ) (8) ) (38)
Inf i 32.6% | 31.1% | 22.2% | 23.6% | 23.6% 9 26.6%

frormation (135) (123) (153) (175) (162) (748)

. 33.6% | 28.7% | 26.1% | 20.4% | 25.5% 10 26.2%
Finance and Insurance (117) (02) (125) (145) (120) (608)
Agriculture, Forestry, 41.4% | 33.4% | 21.5% | 17.9% | 20.0% 11 25.8%
Fishing and Hunting (6) (5) (5) (6) (1) (26)

. 31.6% | 31.1% | 13.5% | 23.5% | 23.9% 12 24.1%
Manufacturing (647) | (541) | (5200 | (682) | (627) (3026)
I?t}l;?r S:gvigeg E[exsept) 27(.3;% 152 .1)% 2(().5)% 20( .4;% 24(1.9)% 13 2(2.3)%

ublic Administration 9 9 10 8 10 46
Transportation and 22.5% | 23.3% | 13.3% | 19.8% | 19.4% 14 19.8%
Warehousing (38) (37) (32) (40) (36) (183)
Professional, Scientific, 27.3% | 15.3% | 15.7% | 13.4% | 16.3% 15 17.1%
and Technical Services (74) (66) (78) (84) (78) (380)
Mining, Quarrying, and 26.8% | 21.0% 5.1% 11.4% 8.5% 16 16.3%
Oil and Gas Extraction (63) (55) (35) (65) (65) (283)
Real Estate and Rental 17.2% | 12.9% | 15.2% | 16.2% | 13.6% 17 15.2%
and Leasing (44) (34) (33) (35) (35) (181)
Utilities 26.6% | 11.2% 4.8% 2.4% 0.1% 18 9.0%

(146) (139) (142) (144) (142) (713)
All Industries*, 30.7% | 26.5% | 16.1% | 20.0% | 20.3% 22.5%
except Retail (1,509) | (1,312) | (1,361) | (1,620) | (1,515) (7,317)
All Industries* 31.4% | 27.5% | 18.0% | 21.6% | 21.6% 23.8%
(1,612) | (1,392) | (1,458) | (1,719) | (1,607) (7,788)

Note: Number of observations in parentheses. Weighted average of companies with positive pretax income.
*All industries average includes companies not assigned to any particular industry.

Source: PwC calculations based on data from S&P's Compustat® North America database.
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Figure B-5-Domestic Current Financial Statement Tax Rate, FY 2007-2011
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Source: PwC calculations based on data from S&P's Compustat® North America database.
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