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Honorable Members of the Permanent Subcommittee:
My name is Joseph Manogue and I am the Treasurer of Maverick Capital, Ltd.

I submit this statement as Maverick’s representative in response to the invitation that we received
late last week from the Subcommittee in order to assist the Subcommittee in its review of certain
industry practices that have commonly been referred to as dividend enhancement transactions.

Maverick is an investment advisor that manages client capital primarily through hedging
strategies based on long and short positions in U.S. and foreign equity securities. To that end,
Maverick undertakes typical industry transactions, including the purchase and sale of stocks,
shorting stocks, and borrowing and lending stocks.

Investors in Maverick managed funds include both U.S. and foreign institutions and individuals,
and our funds include both domestic and foreign entities in structures that are typical for our
industry. I would like to note in particular that our structures and policies provide for investment
by U.S. taxpayers in domestic partnerships that are subject to full Internal Revenue Service
return and information reporting requirements that typically apply in a domestic context.

In 1994, Maverick made the decision to register as an investment adviser under the Investment
Advisers Act of 1940, and thereby voluntarily submitted to periodic review and inspection by the
Securities and Exchange Commission. Our company prizes above all its reputation for client
service and the highest ethical standards.

In the course of its operations, Maverick utilizes the services of a variety of prime brokerage
firms that support implementation of its trading strategy on behalf of Maverick’s client funds.
These firms are among the most well-established institutions on Wall Street. Beginning in the
late 1990s and through the subsequent years, the services offered by these firms included
dividend enhancement programs.



The proposal was as follows: U.S. tax laws subjected dividends paid by U.S. companies to
foreign stockholders to a 30% withholding tax. Under the relevant tax regulations, however,
foreign investors who received equivalent payments under total return swaps and foreign
stockholders of U.S. companies who received substitute dividend payments from many foreign
stock borrowers were not subject to the 30% withholding tax.

Maverick’s financial institution service providers offered to help Maverick enter into total return
swap transactions that involved Maverick’s Cayman funds selling the U.S. company stock
eligible for an expected dividend to the financial institution for a price and negotiated fees that
would be substantially equivalent to getting the value of the dividend. Alternatively they
suggested that Maverick’s Cayman Island funds should consider lending the U.S. company stock
to a Cayman affiliate of the service provider. In consideration for the loan, the financial
institution’s Cayman affiliate would pay to the Maverick Cayman fund an amount that was
somewhat less than the dividend but exceeded the amount that it would have received had it
received the dividend net of the tax.

Maverick’s tax personnel considered these proposals and examined the tax regulations that
applied to these transactions. Taking into account their compliance with the rules, the number of
different blue chip firms offering the services, and their assurances that the transactions had been
thoroughly vetted, there seemed to be little cause for concern that they were legitimate.

Of the alternatives presented, however, those requiring that the Maverick Cayman funds enter
into swaps directly presented greater complexity relating to variable transaction terms and
operational considerations than those providing for simple stock loans. Moreover, IRS Notice
97-66 appeared to provide express confirmation that “substitute dividend payments” received
with respect to stock loans to a borrower located in the same jurisdiction as the lender would not
be subject to the withholding tax.

Thus, in 1999, Maverick began engaging in dividend enhancement stock loans in reliance on
Notice 97-66. On a case by case basis, a Maverick employee would ask one of the financial
institutions that had offered to provide dividend enhancement services whether it wished to
borrow a particular security. If the financial institution did wish to borrow that security,
Maverick would negotiate terms with that institution. We did not engage in swaps or other cross
border transactions for purposes of dividend enhancement, and we did not participate in any
subsequent transactions involving the borrowed shares that may have been undertaken by the
borrowers.

We engaged in these transactions through various financial institutions until 2007. In 2007,
however, the business press published a number of reports about these programs and suggested
that the IRS was taking a close look at their legitimacy. Understandably, the financial
institutions involved suspended the services until any questions about the industry practices
could be resolved. Maverick estimates that its Cayman funds received approximately
$63,000,000 in substitute dividend payments beyond the amount that they would otherwise have
received as a result of participation in dividend enhancement stock loan transactions since 2000.

When the Staff of this Subcommittee issued a request for information earlier this year, our
counsel promptly complied by producing thousands of pages of documents. We have made our



personnel available to assist the staff in understanding industry practices in this area, and, on the
basis of numerous discussions over the past several months, believe that we have developed a
candid and cooperative relationship. I am hopeful that they have conveyed consistent
impressions of Maverick to you.

The regulation and taxation of financial transactions such as those under discussion today are
complex and evolving subjects. As I have indicated, we believe that we have acted in
accordance with the governing legal precedents and existing guidance, but understand that those
precedents may be subject to further interpretation or revocation on the basis of further policy
review such as the one you are conducting here. Maverick will conform to any new laws and
regulations that result from this review.

Thank you.



