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Profits Get Extensive Media Attention
« But what does this tell us about the economy?
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Why BEA Profits?

« Thereis aneed for a measure of corporate profits
consistent with other macroeconomic measures in BEA'S
“U.S. economic accounts.”

« BEA measure: Profits from Current Production (called
“Corporate Profits with IVA and CCAdj”)

— Measures income earned by corporations from current production,
before tax liability

— Excludes financing flows and capital gains and losses

— Values inventory withdrawals at current cost (adjustment called the
HIVAH)

— Estimates economic depreciation at current cost (adjustment called the
HCCAdj”)

www.bea.gov
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How are Corporate Profits Used?

By Wall Street, to track overall U.S. corporate
financial health.

By industry analysts, to track industry financial
health.

By macro forecasters, to project investment in plant
and equipment.

By government policy-makers, to project tax receipts.

www.bea.gov
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There are Lots of Profits Reports

e Each corporation reports its profits in two different
ways:
— To the public to inform investors, and
— To the IRS to report income for tax purposes

 BEA uses that information when it creates the U.S.
economic accounts. In particular, it creates an
economy-wide, consistent-over-time measure of
total profits earned by all corporations.

www.bea.gov
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Corporate Profits Reported to the Publlc

« Annual financial statements follow
standards that emphasize consistency
over time for each corporation.

 Flexibility allowed on methods and
measures.

e Qutside audits required to curb
exploitation of flexibility.

« Uniformity across corporations is low.

www.bea.gov
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Corporate Profits Reported to the IRS

Both public and privately-held
corporations file tax returns, which are
confidential.

U.S. Corporation Income Tax Retur
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Little-to-no flexibility allowed on methods
and measures.

Tax rates, income definition, and e
Incentive provisions change, diminishing
consistency over time.

Statistical sample provides an economy- &7
wide profits measure with a lag.

www.bea.gov
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BEA: Economic, not Administrative

* Profits from Current Production are:
— Unaffected by tax-law and reporting-rule changes.
— Inclusive of income that escapes tax authorities.

— Exclusive of dividends, capital gains and losses, and other
flows arising from means of financing production.

— Exclusive of financial adjustments reported for other
purposes, such as deduction for “bad debt”.

— Measured consistently, with data beginning in 1929.

www.bea.gov



DY 24P U-S. Department of Commerce

Bureau of Economic Analysis

Profits are Cyclically Sensitive

Profits from Current Production
($in billions)
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Disposition of Corporate Profits

In $ Billions, 2003:4

Profits from Current Production
("Corporate Profits with IVA and CCAdj")

Less: Taxes

Equals: Profits after tax*
Of which:
Dividends (net)
Undistributed profits*

Internally-generated corporate funds available for
investment, or "cash flow":

Undistributed profits*
Plus: Consumption of fixed capital
(or, depreciation)

Equals : Cash flow

1,206

244

520
757

1,277

* Include IVA and CCAd;j

www.bea.gov
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Corporate Cash Flow, A Source of Investment

Corporate Cash Flow and Investment (Adjusted for Price Change)
($in billions)
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S&P 500 Index: Broad Measure, but leferent

e Purpose: to benchmark performance of
corporations in current year

 Composition: large representation of publicly-
traded corporations, changing year-to-year as
market values, capitalization, and trading activities

change.

« Data base: after-tax income reported on financial
statements.

www.bea.gov
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Similar Trend with Notable Divergence

BEA Profits (Index) and Standard & Poor’s Earnings Index

(Indexed, 1990:11 = 100) DJIA
350 Sept. 2000 | ]
10,968
300 - /_/\
250

200

DJIA
Oct. 2002
8,048

DJIA

150
Sept. 1998
7,910
100 -

~——

50 -

0

90:l 91:1l 92:1l 93:ll 94:11 95:ll 96:ll ar:ll 98:ll 99:ll oo:l 01:1

e BEA Profits == S&P Index

Source: Bureau of Economic Analysis and Standard & Poor’s, Inc.

www.bea.gov



DY 24P U-S. Department of Commerce

Bureau of Economic Analysis

Data Sources Used to Estimate Profits

 Financial-Accounting Data:

— Census Bureau Quarterly Financial Reports (QFR)
» Available quarterly, within several months of end of quarter
« Cover manufacturing, mining, and trade - roughly 1/3 of profits

— Data from regulatory agencies, other source used to
supplement QFR data

« Tax-Accounting Data:

— IRS Statistics of Income (SOI) Data:

» Corporate income-tax return (annual) data
» Available with a lag of two years

www.bea.gov
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* Quarterly estimates are available quickly - two
months after end of quarter

« Additional information is incorporated as it becomes
available - revised estimates for the most recent
three years released every summer.

www.bea.gov
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e “Business Situation” in the
Survey of Current Business

BEA Personal Income and IRS Adjusted Gross Income

U.S. International Transactions, Fourth Quarter 2003
and 2003

www.bea.gov
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Current releases
Release dates for 2004

Publications

Survel of Current
Eusiness

FPapers and Worlking
Papers
Interactive Data

Methodologies
Glossary

About EEA

Did you knowe?

BEA, rated by employees
armong the top federal
agencies, is hiring.

Electronic Reporting with
ASTAR/Survey Forms

U.8. Economic Accounts

National

Gross Domestic Product

Personal Income and
Cutlays

International

Balance of Payments

Trade in Goods and
Services

Corporate Profits -ternatinnal Investment
Position

Fized Assets

= Mare ..

Regional

State and Local Personal

Income

Gross State Product

Eegional Input-COutput
Multipliers
Mare ...

Direct Investment

Maore ...

Industry

Input-Cutput Accounts
GOP by Industry

Capital Flow
Travel and Tourism

]

]

= More ...

Multinational Companies

Enhanced Overview of the
uU.s. FEconomy

Latest Economic
Indicators

Real GDP:
+4,1% in @4 2002 (final)
[Released: 3F25/04]

Personal Income:
+0.4% in February z0O04
[Releaszed: 3Ff26,/04]

Int'l Trade in Goods and
Services:

Decrease in the deficit of
$1.4 billion to $42z.1 billion in
February Z004(p)
[Relzazad: 4/14/04]

U.s. Int'l Transactions:
Current-account deficit
decreased $7.8 billion to
+127.5 billion in Q4 2003(p).
For the yvear z003{p), the
current account deficit
increased $61.0 billion to
$541.58 billion.

[Released: 3/12/04]

p=preliminary | r=revised
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Staff Contacts

Horne > Mational Econornic Accounts > Corporate Profits

2003 Comprehensive Revision of the National Income and Product Accounts

Corporate Profits

Latest news release -- 03/25/04
Profits from current production {corporate profits with inventory waluation and capital consumption adjustments) increased
£81 .4 billion in the fourth quarter, compared with an increase of $101.4 billion in the third,
Technical note
Tables from news release, XLS
Combined Effects of the Tax Acts of 2002 and 2003 on Selected Measures of Corporate Profits, ®LS
Interactive MIPA tables -- view or download specific tables
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