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It’s no secret that corporations participate in tax
avoidance schemes, costing governments hundreds of
billions of dollars in lost tax revenues each year. Leaked
documents such as the Luxembourg Leaks!in 2014, the
Panama Papers'i in 2016, and the Pandora Papersiiin
2021 reveal just how widespread these practices are. In
fact, multinational corporations have long been criticized
for utilizing accounting acumen or moving domicile to
shift profits from high tax rate jurisdictions to those with
low tax rates. Not only do these practices undermine the
public trust in the fairness and soundness of the tax
system, they beg fundamental questions about the ethics
of companies benefiting heavily from public support of
the capital markets. For these reasons, many
stakeholders have been calling for global tax reform.

According to a study in November 2022, it is estimated
that governments around the world lost $312 billion of
taxes paid in a single year from multinational
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.. butin this world
nothing can be said

to be certain, except
death and taxes.

-- Benjamin Franklin

corporations shifting profit into tax havens.V These lost
tax revenues could have been used for social welfare
programs, law enforcement, public health,
environmental protection, or infrastructure spending. To
put this in perspective, the U.S. government spends a
total of about $930 billion on all non-military
discretionary spending annually in these areas.”

The tax burden is then shifted to individuals and smaller
local businesses to help contribute to tax revenues that
larger businesses avoid, creating an uneven playing field
and contributing to income inequality between and
within countries. And on occasion, even these tried-and-
true strategies have ramification for shareholders. In
2017, Chevron was found to have underpaid its Australian
tax bill by $268 million and was forced to settle."! In 2019,
Google was ordered to pay $1 billion to settle tax evasion
lawsuits with France.'i France also received a $1.3 billion
settlement from McDonald’s regarding alleged tax
evasion that occurred over the course of a decade. il
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Country-by-Country Reporting

There is growing consensus that country-by-country
(CbCR) tax reporting would significantly help curb profit
shifting amongst multinational corporations. CbCR is
“reporting of financial, economic and tax-related
information for each jurisdiction in which a
multinational operates.”’* The data is typically organized
in a table which shows key financial information by
jurisdiction. Separating out profits and taxes would
reveal whether a company has paid its fair share of taxes
to a particular jurisdiction; there would be less places to
hide.

Voluntary CbCR

The Global Reporting Initiative encourages voluntary
disclosure of CbCRs and maintains guidance for this best
practice.* The number of companies voluntarily
publishing CbCRs, such as Shell* or Philips*i, is
increasing rapidly. However, the reports are generally
spread across annual or sustainability reports—and
missing key information and not in a standardized
format—making it difficult to compare the data.
According to a February 2023 report from the EU Tax
Observatory, there were 97 reports published for 2020
and 55% of the reports did not include all the
recommended variables.*ii Further, about 80% of
multinationals publishing CbCRs are European.

Snapshot from Shell Tax Contribution Report 2020

It is estimated that governments around the
world lost $312 billion of taxes paid in a single
year from multinational corporations shifting
profit into tax havens.

CbCR Laws and Pending Legislation

The reality is that many companies are already preparing
these reports, just not publicly sharing the information.
The Organization for Economic Co-operation and
Development (OECD) created guidance and a template
that can be used by multinationals to prepare CbCRs*,
Under this framework, companies have been privately
reporting CbCRs to tax jurisdictions in which they
operate since 2016. Governments then anonymize the
reports and aggregate the data, making it impossible to
tell which companies are underpaying taxes.

So far, no country has mandated public CbCRs. Several
nonprofit organizations and other stakeholders have
started to campaign in support of countries adopting
standardized CbCR disclosure requirements. Led by
Oxfam, a global organization that fights inequality to end
poverty and injustice, several shareholder resolutions
have been proposed to individual companies such as
Exxon*¥, Amazon, and Cisco, asking companies to publish
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Source: https://reports.shell.com/tax-contribution-report/2020/_assets/downloads/supplement-our-tax-data-by-country-and-location-shell-tcr20.pdf
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CbCRs in line with the Global Reporting Initiative’s tax Snapshot from EU Tax Observatory Report
standard. Across the globe, legislation is quickly moving
towards mandating pUth CbCRS’ ESPECiaHy in the last Country-by-Country Reports collected for fiscal years between 2016 and 2021
few years. In 2021, the United States House of
Representatives passed a bill that would require SEC- | Tobe |
registered companies to publish CbCR*,, but the bill then — ?“3‘1'52':“’
stalled in the Senate. In the European Union, countries '
will be required to adopt public CbCR rules by July
2024.%"1 Australia has also drafted legislation that would
require public CbCR, which is expected to be passed and >0
enacted this year.¥iil In short order, companies around i
the world will be publishing CbCRs. The hope is this will — -
lead to a decrease in lost tax revenues, reduced s016 2017 016 2019 2000 9001
inequalities, and a culture of honest tax reporting and
accountability amongst multinational corporations. Note: The graph shows how many CbCRs have been collected for each fiscal year covered in the database. As data s
published with a lag. we expect about 120 reports to be available next year given the latest trend.
Data source: Public CbCRs database (2022).

Source: https://www.taxobservatory.eu/wp-content/uploads/2023/
02/EU-Tax-Obserbatory_Note_Tax-Transparcney-by-
Multinationals_February2023-1.pdf
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