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Figure 2.1. Taxes on corporate income as a percentage of GDP
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Box 2.1. Statutory corporate income tax rates versus effective
corporate income tax rates

A country’s statutory corporate income tax rate is the rate specified in a
country’s tax law that is applied to a corporation’s taxable income in order to
determine the amount of the taxpayer’s tax liability. It is often referred to as the
“headline rate”, and cannot be taken alone as a reliable indicator of the effective
tax burden on income generated at the corporate level. Indeed, the corporate tax
actually due depends on various tax base rules applicable in determining the
corporate taxable income, which may be narrowly or broadly defined. Generous
tax allowances deducted against the base, for example, may yield an effective
corporate tax rate that is well below what the statutory rate suggests. Timing
issues are also relevant, where for example depreciation of capital costs for tax
purposes is accelerated relative to book/accounting or economic depreciation.
Tax planning strategies used by companies to minimise corporate tax may also
significantly reduce the corporate tax base and thus the tax actually due.

The (backward-looking) ETR of a company is generally understood as the
ratio of corporate income tax to a pre-tax measure of corporate profit over a
given period of time. Backward-looking indicators are attractive, in principle,
being based on measures of actual taxes paid, and therefore capturing the range
of factors impacting actual tax liability (statutory provisions, as well as tax-
planning), although it may be difficult to establish how far the effective rate is
below the statutory rate by design (e.g. accelerated depreciation) or because of
tax planning. On the other hand, an effective rate calculated on this basis may
not reflect tax planning strategies that also depress the pre-tax profit in the
country of measurement. Comparisons within industries and other approaches
may assist in highlighting whether these factors are an issue. Forward-looking
effective corporate tax rates are derived from modeling a hypothetical
investment project on a discounted cash flow basis and taking account of all the
relevant tax provisions. Marginal effective corporate tax rates examine the tax
treatment of pre-tax returns on the last unit of capital invested (where economic
profit is exhausted) and in effect estimate how tax affects a firm’s cost of capital
(i.e. the minimum required rate of return on an investment project). Average
effective corporate tax rates are most helpful where businesses (particularly
MNESs) have a choice about the country in which they could locate discrete,
infra-marginal projects that yield more than the cost of capital. Forward-
looking indicators can capture all the main statutory provisions impacting tax




Box 2.1. Statutory corporate income tax rates versus effective
corporate income tax rates (continued)

liability, and recent OECD work has developed approaches to factor in effects
of cross-border tax planning (including the shifting of profits on cross-border
investment). "

*Qver the past two decades, the CTPA has released two publications reporting forward-
looking effective tax rates on investment. A landmark publication, Taxing Profits in a
Global Economy (OECD, 1991) reports forward-looking effective tax rates on cross-
border direct investment between OECD countries, based on standard King-Fullerton
methodology (1984). More recently, the CTPA released a second publication, 7ax Effects
on Foreign Direct Investment — Recent Evidence and Policy Analysis (OECD, 2007)
which develops an approach for incorporating cross-border tax planning strategies into
a forward-looking effective tax rate model. The analysis reports illustrative average
effective tax rates on cross-border investment using intermediaries located in no/ low-
tax countries that are well below effective tax rates measured under the conventional
approach, used, for example, in Taxing Profits in a Global Economy. Other chapters of
the publication provide an overview of various models used to analyse tax effects on FDI,
review empirical studies attempting to measure the sensitivity of FDI to taxation, and
report main policy considerations in the taxation of inbound and outbound investment.
Work on forward-looking effective tax rates on investment has also been carried out by
the EU. For example, Effective Tax Rates in an Enlarged European Union (EU, 2008)
extends the scope of the calculation of ETRs conducted under the Company Tax Study
(EU, 2001). It examines the effects of tax reforms in the EU for the period 1998-2007
and their impact on the level of taxation for both domestic and cross-border investment.

Source: OECD.
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Figure 3.1. A simplified representation of a global value chain
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Source: OECD (2012), “Global Value Chains: OECD Work on Measuring Trade in Value-Added and
Beyond™, internal working document, Statistics Directorate, OECD, Paris.
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Figure 3.2. Index of the relative length of Global Value Chains,
world average, selected industries, 2008
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Source: OECD (2012), “Global Value Chains: OECD Work on Measuring Trade in Value-
Added and Beyond”, internal working document, Statistics Directorate, OECD, Paris.
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Annex A Data on corporate tax revenue as a percentage of GDP

FESRA - A TEIFTSBIGE R A E SRR L BT

Tahle A.1. Corporate tax revenue, % of GDP, 1990-2011

(;0\;&&..“]%! 1990 1991 1992 1993 1994 1935 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 201

Australia 40 38 38 34 39 42 43 42 43 45 61 44 50 S50 55 585 64 69 59 45 48 .

Austria 14 14 17 15 13 14 19 20 21 18 20 30 22 22 22 22 22 24 25 17 19 22
Belgium 20 20 15 20 22 23 27 28 34 32 32 31 30 29 31 33 35 35 33 25 27 30
Canada 25 21 18 21 25 29 32 38 36 42 44 33 30 32 35 34 38 35 34 34 33 3N
Chile : ; - 5 . : : ; : : : - : : : : : - - : - -

Czech Republic . . . B4 51 44 32 37 33 37 34 39 42 44 44 44 46 47 42 35 34 35
Denmark 17 16 18 20 20 23 25 27 30 24 33 28 29 29 32 39 43 38 33 23 27 28
Estonia . . . . .24 16 18 24 20 08 07 11 16 17 14 15 16 16 19 14 13
Finland 20 20 16 03 0B 23 28 35 43 43 59 42 42 34 35 33 34 39 35 20 28 27
France 22 189 20 19 20 21 23 26 26 30 31 34 29 25 28 24 30 30 23 15 21 25
Germany 17 16 15 13 11 10 14 15 16 18 18 06 10 13 16 18 22 22 19 13 15 17
Greece 15 12 13 14 17 18 18 19 28 32 42 34 34 29 30 33 27 26 25 25 24 .

Hungary . 46 24 17 19 19 18 19 21 23 22 23 23 22 22 21 23 28 26 23 12 12
lceland 09 08 10 08 07 03 09 09 11 13 12 10 09 12 10 20 24 25 13 18 10 186
Ireland 16 20 23 27 30 27 31 31 33 38 37 35 37 37 35 34 37 34 28 24 25 23
lsrael : : . : .31 23 34 33 30 39 35 28 29 34 40 49 45 35 28 29 37
Ialy 38 37 42 39 36 35 38 41 29 33 29 35 31 28 28 28 34 38 37 31 28 27
Japan 64 59 48 42 40 42 45 42 37 34 37 35 31 33 37 42 48 48 39 25 32 i3
Korea 25 21 24 21 23 23 23 20 23 18 32 28 30 37 33 38 36 40 42 37 35 40

Luxembourg 56 51 44 59 60 66 68 75 76 67 70 73 80 73 57 58 S50 53 51 56 57 50
Meico : : : : : : : ; ; : : : : : . : : ’ : . : -
Netherands 32 33 29 32 32 31 39 43 42 41 40 39 33 28 31 38 33 32 32 20 22 .

New Zealand 24 25 30 36 44 43 33 38 35 37 41 37 42 46 54 61 57 49 44 35 38 39

Noruway 37 40 29 33 34 38 43 51 41 46 89 89 81 80 98 M7 128 MO0 121 91 101 110
Poland . BT 42 39 29 28 27 27 26 24 24 19 20 18 22 25 24 28 27 23 20
Portugal 21 25 24 20 21 23 27 31 31 35 37 33 33 28 28 27 29 36 37 29 28 .
Slovak Republic . . - : . 6D 43 37 32 31 25 26 25 28 2B 27 29 30 31 25 25 28
Slovenia . ; g . . 05 09 10 10 12 12 13 16 17 19 28 30 32 25 18 19 17
Courﬁerear 1990 1991 1992 1993 1994 1935 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 201
Spain 29 25 22 19 15 17 19 26 24 27 31 28 32 31 34 39 41 47 28 22 18 18
Sweden 16 17 14 20 25 28 26 29 27 29 39 29 23 24 30 37 36 37 30 30 35 35
Switzerland 18 17 18 17 17 17 17 18 19 23 26 29 25 24 23 24 29 30 31 30 29 29
Turkey 10 08 08 08 10 11 11 12 12 18 18 18 18 21 17 17 15 16 18 19 19 21

United Kingdom 35 28 21 19 22 28 32 38 39 35 35 34 28 27 28 33 39 34 36 28 31 28
United States 24 22 23 25 27 28 28 29 27 27 26 19 17 21 25 32 34 30 20 18 27 286
OECD-Total 26 27 24 25 25 28 28 30 30 31 34 32 31 31 32 35 38 38 35 28 29

S

TFFI(1.2) B DI A 2

FREMQ. 3BT ) : DA PRBI R Ee
HA(3.3) RS FaEHgRete

A ¢ BRME OBCD. STAT 7£ 2013 4F 11 H 27 HVERE » A E ek e s
A R A Sl A A S TSR

Lledigeat &kt b Loy IR it
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Annex B A review of recent studies relating to BEPS

Ffifsk B : AxATHHBA BEPS B ZEHY[El

RO SRS B A TR RS - SAIBRRSRAFAY BEPS TR 71
SRTFEE » KHSS E FIEEIRRRT 740 A T - —EERE » K85y 3580
HI%E PG 2T A B - B IE E TR RO A
HBfir » s BEPS ORI  BRSRASRITEAIAT

BSER A B R RBIRATR S

—{ T ER (. P. Morgan, 2012) bhi B & E NS Bl A SIRISE B A
HINEEREE IR (BB 2R REER > 10 FRIFIEEER
MR 22.4% 0 10 F-RIAGEETE Ry 22.6%  BINMZRER » 10 FFRIH
HIRESEIT A RFTE R 36.2% > 10 F-REAEE A IR E Fy 36.8% ¢

— (BT (Avi-Yonah and Lahav,2011) A S5BIE A 100 22850 A E] %
BERA R > HARTRAES 2001 2 2010 4F - WELEEUCERA 100 FREEAENE
RARE - IHFTREER - MEAREBIATRUARE 10%= 7 EHEEEE A SIFRUARRE -
B TTHE > AIEERESE A BN A IR A 34%E I EEES R A E] 30% -

FEFLER M (Yorgason,2009) A 1982 51 2007 FEEHAE N L EMEE
BHFZE > PL 2004 2] 2007 FFERHAR » 51RH 2006 FEBILEA SEEHE TR
IR 22.8% 0 MIEEEBZENER AT HIARIRE 28. 80m N AE 5y
INEIHY 14.6% -

R AT E S PNCEE: = o

— I ERATIZE (Grubert,2012) 734 754 ZREBIIE BESEL A 5] ERHE )
AR S BRI HTFTGLEERIE 1996 1Y 37. 190 0% 2004 F/Y 51.1% -
BEIE IIEERAY B NS AR PRI SEET > PEEIEEARAE 1996 4FHY 17.4%%] 2004 4Ry
31.4% > LEbTEAES - B RIES M S8R AR S B MR R BB o BB AR, -
BESCR T AR B AR S M B A 22 5 - T 2 58 B RE RIS - Hi{EavEY
SMERREER ARSI NN RN BA] - IS RsE TS > 135
b FE e B G DS S5 B S MR BR = R

et 7Eae R B RS AT SRR UR - et A S MR FR AR Y
KRR R IR - IREESIRE R ME B R G I F] R MR 8 - [N
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BN R AR Ao A58 F 2 -

Zalbeted - RSN Ay i}

e ATHIIFSE (Heckemeyer and Overesch,2012) 240 & 20y BN E =5 0lEE
7€ 23 (pWFE o iTaets - B EMERERESEE - F R L E i 2= R HAth
EEN R 2 AR RS BERTENEN S SSGEATINIEERZ T
BAESETE S -

FAMAFCRE R E B EEFS B A B TS EHIRR (Clausing ,2011) » EFHZE
BRECR i R E R i 7E S B RS NE PR ERY 70 SR ER SR PSR AV & 2 ]
HRRHIZERE » Bi-F AN (R R3] ~ Ik~ S&r5EF ~ B ~ 78 ~ 7EE
P ~ EORE ~ HA RO A st BLRT T K R e P e & AR FE B (M © f7Re ~ AR
05~ B/ -~ 1K - BFEE - b~ ¥ ~ 18 - FPEFTEMN) -
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Annex C Examples of MNESs’ tax planning structures

fifsk C : BSER/A EIRH AR BIZR AR B

B L (LTEIERFHR AR SRR A & —LE RS - Al pllU R
(1) AR S M S R (B & - IBAETIEAE - FEEFTR - 2 R R =
SN HIER B & - SRS U KB PR SRR (A
(D) AR EHE G 2 A ISR AR
() EBEENZTE - EERFTGE A RERREE
(4) BB =8 - S TIPS ERR -

PR R AT RE R (EEEE - BRSO R E R Y > EX EPS S > F7E
HERE R R EEER -

BEPS LA 34T - R ead Al e B XA IRV EN A - DL prmalisss > —
EEREAT

ETEBAREAREREL RS B TRV EE

Figure C.1. Group A’s tax-planning structure

Company A R&D
Country A
Transfer of rights to pre-existing IP : A ‘Buy-in’ payment for pre-existing IP.
and IP from new R&D. | I Contract R&D service payments for IP
Y | from new R&D.
Company C
Country C/B
licence ///
7
pa Z 7

Pl i Royalty
’/,’(no withholding tax)
Z

Sub-licence \
Company D e e e e e e P e Company B
__________________ +
Countfyy Royalty (no withholding tax) Quntryf/

Source: OECD.

\

’

A BIRHT A N EERF RN & > DI sd26s - A A EEEE
FENIEEAE] -

FEEEAHM RS T - BEA A Z A HIRER] > A TR s iE4E
CAa] ZHRLARA T #E > C ARIZRARGBIRENAE - SRk BB » 5%
EHOPEER C B » FiblRy CEZER » ElRATEIFEE T > C AEFERE
BFRES M R EAYREAS - sZ I EAE A B BIESRIRIHE - 12—
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RAEEUT AR (RERE: - FrEAIRTFEE S DU TREIA 22 70 8 > JEREA
TTEERE R A NEIRROI > HAERE A AT -

C AEIE B RERGE D A F » DISCHAEARE - D AFEZSE ~ EH
WAZEERY D EIZE - DA E S Z %G B AE] -

B AFEIEEES - ZEHEIEER B H%x 0 B AFEABT 8 TAE B BZ 0 B
B 5 8 B A FIRRR TSR & B FTSAR 28010 B A SRR AT R i E U A 21 1% -
R RyfieiE OECD RHEET(E AN - B A= AIFR BT 504E D A FIRER] Y AIRE -

B A E] {14 D A BIHIRER (R B BIR %0 TS, - B BIZORAIS E BT
&G CEIRAY A ] BAE BRIZRARE T B BB A SARER T AR MRS AR E -
NIRRT E IR & BRVEISR - HER S22 T8 -

D EZ ¥t DA EEER A FI R (H A 41ER D 24 = 8L C A SRV REA 5K
D A EIZERERE - HAR¥ B ARk D B2 D 13K C 18 2 Z8HERIT - S22 80 E /N
D REERMBENE » D AFEANR BAE - BR(TURENFIAME - ie2hF
BB - AR HEAT - EER VIS - EEE A HEEREETHI
Hladite -

D BIZ MBI L » A ZHERER A0S > B D A E](J4E C A EBIA AR

C AFEREHENZEER C % - C BIZCRIREAFIATE - B IR KRS C &
HERIRE > I CAEIRAIN B B - HATfSA2kE B EIZ - C AFHUIS ZRERE: -
AZELED ~ C Je B BIZERFR -

—EEEIUT 0 A B CRC BUE ATRE LAMEEN AT IS A%aR D 2 =18k C A BRI
&G A HYRKIE > 281 0 AIRE A A EIEERE D M1 B A EI BB M AR 26 (EAS - D
1B AFERIAAZ A BIZRERITELE > B /A EIRI D A SRR Ry C A EIHREL -
MERZ 55— AR B A FAE - I CFC BRY » C A EIRA R Ry dr 5 B RS- -
IMa%FTAE A %K CFC HlIE MR S HaR e -
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Figure C.2. Group A’s tax-planning structure

Company A holds rights to the R&D carried out by Company A.

manufacture and sale of Group products Company A Costs of R&D and rights to IP
in Country A ((100-s) percent of total R&D ) chared between Company A and
Group sales). 77 A B, under R&D cost sharing
T agreement (CSA).
Payments to Company C for >
manufacture of Group products to 7 Payments to Company A under CSA for
be sold in Country A ((100-s) of ~ Company B (s) percent of R&D costs, giving Company B
total Group sales). Payment 7 5 rights to the manufacture and the sale of
covers costs and risks 4 / A Group products outside Country A
associated with 7o % % (s percent of the Group sales).
manufacture. Dk Ilcencs/ -
& 7 &
’ P 7 royalty
L % ’
’/ » v 7/
» Cost-plus payments to Company D
/ x A for manufacture of Group products /' \
\CW"PanyC/ (contract manufacturing agreement) \Company D
__________________ >

Principal operating company responsible Contract manufacturing
for manufacture of Group products company

Source: Based on “Present Law and Background Related to Possible Income Shifting and
Transfer Pricing”, prepared by staff of the Joint Committee on Taxation, submitted to the
US House Committee on Ways and Means, 20 July 2010, JCX-37-10, p.93.
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The structure can be depicted as shown in Figure C.3.

Figure C.3. Leveraged acquisition

MNE GROUP
State P
y A
Loan'
State L EUR 400m
R suseesassossssnssdassbiussnspusavensessensnvatfsnesenssnrasentossido s crorssis hsestnsreusessvinsnenssivooronnnsssisns @
: Tax grouping :
L Hold Co
LCo
! A
Hybrid instrument | :
B e st s e EUR 400 m ------ | — L e K
[ Dividend/
I 1 Interest
geeceed r ----------------------------- 2
el P el I Interest
IRPRNININE © 3 Sk
Seller : T Hold Co < ——— ] External bank
EUR 1billion O it
Target Co
Tax grouping

Source: OECD.
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L Hold Co RS TH » RS ESE 4 BEOT » S HIMIERITERK 6
{E®0T > T Hold Co i Target Co > SBEKEEMN—T -

PHastE T RS R N SR - AT — R R

PEEHS NIRRT RE(S > M SRATHIRE B F o] B 9% O A S14006% » L Hold Co
FiEE THEEE T Hold Co » BIAIATIEEIESCRE » HERER T BIZ R MR
5 TAE L B Foltan - 4558 > BRSNS FTFRIAE Target Co A EIFTHIER -
B0 > PR AR > RIBETA L B AR E B AR FRaRti ©

L Hold Co #t¥t 4 (SEUTEBENERFT N 2 IS, » WEETE L Bz 5 Frfs il
B IR DR A A -

PL&EHE atEEE o5k T B2 L B % 2 RIAER A E IRl s JEBRECR E

32



TEIZ > B3 T Hold Co fJ3k&5 L Hold Co BT ZXFILSFREH -
T Hold Co B efitiEBAIEE A » T EFE OREEHRE T » SHRERT
5 M L BIFRE AR EEAFSIREE -

33



SHHCG R EBISTHRERAE IR - S0k B S B4 » HOE A K
FIEEREELE - FE R EA R EE - Btieii et g FRE
FIRZ - AL PG AT a5 AR B PR AR - < Ak - &
S fE T B G Tl AR ERE A F R AR Bl R BN R E Rt PRt &
EFEARYEEE -

EIELE AR PR SR D - JCH R ER R B AL > ZE B
KERRZ - S TS AR A BB AR - A2 2 B &%
SCEPEFHFERAR - L EEIRAE OECD IERE MRS & S FR A R (e P
RRAI > LB AT R e R AR T - PR BRI - B2 12 Blsl
(Es5EE - WG INEEHIRLR  FERIESES E - S REnE b —RREHY
FER - HEIEAEN A — 458K -

AR oA E RN - FE— R APTRERRS A2 W R Tipes LA RS K > A EX
AR S BB B INEE - H— 2R/ NSHEE > BE LA RPLT
BRI ERI I - WREF BN SIS E SRR - RLle 2 - A&
RERR G ETRIAI A FlRVEERE > AESRRI RS T AR — 03l (£ 5%
RENGEIZEN EF - A EiEp =l - EEAlhmy -

34



bk -
BRI AR AN R R U S

35



