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CONTENTS OF TAXPARENT MARK EXPLAINED

e —
TRANSPARENT

28 %

f profit
* paidotoptrt?e: itate 7’1{
5’,\( 06/16 jﬁ(

2

* 4 *

TRANSPARENT - confirms that the company made all its corporate onwership structure public
up to ultimate beneficial owners.

28 % — show that the global effective corporate tax rate of the multinational corporation of which
the company is a part is 28 % (i.e. average of efiective tax rate of all companies within the
multinational corporation controlled by the displayed ultimate beneficial owners paid in all state
whene it is present (which allows to reveal piling up of profits in offshore tax havens with low or
zero tax rate)).

%k % — indicate that the sum of amounts paid in corporate tax in all EU countries where the
multinational corporation of which the company is a part is present is between EUR 100K —
999K (three figures before K (thousand) equal three stars).

06/16 — marks the validity of the TAXPARENT mark (up fo June 2018)

® - attests that the TAXPARENT mark was obtained on the basis of proper certification via the
abovementioned web-application.



Global effective corporate tax
(GECTR):

GRANTING OF TAXPARENT MARK EXPLAINED

Example of Corporation X @

rate

TOP: 200k | A. Joint-
EBT:1000K | stock

f(200K+100K+400K+1UDK+200K) ECTR 0% | company
(1000K+500K+2000K+1000K+2000K)
1000K/6500K . 33%
x 100%) |
15,38% 34%
>> rounded to B.
15% Limited ;:[g]'f ;gg}’(‘

abilty | 27220 % v

compan:

, . C. Joint- | 70p: 400k
50% 50% stock | EBT 2 000K

company | ECTR: 20 %

UBO 3

To be entered by any

of the companies of

Corporation X to the
web application

I To be
— generated
by the web
application
33%
UBo 1
Czech Republic

@ UBO 2

The company will be granted the

mark with the amount of GECTR in percentage

and the stars (from 0 to 7) accord

amount of corporate tax paid in the EU

countries.

TRANSPARENT

TAXPARENT 50% 50%

ing to the

Other EU or non-EU country

an | rop: 200k

D. Foreign .

limited | TOP: 100k | E. Forei

liabilty | EBT: 1 000K joint-stock | £8T: 2 000K
- 10 % 0%

company ECTR:10% | company [ECTR: 10%

50% 50%

50%

1 100% *
—

UBO4 UBOS UBO6  OwnerX UBO77

Ve
CORPORATE STRUCTURE AND EFFECTIVE TAX RATE

A. Joint-stock company
- Tax on profits: 200K

- Earnings before tax: 1 000K
- Effective corporate tax rate: 20 %

1. Shareholding level

* B. Limited liability company (33%).
- Tax on profits: 100K

- Earnings before tax: 500K

- Effective corporate tax rate: 20 %

»  C. Joint-stock company (34%)
- Tax on profits: 400K

- Earnings before tax: 2000K

- Effective corporate tax rate: 20 %

s Ultimate Beneficial Owner (UBO) 1 - final (33%)

IL. Shareholding level - B. Limited liability company
o Ultimate Beneficial Owner (UBO) 2 - final (50%)
o Ultimate Beneficial Owner (UBO) 3 - final (50%)

IL. Shareholding level - C. Joint-stock company
o D. Foreign limited liability company (50%)
- Tax on profits: 100K

- Earnings before tax.: 1 000K

- Effective corporate tax rate: 10%

+ E. Foreign limited liability company (50%)
- Tax on profits: 200K

- Earnings before tax: 2 000K

- Effective corporate tax rate: 10%

111 Shareholding level - D. Foreign limited liability
compan

¢ Ultimate Beneficial Owner (UBQO) 4 - final (50%)
» Ultimate Beneficial Owner (UBO) 5 - final (50%)

I11. Shareholding level - E. Foreign joint-stock company
Ultimate Beneficial Owner (UBO) 6 - final (50%)

Owner X (50%) => UBO 7 - final (50%) .

s o




TAXPARENT GROUP

SCTR 12.5 %" ® ... TAXPARENT group

— ® SCTR 25 %"

£

® SCTR 33 %"

The conglomerate is TAXPARENT since it voluntarily disclosed its entire corporate structure ] : ;qq‘-’

and its GECTR is 19,83% which is above the foreseen minimum threshold of 10%. IL A
]

ECT paid by A= 99, GOP = 300 \"ﬂ/

ECT paid by B = 125, GOP = 500
ECT paid by C = 125, GOP = 1000

Total: 349/ 1800 x % = 19,83% (GECTR) * to simplify, it is assumed that the amount of corporate tax effectively
. T X paid was established by using the statutory corporate tax rate
NOTE: The undertakings within this group can use the TAXPARENT mark provided that they (although in reality this may not be the case).

made their corporate and tax structure public via the TAXPARENT web application.
SCTR (Statutory Corporate Tax Rate), GOP (Gross Operating Profit),
ECT (Effective Corporate Tax) paid, GECTR (Global Effective
Corporate Tax Rate)



SCTR 125 %" @

‘HE” - shareholder anonymity
-SCTR 5 %"

[A non-transparent tax haven 2:
2 ‘H!j - shareholder anonymity
L 255 -SCTRO0%

non-transparent tax haven 1:

NON-TAXPARENT GROUP

minimum threshold of 10%.

ECT paid by A= 99, GOP = 300
ECT paid by B = 125, GOP = 500
ECT paid by C = 125, GOP = 1000
ECT paid by D = 75, GOP = 1500
ECT paidby E= 0, GOP = 2000

Total:

REMEDIES:

... hon-TAXPARENT group

o ——

® SCTR 25 %"
el

B

.

N

The group is not TAXPARENT since its GECTR is 8% which is below the

424/ 5300 x % =8 % (GECTR)

The group has a choice: either it decides to pay more in corporate tax in
order to bring its GECTR above 10% and have the possibility to receive

the TAXPARENT mark or it can keep its GECTR at the level of 8% and he

obliged to disclose its corporate structure and real amount of GECTR on
any communication made to consumers and the public.

® SCTR 33 %*

3
|
X

" to simplify, it is assumed that the amount of corporate tax effectively paid was established
by using the statutory corporate tax rate (although in reality this may not be the case).

SCTR (Statutory Corporate Tax Rate), GOP (Gross Operating Profit), ECT (Effective
Corporate Tax) paid, GECTR (Global Effective Corporate Tax Rate)



SIMPLE CORPORATE TAX AVOIDANCE SCHEME!'

Scenario 2 (high risk)

MNE group
Global profit 1000

High level information on profit allocation

/

Subsidiary
operating in
normal rate tax
Country A

Profit 100

Example 1: “Consider a multinational group operating in a normal rate Country A that has global
publicly reported profits of 1000 but only a small portion (100) of this is reported in that country.
Currently, Country A does not know where the remaining profit is reported so does not know if there is
anything untoward taking place, typically until well into an audit™.

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -

1 Tackling aggressive tax planning in the global economy: UK priorities for the G20-OECD project

for countering Base Erosion and Profit Shifting, HM Treasury (HM Customs & Revenues),
March 2014, p. 21.

2 Ibid.



COMPLEX CORPORATE TAX AVOIDANCE SCHEME

\\h\l
\‘h\l

=

T

Company A

Revenues: 400

Costs: 400 (of which:
- activity related costs: 100)

- consultation fees: 300
= =

= =

Taxable profits: 0

Consultation
services (300)

=

L

£

Consultation fees (300)

‘*

Amount of corporate
tax effectively paid by
Companies A, B, Cin
EU countries A, B, C: 0

Explanatory notes:
e  SCTR: Statutory Corporate Tax Rate

e Given example serves as an illustration, in
reality each company on the picture would
most probably pay some small amount in
corporate tax, at least in countries A, B and C.

e Ultimate beneficial owner will usually prefer
to keep the profits in Company D2 than have
it paid out to him/her to avoid the possible
withdrawal tax on the dividend or personal
income tax.

Amount of
corporate tax
effectively paid
by Company A in

'\EU country A: 0

100%

EU consumers
pay for products
and services

Amount of
effectively pai

by Company B
EU country B:

100%

L

pd

\

Company C
Income: 600
Costs (interests): 600

il il

‘\\h\\ ‘\%l\\
) \;lﬂ\\ \\\

Taxable prof

ts:

=i

Loan 100%

Company D1
Income: 600
Dividends: 600

Taxable profits: 0

[\ o8
0

100% | pividend
==
Company D2
Income: 600

\%‘l\ “‘l\

\%\l\ \l(hl\
LR

Taxable profits: 600

?
100%

Services

Villas, yachts, vehicles etc. are owned by Company D2
which ,rents” them to the ultimate beneficial owner in

the context of the services provided to him/her. Final
shareholder ,pays” for these services a symbolic amount

to avoid donation taxation.

Ultimate beneficial owner

(natural person)

corporate tax

+ 3+ 3

Company B

Revenues: 400

d Costs: 400 (of which:

in - activity related costs: 100)

0 - IP fees for the IT system: 300
= = =

== = =

Taxable profits: 0

il

Licence for
the IT system - = =
o =¥ =E

IP fees for the IT system (300)

Amount of corporate
tax effectively paid by
Company Cin EU
country C: 0

Amount of corporate
tax effectively paid by

. Companies
Company D1in non- D1 and/or D2
EU country D: 0 may be
invisible for

authorities in
EU countries

= A BorC.
(600) Company D1
= - may serve as
‘ﬁ # a shield to
ensure
invisibility of
Amount of corporate Company D2,

tax effectively paid by
Company D2 in non-
EU country D: O

Multinational corporation X

Possibility of anonymity for the final
shareholder? YES

Possibility to avoid corporate tax?
- Global profit of the MNC: 600

- Global amount of corporate tax effectively
paid by the MINC: 0

- Global effective corporate tax ratio: 0% (0/600)

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -



FINANCING OF CORRUPTION BY PUBLIC MONEY

Company D (registered in an EU
country)

- If donations by legal entities to
political parties are allowed, provides
money to party accounts or services
,for free” to the party or its executive
members or direct bribes (in the worst
case scenario) in exchange for
influence over atribution of public
contracts

- .. is usually managed by
sintermediaries”, often lawyers
benefiting from legal secrecy privilege
to conceal the identity of the final
shareholder.

NOTE: Similar techniques of profit
shifting as depicted on the
previous picture are used for
shifting funds among Companies
A,B, C, D making part of the
conglomerate under the direction
of the Final shareholder.

Public institution

. )

it

“!%!tu

SR 4

EU taxpayers

. o e ‘
pay taxes \I’
Jv + 3 s
= = e
== 5% =2F
to the public budget L
E

The object of the contract may also
be a grant, subsidy, acquisition ol
sale, rent or lease of assets owned

by public institutions.

&/
=

- Company A
Public contract egistared in an EU
n possibly after a country) A
) J B \ public tender -part of the public 1
,ﬁ Minister Official -~ money received is T
) — used to carry out
Political Minister “suggests” to the \ —- W Contkracted public  H
provides services party official that Company A ‘,N;;Zining partis O
Jfor free” or receives public contract disbursed to its R
direct bribes to - \ parent Company B
ensure that which may be |
Company A ﬁ registered outside
receives public  suggests” that %ﬁ \ the £V
p : - Company A often |
contract Company A o does not publish its
receives public - Companies A and D may or may = ‘ accounts in the
contract - not be visible to the public but, Eé;: public register. S
' : even if visible, rarely will it be
possible to link them since
SompanyD A Companies B and C and the person

of the final shareholder will usually
be registered in opaque tax havens
and thus be invisible both to the
public as well as to public
. authorities of EU Member States.

100%
\ e
3 .
,ﬁf‘w = ‘ Companies
OR =
Company C =% Company B 8 af“,jbf at’e
invisible to
(opaque tax haven) OR (opaque tax haven) public
Company C: v authorities
- registration in a tax haven which is of EU
0, .
usually a non-EU country allows 100% 100% Co_mm; . Member
- registration in a tax haven embe
States.

which is usually a non-EU
country allows Company B
to hide its final shareholder .

Company C to hide its final shareholder. — ‘

Monies channeled out can be used for financing
criminal activities, corruption, terrorist activities
or activities of states subject to EU sanctions.

Companies A, B, C, D form an opaque
corporate structure under the direction of the
Final shareholder (natural person).

Final shareholder
(natural person)

he registration of Company B in an opaque tax haven, usually without anti-money laundering rules similar to those in the EU, wil
allow to pay out dividends in cash to the final shareholder. These monies will thus get out of the interconnected system of bank
accounts where they are traceable. Once the monies get outside this system they become non-traceable and able to serve to
finance quasi legal or illegal activities. The same holds true although vice versa for the monies injected into Company C.

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -

FINANCING OF CRIMINAL ACTIVITIES THROUGH PUBLIC MONEY



Public budget

PUBLIC
INSTITUTION
2 D
[T AL Public contract or grant
Public money paid out
to a private company under | VISIBLE TO
a public cor_1tract or grant —L i AUTHORITIES
;j N OF EU MEMBER
STATES
Realisation of
e #| B ey
pany 1 . sub-contractor
Due to its fungibility, Between the first company 0 Y —
at the moment public money | (Company 1) and theend | . Multinational
is received at one end of the | 0mPany (Company X), there can ° corporation with
R . . | be a vast number of interposed &
multinational corporation, the ‘ companies and bank accounts . opaque structure
same amount can be ‘ EU L v controlled by the
immediately paid out at the e e e e _E__ L __ “anonymous” ultimate
other end of the multinational Non-transparent tax haven ‘I;" beneficial owner
corporation. y
Bank account _ﬁ Company X
of Company X
C
- o
Non-traceable money paid [
out to the “anonymous” ;

ultimate beneficial owner

“Anonymous” ultimate beneficial owner
(natural person)

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -



MECHANISM TO MAKE PUBLIC MONEY UNTRACEABLE

Private

PRIVATE Company budget puBLIC | Prebudest

CLIENT = INSTITUTION

\

Private money paid out
to a private company
under a private contract '\

SF
SF
The impossibility to / Bank account - ’é _,é > &
= = > =
distinguish the origin / of Company 1 Company 1
of money makes it ' Due to its fungibility,
extremely difficult to | money from private and c
prosecute criminal [ publfc_sources get mixed-> = 3
acts financed by this ‘ which makes them N
) indistinguishable A
money and convict ‘. 0
perpetrators of such \ EU
criminal acts (if ever v e
identified) Non-transparent tax haven
) ) \ 4
Bank account —= |company x
of Company X sﬁ

Non-traceable money paid
out to the “anonymous”
ultimate beneficial owner

“Anonymous” ultimate beneficial owner
(natural person)

ublic money paid out

to a private company
under a public

contract or grant

Realisation of

public contract
| onits own or by
' sub-contractor

«—

VISIBLE TO
AUTHORITIES
OF EU MEMBER
STATES

D —

Multinational
corporation with
opaque structure
controlled by the

“anonymous” ultimate
beneficial owner

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -



FINANCING OF ACTIVITIES OF INDIVIDUALS OF THIRD STATES THROUGH
PUBLIC FUNDS

- LACK OF ENFORCEABILITY OF INTERNATIONAL SANCTIONS -

Public budget

PUBLIC
INSTITUTION
«—
Public contract or grant
Public money paid out :
to a private company under. | VISIBLE TO
a public contract or grant — _ AUTHORITIES
' 35; OF EU MEMBER
STATES
Realisation of
Bank account = public contract
of Company 1 I > on its own or by
/ — C pany 1 . sub-contractor
Due to its fungibility, Between the first company % A \ <

Multinational
corporation with
opaque structure
controlled by the

“anonymous” ultimate
beneficial owner

at the moment public money |/ (Company 1)and theend |
is received at one end of the company (Company X), there can 2
Iti . | . h | be a vast number of interposed ¢
multinational corporation, the |, hiec and bank accounts
same amount can be \ .
immediately paid out at the
other end of the multinational

corporation.

Non-transparent tax haven

Bank account =
of Company X

Company X

Non-traceable money paid
out to the “anonymous”
ultimate beneficial owner

S

Foreign state

or individuals
subject to

EU sanctions

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -



STATE CAPTURE OF A PUBLIC INSTITUTION BY A COMPANY RECEIVING
PUBLIC FUNDS WITH ANONYMOUS ULTIMATE BENEFICIAL OWNER

The ultimate beneficial owner (AE) as well as

Companies (A),(B),(C),(D),(E) and (X) are - "suggests” which public works are necessary
invisible to Ultimate beneficial owner (AE) - “suggests” the price of public works

authorities 100% prepares the contractual documentation =
of EU Carry out Multinational corporation AE Carry out
Member public works lOO”/——/" —— 0% public works
States. for X % of the e ’ | T— for X % of the

tendered price Company | ) ¢ _100%”‘1'[')'0%\100%_7 > [ Company | tendered price

(A [ Company | : ( Company | (E)
SME — \ . | /c o (D) — SME
= \ ! ompan \ / -
w00%] =8 . ® /| Comeany 22 T |w00%
TA = Q) | e 1 . 5E _/'4
B PREMIUM T E’-é N B 3'? Fr PREMIUM :é
100% | premium PREMIUM 100% / =
P 100% 100% |
v ___$_____l_____$__- _w SME
==
Vv CO“FXP)anV Company Company Company Company Company
| (a) (c) (e)
S
I Companies (a), (b),(d), (e)... '-_;éu I ?—'E
B - regularly win public contracts in tenders... 'gf\\:-,-'z ?
L =F invalving only Companies (a),(b),(c),(d),(e) which... public contracts, ...are under direction of the UBO of AE.
E = N
Donation or service No competitive 1 5

= = | —
constraints on | / /A
fﬁg gg \ Lawyer/intermediary

' determination of PUBLIC
the necessity and/  Price of public INSTITUTION

Y4 orthe price of works/costs for

> Minister  public works public budget

( Political party —

—  Official

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -



STATE CAPTURE OF A PUBLIC INSTITUTION BY COLLUSION OF COMPANIES
RECEIVING PUBLIC FUNDS WITH INVISIBLE OWNERSHIP STRUCTURE

No competitive Price of public
. constraintson ~ works/costs for
Political party — determination of  public budget PUBLIC
v - the necessity and/ - =] | INSTITUTION
) ) or the price of =, = —
| Donation or service Minister e e Jﬁﬁ ’E official - -
S Lawyer/intermediary
| Y Sempantes (i} (il v)vequiay winpubiic:. ﬂ“b"c CO""MS ..belong to MNCs 1,11,11L,V
B contracts in tenders involving only... o= = =z __"= . ~..act in collusion.
L Companies (i), (ii), (iii), (iv),(v) which... ,E/,E - - —E~ =
E
Company ComPany Comfany Con:l!:_bany Con?pany Company
(i) (ii) (iii) (iv) (v)
(y)
Lt y =
_)100? SME{;—E P = - ____?____ -— = DA
[ ? E 100% PREMIUM 100% PREMIUM 100% ==
B PREMIUM = e PREMIUM
= i _=E 2 ]
100% v ﬁé ‘ Company | ) = 100%
" Company | (1 ‘ Company )
SME Company | (1 - (Y ( Company ) SME
A A vy ) )
Carry out public '—A—' 100% B 10?% B 100% — Carry out public
works for X % of 100% _——— S 100% works for X % of
Companies | the tendered price 1 ‘ ' I the tendered price
(n,(n,(m),
(IV),(V) and 100%
UBOs (1),(2),(3) and UBO (2) UBO (3)
(5) are invisible to i UBO (5)
public authorities of S~ UBO (1) Collusion of MNCs (1) + (1) + (111} + (V)
EU Member States. T due to a common interest
- Companies (i) + (I) and UBO 1 form MNC | Problem: cartel or abuse of collective dominant

position will not be discovered, if it is discovered
it will pass the competition rules since not
- Companies (iii) + (iv) + (1) + (IV) and UBO 3 form MNC I, enough share on the market, repression will not
work as proof extremely difficult to obtain
Common interest in not letting others win and
keep institutions in information capture.

- Companies (i) + (II) with UBO 2 form MNC I,

- Companies (v) + (V) and UBO 5 form MNC V

MNC: Multinational corporation, UBO: Ultimate beneficial owner

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -



NEGATIVE EFFECTS OF OPAQUE CORPORATE OWNERSHIP STRUCTURES

(higher “tax costs” due
to impossibility of
corporate tax avoidance)
Discrimination of SMEs

Lack of business trust

(impossibility to assess
transaction risks, ;

reputational risks, high ‘/\\
verification costs )

Corporate tax avoidance
— by multinational
p: corporations
1 (shifting profits through
opaque structures to tax
havens)

PROBLEM

Opacity of corporate
ownership structures

NEGATIVE EFFECTS
ON PRIVATE SECTOR

NEGATIVE EFFECTS
ON PUBLIC SECTOR

anonymity of ultimate
beneficial owner(s)

Non-competitive | Ineffective law
structuresonthe -~ o enforcement
market for public (corruption, conflict of
funds interests, sanctioned
(lack of access of SMEs 3" states financed by
to public contracts) EU taxpayers money)

Economic criminality through
opaque structures can prosper
(economic crime is non-
prosecutable due to
impossibility for authorities to
obtain evidence on opaque
structures)

- PROBLEM TO BE RESOLVED BY TAXPARENT MARK SCHEME -



