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Country-by-countryreporting:An assessment
of its objectiveandscope

MoniqueLonghorrt, Mia Rahinf andKerrie Sadig

Abstract

Australiahasrecentlyintroducedwhatis known ascountryby-country (CbC) reporting CbC reportingwill requirecertain
multinationalsto providereportsto the AustralianTax Office outlining their globalfinancial activities The introductionof
CbC reportingis a resultof the OECD§ recommendationsn Action 13 of the BaseErosionand Profit Shifting program
Despiteits introduction, civil societygroups,internationalorganisationsand businesse$ack consensussto the objective
and scopeof CbC reporting
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financial performancdigures(apportionedetweerthird party andintra-firm), certain
financial position figures (such as fixed assets)and detailedtax charges(including
actualtax paidanddeferredax liabilities), all on anindividual countrybasis(Murphy,
2009) 0 X U S Knflugncein both the UK and globally can be seenin subsequent
legislativeenactments.

In March2011CarolineLucas,leaderof the UK GreenParty,introducedthe Tax and
FinancialTransparencgill into the Houseof Commonswhich underClause3 would
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Beyondthe UK, wider acceptancef CbC reportingas a usefultool can be seenin
consultationsasearly as 2010, suchasthat conductedoy the EuropeanCommission
From 26 October2010to 22 Decembe2010,the EuropeariJnion conducteda public
consultationto gatherstakeholdes fopinionson CbC reportingfor large companies
operating internationally
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The first pillar enablesstakeholdersn resourcerich countriesto make informed
decisionsconcerning whetheror not to extractand associatecextractionrights, in
additionto influencingandexaminingthe termsandconditionsof extractioncontracts
establishedetweerextractivecompaniesindlocal governmentgPWYP,2012) The
secondpillar is the F R D O LfoMdid@bfjectiveconcerningevenudransparencyas
discussedabove Primarily through budget monitoring, the third pillar achieves
accountabilityfrom extractive companiesand governmentso ensurethe revenues
generatedrom naturalresource$enefitthe local citizens(PWYP,2012) The fourth
SLOODU LV DLPHG DW 3XEOLVK :KDW <RX 3D\YV RZQ
(PWYP, 2012) The coalition campaigndor thesefour pillars to be consideredn the
developmenof internatioral regulation
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commonlyrecognisedas part of the commercialdevelopmenof oil, naturalgas,or
minerals The Act requires extractive companiesto report any payment of
US$100000 or more made on every individual project they operate(SEC, 2012)
Adoptedinto United Statesfederallaw in July 2010, the Act doesnot representa
comprehensiveversionof CbC reportingasit is only demandsoil, gasand mining
companiesto disclose paymentsmadeto United Statesand foreign governments
However, due to
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investorsthatis too importantto beleft to voluntarism The authorsultimately found
the Board is hinderedin its objective of servingthe public interestasit doesnot
straightforwardlyapplyits principles It is unable

13
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(EuropeanCommission2016) Despiteoppositionfrom businessesyhich preferred
the adoptionof a narrow approachto CbC reporting by following the OECD/G20
BEPSAction Planto discloseonly to tax authorities the currentproposalgoesmuch
further.

34 Accountability of corporates

A recentdiscussionpaperby Fuestet al (2014) considersthe adequacyof CbC
reportingto addressrofit shifting andtax avoidanceby multinationalentities Fuest
etal (2014)presenta comprehensiveersionof CbC reportingfor analysis,ncluding
disclosureson a multinational

15
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literaturein thatit is oneof few studiesto considerinformationdisclosures

16



eJournal of Tax Research






eJournal of Tax Research Countryby-country reporting: An assessment of its objective and scope

could serve as a useful and efficient tool to identify profit-shifting activities by
multinational entities, with some studies suggestingalternative recommendations
primarily relatingto tax legislationreform Furthermorewhilst somestudiesreferred
to the benefitsof public disclosure,othersarguedfor confidentialdisclosurego tax
administrations Whilst the studiescommonlyhighlightedconcerndor nformation
overloadfand potential misuseof information, theseconcernswere disregardedoy
some authors on the basis of the perceivedknowledge level2o0ad

19
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As functionalist economictheories,they concentrateon financial stakeholdersand
market outcomes They do not consider the social responsibility practices of
multinationalertities (Gray, Kouhy andLavers,1995) Therefore,in this article, the
focusis on socialandpolitical theoriessuchaslegitimacytheory,stakeholdetheory,
and new governanceheory Thesetheoriesprovide more interestingand insightful
perspective®n the depthof CbC reporting Essentiallythey underpinthe ideathat
CbC reporting should respondto societal expectations This article looks at
stakeholdertheory in particularto explain the reasonswhy and how multinational
entitiesshoulduseCbC reportingfor disclosure In this section,the article discusses
the main principlesof stakeholdetheoryandlinks it to the normativeexplanationof
the objectivesandscopeof CbCreporting.

The mannerin which corporationscommunicatewith broadersociety haschanged
Industrial structuresand economicrelationshipsare different now thanin the past
Businessentities and political bodies are compelledby the community

20
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inextricablylinked; this meanghatit isnowT BT 1001 321.7773ET00135Tm [()] TJ ET

21
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Customersare concernedwith productquality, potential associatechealth impacts,
andthe manufacturingprocessncluding information on how andwhereproductsare
produced and under what working conditions (UN Conferenceon Trade and
Development,2008) Suppliersare concernedwith the financial performanceof a
corporationto the extentthe latter is able to repay outstandingcredit amountsand
continue the requisition of goods and/or services Suppliers may also utilise
information concerninga F R U S R Urepmatier@oiinvake informed decisionsasto
whomthey shouldsupplyto andconsequentlype associatedvith. Local communities
areconcernedvith a F R U S R UipaldtdR Qs \ontributionsto thetax baseandon
otherlocal businessegeg throughlocal businessonnectionsaandinfluenceon local
remunerationrates) in addition to local health, safety and security risks and how
community complaintsare processedUN Conferenceon Trade and Development,
2008)

23
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Thecoredifferenceshetweerthe formatspreparedy the TIN andthe OECDrelateto
the disseminatiorof the reportandthereportinglocation Thetablebelowprovidesa
synopsisof the differencedn thesetwo CbhCreportingformats.

Table 1: TIN and OECD CbCReportingTemplates

Template  Sector Dissemination Compulsory/

24
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multinational H Q Wd4alsswkkéidentified asoriginatingfrom a politically unstableor
generallyrisky jurisdiction, an investor may questionthe probability of the income
VW U Hdninfidhce.

Salesdatais alsorelevantin referenceto any purchasesnformationto be disclosed
Notably, the OECD proposaldoes not suggestmultinational entities disclose any
purchasedata,whilst the TIN proposedoth third party andintra-group purchasede
disclosed Purchasenformation,apportionedetweerthird party andintra-firm, may
increasethe decision usefulnessof the report

25
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Furthermorethe detaileddisclosureof tax chargesapplicableto individual countries
enablesnvestorsto betterassesshe potentialimpactof thereversalof deferredtaxes
on future cashflows, in additionto the extentto which deferredtaxesare usedasa
sourceof financein eachjurisdiction CbCreportingwould enableinvestorsto assess
the sustainabilityof tax ratesby determiningif a FR U S R UrBpatle&aQ kafe was
dependentupon basing activities in secrecyjurisdictions (ie tax havens)(Murphy,
2009) This would alsoinfluencean L Q Y H \pevaeptidnuf sharevalue dueto the
useof aftertax earningsn commonvaluationratios The disclosureof taxespaid to
governmentspn a cashbasisas suggested
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onthis
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A comparative analysis of Australian and
Hong Kong retirement systems

Christopher Strarfand Dale Pinto

Abstract

,Q WKH GHYHORSHG ZRUOG WKHUH FRPHV D SRLQW LQ D SHUVRQYV OLIH ZKH
required to earn an income through personal exeriagenerally quantitatively determined by their age.

The level of support an oldeerson receives is often correlated with the economic stability of the jurisdiction in which they

reside This support can range from basic services through to modest level pensions and he&lheapport is funded by
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1. INTRODUCTION

The World Bank has played an integral part in worldwide pension systems over the
past 30 years The major focus initially was on social security support for older
people, which became an issue predominately due to a global aging population
However, thisissue was exacerbated by deficiencies in traditional government and
employmentinked retirement plans, as well as changing work patterns resulting in a
lack of job stability, and local and international labour migratign weakening of
communities anddmily-based arrangements also contributed.

7KH :RUOG %DQNYV H[SHULHQFH OHG WKHP LQWR UHVH
an old age crisis by the mitB90s; subsequently releasing a repavierting the Old

Age Crisis Their agenda was a focus on trefinement of pension systems, by
establishing key principles and concepts, to accommodate diverse populations and
mitigate the financial risks associated with the older generation.

The World Bank identified that the expected significant growth in indadglover age

60 around the world would put major strains on global healthcare and financial
security They noted that the economic affect was not restricted to older people, but
extended to all age groupdWhile the growth in population and ensuing emmic
stresses was anticipated to be greater in developing countries, particularly Asia and
specifically China, developed countries faced the same proBlems.
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7KH :RUOG %DQNYV LQYROYHPHQW LQ. 3H2QO05LtRe® V\VWHF
released a port, Old Age Income Support in the 2Century: An International

Perspective on Pension Systems and Refoffhirough involvement with policy

makers and pension experts during implementation of pension reform, this 2005 report
extended the thregillar system to a fivepillar system The addition of a zero, basic,

pillar to deal more explicitly with the poverty objective and a-financial fourth

pillar consisting of access to support and social programs, healthcare and housing.

This inclusion ofbotha zero anda fourth pillar did not result from flaws in the three

pillar approach, but rather to further strengthen the overall pension framEwork.

Ultimately, the World Bank has made it clear that the-fillar pension system
should be utilised as a bdmark, not a blueprintThe experience of the World Bank

and its intimate involvement in pension reform has identified widely varied
circumstances across numerous jurisdictions around the .wéirlctecognises many
differing starting points, objectives éreconomic circumstances$-or this reason, the
five-pillar system has intentionally been created as a flexible benchmark and guide for
pension reform, rather than a prescriptive model that would define or limit possible
alternatives?

'KHQ WKH :RUY @& rép@tQudsreleased in the Wids, recommending a
threeSLOODU SHQVLRQ V\WVWHP +RQJ .RQJTV SHQVLRQ V\\
the three pillars:a social security scheme and a voluntary personal savings plan
&RQVLGHUDWLRQ ZDV JLYHQ WR +RQJ .RQJTV SRSXODW!|
as a good fit, they immediately began the process of implementdtiba third pillar

2 a mandatory employmenglated contribution systerh The Mandatory Provident

Fund system, which began operation in December 2600.
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2. COMPARING AUSTRALIA AND HONG KONG AGAINST THE WORL D BANK
CONCEPTUAL FRAMEWORK

The first pillar, the non-contribubry Hgero Pillar] has the primary objective of
alleviating poverty It achieves a minimal level of protection for the elderly by
providing basic income supporiNon-contributoryrefers to the fact that eligibility for
old age pension payments is not determined by any form ofreprement
contributions made bthe recipient Instead, the Zero Pillar is structured to support
residents with low lifetime incomes, including those with limited participation in the
formal economy?’

Hong Kong has thre@on-contributory Zero Pillar social security income support
paymeirts to older residentsThe first is theComprehensive Social Security Assistance
(CSSA)Scheme a means tested payment of up to HK$3,200 per month providing
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eligible for the parage pension(and some DVA pensions); specifically those with a
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$V ZLWK +RQJ .RQJ $XVWUDOLD GRHV QRW KDYH DQ |
mandatoryFirst Pillar. It too has built its retirement system around the remaining four

of the five pillars Definedbenefit plans funded through mandatory contributions are
LQJUDLQHG LQ $XVWUDOLD Y VsughHMahsaremeirtg \Whagad/omtH P KR
with a preference fomndividual retirement savings accountdrrespective of this,
$XVWUDOLDYV GHILQHG Ed¢Qdd spadificsatiaxhanEltHsiieQ G XV W U

as intended by the First Pillar World Bank framewotk

2.2 A mandatory $econd Rlar 1
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expenses Such planafford maximum predictability, yet are said to be unsustainable
and unaffordable for their sponsdrs.

40



eJournal of Tax Research A comparative analysis of Australian and Hong Kong retirement systems

and was specifically establied as Pillafwo XQGHU WKH RU@Bar%DQNTV
retirement protection approath.

2QH QRWLFHDEOH GLIIHUHQFH EHWZHHQ $XVWUDOLD
contribution system is that naamployees (i.e. seémployed persons) in Australia are

not obligated to make mandatory contributions into superannuation on their own

behalf ,Q IDFW WKH\JfUH QRW HYHQ UHTX[IUInBoid R KDYH
Kong, seltemgdoyed persons must contribute fipercentof their own income into

their retiremenplan?’

2.3 A voluntary Third Pillar

A voluntary hird Pillarfcan be loosely defined and broad in natutegenerally
consists of personal savings and smoandatory contributions to retirement plans
Such voluntary savings used for consumption throtggllement are derived from
sources that are not formally defined as pensibns.
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Voluntary contributions can beoncessional(tax deductible) omon-concessional
(posttax). Voluntary contributions are limited, with each limit determined by the
PHPEHUTTV DJéf con@ibutigv\ Bedels of income or wealth of an individual

are irrelevant in determining contributions limis. Lower income earners are
encouraged to voluntarily contribute to superannuation, withtpgstavings, in order

to receive a ce@ontributon from the governmentLower income earners caaceive

a cocontribution of 5Qpercentup to A$500 on their contributiol. Despite not being
mandated, voluntary superannuation contributions are also preserved until a condition
of release is met (e.g. p
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Hong Kong also delivers social services and benefits to their elderly, including
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PLGGOH LQFRPH HDUQHUVY FDSDFLW\ WR PDLQWDLQ FX
preretirement income¥.
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Women, in particular those who leave the workforce at a young age due to family
commitments, become cotetely excluded fronthe compulsoryThird Pillar of both
FRXQWULHVYT UHWhwddigvet are dastirhBlated prior to leaving the
workforce aretoo meagre to provide any meaningful contribution towards retirement
adequacy and achievingplacement ratesWhile women can be protected against
poverty through social support or an earning spouse, the current system does not make
provision for the women who would like more in retirement, or to at least achieve
modest replacement rates equéve to their male counterparts, irrelevant of their
previous employment earningBecause of this, achieving adequacy can be especially
difficult for women entering retirement as single pesson

$ QRWLFHDEOH LQHTXLW\ WK DaNntay Thi@ PUd brig fioGa LQ $ X V!
certain degreemandatory Second Pillar is that of tax concessions relating to
superannuation contributions and earnings on superannuation benefits

Firstly, concessional superannuation contritmsi are effectively taxed at Jercent
upon entry ¢ontributionstax).'®® This is a flat rate and allows an individual to reduce
their marginal tax rate from up to 4Fercent” down to 15percentthrough salary
sacrifice or personal deductible contributions, significantly reducing taabbay
Such a saving favours higher income earners ovemialle income earners, as the
reduction in tax, both in dollar terms and percent is grederther, higheincome
earners arguably have greater capacity to make additional contributionssimgrea
their advantag&? It should be noted that recent progressive decreases to contribution
level limits has negated the once significant tax advantages, as hasdbadtion of

an additional 15ercentcontributionstax (totalling 30%) for income eaens above
A$300,000 per annurt!

Secondly, earnings on investments within superannuatercapped at 1percent
reducing to zergercentonce an income stream commencedgain, this favours
wealthier individuals, as transferring their wealth into supsuationtranslaésinto

less tax payable than if those same earnings vegainedin their individual names

and taxed at their marginal tax rates, which are higher than the tax rates for low
middle income earners.

Considering superannuation has beeweloped as a retirement funding mechanism
aimed at consumption smoothing ultimately intended to minimise social suggort
motive of current Australian superannuation tax concessions, which are amongst the
highest in the world, remains inequitablé.The retirement system in Australia would
likely not be adversely affected if contribution limits were further reduced, forcing the
wealthy to partake in consumption smoothing outside of superanniftidhis is in
FRQWUDVW W RIPFRHrebyRh® thfirdum deductible contributions are at a
modest HK$18,000 per yea
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objectives of equitable consumption smoothing rathem #inbias towards tax planning
for higher income earnet¥!

3.6 Predictability: Australia and Hong Kong

A predictable system provides benefit that (i) are specified by law and not
subject to the discretion of policymakers or administrators, (ii) includes
indexation provisions designed to insulate the individual from inflation,
wage and interest adjustments before and after retirement, and (iii) as much
as possible insulates the retireenfrlongevity risks

2 World Bank Pension Conceptual Framewbtk

The necesgit of a multipillar retirement system creates diversity and flexibility
which in turn reduces predictability

$ X'V W UbrezanrifiltoryZero Pillarage pensionassessment and level of payments

has remained reasonably consistent over recent det8des1997, the Howard
Government enactedt @eRFLDO 6HFXULW\ DQG 9HWHUDQVY $IIDLU
(Male Total Average Weekly Earnings Benchmark) Act 1@89¢ch would ensure the

minimum full rate ofthe ae pensionwould be equal to at least 2ercen of male

total average weekly earnings (MTAWEY. Legislated consistency such as this

creates a predictable outcome for individuals in and nearing retirertteaitows for

future planning of finances and generates confidence and certainty in the.system

However, achange to the eligibility assessment criteria, in the form of asset
thresholds, in September 2007 has affected a number of peépten that date,
around 300,000 additional people became eligible for social security income, who
KD G QW hBhéehyentRigdy resulting from more generous threshbftiShese
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token payment in respect for the elderly, will be difficult to overcome politically, but
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3.7 Robustness: Australia and Hong Kong

A robust system is one that has the capacity to withstand major shocks,
including those coming from economic, demographic andigallivolatility.

2 World Bank Pension Conceptual Framew®fk
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Australian Prudential Regulation Authority (APRA), 20B8inual Superannuation Bulletin
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This paper is presented in six parts. It begins with a short discussion of the
complexity of the current US tax law and provides the context for the balance of the

paper. Theecond part reviews prior research regarding tax complexity and includes

DQ DQDO\WLV RI WKH ¢QGLQJV RI WKH YDULRXV VWXGLH
methodology and hypotheses used in the study. The fourth part reports the results of

the stug. The fifth part lists some of the limitations and strengths in the study. The

final sectionreviews the conclusions that can be reached from the study and includes

some recommendatioas how the results can impact tax policy.

2. TAX COMPLEXITY

Many UStax practitioners cynically and realistically assume that when Congress adds
WKH ZRUG puVLPSOLILFDWLRQY WR D QHZ ODZ LW PHDQV
even more complex. The effect of this complexdgults ina significant cost to both

taxpayers and the government. According to Olsen (2013), tax compliance translated

into 6.1B work hours. If one compares this number to the 2001 estimate of 4.6B
(Moody, 2001), one can see that complexity is increasipglly. In her 2012 report

to Congres
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consolidated groups. Interestingly, the results of the current study found some of the
same issues among the most complex, 35 years [akes. remindsone that the more
things change, the more they stay the same.

271 HB@&nelson and Harknes4907) investigated the complexity of the US
Schedule C (sole proprietors reporting schedule) but did not examine other small
business entities such as partnerships and S corporations. They found the major
factors of complexity for sole proprietorships wenules related to auto expense,
depreciation expense and the offinehome deduction. Davies, Carpenter and
Iverson (2001) surveyed tax practitioners and tax educators regarding their perception
of tax complexity. Their survey included 39 tax issued thainly concentrated on
individual tax. They found support for the idea that the US tax laws are
extraordinarily complex.

Both Ingraham and Karlinsky (2005) and McKerchar, Ingraham and Karlinsky (2005)
HIDPLQHG WD[ SUDFWLWLRQty df\tdx isduebzZr#fatiReQto\dhikaH FRP S C
businesses.Ingraham and Karlinsky examined the perception of US tax preparers

while McKerchar, Ingraham and Karlinsky compared the perception of tax preparers

in the US and Australia. Ingraham and Karlinsky (2005) éxedh37 areas of tax

law. They found the five most complex areas to be partnership taxation, estate and

gift taxation, tax deferred exchanges, frequency of tax law changes and retirement
plans.
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Of the ten most complex LB&I tax provisions identified by the participants the
average score ranged from 1.637 to 2.300. Of thesg five related to the
international arenalssues related to domestic mergers and acquisitions were rated as
the sixth and seventh mastmplex signifying that determining the taxability and the

tax attributes that come with a merger or acquisition still give sophisticated
practitioners problemsAs with the 2005 small business survey done by Ingraham and
Karlinsky, partnershiptax issues were included in the ten most complicated areas.
Many people perceive partnerships as a small business issue but this ranking
emphagies the increased complexitgngendered by using partnerships éindted
liability companies (LLCs) to transact business (e.g. joint ventures, strategic
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To determine if the difference in perception is statistically significant between the two
groups, a-test for each factor was performed. Table 4 shows the average rating for
both groups. Based on th#est,the perception of the complexity of 13 of the 40 tax
issues was significant at either the .01, .05 or .10 l1dvel In all cases where the
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Table 4 Forty factors in descending order of commxity 2 experience

>20 <20 T-test
Years Years
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Table 5 Forty factors in descending order of complexity? public versusprivate

Total | Overall

Aver Rank | Public | Private
Foreignmergers and acquisitioiiSection 367) 1.637 1 1 1
Deferredincome taxegFAS 109, 123R, 141, FIN
48, etc.) 1.840 2 2 3
Section 482 1.953 3 11 2

Foreigntax credit
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5.6  Within job description analysis
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Table 8 Forty factors in descending order of complexity
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Table 10 Forty factors in descending order of complexity? less &perienced

External | Corporate | T-test
Advisor
Foreignmergers and acquisitioiiSection 367) 1.682 1.762
Deferredincome taxegFAS 109, 123R, 141, FIMS,
etc.) 1.619 1.850
Section 482 2.455 2.000 *
Foreigntax credit(including sourcing rules) 2.000 2.000
Subpart F 2.091 2.190
Domestic mergers and acquisition@ncluding corp.
divisions) 1.955 2.238

Sections 381384 Losscarryoverlimitations 1.955
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