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This compendium is for internal use only and is a work in progress. 
The main purpose of this document is to compile all tax policies Oxfam has worked on in the past, alone or with allies. While our future campaign should focus on fiscal justice, this compendium intends to cover existing Oxfam’s policies around tax justice and tax systems, so that Oxfam policy advisers working on tax have one document with key policies and messages for short-term opportunities in 2013 and beginning of 2014 (e.g. G8, G20, OECD, EU negotiations). 
In addition, this compendium summarizes Oxfam’s thinking and narrative on fiscal justice, as discussed in the ES face to face meeting in Dakar (February 2013) that forms the basis of our future campaign. The compendium explains why Oxfam considers fiscal justice as an important element of our essential services work (a fair and progressive collection of resources can finance public services, like health and education) what we believe is a fair fiscal system in developing countries. Oxfam considers fiscal systems as everything related to revenue collection of the state, spending of these revenues as well as the governance framework to collect and spend this money. Fiscal systems imply looking at who pay taxes, what type of taxes, how are those taxes spent and do they have an impact (either positive or negative) on poverty eradication and reduction of inequalities.  
New policies on crucial aspects of our future work (supporting developing countries to build tax systems, tax competition and alternatives to the current international tax rules around the arm length’s principle) will be added in a near future. 
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Key Oxfam message
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  Where to find more information?

Chapter 1: Why is Oxfam working on fiscal justice and why is it important? 

The OI Strategic Plan (2013-18) recognises that raising additional revenues from tax is crucial to our change model to ensure long-term predictable funding and therefore provide universal access to quality services, particularly as global aid budgets are declining.  In some countries like Uganda and Tanzania, the majority of public spending is aid-financed. Aid will continue to be crucial in these contexts and to be complementary to domestic financing of budgets.  But pushing for fairer taxation policy, greater domestic tax revenue raising, and clamping down on tax evasion and avoidance, are critical for financing the building of strong, transparent and accountable national public services that enable everyone to have access to health and education.

Both progressive taxation and public services are policy levers that reduce inequality and ensure fairer and more sustainable growth – the kind of prosperity that matters to the poorest in society.  Both fairer taxation and public services are crucial to ensuring that the poorest people do not wait in vain for prosperity to ‘trickle’ down to them. Moreover, increasing tax revenue allows developing countries to use and control their own resources to support their national development plans.  Finally, work on tax will support Oxfam’s cross-cutting goal of investing in active citizenship; increasing transparency of revenue flows and taxation of companies and rich individuals, in turn increase the ability of people to hold their governments to account for acting in the public good, and their ability to track the revenue raised and expenditure on poverty reduction and fairer societies. The quality of public services does not only rely on the amount of funding available, but also on the State's ability to spend and invest effectively. Many people in developing countries claim that they do not pay taxes because they do not trust how their governments spend money. This makes citizens critical of increased taxation claim because they feel more revenue is not necessary, since the State authorities are already unable to appropriately spend what they earn. Hence, it is crucial for the State to undergo the necessary reforms required to increase its capacity to deliver in order to justify improvements in taxation.

Scale and impact that tax and fiscal policy has on developing countries 
Government fiscal policy (how to raise revenue and how to spend that revenue) can have a huge – both negative and positive - impact on inequality and poverty reduction. Weak tax systems and unfair international and domestic tax policies have led to an astounding loss in potential revenue in developing countries.  For example: 
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In 52 countries studied, strengthening tax systems could potentially raise an additional $269 billion dollars
.
To put this figure into perspective, this is more than double the total global aid figure for 2011, which stood at $134 billion (OECD latest figures). The aid figure is however dwarfed by the loss of revenue borne by developing countries through illicit financial flows. For example,
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The illicit financial flows of potentially taxable resources out of developing countries in 2008 was between $1.26 and $1.44 trillion – around half of which were diverted through trade mispricing by multinational companies, the rest were lost to corruption and theft
. 
The OECD
 estimates that the poverty, health and education Millennium Development Goals (MDGs) requires around $120 billion in additional annual expenditure on health, education, and poverty reduction worldwide. According to the OECD, half of this gap can be filled through raising more revenue from domestic resources.  However, the potential and capacity for increasing revenues does vary across the range of countries depending on levels of development. 
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In poor sub-Saharan African countries (excluding South Africa), the average public revenue collection (including taxes) is 18% of GDP: compared to 38% of GDP in western countries
. 
These figures show that securing more equitable international and national tax policies – tax justice for social justice - are a global urgency.
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Policy Scope
There are several areas of inter-related international, regional and national policy that can influence a developing government’s ability to improve its capacity to raise revenue from taxes on companies and individuals.  

At an international level:
1. Improve transparency and multilateral information exchange across tax jurisdictions, including ending tax haven secrecy to curb tax evasion and avoidance.
2. Tackle harmful tax competition (base erosion) at regional and international levels, including setting common standards to define a tax base for internationally operating businesses.

3. Change International financial institutions policies (e.g. IMF, WB) that for now favour the wealthy and private investors, to make them promote redistributive tax policies that foster equality and reduce poverty. 

4. Ensure donors’ aid prioritise strengthening tax systems in developing countries to help build fair and strong fiscal systems and reduce aid dependency in the long-term.  

At a national level:
1. Adopt more progressive forms of taxation to redistribute wealth, decrease inequality, and raise overall revenue levels. 

2. Abandon harmful tax exemptions and incentives for multinational companies that bring little added valued to the country and adopt taxation on natural resource rents which responds proportionally to the benefits they generate.   
3. Improve State’s accountability and transparency by ensuring parliamentary oversight, CSOs, court of auditors and media monitoring of both designing of tax policies and national tax revenues spending choices.

Oxfam’s proposition on tax and fiscal justice campaign

Opportunities to influence global, regional and national public policy debates around tax policies and fiscal spending are currently manifold. Meanwhile, the public and our allies and partners are scaling up in this area. As a consequence, there is the chance to build a powerful movement for change.  The rise of activism and anger about growing inequality and budget cuts / reduced public spending, north and south, means that publics want to hold their governments to account on fiscal policy.
OI’s Essential Services campaign will put national fiscal justice campaigns at the heart of our global agenda, with regional and global campaigns and advocacy work to support the following core objectives: 

1. Achieve fiscal justice in countries to finance access to quality public services like health and education, and to reduce poverty and inequality.

2. Avoid harmful tax competition and the race to the bottom

3. Fight profit shifting by multinationals and adopt stronger international tax rules 
Where to find more information?
Oxfam Campaign Model: click here (link to Sumus)
Fiscal Justice – Strategic Framework: click here (link to Sumus)
Chapter 2

What does Oxfam mean by fiscal justice at country level? 
Fiscal justice goes beyond the collection of additional revenue through taxation, and beyond the allocation of revenue for public services.  Fiscal justice is also about how tax administrations are built– from how tax it’s collected, to how it’s spent and who benefits from it.  Demanding fiscal justice is also about supporting active citizenship to demand justice and accountability of policymakers to the people.
Oxfam believes that tax policy can have a huge impact on inequality and poverty reduction, either positively or negatively, depending on what tax policies a country decides to implement. Taxation is also at the heart of the social contract between citizens and their government, and progressive taxation is central to creating strong, democratic, and effective states.
In recent decades numerous tax reforms have been promoted in developing countries. Oxfam thinks several aspects both at national and international levels need to be tackled to increase the amount of revenue poor countries get from tax and this in an equitable way, making sure that both individuals and corporates contribute according their real economic capacity. 
Some countries are showing the way. Malaysia, for example, has implemented comprehensive measures to tackle inequalities affecting the country’s ethnic groups. In Ghana, a relatively successful pioneering attempt was made to create forms of taxation best suited to the informal sector, involving trades unions and aiming at a progressive formalisation of the informal economy.

This chapter addresses some of the internal factors behind the failed tax policy in developing countries that can and should be reversed:

1. LOW TAX COLLECTION: Overall tax revenues falling short of those that theoretically could be obtained when countries’ productive potential is analysed.

2. REGRESSIVE TAX SYSTEMS: The imbalance between direct and indirect taxes in total revenue collection and the very little tax revenue obtained from taxing businesses and the owners of capital. 

3. TAX COMPETITION: Tax breaks chiefly benefiting rich people and the profits international companies over small and medium businesses. 

4. INFORMAL SECTOR AND TAX DODGING: Tax dodging by medium and large companies as well as by wealthy individuals, and the informal economy.
5. INTERNATIONAL PRESSURE ON NATIONAL POLICIES: IFI demands and conditions, which might favour economic efficiency and short-term collection. 

The role of International Organisations in promoting regressive tax systems

Developing countries’ tax and regulation policies have often been imposed, or at least strongly recommended, by the International Monetary Fund and other international financial institutions (IFIs) as a condition of their financial support. Historically, the IMF has pushed countries receiving loans or assistance to implement tax reforms with a primary focus on efficiency over distributional impact. The IMF has recently showed more progressive language, for some sectors specifically (like extractives) but there is still a remaining question on how this language is becoming a standard within the IMF and turns into more progressive advice at country level.
This international support reduces the capacity of developing countries to openly decide between different policy options, as the IMF have often promoted indirect taxes that are easiest to collect, with the lowest political costs, and that least affect the interests of companies and the rich. Taxes on consumption (mainly VAT) have generally become the main source of tax revenue for developing countries and economies in transition. Such tax policies are not necessarily the most suitable for developing countries in terms of impact on inequality. 

Low tax collection 

Generally, rich countries collect much more public revenue (including taxes) than developing countries. In sub-Saharan Africa, the average tax/GDP ratio is 18 per cent compared to 38 per cent in western European countries. 

A global trend, not limited to developing countries, has been the decline in taxes levied on business activity. One of the differences between rich and poor countries is that in the former the reduction in such taxes has not resulted in a reduction in tax revenue overall. In developing countries, however, tax revenue has fallen. According to some estimates, between 1990 and 2001 the reduction in corporate taxes accounted for a drop of nearly 20 per cent in these countries’ tax revenue
. Revenue from personal income taxes still accounts for less than 2 per cent of GDP in low-income countries, whereas in rich countries it accounts for about 7% of GDP.
Moreover, during the 1990s and 2000s, the IMF, World Trade Organisation (WTO), and World Bank promoted trade liberalisation through removing tariff and non-tariff barriers, as well as a wide generalisation of customs unions, free trade areas, and free trade agreements. This caused taxes on international trade (exports and imports) to be drastically reduced although they represented a significant proportion of tax revenues for many poor countries. 

Tax competition

The most widespread tax incentives used by developing countries to promote investments are tax holidays and `special development’ or free trade zones. A tax holiday is a temporary reduction or exemption from tax for companies. Tax holidays are used to promote investment based on zero taxation over a period of time. When there is a tax holiday, profits are exempt during this time from tax regardless of their size. 

An analysis of 40 developing countries studied in 2001 showed that 58% of them used temporary tax expenditures for investment, 60% used reduced taxation rates and 45% had free trade zones. Almost every country in sub-Saharan Africa offers tax holidays, while in Latin America and the Caribbean there has been a major proliferation in this type of stimuli. Despite their proliferation, there is little evidence of the positive impact of these incentives on countries’ development. Between 1990 and 2001 the reduction in corporate taxes in developing countries accounted for a drop of nearly 20% in these countries’ tax revenue. Peru is a good example: despite a very progressive tax system originally, Peru’s income tax does not bring in much revenue for the country, primarily because of the enormous number of deductions and tax incentives. In 2008, a new reform reduced the taxation on income from capital to a fixed rate of 6.25%). This reform was justified by the government on the grounds that it would prevent capital flight to tax havens. Free trade zones are also sometimes exposed as havens for national capital allied with foreign capital to evade taxes, such as in Nicaragua.
Large informal sector

Out of the 3 billion workers in the world, nearly two-thirds, 1.8 billion people, work in the informal sector. In some developing countries the proportion of casual employees can amount to more than 50% of the jobs outside agriculture, and over 90% if agriculture is included in the estimate. Some research estimates that the losses from not taxing the informal sector could amount to between 35–55 per cent of tax revenues collected in some developing countries. The challenge is to determine whether a legitimate motivation – such as increasing tax revenue in developing countries – may lead to policies that exacerbate poverty and increase the vulnerability of certain sections of the population. This is because often those working in the informal sector are some of the poorest, for example women who run small businesses selling vegetables or other goods. It is therefore crucial to distinguish between different types of informal sector actors in order to achieve a political solution that is just and consistent with the fight against poverty and inequality. Gradual formalisation of the economy must be the aim and is positive in the long-term objective.
Weak tax administration capacity 

Domestic institutional weaknesses are chiefly due to tax administrations’ lack of capacity. Poor co-ordination between different offices makes it difficult to properly penalise non-compliance. Institutional weakness promotes abuse and corruption in both the public and private sectors. As a result, poorly-equipped tax administrations lose revenues and the people who do pay tax also lose out. Although national tax systems generate the bulk of tax revenues in developing countries, local tax systems exert a significant impact on ordinary citizens.
Improvements of countries’ fiscal systems could be achieved, among other measures, by formalising part of the informal economy, reducing tax exemptions, and raising direct taxes, especially taxes on non-wage incomes that are considered more progressive. 
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This graphic illustrates what are the different components that can influence a fiscal system in any developing countries to make it fairer. Firstly, some constraints need to be addressed at national level (top of the graphic). By strengthening tax administrations’ capacity and improving tax collection in countries, you will improve the tax base. Other national issues include: rationalising tax exemptions to avoid harmful ones (for companies or rich individuals), tackling the informal sector and tax avoidance by residents and questioning the IFIs’ assistance to develop fiscal systems (often relying on indirect taxation for short term gain – which is more regressive). 

However, international constraints also have a huge impact on fiscal systems in developing countries. The way the international tax system is built allows companies to shift profit (mostly through transfer pricing) to tax havens to decrease their tax bill. Providing greater transparency into multinationals’ activities (through CBCR, AIE or greater disclosure of beneficial ownership) and addressing the issue of harmful tax competition will be essential to support developing countries increasing their tax base. 
Finally, fiscal policies in developing countries should be part of the public debate and citizens should be consulted on how taxes are collected and used to reduce inequality. It therefore fits with OI goals of active citizenship. 
Where to find more information?

Oxfam “Owning Development” report: click here 

Chapter 3
Who are the big players on tax justice? 

Tax policy has become an international matter and a political arm-twisting between governments, regulated by international organisations which establish model treaties that governments agree upon, and finally tax laws are enacted by large private sector actor and revenue authorities. 

So who is who in the tax arena?

Main national actors in a tax system (paying or not paying taxes)
1. Citizens have the power to influence fiscal policies of the countries where they can elect their representatives, engage in the political arena and campaign for reforms and accountability through the parliament. Citizens also have the duty to pay taxes, and the capacity to ensure that the companies where they work and which they own also pay their fair share. Governance in countries should be designed to guarantee citizens engagement, both at national and local level, to contribute to set the priorities and monitoring of the whole cycle of public finance. 
2. Tax Authorities have the role of collecting taxes from the individuals who are resident in the country, and from corporations which falls under their jurisdiction to tax.  The taxable base in each country, in turn, is regulated by the tax laws enacted either by the parliament or the executive.
3. Multinational Corporations are in some cases larger than single nation states when measured by their turnover or sales, so they have the capacity to hire lawyers and accountants for “tax planning” which too often is a synonym for tax dodging.  Also, through this unbalanced power, they can influence on negotiating tax and trade privileges, breaking horizontal equity. Meanwhile revenue authorities from developing countries do not have capacity or adequate skills to conduct audits of each and every part of the MNC accounts. 
4. Big 4 Accounting Companies, namely Earnst&Young, KPMG, PriceWaterhouseCoopers and Deloitte Touche Tohmatsu advise almost all of the multinational companies on tax matters and also increasingly advice governments on tax policy impacts.  The “Big 4” are critical to the tax planning industry, as they hold the data across companies on intra-company transactions in proprietary databases, develop ever more complex tax dodging schemes that they sell to their clients, and lobby for low-tax and high secrecy environments where they can be most profitable.

5. Banking and other financial institutions are responsible for holding assets of wealthy individuals in offshore bank accounts, and creating offshore entities.  Banks often fail to make suspicious transaction reports that they are supposed to do under anti-money laundering (AML) rules.

6. The International Accounting Standards Board (IASB) has been established by the Big 4 accounting companies to create international financial reporting standards.  The body has no representation from governments, civil society or trade unions.  Yet as many as 100 countries around the world, including the European Union countries, have adopted their International Financial Reporting Standards (IFRS) rules, which govern the tax reporting of multinationals.
International institutional bodies
7. The International Monetary Fund (IMF) through its lending policies and technical assistance often intervenes in the tax and fiscal policies of national governments.  
8. The World Bank supports the strengthening of tax administrations through its International Development Association (IDA) Fund. It also provides advice on tax to developing countries e.g. advising developing country governments on how to attract foreign direct investments (FDI). 
9. The Organisation for Economic Cooperation and Development (OECD) and in particular the Centre for Tax Policy and Administration is the responsible body for overseeing and standard-setting for most international tax policy and practice. It provides analysis, provides a forum for discussion and decisions for its 34 members but its influence goes beyond members.  The OECD provides the ‘governance’ framework for tax payments of multinational companies (MNCs) in areas of transfer pricing, and focuses on harmful tax practices. In addition, the OECD hosts the Global Forum on Tax Transparency and Exchange of Information on Tax purposes (multilateral body, including non-OECD members), which facilitates tax information exchange and produces an annual assessment of the legal and administrative framework for transparency and exchange of information in over 80 jurisdictions.

10. The United Nations has within the Economic and Social Council (ECOSOC) a permanent group of 25 members called the Committee of Experts on International Cooperation in Tax Matters (known as the UN Tax Committee) which adopted the OECD tax conventions on transfer pricing and model tax treaties that govern tax payments between jurisdictions (called double tax treaties).

11. The Financial Action Task Force (FATF) is an inter-governmental body established in 1989 to set standards and promote effective implementation of measures for combating money laundering and terrorist financing. While the FATF rules are comprehensive, their application is weak as it relies mainly on self-regulation by the banking and financial sector.

Regional institutional bodies/initiatives

12. G8 / G20 countries have taken a leading role in changing international tax rules.  At the G20 London Summit in 2009, we saw a declaration towards ending tax havens by enhanced information exchange (but with little change in practice).  In 2013, tax was one of the priorities from the UK Presidency of the G8. At the Summit in June, little concrete actions were agreed but G8 countries mostly agreed to have better rules to disclose beneficial ownership of companies and supported automatic exchange of tax information. In addition, British Prime Minister Cameron announced that several well-known tax havens would sign the multilateral convention on tax matters (mostly about how to exchange information between countries). More -recently, the G20 Ministers of Finance endorsed in July 2013 an action plan from the OECD which provides 15 recommendations to modify the international tax systems and how multinationals pay taxes (in order to avoid profit shifting and countries’ tax base erosion). 
13. The European Union is the strongest regional cooperation organisation in tax matters, as they agree on common guidelines on tax havens, on how company accounts should be reported in the extractive sector on a country-by-country basis.  The EU is weakened by the presence of tax havens such as Luxembourg and Gibraltar within its own member states or overseas territories of its member states, who have so far kept tax issues primarily at the national level, since any agreement on tax matters at EU level requires unanimity.

14. BRICS countries have recently started diverging from the OECD tax rules as Brazil has come up with a system of so-called “fixed margins” to regulate MNC transfer pricing, Indian revenue authorities have been active in developing their own practices in how to apply transfer pricing rules, while in China low transfer prices are charged with “local value added” rules, finally South Africa has been active in expanding the number of taxpayers and taking high-profile tax cases in the court system.

15. African Union, East African Union, ECOWAS and other regional cooperation bodies have taken some steps towards tax integration.  ECOWAS for instance has adopted an ECOWAS mining charter which establishes minimum rates of mining royalties at 5%, while the African Union is now discussing its own mining vision.  Further advocacy work is needed to bring corporate taxes and value-added taxes also within the common decision-making process. 
16. African Tax Administrators Forum (ATAF), Inter-American Centre of Tax Administrations (CIAT) have a role within their respective continents to bring together tax authorities and enhance information sharing on best practices.  The ATAF has taken an initiative in conducting joint audits of MNCs.

17. The High-Level Panel on Illicit Financial Flows from Africa established by the UN Economic Commission for Africa and AU Finance ministers. It is led by former South African President, Thabo Mbeki. The aim is to undertake extensive and in-depth studies to shed light on the extent and ramifications of illicit financial flows on national economies as well as on the human impacts.
What is the problem?

Company financial reporting, international tax rules and tax treaties often reflect neither the needs of poor countries nor the interests of ordinary citizen in rich countries. They are often decided by experts from the private sector who lobby governments for favourable tax treatment in exchange of promised inward investments and increased trade.  Citizens have been left out of tax policy making, and civil society needs to advocate the concerns of citizens in shaping tax policies so that they respond in collecting an adequate amount of revenue to fund public services, and redistributing income and wealth in order to reduce inequalities between the rich and poor.  National fiscal policies should be decided through more democratic and participatory process, international tax rules have to be approved through a multi-stakeholder approach where developing countries are included on an equal voice

Where to find more information?

More information on IMF Fiscal Affairs Department or the Financial Action Task Force
More information on OECD Centre for Tax Policy and Administration
More information on the UN Tax Committee
More information on the ATAF and CIAT
More information in the Tax Advocacy Toolkit
Chapter 4

How does Oxfam believe the international tax system can be more effective? 

SECTION 1: by increasing transparency

1.1 “Full” Country-by-country reporting 

1.2 Disclosure of ultimate beneficial ownership of companies, trusts and foundations 

1.3 Tighter rules on Anti-Money Laundering 

1.4 A universal definition of tax havens 

1.1 “Full” country-by-country reporting 

What is country by country reporting?

Country by country reporting (CBCR) is a reporting obligation for multinationals to break basic information about their activities (profits, number of employees, assets, volume of sales or production…) down by country of operation – including in each tax haven – so that citizens and authorities can see what the corporations are doing in their countries.
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What is the problem?

Tax dodging by multinational corporations costs developing countries much more than what they receive in aid. Tax dodging by companies through what is known as trade mispricing accounts for over 50% of illicit financial flows
. 

The lack of reliable information about companies’ activities and payments to governments in developing countries make it impossible to monitor what those governments actually receive. This opacity enables multinational companies to dodge taxes, thus depriving developing countries of tax revenues which could be used to alleviate poverty and drive economic development instead.  
Which legislations already exist in 2013?

· The US have been the pioneer in requesting transparency of companies in the extractive sector. The Dodd Frank Act, in its Section 1504, requires oil, gas and mining companies to disclose payments, such as taxes, extractive multinationals (listed in the US stock exchange) pay to foreign governments for the extraction of oil and minerals. The Security and Exchange Committee (SEC) published the details of this reporting requirement in August 2012, granting absolutely no exemption for companies. However, the American Petroleum Institute a lobby group representing companies such as BP, Exxon, Chevron and Shell attacked the rules in front of a US Court. Beginning of July 2013, the Court confirmed that the underlying statute requiring disclosures still stands but that the SEC did not adequately justify its rejection of the oil industry’s request for exemptions based on foreign laws (see below). The SEC will now have to review the rules in light of the court’s findings and Oxfam America expressed its disappointment. 
· On 26 June 2013 the European Union signed into law new transparency standards for the extractive and forestry industries. These new rules require oil, gas, mining and logging large companies to annually disclose the payments they make to governments on a country-by-country and project-by-project basis. Transposition of the EU text into EU Member States’ law might take up to 24 months and must be completed by 20 July 2015. Companies’ public disclosure of payments in an annual report is anticipated to begin in 2015 or 2016. In addition, the European Union adopted a “full” country by country reporting (disclosure of payments and additional information such as assets, number of employees, profits and tax paid for each subsidiary) for European banks as of 2015. Discussions are now on-going to extend this full CBCR (as for banks) to all sectors in a few years. 
What does Oxfam recommend? 

· Make no exceptions to reporting obligation, including no exemption based on foreign laws: The US and EU law did not contain exemptions of any kind. The main argument from multinationals to request an exemption is to allege that the disclosure of such information is actually prohibited by the criminal law of some countries.  PWYP has not found any evidence that would indicate that such exemption is necessary in any of the 60 countries where they work and industry representatives have not produced evidence of specific laws or contracts which prohibit disclosure. If such an exemption were included one day, it would provide a perverse incentive for opaque regimes to introduce secrecy provisions.

· Guarantee the disclosure of all relevant payments: several discussions were held to know which payments to disclose: do you need to disclose every payment (even if very small) or is there a threshold above which  payments become relevant and companies must start reporting them? The US law has a threshold of $100,000 and the EU of €100,000. PWYP argued that we must disclose any payment that is relevant for local governments and a €15,000 threshold is already high enough. Anything above €100 000 would however render the transparency requirement ineffective.
· Wide sector coverage: Problems arising from a lack of financial information can be particularly acute for the extractive industries but may occur in any sector. We support calls for improved reporting requirements to be extended to multinational companies in all economic sectors (not just extractives).

· Disclosure of which information: Companies should be required to report their payments to government but also additional contextual information to detect potential cases of tax dodging such as: 

· Turnover: also known as income or sales 

· Profits: difference between turnover and costs

· Employees (number of them and costs of labour)

· Assets: value of the tangible or intangible things owned by the firm in the country (e.g. trucks, buildings, brands, etc.)
Where to find more information?

Publish What You Pay website: Publish What You Pay is a global network of 650 civil society organisations, including Oxfam as an active member, united in their call for an open and accountable extractive sector 

More information on the US Dodd Frank Act, click here

More information on the EU reporting obligation, click here
1.2 Disclosure of ultimate beneficial ownership of companies, trusts and foundations
What is a beneficial owner?

A beneficial owner is referred as the natural person(s) who ultimately owns or controls a legal entity and/or the natural person on whose behalf a transaction is being conducted. It also includes those persons who exercise ultimate effective control over a legal person or arrangement.
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What is the problem? 


From 2001 to 2010, illicit financial flows deprived developing countries of at least US$5.86 trillion
. These flows comprise proceeds of corruption, serious crimes (like drug trafficking, terrorism financing), tax evasion and avoidance and prosper because of the opacity provided by offshore jurisdictions. 

In order to enjoy illegally obtained funds without getting caught, criminals, traffickers and tax evaders seek to hide their name by creating legal structures such as “shell” companies. Very often, such companies have no real economic activity but only serve the purpose of hiding illegal money.  Yet, companies are only one of the various legal structures that can be set up to hide illegal money. Trusts, foundations and other types of vehicles play a detrimental role as well. 

Beneficial owners, those individuals who benefits from these structures to hide illegal funds, often construct complex webs of companies and intermediaries, making it very difficult to identify who the ultimate beneficiary is – the real person at the very end of the line. As long as the beneficial owner of a company remains hidden, it is impossible to track where illegal money comes from and to hold companies and individuals to account for tax evasion and avoidance. 

What does Oxfam recommend?  

Transparency of beneficial ownership is an essential element to tackle corruption and tax evasion. It will guarantee that no one can hide behind a corporate vehicle to embezzle money or evade taxes. 

Oxfam recommends the creation (or improvement if already existing) of publicly accessible government registers of beneficial owners of all corporate vehicles (E.g. companies, trusts, foundations…). 
Some features are essential: 

· Registers should be public and accessible for free so that not only authorities but every citizen and developing countries’ tax administrations can check who is behind corporate vehicles

· All sorts of corporate vehicles should be covered, not just companies

· Information should be collected and verified by national authorities to guarantee that it is reliable. It should become a condition for establishing the corporate vehicle in that jurisdiction

· At best, a minimum % of share held in a company or trust should not be included as a threshold in the definition of beneficial ownership. A person with a low participation could still be considered the beneficial owner. However, for practical reasons, several NGOs have suggested different threshold (Global Witness mentioned 10%, Tax Justice Network Netherlands suggested 5% for non-stock market listed companies and 3% for stock market listed companies). As Oxfam, we do not have a position on a possible threshold but in order to prevent the example of somebody holding a company through 100 shell companies (with each owning 1% of the parent company), 1% could be suggested as a threshold. A higher percentage might be too high to prevent money laundering / tax evasion strategies.
Public registers would allow citizens and public authorities to track down corrupt individuals, criminals and tax evaders and better understand aggressive tax avoidance schemes.

Where to find more information?
On Beneficial Ownership and Tax Evasion: Eurodad report, Secret Structures, Hidden Crimes
On Beneficial Ownership and Corruption: Global Witness reports, Hidden Company Ownership 
Financial Action Task Force Recommendations
1.3 Tighter rules on Anti-Money Laundering
What is money laundering?
Money laundering is the process of concealing and using the source of money obtained by illegal means. It is by its very nature a secondary crime because it is about concealing the proceeds of a “predicate offence”, whether that is drug smuggling, corruption or other forms of criminality (like tax evasion.) 
What is the problem?
Illicit financial flows, originating from tax evasion, corruption and organised crime, damage the economies of all countries by depriving them of capital and their governments of revenue. The financial system plays a crucial role in facilitating this movement of dirty money. Despite the huge scale of the problem, existing rules against money laundering have loopholes and are not sufficiently enforced in practice. The international anti money laundering standards from the Financial Action Task Force (FATF) have been updated last February 2012 and should now be implemented in national legislation.  
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What does Oxfam recommend?

· Disclosure of ultimate beneficial ownership: see above
· Automatic exchange of information between tax administrations: see below

· Make tax crimes fully qualify for money laundering offences: some countries do not consider tax evasion to be enough of a “serious crime” to be punished by anti-money laundering sanctions. It is therefore important, in line with the 2012 FATF recommendations to explicitly list tax crimes as a connected offence for money laundering. This would imply that those facilitating tax evasion - financial intermediaries and banks - would have to look out and report on suspicious transactions that could be the proceed of tax evasion and could be fined as accomplice of money laundering if they do not provide due diligence. Listing tax crimes as a serious offence, connected to money laundering would also be a strong political signal towards tax havens: it would clearly show that facilitating tax evasion is as serious as drug trafficking, terrorism financing and corruption and that most countries are determined to curb illicit financial flows. 


Where to find more information?

Briefing paper on asks for the revision of the EU directive on AML: click here
Briefing paper on link between AML and tax evasion: click here
1.4 A universal definition of tax havens

What is the problem?

Tax evasion and tax avoidance are a global concern that affects both developed and developing countries. It is estimated that up to a quarter of worldwide global wealth – between $21 to 32 trillion - is held in tax havens (Tax Justice Network), as much as the American and Japanese GDPs put together. If developing countries could recover this untaxed wealth, it could mobilise enormous resources for improving their public services and their citizens’ lives.
Moreover, Oxfam calculated in May 2013 that at least $18.5 trillion is hidden by wealthy individuals in tax havens worldwide, representing a loss of more than $156 billion in tax revenue. We found that two-thirds of this global offshore wealth – more than $12 trillion – is hidden in EU related tax havens, such as Luxembourg, Andorra or Malta. These havens are facilitating the loss of over $100 billion in tax revenues worldwide. A third of offshore wealth is sitting in UK-linked tax havens where it is undeclared and untaxed.
What are others saying?
Unfortunately, despite some efforts in the past, no international process has led to the adoption of a worldwide universal definition of what is a tax haven. 

· The most common used definition is the one adopted by the OECD, which contains three criteria: no or only nominal taxes, lack of transparency, practices preventing the effective exchange of information for tax purposes. Unfortunately, this definition is incomplete as there is no criterion on the absence of requirement for economic activity in the jurisdiction. Moreover, the blacklisting experience done in 2009 under the auspice of the OECD resulted in an empty black list within a few days only, as tax havens were able to satisfy among themselves the limited requirement on exchange of information. 
· TJN uses tax havens and secrecy jurisdictions as similar concepts but prefers talking about secrecy jurisdictions. They are places that intentionally adopt regulation to create a deliberate, legally backed veil of secrecy for non-resident, allowing them not to be identified for not following their jurisdiction’s rules, thus undermining the legislation of the other jurisdiction in question. However, this definition emphasizes on the secrecy aspect and not enough on the no or nominal taxes offered by tax havens. 

What is Oxfam’s definition of tax havens?
Tax havens are jurisdictions or territories which have intentionally adopted fiscal and legal frameworks allowing non-residents (physical person or legal entity) to minimise the amount of taxes they should pay where they perform a substantial economic activity. 

Tax havens tend to specialize and most of them do not tick all the boxes but they usually fulfil several of the following criteria (to be applied in a combined way): 

· They grant fiscal advantages to non-resident individuals or legal entities only, without requiring that substantial economic activity be made in the country or dependency; 

· They provide significantly lower effective level of taxation, including zero taxation for natural or legal persons; 
· They have adopted laws or administrative practices that prevent the automatic exchange of information for tax purposes with other governments.

· They have adopted legislative, legal or administrative provisions that allow the non-disclosure of the corporate structure of legal entities (including trusts, charities, foundations etc.) or the ownership of assets or rights. 
Oxfam calls on setting up integrated, binding, exhaustive and objective monitoring exercises of tax havens at global level, in order to assess the risks posed by these jurisdictions. These exercises should be held regularly and their outcomes should be made public.  

Oxfam and tax havens

· Oxfam is a recipient of significant funding from some of the jurisdictions listed as tax havens on the TJN Financial Secrecy Index.  Because of this, we are proposing that the following tax havens (Isle of Man, Jersey, and Guernsey) should not be mentioned on their own as tax havens, but only as part of a broader list. 

· A number of jurisdictions defined as tax havens by the TJN Financial Secrecy Index include countries or parts of countries where Oxfam has an affiliate: Delaware (US), the City in London (UK), the Netherlands, Hong Kong, Belgium and Ireland. In this case, it is possible to single out one country as having practices of tax havens. For example, the City in London is already denounced by Oxfam as a tax haven in policy papers and Novib is preparing a campaign on the role of the Netherlands as a tax haven. 

Where to find more information?
More information on OGB numbers on tax havens, click here
SECTION 2: By increasing cooperation

2.1 Automatic information exchange between tax authorities
2.2 Adopting a multilateral tax information exchange framework / DTAs 

2.3 Supporting developing countries to build their tax systems 

2.1 Automatic information exchange between tax authorities
What is Automatic Information Exchange?

Automatic information exchange is a proposed standard of international tax co-operation between tax administrations.  It requires governments to collect from financial institutions data on income, gains, and property paid to individuals, corporations, trusts and other incorporated entities that are non-resident in the country. Such collected data should then be automatically provided to the governments’ tax authorities where the non-resident entity is located (e.g. headquarter country for companies and often country of nationality for individuals). 
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What is the problem?

There are three types of tax information exchange: automatic, on request and spontaneous.  

· The “on request” model is subscribed in the OECD model tax treaties (article 26) and requires a significant amount of evidence prior to making a request to be provided by the demanding tax administration.  The OECD model recommends that “foreseeably relevant” information can be requested by a government on the basis of a prior suspicion which needs to be specified at the moment of information requested. However, it is very difficult for countries to request information on things they don’t know yet, especially to tax administrations where secrecy is the rule. 
· The spontaneous method means tax authorities can give information on an ad hoc basis when they think it would be of value to foreign revenue authorities. 
· The automatic option is the most preferable as it is the simplest and the one which is the most effective. However politically, agreeing to AIE has proven to be difficult. Tax havens and the states that sponsor them fear losing their position as financial hubs, and they raise fears over the infringements of privacy of ownership and account details being leaked to potentially criminal counterparts from corrupt revenue agencies being major threats.  However, significant steps towards AIE have been undertaken by the G20 in its last summit communiqué in Los Cabos (Mexico, 2012). In this document, G20 leaders welcomed progress made towards automatic exchange of information which is expected to be the new international standard and urged all jurisdictions to move towards exchanging information automatically with their treaty partners, as appropriate. The next G20 Summit in Russia in September 2013 will most likely confirm AIE as the new preferred international standard.  
What is Oxfam / coalition partner saying on this topic?

· Oxfam believes that automatic information exchange between tax authorities is a necessary condition for tackling offshore secrecy and reducing the amount of tax revenue lost both from poor and rich countries as a result of inadequate and inefficient tax information exchange.
· Automatic information exchange already exists within the European Union, as part of the European Savings Tax directive which provides a framework for automatically transmitting private account information from one member state’s tax administration to another.  A second example of automatic tax information exchange is the Foreign Account Compliance Act (FATCA), providing information to the US tax authorities about US owned-accounts abroad. FATCA also envisages a number of sanctions, if foreign entities do not comply with the US legislation. 
· Automatic exchange of tax information should include all accounts, as it is impossible to know before the information is made available if it is actually relevant.   Neither the EU (with the Saving Tax Directive) nor the US (with FATCA) have managed to include provisions for AIE of corporate accounts, or accounts held in trusts, foundations or charities which can also be used for tax evasion and abusive avoidance purposes
· On alleged concerns of data protection and respect of privacy, these threats are unfounded since any automatic information exchange treaty will have clauses for protecting human rights and abusive use of information, ratified by all parties to the treaty.
Where to find more information?

Tax Justice Network briefing paper on automatic tax information exchange
OECD on tax information exchange
2.2 Adopting a multilateral tax information exchange framework

What are Tax Treaties and why a multilateral framework?

Most types of tax information exchange rely on bilateral information exchange treaties, and there are three types of bilateral treaties. All of these rely on “on request” information exchange as modelled on the OECD tax treaty guidelines.  
· First we have the Double Tax Treaties (DTTs) which go back to the 1930s and especially after the Second World War when international trade intensified, and newly independent states emerged in Africa and Asia.  
· Second, the Mutual Legal Assistance Treaties that exist since the 1950s, which may include tax evasion in the list of crimes. 
· Finally, the most recent development is Tax Information Exchange Agreements (TIEA) which was agreed after the G20 London Summit in 2009 as a specific treaty for exchange of tax information.  

Two new developments have emerged in terms of multilateral agreements.  
· Twenty one African countries have agreed in a meeting of the African Tax Administration Forum meeting in August 2012 to sign a Mutual Assistance Agreement in collecting taxes. It paves the way for conducting joint audits of Multinational Corporations, after the case of the South African brewery SAB Miller
.  
· Another new development is the Multilateral Convention on Mutual (Administrative) Assistance in Tax Matters developed by EU countries, which was updated and opened up for non-Council of Europe signatories at the Cannes G20 summit in 2011.  The treaty provides a possibility for automatic information exchange, but it not proposed as the preferred norm.  Only 19 countries have to date ratified the treaty, while 50 countries have expressed interest to it.  

Be careful: FATCA in the US is not a bilateral agreement. It is a unilateral measure, which does not involve the exchange of information from the USA in exchange of information provided concerning accounts of US residents.  

What is the problem?

There are approximately 220 tax jurisdictions - countries or autonomous territories with sovereign rights establish their own tax rules.  If every jurisdiction would establish a treaty with everybody else, we would need to foresee a network of 48,400 tax treaties.  Currently, as of April 2013, there are a total of 5,389 treaties (either DTTs or TIEAs) entered into force or in a ratification process.  All of these treaties potentially have differential clauses such as withholding tax rates for management fees of parent company management, or allocation of tax base of taxable profits between the countries.  Multinational corporations can utilise such differences for tax avoidance purposes to minimise the tax payments in two countries having signed a treaty, and also abusively use them for tax evasion purposes.  

What does Oxfam recommend? 

· Oxfam and coalition partners support a multilateral tax treaty approach: the number of tax treaties becomes unmanageable and the bilateral negotiations may be unfavourable for the poor countries. A multilateral approach would bring all bilateral treaties under the same global treaty. We need to expand the existing Multilateral Convention on Mutual Administrative Assistance in Tax Matters signed in the G20 in Cannes to include more tax havens, and encourage further regional institutions to adopt their own treaties.
· Developing a global tax information-exchange platform (by the OECD) that enables the participation of developing countries (instead of having developed countries automatically exchanging information among them).

· To facilitate developing country participation, global AIE standards should permit some asymmetry in reciprocation of information-exchange by developing countries (as for example with some international trade cooperation agreements, and comparable to asymmetry already present in the US FATCA system).  Therefore, developing countries, who do not have the capacity to automatically exchange information, could still receive key data about who is potentially evading taxes in their countries. To prevent the creation of new tax havens or secrecy jurisdictions, or the exemption of existing ones, such asymmetry and non-reciprocation should be time-bound and limited to countries which fall below well-defined measures of significance as a financial centre.

· Major donors should offer assistance to put in place systems to handle data confidentially, and to process and match exchanged taxpayer information - building on existing capacity-building work to promote integrated tax information systems, and coordinated by ATAF, CIAT and other regional tax administration organisations.
Where to find more information?

More information on the OECD database of Tax Information Exchange Treaties (TIEA)

More information on the IF Campaign Report on clamping down tax dodging
More information on AIE for developing countries: Read Freezing developing countries out of AIE deals (Oxfam, G8 context) 

2.3
Supporting developing countries to build their tax systems

To be completed
SECTION 3: By reforming international tax rules

3.1 Providing solution to base erosion and profit shifting – BEPS 

3.2 Design fair tax systems in developing countries / Increase domestic resource mobilisation
3.3 Source vs Residence principles for taxation 
3.1 Providing solution to base erosion and profit shifting – BEPS
What is base erosion and profit shifting? 

 “Erosion” refers to the erosion of national tax bases and “profit shifting” is one way to make this happen. MNCs use a number of schemes to shift profits across borders in order to take advantage of tax rates that are lower than in the country where they made their profits. If MNCs taxable profits are being allocated to locations different from those where the actual business activity takes place, it has for effect to decrease the amount of taxes paid by these MNCs in the country of business, thus eroding its tax base. 

What is the problem?

For decades, developing countries have been the main victims of BEPS, allowed by the unfair and ineffective international tax system. The current international tax system allows and indeed encourages MNCs to eliminate or significantly reduce taxation by use of artificial devices. Abusive tax avoidance by MNCs provides them with an unintended competitive advantage in relation to corporations that operate at a domestic level.
After years of civil society claims, the OECD (and subsequently the G20) is recognizing that the current international tax rules fail to give answer to the dramatic cost of harmful practices adopted by multinationals. It has done so in a report published in February 2013 called “Addressing base erosion and profit shifting”, the so-called BEPS report.  

The BEPS report provides an analysis of the problem and three OECD working groups were formulating an action plan presented in July 2013 to address BEPS. This action plan will be discussed at  the G20 Summit in September 2013. 
What is Oxfam saying on BEPS and the OECD’s report?

· The OECD’s recognition that international tax rules have not kept pace with the realities of multinational business marks a major and welcome change from previous defences of the status quo. 
· Its Base Erosion and Profit Shifting (BEPS) project has the potential to initiate the most significant international tax reforms for decades. 

The need for participation of non-G20 countries in the BEPS process

· Politically, while the OECD has said that its “global comprehensive action plan” to tackle BEPS will be developed “in consultation with all stakeholders", the process is currently excluding all non-G20 countries, and thus most developing countries. 

· Technically, the BEPS process is also currently focussed on BEPS aspects related to developed economies’ high-tech industries and digitalised consumer markets, while relegating the ‘development’ aspects of BEPS to capacity-building. This risks overlooking dysfunctions of the current international rules impacting on developing countries’ tax bases, and prevalent in sectors central to developing economies, including agribusiness, extractives and telecoms.

· Corporate Income Tax (CIT) is even more important for developing countries’ revenues, quantitatively and administratively, as for developed countries’ revenues. A process that excludes the participation and interests of non-G20 economies will fail to safeguard the interests of those countries most reliant on CIT.

· Establishing an international tax settlement without the participation of the emerging economies of the future risks repeating the dynamics behind the current fragmentation of international tax standards and practices. 

· While the participation of the BRICS economies is critical, it cannot be assumed that their interests are synonymous with those of smaller non-G20 countries. 

The outcome should be ambitious in terms of available measures of tackle BEPS

· Its objectives must include not only eliminating double non-taxation but also safeguarding developing and capital-importing countries’ tax bases

· Its outcome, including the products of the Working Groups during 2013, should be to widen the toolkit available to tax authorities – including those in developing countries - to disallow abusive corporate tax structures, and attribute taxable profits to their jurisdictions, should they wish to do so.

RECOMMENDATIONS
1. Participation of non-G20 countries: the OECD and the Working Group chairs (France, Germany, the UK and the USA) must ensure that non-G20 economies are able to participate fully in any re-write of the international tax rules within the BEPS process (by for example linking with the work of the UN Tax committee.) The BEPS process must take the time needed to involve non-G20 economies, including beyond the July reporting of the BEPS Working Groups.

2. Criteria for success: the success of the BEPS project should be judged both against its success in reducing double non-taxation and aligning the tax base with economic substance, but also in safeguarding poorer countries’ tax bases. Solutions generated by the BEPS process should include measures applicable by all countries, including less well-resourced tax administrations.

3. Address tax competition: while it is not the role of the BEPS process to address domestic tax rates, it should offer measures to reduce downward tax competition pressure driven by harmful and preferential tax regimes, particularly in tax havens. 
4. Available measures to address BEPS: the BEPS process should be widening the toolkit available to tax authorities – including those in developing countries - to disallow abusive corporate tax structures, and attribute taxable profits to their jurisdictions, should they wish to do so. 
5. Adopt multilateral frameworks: Greater policy space to define and assess the tax base may require the greater use of mutual agreement to accommodate this flexibility while still reducing double taxation.
6. Always have developing countries’ interests in mind: Guidelines or standards for such agreements may be required to prevent developing countries’ tax bases, including source-based taxation, from being undermined in negotiation with more powerful capital-exporting countries.
Where to find more information?

For more information, coalition paper on BEPS signed by Oxfam: click here
No more shifty business, CSO response to BEPS (but not endorsed by Oxfam): 

Fixing the cracks in tax: coalition paper on the OECD Action Plan on BEPS (Oxfam co-wrote    with Christian Aid, ActionAid, TJN and GATJ) 
3.2
Design fair tax systems in developing countries / Increase domestic resource mobilisation
To be completed
3.3 Source vs Residence principles for taxation

This section will (in the future) look at the difference between two models of international tax agreements, with truly have huge implications for developing countries: levy taxes at source – where the taxable income is generated – and levy taxes on a residence basis - where the person who receives the income is based.
ANNEX 1: Tax Justice for Social Justice: Declaration at the 2013 World Social Forum Tunis, 26-30 March 2013

The prevailing international tax rules and practices are more and more undermining the ability of governments in the Global South and the North to compel corporations and wealthy individuals to pay their fair share of taxes. Multinationals and wealthy individuals continue to dodge taxes with impunity, while tax competition has led to reduced tax burdens on corporations and financial wealth. 

As a result ordinary people carry a disproportionately heavy burden of taxes and social services lack adequate resources to meet the needs of citizens. The public are made to pay for a crisis they are not responsible for. The implementation of austerity measures which aggravate poverty and inequality everywhere make the need for tax justice as urgent as ever.
Social and economic justice now and future sustainability are possible only:

· when tax dodging by multinationals and wealthy individuals is stopped;
· when race to the bottom tax competition between countries is ended and replaced by multilateral tax cooperation:
· when governments raise revenue through redistributive and progressive taxation and are held accountable for the provision of quality social services to their citizens

Continuing the tradition of the World Social Forum which, at the WSF in Port Alegre in 2002, issued a “Universal Declaration on the right to tax justice as a component part of social justice”, we demand the following to promote tax justice across the whole world:

a) Country by country reporting by multinationals

b) Automatic information exchange between jurisdictions

c) Public registers of beneficial ownership

d) Redistributive and progressive domestic tax policies

e) Alternatives to transfer pricing rules by the OECD which serve all countries

f) An end to tax haven secrecy – the major facilitator of tax dodging

g) Rigorous regulation of the finance sector including the imposition of a Financial Transaction Tax (FTT)

h) Legitimate international governance to facilitate multilateral cooperation in tax matters

To promote the tax justice agenda we commit ourselves:

a) To continue and strengthen our advocacy and campaign to influence decision makers to implement policies to achieve tax justice. We are encouraged by initial successes in this regard, such as the recent decision of the French Parliament (and further endorsed by the European Parliament) to enforce country by country reporting by French and European banks; the introduction of a Financial Transaction Tax as a result of global campaign in 11 European countries; the successful campaign of French activists to get 18 out of 22 departments to declare their territories tax haven free and similar campaigns for tax haven free cities in the Nordic countries.

b) To enhance our efforts to mobilise citizens and create strong social movements locally and globally to force governments and multinationals to end tax dodging and implement policies to achieve tax justice. The evidence based campaigns to expose the pillage of developing countries by multinationals in individual countries (such as the campaign of Zambian citizens against Glencore); the successful campaign for “Justicia Fiscal” in the Dominical Republic for an increase in education budget raised by fair tax, are inspiring achievements on which we build our future work.
· The new Global Alliance for Tax Justice can serve as a platform to coordinate and create global synergy for advocacy and campaigns and citizen mobilisation for tax justice.

Signatories

1. Global Alliance for Tax Justice;

2. ActionAid International

3. Oxfam International
4. Public Services International

5. Christian Aid UK/RI

6. Tax Justice Network-Africa

7. Eurodad

8. War on Want

9. CIDSE

10. CCFD - Terre Solidaire

11. SOLIDAR

12. "UBUNTU - World Forum of Civil Society Networks".

13. The Trades Union Congress (TUC) Great Britain

14. Europeans for Financial Reform Coalition

15. Secours Catholique - Caritas France

16. Attac Norway

17. Global Policy Forum

18. ETUC: European Trade Union Confederation www.etuc.org

19. European Citizens’ Initiative “Water is a human right!”

20. Equity and Justice Working Group Bangladesh (EquityBD)

21. Tax Justice Network

22. Tax Justice Research-UK

ANNEX 2: KILLER FACTS

Whenever possible, we try to use Oxfam’s figures (if available) in our tax work. It is possible that figures for a similar issue diverge between Oxfam’s calculations and other NGOs/think tanks’ work (e.g. difference between Oxfam and TJN figures on individual wealth hidden offshore). By nature, any methodology to calculate illicit financial flows or the cost of tax dodging can be criticized since we do not have precise information on how much money is evaded or hidden in tax havens. However, all numbers mentioned below are those used frequently by Oxfam and its allies to illustrate the scale of tax dodging.  

· Oxfam’s figures: $18.5 trillion: amount of money individuals are holding offshore in tax havens.  This means that ordinary citizens lose $156.31 billion in tax that could fill vital gaps in the austerity budgets we are suffering, and sucking money out of developing countries that the poorest people need urgently.
Oxfam press briefing “How much do individuals hold offshore and why should we care?”
15 May 201

· More than 1/3 of offshore wealth is sitting in UK linked tax havens where it is undeclared and untaxed.  The UK overseas territories and crown dependencies are facilitating 1/3 of tax dodging by rich individuals, and therefore are the cause of 1/3 of the global tax lost to ordinary people.

· 2/3 of offshore wealth is sitting in EU linked tax havens where it is undeclared and untaxed.  EU linked tax havens are facilitating 2/3 of tax dodging by rich individuals, and therefore are the cause of 2/3 of the global tax lost to ordinary people.
· 2% of GDP: this is what African nations are losing as a result of companies fiddling the books through ‘trade mispricing’, according to figures released by Oxfam. This huge tax loss is equivalent to more than half the amount that governments spend on health in Sub Saharan Africa.  if G20 countries lost the same proportion of their GDP to corporate tax dodging it would blow a massive $1.2 trillion hole in G20 budgets 
· US$21-32 trillion: amount of untaxed offshore wealth hidden by wealthy individuals in tax havens according to TJN. About 25%-30% of this (US$ 5.3-9.6 trillion) is from developing countries. 

Tax Justice Network, ‘The price of offshore revisited: new estimates for missing global private wealth, income inequality and lost taxes (p9) – 2012 http://www.taxjustice.net/cms/upload/pdf/Price_of_Offshore.pdf
· US$255 billion: The Tax Justice Network’s conservative estimate of money lost in taxes each year by governments worldwide, solely as a result of wealthy individuals holding their assets offshore.  The revenue losses from corporate tax avoidance are greater.

· US$2.1 trillion: total value of money laundering in 2009, which is equivalent to 3.6% of global GDP

United Nations Office on Drugs and Crime (UNODOC), ‘Estimating Illicit Financial Flows Resulting from Drug Trafficking and other transnational organised crimes – research report’ October 2011 (p5)

· €1 trillion: Around one trillion euros is lost to tax evasion and avoidance every year in the EU.

European Commission, Communication on An Action Plan to strengthen the fight against tax fraud and tax evasion, December 2012, based on a research from Richard Murphy “Closing the European Tax Gap”, conducted on behalf of the Progressive Alliance of Socialists & Democrats in the European Parliament.
· US$859 billion to US$1,138 trillion: Amount of illicit financial flows that left developing countries in 2010 (around half of which were diverted through trade mispricing by multinational companies, the rest were lost to corruption and theft). Every $100 million recovered could fund full immunisations for four million children or provide water connections for 250,000 households.

Global Financial Integrity ‘Illicit Financial Flows from developing countries 2000-2010’ December 2012
· US $ 429.5 to US $ 569 billion: amount of profit shifting done by multinationals (half of global illicit financial flows)

· On this amount, Global Financial Integrity estimated that the loss of tax revenues on these profit shifting is around US$ 100 billion
· US$ 38.4 billion: this is the amount of money African countries lose every year through transfer mispricing only (large companies moving money around to avoid paying tax where they are really doing real business).  This is 1.7% of African GDP.
APP report 2013, based on GFI calculation of average annual figures for the period 2008-10 http://africaprogresspanel.org/en/publications/africa-progress-report-2013/apr-documents/
http://appablog.wordpress.com/2013/05/25/remarks-by-dr-donald-kaberuka-president-of-the-african-development-bank-group-at-the-50th-anniversary-of-the-african-union/

· US$ 160 billion: Amount developing countries lose per year to tax evasion by multinational companies using fake invoicing and blatant transfer mispricing according to Christian Aid. If this US$ 160 billion was supplemented to developing countries budgets with allocation unchanged, it would be enough to save the lives of 1000 children every day.

Christian Aid study ‘Death and tax, the true toll of tax dodging’, May 2008

· £4 billion: estimated cost of UK-based global businesses that avoid taxes in the developing countries they operate in.

Action Aid, Collateral damage: how government plans to water down UK anti-tax haven rules could cause developing countries – and the UK – billions, March 2012

· US$167 billion: Amount of the MDG funding gap, the gap between what is pledged and what is currently committed to reach the 0.7% of GDP

http://www.un.org/en/development/desa/policy/mdg_gap/mdg_gap2012/mdggap_facts_2012_en.pdf

 
· US$300 billion: Amount that could be saved each year by reinforcing tax systems in developing countries.

Oxfam Intermon, “Owning Development”, 2011

· 18,857: Number of registered businesses at one address in the Cayman Islands.
· 217,000: The number of companies housed at 1209 Orange Street in Wilmington, Delaware.
· 83: Number of the 100 largest U.S. companies that use offshore tax havens ‐ including the big banks taxpayers bailed out in 2008.
· 98: number of the 100 largest companies on the London Stock Exchange that have subsidiaries in tax havens. Action Aid, Collateral damage: how government plans to water down UK anti-tax haven rules could cols developing countries – and the UK – billions, March 2012
· 174: Number of companies operated by Barclays in the Cayman Islands.
· 0%: Effective corporate tax rate in Jersey, and in the Cayman Islands.
ANNEX 3: GLOSSARY
Illicit financial flows: Flows of financial transactions that are illegally removed from countries. Illicit financial flows always involve money that is illegally earned, transferred or utilized. And it is always money that has escaped. Roughly, it is estimated that 50% of illicit financial flows result from profit shifting by multinationals, 3% is the product of corruption (a corrupt official who has stolen from his nation’s wealth) and the rest are the proceeds of money laundering, crime and terrorist financing and tax evasion (rich individuals evading taxes on their income). 
Illicit Capital Flight: Flows of money that is illegally removed from countries but usually it does not include trade mispricing. This is an old terminology which has been replaced by illicit financial flows. 

Tax dodging: A legally imprecise term often used by tax campaigners when it is not clear if a tax is being avoided or evaded. It highlights the fact that many tax avoidance strategies are abusive, while being considered legal. Developing countries lose more to tax dodging than they receive in aid each year. 

Tax avoidance: The use of legal (but immoral) methods to modify someone’s financial situation in order to lower the amount of income tax owed. This practice differs from tax evasion, which is illegal.

Tax evasion: Also known as tax fraud (the EU uses tax fraud due to the French term of “fraude fiscal” and because tax evasion in their view is not strong enough as a term to describe criminal behaviour). Tax evasion is an illegal practice where a person, organization or corporation intentionally avoids paying its true tax liability. Those caught evading taxes are generally subject to criminal charges and substantial penalties.
--------------------------------------------------------------------------------------------------------------------------------------

Tax haven: Tax havens are jurisdictions or territories which have intentionally adopted fiscal and legal frameworks allowing non-residents to minimise the amount of taxes they are due to pay in jurisdictions or territories where they reside (for individuals) or perform a substantial economic activity (for companies). Tax havens can be whole countries, dependencies of bigger countries, or even areas within countries. A definition of tax havens is suggested in Chapter 4, Section 1.4 of the compendium.
Offshore jurisdiction: Term often use in the press interchangeably with tax haven. It is a jurisdiction that has a disproportionate share of financial services in relation to GDP and total employment, and thrives in particular with services offered to non-residents that provide a greater level of either secrecy, or lesser regulation.  This might not involve being a low-tax jurisdiction; one example is Japan’s Offshore Market (JOM) though normally offshore financial centres are also tax havens.

Non-Compliant Jurisdiction: A term used uniquely by institutions such as the OECD or the IMF to denote countries or jurisdictions that do not comply with specific tax information exchange rules, or anti-money laundering rules.  The most recent list (blacklist) by the OECD on non-compliant jurisdictions is by the year 2011 empty, as it includes only countries who do not have at least 12 tax information exchange agreements with other countries (so tax havens signed countries between themselves to get off the list).
Secrecy jurisdiction: term used by Tax Justice Network (they use it interchangeably with the term tax havens but prefer this wording) in the Financial Secrecy Index 2009, and subsequently in the book published by Nick Shaxson called “Treasure Islands”.  The definition differs from the concept of a tax haven because it only highlights the secrecy aspect of tax havens (and not also the low tax base which often characterizes these jurisdictions).
--------------------------------------------------------------------------------------------------------------------------------------
Domestic resource mobilization (DRM): DRM refers to amount of money generated by households, domestic firms, and government in each country. Increasing domestic resources to finance policies offers for governments the advantages of ownership and coherence with domestic needs (as opposed, for example, to being tied to the objectives of foreign investors and aid donors).  As Oxfam, we are interested not only in the quantity of DRM, but equally its quality in terms of equity and transparency.   This means that we care about how these resources are raised (if the fiscal system in a country is fair and progressive, if not too much revenues are lost because of tax exemption and tax evasion…) 
Progressive taxation: refers to a tax system that takes a larger percentage from the income of high-income earners than it does from people with low-income. Individuals who earn more pay higher taxes; those taxes should be then used to fund public services that are used primarily by people who earn less. Differentiated income taxation is an example of progressive tax. 

Regressive taxation: refers to a tax system that takes a larger percentage from low-income people than from high-income people. A regressive tax is generally a tax that is applied uniformly. This means that it hits lower-income individuals harder. Sales taxes like VAT that apply to essentials are generally considered to be regressive because expenses for food, clothing and shelter tend to make up a higher percentage of a lower income consumer's overall budget. In this case, even though the tax may be uniform (such as 7% sales tax), lower income consumers are more affected by it because they are less able to afford it.

--------------------------------------------------------------------------------------------------------------------------------------
TOOLS TO FIGHT TAX EVASION
Beneficial ownership: Beneficial owners are the real people who own and control legal structures such as companies, trusts and foundations. Their names might not appear on business registers or on bank accounts but they are the ones who have ultimate control over funds. For information, European business registers hold very little information on beneficial owners (76.9% of business registers hold no information on beneficial ownership at all across the EU).  There are also “ultimate beneficial owners” which means the actual persons who are the owners of companies, a stronger version of beneficial ownership which would require all owners/board members of companies to be declared when a company opens a new account.
Country-by-country reporting: A proposed accounting standard under which a multinational corporation would be required to report key financial information in each country in which it operates. Discussions in the US and in the EU have led to extractive industries soon being obliged to publicly disclose the payments they make to governments in each country where they work and for each extractive project they run. This is an exciting first step but Oxfam is calling for such legislation to go further and apply to all sectors (not just extractive) and to require the disclosure of additional information (such as volume of productions or sales in the country, number of employees and amount of tax paid) to detect tax dodging practices.
Automatic information exchange: This is a proposal for all countries to exchange – on an automatic basis - the information they need to tax their citizens (and especially the wealthiest) properly, as individuals but also as owners of companies.  The idea of an automatic exchange of information between countries in gaining momentum in 2013 as even the OECD and the G20 are calling to make it the preferred option and to become the international standard. Oxfam, together with other NGOs has been calling for this exchange of information to be multilateral, so that developing countries can benefit from it as well (not just rich countries with strong tax administrations). One opportunity is for more countries (including tax havens) to sign the Convention on Mutual Assistance on Tax Matters, designed at the Cannes G20 summit in 2011.   

Anti-Money Laundering standards: Money laundering is the process of concealing the source of money obtained by illegal means (for example by evaded money not to pay taxes). Anti-money laundering standards involve jurisdictions criminalising money laundering, then creating legal obligations for professionals (mainly banks), in high risk sectors to look out for where the money comes from and who owns it and to report suspicious cases. Money laundering rules in theory make it harder for banks to just accept cash or deposits from individuals who cannot prove its legal origins although this still happens in practice due to loopholes or poor enforcement and monitoring. The Anti-Money Laundering (AML) framework relies on so-called “suspicious transaction reports”, which are voluntarily made by banking and financial institutions, which are then investigated by the relevant public authorities that deal with corruption.  The system being voluntary is seen by civil society as being too weak to tackle large scale corruption, and a more stringent system based on greater transparency of “beneficial ownership” (see above), and judicial cooperation (see below) would help in strengthening in this matter.  
Costumer Due Diligence/Know Your Client (KYC): is a term used in anti-money laundering literature and one of the Financial Action Task Force (FATF) recommendations.  KYC or due diligence means that the banking and financial institutions that handle financial flows and assets need to do background checks on the true identity of the persons who conduct business, and deposit assets.  It means often signing a document, where the bank officials recognise that they know the true identity of the asset holders.  Unfortunately, there is little public supervision of the fulfilment of the Due Diligence requirements, and banks failing to ask for beneficial ownership of their asset holders are very likely to not be fined for inadequate checks on their clients.  
Covered institutions: organisations and professions according to FATF guidelines which are required to carry out customer due diligence under anti-money laundering rules. 

Politically exposed person (PEP): is a term used in the money laundering literature, which requires extra attention in terms of Due Diligence procedures to ensure that the funds from a politically exposed person do not originate from corruption, money-laundering or organised crime.  The definition of a politically exposed person includes current and former heads of state, high-ranking government officials, and other public officials who have a high profile.  Banks and financial institutions should be more careful in accepting money from such individuals and their family / entourage.

Unitary taxation / Combined reporting / Formulary Apportionment: Idea that involves taxing multinational corporations according to the real economic substance of where they actually do business. This would mean looking at where companies’ workforce is based, where they have their assets and from which country’s resources they depend on to do business, to identify where these companies should pay taxes. Such ideas are currently being developed by Tax Justice Network (the research branch) and Oxfam does not have a signed-off position on this.
-------------------------------------------------------------------------------------------------------------------------------------
TAX DODGING VEHICLES OR TECHNICS

Arm’s length price (or arm’s length principle): The price – or more accurately, range of prices – that a company would be expected to pay for a product when buying it from another, completely unrelated company. Transfer pricing standards require companies that are related to each other (part of the same multinational group) to use this price when trading with each other. However, very often, subsidiaries from the same companies do not respect this principle and do “transfer mispricing”, in order to shift their profits to less taxed jurisdictions.

Transfer mispricing: This involves either under or over-declaring the true value of goods and services moved between subsidiaries of the same multinational company.  It is not called trade, as trade takes place between unrelated parties while transfer pricing is a legal term for the transfer of ownership of property or service within a same company.  It is estimated by the OECD that 60% of all world trade is intra-firm trade, which is then governed by the OECD guidelines on transfer pricing.  

Shell companies: companies that are used exclusively for making business transactions and do not have any real economic purpose, assets or operations.

 

Trusts: a trust usually has three components: a settler who puts the money in; a trustee who is responsible for looking after the money and transferring it to the intended beneficiary or using it as instructed; and the beneficiary. This structure helps a person to legally dissociate himself from ownership and therefore from taxes and other obligations, whilst retaining the option of the trust transferring the asset or income back to himself later on (because the trustee has discretion to transfer the money back to the settler). 

 

Offshore Foundation: Is legally a foundation which has a purpose of its existence, often requiring a charitable foundation.  In tax havens / offshore jurisdictions, foundation laws allow for any purpose to be stated as the purpose of the foundation, allowing for “sham” foundations that have no charitable purpose what so ever.  This may include a statement of “benefiting family x” or “maintaining the well-being of person y”, thus a foundation becomes like a personal or family bank account.  Offshore foundations would also have either secretive beneficiaries as well as secretive trustees.  The best known offshore foundation is the foundation in the Netherlands called Stichting Ingka Foundation, which has a capital base of $36 billion in 2006, exceeding in value the $26.9 billion of the Bill & Melinda Gates Foundation in 2006, but used most likely for tax dodging purposes.

Conduit jurisdictions: companies shift income from high to low tax jurisdictions. Typically, profit shifting is achieved by “direct” financing structures whereby companies use debt finance in the high tax entity and equity finance in the low tax entity. However, certain tax policies can lead to “indirect” financing structures whereby a conduit entity provides an opportunity to achieve tax deductions. Some of these conduit countries have special laws, such as bank secrecy (Switzerland and Luxembourg), a strong judicial system (the United Kingdom) and corporate governance rules (Delaware in the United States) that encourage companies to set up holding companies in their jurisdictions. Others, the main interest of this paper, have a tax regime that encourages investment flows through them that enables multinationals to substantially reduce some taxable income on a worldwide basis (Ireland or the Netherlands). 

The “Dutch Sandwich”: The Netherlands is an extremely attractive jurisdiction in which to locate a royalty conduit companies. A Netherlands royalty conduit company is a company which intercedes between the owner of intellectual property rights (e.g. a patent owner) and the final user of those rights (i.e. licensee of the patent) with a view to realizing fiscal advantages. For example, a German company, owning a patent, gives a Dutch royalty conduit company the right to license that patent to any licensees based in Japan. The Dutch company then grants a license to a Japanese one subject to a royalty fee. The fiscal consequences of this transaction are as follows: 
· No tax on royalty payments made by the Dutch company to the German one for the right to sub-lease the patent to the Japanese company (since in the Netherlands there are no taxes levied on royalty payments). 
· No or little tax paid by the Japanese company for the right to use the patent in Japan (because of a favourable double taxation treaty  between Japan and the Netherlands providing a very low tax rate in case of payment of royalties)  
Round Tripping: it involves sending money out of your country, then disguising your identity to pose as a foreign investor and bringing the money back to your country, receiving the tax breaks that are designed to attract foreign direct investment. This explains why Mauritius is the biggest foreign direct investor in India (accounting for 43.6% of FDI). 

Treaty shopping: this is one form of tax-related regulatory arbitrage. A parent company sets up a mailbox company to give itself a presence in a jurisdiction with a favourable double taxation treaty, low tax rate or laws in place protecting financial secrecy or providing weak requirements to disclose ownership information. This practice has led to a building in the Cayman Islands where 18,000 US companies are based. 

Withholding tax: This is when a tax is taken from an individual or a company’s income before it reaches them. You’re probably familiar with this through pay as you earn, when your income tax is taken out of your salary and paid to the government by your employer. Many countries require companies that are making payments to other foreign companies to pay a withholding tax on them, especially when the two companies are related to each other.  One common tax dodging technique is to place management or other “intangible” services, i.e. not involving physical movement of goods, in countries with very favourable/low tax imposition on such transfers.  In the SAB Miller case for example, the African and Indian subsidiaries of SAB Miller paid “management service fees” to sister companies in European tax havens (mostly Switzerland) were tax rates are lower, resulting in less taxes being paid in Africa or India. Management fees are a technique used widely mainly because it’s difficult to verify the reasonableness of those fees. ActionAid estimated that management fee payments by SABMiller companies in Africa and India amounted to £47 million each year, depriving these governments of £9.5 million of tax revenue”
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