“There is a ‘way to do tax’ that
is responsible in its attitude to
the society within which the
company operates, and which
is good for business.”
KPMG Business School

Tax responsibility
an investor guide

About ActionAid
ActionAid is an international non-governmental organisation
working in 45 countries worldwide, and our positions and
recommendations reflect the experiences of our staff and
partners in Africa, Asia, the Americas and Europe. Our
vision is a world without poverty and injustice in which every
person enjoys the right to a life with dignity. We work with
poor and excluded people to eradicate poverty and
injustice. In 2003 we became ActionAid International and
moved our global headquarters from the UK to South
Africa. Our rights-based approach, which looks at the
systemic causes of poverty, forms the foundation for our
development work. We play a leading role in the debate in
the UK and globally around tax justice, aid effectiveness
and accountability for developing countries.
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Tax responsibility: key questions for investors

The purpose of
this guide

“There is a ‘way to do tax’ that is responsible in its attitude to
the society within which the company operates, and which is
good for business.”
KPMG Business School
1

This guide is aimed at investors seeking to examine
corporate tax policy and practices. Tax is increasingly
under the spotlight, intensifying financial, regulatory and
reputational risks in this area for companies. Where tax
practices are aggressive, they can also undermine the
ability of governments in developing countries to provide
public services, which is why international development
organisations such as ActionAid, governments and
international organisations are increasingly seeking a
socially responsible approach to corporate tax.2
In this climate, investors need clear benchmarks to gauge
such risks, particularly in navigating often contradictory
claims by businesses, journalists, campaigners and tax
authorities.3 Clear, verifiable benchmarks would also help
companies to cut through claim and counter-claim,
enabling them to communicate their tax policies and
practices, and the true levels of risk associated with them.
This guide is intended as a practical contribution towards
defining such benchmarks across three broad areas of tax
responsibility:
- a responsible tax policy (content)
- responsible management of tax policy (processes)
- responsible tax reporting (transparency).
These areas are explored in more detail in our 2011 paper
on ‘Tax Responsibility’.4 This guide operationalises the
principles developed in that paper.
Across these three areas we outline seven indicators of a
responsible approach to tax which investors and other
corporate stakeholders could use to enquire about a
company’s tax planning, management and practice.

This guide is in three sections. The first summarises some
of the risks for companies associated with aggressive tax
practices, especially in developing countries. The second
section outlines three steps companies can take to
reassure investors. The final section sets out seven possible
criteria on tax responsibility, and provides questions that
can be asked by investors to help determine a company’s
risk and performance against these seven criteria.
To provide examples of how these questions might be
used, we’ve used the seven criteria to survey the FTSE100.
While none of the FTSE100’s responses was complete
enough to enable a concerned investor to assess its tax
behaviour against all seven criteria, we have been able to
find useful examples under each criterion. These examples
may provide a ‘minimum standard’ of response that can be
expected from a company, and illustrate what further
questions may be needed to assess risks adequately. (It
should be noted that none of these examples constitutes an
endorsement for a company’s tax policy or practices. Some
include companies about which serious concerns have
been raised in relation to other areas of their tax behaviour).
Benchmarking the responsibility of a tax policy’s content
will inevitably be more controversial than benchmarking the
management of that policy. This guide does not provide a
definitive list of acceptable and unacceptable tax planning
– over which there is currently no consensus between
governments, investors, campaigners and some
companies. Instead this guide seeks to equip investors with
tools to engage with companies on acceptable levels of risk
associated with tax policy and planning.
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Summary

What is tax responsibility?
A responsible approach to corporate tax incorporates at
least three elements:

A

B

C

A responsible tax policy
A clear, publicly communicated tax policy, which aligns
the company on a tax risk management scale; sets out
the company’s approach to tax negotiations; and rules
out specified aggressive tax practices.
Managing tax planning
Measures for ensuring that the (responsible) tax policy
is implemented throughout the group: including
communicating the policy, training relevant employees,
setting out compliance mechanisms and providing
mechanisms for identifying non-compliance.
Reporting on tax responsibility
Detailed published information on where and how a
company pays tax – in each jurisdiction where it
operates – sufficient to ensure that company practice
matches policy, and that investors can gauge risks
associated with the company’s tax practices.

Seven criteria to help assess tax
responsibility
Tax policy

1

Who sets the policy, and who provides input?

2

Who has responsibility and how is the policy reviewed?

3

How does the content of the policy address risk?

Tax management

4

What systems are in place to implement the policy?

Reporting

5

Is the tax policy available?

6

How much tax is paid, and where?

7

Is detailed information given on subsidiaries in tax
havens?

4
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Key questions for
investors to ask

A

Tax policy

Key question

1

2

Indicators

Who provides input and
who sets the policy?

- Active board-level involvement in setting, approving and reviewing tax policy

Who has responsibility and
how is the policy reviewed?

- Board-level oversight of tax policy

- Corporate responsibility and other relevant non-financial staff involvement in setting
tax policy

- Regular reviews of tax policy
- ‘Extraordinary’ review of tax policy triggered when new risks emerge
- Reviews include feedback regarding impact of tax practices on all countries where
the company is tax resident

3

How does the content of
the policy address risk?

- Policy rules out aggressive tax practices
- Policy defines the level of risk acceptable in the company’s tax planning
- Policy includes qualitative and quantitative benchmarks
- Policy provides for an assessment of tax revenue impact to accompany all major
business decisions
- Policy outlines criteria for tax negotiations

B

Tax management

Key question

4

What systems are in place
to implement the policy
and ensure compliance?

Indicators
- Policy and code of conduct are communicated to employees
- Criteria for performance management of staff involved in implementing the tax
policy are outlined
- Relevant staff are trained on how the company expects them to implement the
policy
- The need to address tax as a corporate responsibility issue is clearly articulated
- Secure communication channels are provided for employees to seek advice or
voice concerns
- Procedures to remedy non-compliance have been created
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Tax reporting

Key question

5

Is the tax policy available?

Indicators
- The tax policy and details of any relevant codes of conduct are published
- All tax staff are aware of the contents of the policy, including external tax advisers
and auditors

6

How much tax is paid,
and where?

- Depth: a breakdown of tax payments consolidated at the country level and other
significant financial information to set them in context is available
- Breadth: information is provided for all jurisdictions in which the company (or its
subsidiaries) are tax resident. This should include a full list of subsidiaries by
jurisdiction

7

Is detailed information
given on subsidiaries in
tax havens?

- The company structure is publicly available
- Basic financial information is published for each subsidiary based in a tax haven
(e.g. turnover, staffing, profits, tax paid)
- Accounts are available on the company’s website for every subsidiary company

5

6

Tax responsibility: key questions for investors

The business case for
tax responsibility

Figure 1: tax responsibility can mitigate both company-specific risks, and risks in the wider
regulatory and public environment
Responsible tax
practices

Lower risk of public
exposure/critique of
tax practices

Decreased risk of
reputational damage
Decreased risk of
regulatory pressure
on all companies

Strong tax policy
management and
oversight
Clear public reporting
of tax position

‘Beyond bare
minimum’ disclosure
to tax authorities and
regulators

Lower risk of tax
non-compliance

Broader corporate
culture of
transparency

Smaller contingent
liabilities / lower
cash-flow risk

Decreased risk of
regulatory pressure
on specific company
Decreased stockprice crash risk

Aggressive tax practices are a financial risk
At least three types of direct financial risks are associated
with aggressive tax planning. Of course, regulatory and
reputational risks can also result in direct financial risks for
investors.
1. Stock price crash risk
The complicated, secretive measures needed for
aggressive tax practices arguably encourage the hoarding
of bad news until there is a tipping point, and all the bad
news comes out at once, leading to a stock price crash, as
with the examples of Enron and Tyco. Beyond these
anecdotal examples, there is robust empirical evidence that
tax avoidance is associated with US stock price crash risk.5
The secrecy involved in aggressive tax practices may also
encourage other activities that may not be in the best
interests of investors, such as earnings manipulation.6 The
development of cultures of extreme secrecy within
companies may provide the environment for employees and
managers to commit other, fraudulent abuses, as was
alleged in the case of US investment bank Bear Stearns in
the years leading up to its 2008 collapse.7

2. Compliance risk
An aggressive tax position can increase the likelihood of an
audit by tax authorities, creating substantial compliance
costs as well as the risk of adjustments increasing the tax
liability. For example, in Argentina, the world’s four largest
grain traders are the subject of an official tax investigation,
the costs of which could run to hundreds of millions of
dollars for the companies involved.8 Public attacks on
companies’ tax affairs can also force a re-examination of
tax settlements, as happened in the cases of Goldman
Sachs and Vodafone in the UK, with both financial risk and
reputational damage for the companies concerned.9
3. Cash flow risk
Aggressive tax practices can reduce certainty for a
company, as they can result in significant contingent tax
liabilities on the company’s balance sheet. If such liabilities
become due at a later date, they may then damage the
company cash flow at that date.10 Regulatory risk can also
result in cashflow risk, as loopholes may be closed at a
future date.11
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Aggressive tax practices are a reputational risk
Several high-profile cases of companies alleged to have been
avoiding corporation tax have led to growing public awareness
in the US, EU and developing countries on this subject. This
has already resulted in brand risk for some companies, as for
Starbucks; and in Starbucks’ case has materially increased
the company’s tax bill, at least in the UK.13 In a 2012
international survey of CFOs by the international tax advisory
firm Taxand, 87% of European CFOs (and 62-64% of Asian
and American CFOs) believed that exposure of corporate tax
planning has a detrimental impact on a company’s
reputation.14

Reputational risk also affects the operations of multinational
companies in developing countries. For example, when
Tanzanian Prime Minister Mizengo Pinda published a list of
top taxpaying companies in 2011, important
parliamentarians and media outlets reported the absence of
a number of companies with large operations in the country
who might be expected to appear on the list.16

In addition to direct brand risk, competitors are likely to take
advantage of the public mood. For example, in February 2012
HMV criticised its online rivals for avoiding UK corporation tax;
and Costa Coffee has promoted its 25% effective tax rate in
comparison to its competitor Starbucks.15

“Reputational damage may lead
to liabilities for external costs
associated with a company’s
operations, greater difficulty in
permitting [obtaining permits]
that could lead to project delays
or cancellation, or the loss of
favourable tax status or other
forms of government financial
assistance.”
Calvert Investments
17

“Corporate taxes are a giant black
box for investors… if investors
learn that a company bears more
risk than was known before, that
could have an impact on their
estimates of future cash flows and
the return that investors would
demand (i.e., increased tax risk
should increase cost of capital),
which could affect valuations.”
David Zion, a Managing Director
at Credit Suisse
12
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Aggressive tax practices are a regulatory risk
As public concern over aggressive tax practice increases,
revenue authorities are likely to want to be seen to be
focusing resources on companies with reputations for
taking an aggressive tax position. This is especially relevant
for the governments of developing countries, where
corporation tax often constitutes a greater proportion of
revenue than in developed countries. Eighty-two of the
FTSE100 also operate in the developing world.
Investigating the tax practices of a multinational company
can be extremely difficult even for revenue authorities with
adequate capacity,18 not least because of the international
nature of profit shifting and the secrecy of tax havens. This
complexity has already led some countries, including
developing countries, to introduce generalised restrictions
to aggressive tax practices,19 as witnessed by the spread of
general anti-avoidance rules in the UK, India and
elsewhere.20
Since 2009, powers allowing tax authorities to engage in
greater international cooperation on audits and similar
measures have also been growing, for example through the
expanding membership of the OECD/Council of Europe’s
Multilateral Convention on Mutual Administrative Assistance
in Tax Matters, which gives tax authorities powers to
cooperate on cross-border audits, conserve and recover
tax on behalf of other authorities. Likewise, following media
coverage of ActionAid’s allegations against SABMiller’s tax
practices in Africa and Asia, tax authorities from several of
these countries met in June 2011, initiating the development
of a new African multilateral tax treaty whose text was
finalised by a meeting of representatives from 21 African
countries in August 2012. 21 This is likely to significantly
increase African tax authorities’ powers to scrutinise the
cross-border tax affairs of UK multinationals in the future.

Developing countries’ regulatory efforts on tax behaviour
have been typically constrained by two contradictory
impulses with regard to corporate taxation: one to ensure
that potential benefits in terms of tax revenue are realised,
the other to create an attractive fiscal climate to encourage
foreign investment. Yet there is growing evidence that lower
tax rates and incentives may not attract sufficient
investment to compensate for the accompanying revenue
losses, are a lower priority for foreign investors in most
developing economies than other aspects of the business
environment,22 and have not been a primary factor in the
success of developing countries routinely used as models
of economic growth such as Rwanda.23 Governments
reviewing this evidence may be encouraged to take action
against companies perceived to be employing aggressive
tax practices. This is already evident in the more assertive
tax position of more powerful developing countries such as
Brazil and India, which may embolden others.24
Public outcry over the tax practices of mining companies
in Zambia, for example, recently led to the announcement
of a mining-specific audit programme by the new Zambian
government aiming to raise an additional US$500 millionUS$1 billion in revenues.25
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Example: Corporate tax in Zambia – regulatory
pressures and investor concerns

The taxation of multinational companies has become a
political hot potato, not only in the UK but in a number of
other countries. These include Zambia, which has seen a
series of high-profile tax scandals involving the country’s
mining sector.
In 2008, with annual copper exports at US$2 billion and
tax revenues from copper mining companies at just
US$30 million, the Zambian Revenue Authority (ZRA)
engaged international auditors Grant Thornton and Econ
Poyry to undertake pilot tax audits of four Zambian mining
companies. 26 In February 2011 the draft report of one of
these audits – for the Mopani Copper Mine operated by
London Stock Exchange-listed Glencore International Plc
– was leaked in the Zambian media. It alleged that the
company had minimised tax liabilities by undervaluing
copper exports to a fellow Swiss subsidiary and inflating
operational costs.27 Glencore has denied these allegations,
and has argued that the audit report was “confidential,
preliminary and an incomplete draft”, and “contained
fundamental factual errors”.28 Nonetheless the ZRA
reportedly revised the company’s tax bill significantly
upwards in June 2011, according to the then Zambian
finance minister.29

Political controversy is now leading to much wider
regulatory, legislative and operational pressures on
multinational companies in Zambia. The Norwegian
government is funding a dedicated mining taxation unit
within the Zambian Revenue Authority to increase tax audit
scrutiny in this sector.30 Public calls for the reintroduction of
a windfall tax on mining companies’ turnovers, abolished in
the 2009 budget, became a key election issue in 2011, and
have continued since. And the 2013 Zambian budget
introduced a new raft of tax measures for multinational
companies, including increased withholding tax rates on
royalties, interest payments and dividends; tightening thin
capitalisation regulations on mining companies; and
removing significant tax incentives previously enjoyed by
multinational companies.
Meanwhile there are indications that increased tax and
regulatory scrutiny of particular companies has had knockon effects on investor confidence: for example, the draft
audit findings from the Mopani Copper Mine were explicitly
cited a month later in a decision by the European
Investment Bank, which had previously financed the
company’s Zambian copper smelter, that it would refuse
further financing requests from Glencore or its
subsidiaries.31
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The business case for greater
openness
A company operating a responsible approach to tax will
publicly provide more information than is legally required in
the annual report and financial statement. Nonetheless, tax
departments have sometimes argued that even a company
operating a responsible approach needs to keep this
information confidential. PwC presents the business case
for greater transparency in the table below, and concludes
that greater openness outweighs the risks. In addition to the
benefits listed in the table below, public disclosure can also
encourage a more prudent approach to risk management
generally.
Leaders believe that the benefits of greater transparency
outweigh the potential risks.

Potential benefits
- Increased awareness of the tax and economic
contribution of business
- A more balanced view of tax contributions
- Demonstrable board involvement in tax strategy and
governance
- Tailored communication with key stakeholder groups
- Respond to transparency initiatives and contribute to
debate on tax reporting
- Longer-term reputation risk benefits
- Better-connected business decision making
Potential risks
- Conflicting interests of different stakeholder groups
- Difficulties of communicating a complex, technical area
- Scope for misunderstanding or misuse of data
- Potentially conflicting pressures of tax planning and tax
transparency
- Commercial and confidentiality issues
- Resource, time and cost
PwC, 201132
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What does tax responsibility
look like?

A workable definition of tax responsibility – or irresponsibility
– is unlikely to be confined simply to a list of acceptable and
unacceptable tax practices, for two reasons:
- The variety of companies’ structures, business models
and regulatory regimes precludes such a definitive list.
- The impact of a given tax practice is dependent on where
and how it is carried out, varying according to whether it
affects a developed country’s well-protected tax base, or
the smaller and far more vulnerable tax bases of many
developing countries (see box below).

Rather, tax responsibility encompasses the three areas of a
company’s tax function outlined above:

A

the content of its tax policy

B

the development and management of that policy

C

the availability of sufficient information on tax policy
and practice for investors and other stakeholders to
judge risks associated with a company’s tax behaviour.

Every operating country matters
The core of our view of tax responsibility is that the impact
and risks of tax practices cannot be adequately gauged with
information focused exclusively at a global or group level.
Companies typically adopt tax strategies (and subsequent
reporting) that focus on the global picture: the overall effect
of their tax planning on global profits and dividends. This
has broadly been confirmed by our survey of the FTSE100.
This approach disguises the risks faced in particular
countries. It can also disguise abusive tax practices
undertaken through intra-group transactions – such as
shifting profits from developing countries to tax havens.33
Finally, whether the risk associated with a transaction is
material should be context-specific, not only related to the
size of the transaction relative to the entire corporate group.
A company’s subsidiary in a developing country may be
relatively small compared to the global size of the corporate
group, and still be a significant taxpayer in that country. For
example, Barclays’ African businesses account for just 9%
of the group’s global income; yet they are amongst the
biggest businesses in each of the countries where they
operate; its Kenyan subsidiary, for example, is by some
measures Kenya’s most valuable company, with an
operating income 60% the size of the Kenyan health
budget.34 In such instances, the impact of a tax-avoiding
transaction could be significant in that country, and the
risks run by the company become material despite the
apparently small size of the subsidiary or the transaction.

Investors can thus only appreciate the possible risks by
enquiring about how the company manages risks in each
country where it operates, and by examining disaggregated
financial information that would reveal potentially aggressive
tax practices. An example of relevant financial information
would be if a company reported high profits in a tax haven
that had otherwise low levels of economic activity. As this
guide shows, such information can be difficult to obtain.
Tax risks also need to be considered beyond the tax policy
itself, since a decision that may be consistent with a
company’s overall tax policy can have an unintended
impact on developing countries. For example, if a company
centralises procurement into a low-tax jurisdiction, it can
achieve many non-tax efficiency savings. Tax efficiency may
play only a small role in this decision, and tax savings may
be relatively small. And yet, the tax lost to a developing
country can be quite significant, and can be compounded
by the loss of high-value jobs. This can increase
reputational risk for the company, and also the risk of
regulatory challenges.
One way to mitigate such risks is to involve the corporate
responsibility team in tax planning decisions, working
closely with the tax team to assess the likely impact on the
tax revenues of each of the countries in which a company
operates.
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A
A responsible tax policy
A responsible tax policy should have two aspects – the
process for creating the policy and the content of the policy.
The process is perhaps easier to assess than the content,
and it should involve: Board-level oversight and ownership;
input from relevant staff; and regular reviews.
Board-level involvement in the governance of tax
decisions is expected by revenue authorities. One element
of the UK revenue authority’s definition of a ‘low risk’
taxpayer is that the company “has clear accountabilities up
to and including the board for the management of tax
compliance risk and tax planning”.35
Input to determining the tax policy should not be limited to
the tax function within the company and/or the Chief
Financial Officer (CFO). It should, for example, include
corporate responsibility staff.
Reviews of the tax policy should take place routinely, but
also when triggered by potential risks, such as major shifts
in public opinion, or significant changes in tax legislation in
one of the jurisdictions in which the company operates. The
review should also provide an opportunity for assessing the
impact of the company’s overall tax position on the
countries in which it operates, so that changes can be
made to minimise risks.

“The challenge for boards is to
determine how best to achieve
the goals of legal compliance,
shareholder return, and
corporate responsibility. It is
good practice to formalise the
response to this challenge into a
documented tax policy, and to
keep this up-to-date through
regular board-level reviews.”
Henderson Global Investors
37

Content of the policy should clearly align the company on
a risk management scale, such as that proposed by
Pricewaterhouse Coopers (PwC).36 This positioning should
be explicit – if a company adopts a conservative low-risk
policy on tax, it should rule out the use of specific
aggressive tax practices. It should also outline the
company’s approach to tax negotiations, either when
arranging advanced pricing agreements or exemptions
when entering a new jurisdiction, or in its ongoing revenue
authority relationship. Multinationals have significant power
during initial tax negotiations with a developing country.
From a risk management perspective, if a business is
criticised for paying very little or no tax in a given country,
the reputation risk may not be very different if this is a result
of negotiations with the government or of subsequent
aggressive tax practices, as suggested by the controversy
– well founded or not – over tax settlements with the UK’s
HMRC dubbed ‘sweetheart deals’ in the UK media.
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B
Managing compliance with the policy
According to PwC, tax risk management is a relatively new
idea in tax departments.38 And given the complexity of
multinational company group structures, having a boardapproved policy is unlikely to be sufficient to ensure day-today compliance with that policy. In some cases, tax practice
is the independent responsibility of the CFO of a subsidiary,
which may result in discrepancies with the official group tax
policy if that policy is not properly disseminated through the
company.39

The FTSE4Good anti-bribery index provides an example of
how to incorporate a similar policy throughout a corporate
structure.40 This index lays out criteria for managing a policy
throughout the company, including communicating the
policy to all employees and training relevant employees in
the policy. It also requires formal compliance mechanisms,
including confidentiality for staff reporting non-compliance,
and remedies for non-compliance.41

Mainstreaming a responsible approach to tax practice
within a company should mean reviewing performance
management criteria, to ensure that staff are measured
against the risks faced by their planning and practices in
each jurisdiction for which they have responsibility.

C
Reporting on tax responsibility
Greater transparency on tax serves three purposes in
reducing tax-associated risks. First, it promotes compliance
with the tax policy by enabling independent verification that
company practice matches policy. Second, it allows an
investor to understand the basics of a company’s tax
position and its effects across the company’s operations.
Third, it can also have a positive impact on company
reputation itself, by publicising responsible tax policies and
practices, and demonstrating the corporate income tax
paid in developing countries.
At present, however, the typical information provided in
most company financial statements does not provide a
breakdown of tax figures by jurisdiction. Instead it provides
a consolidated tax return covering all its subsidiaries. This
provides little useful information to help an investor assess
whether the taxes paid in each jurisdiction are appropriate.
In order to determine whether a company’s responsible tax
planning matches its policy, information must be provided in
two dimensions:
Depth: a breakdown of different types of tax payments
(and not just overall tax or ‘total tax contribution’);
combined with supplementary information such as
turnover, profit, and staff levels, that allows a comparison
of these payments with the company’s economic activity

in a country. This information is often available in the
financial accounts of each subsidiary company, but in
many countries, financial statements are not publicly
accessible unless a company is listed on the stock
exchange, so companies should disclose financial
statements for all subsidiaries through their websites.
Breadth: information should be provided for all
jurisdictions in which there is a taxable subsidiary,
regardless of its function. This includes jurisdictions that
contribute only a relatively small part of the global income,
as these may still be material risks, as noted above.

14
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Seven criteria for tax
responsibility: surveying
the FTSE100
The final part of this guide provides practical examples to
show what our seven tax responsibility criteria may look like
in practice, and how widespread they are amongst large
multinational companies.
During 2012 we surveyed all members of the FTSE100 (as
of 25 November 2011), sending questionnaires to investor
relations staff in each company for feedback. We received
40 responses. For companies that have not responded, we
have attempted to complete the questionnaires using
information available online, in annual reports and in
corporate responsibility reports. The questionnaires are
available from ActionAid’s website.43 We would be pleased
to provide further details about particular responses on
request.

“[Businesses should] be in a
position to give a reasoned
justification of their approach to
key tax issues such as the use of
tax minimisation techniques,
which is consistent with their
approach to other CSR issues.”
KPMG Business School
42

Tax responsibility: key questions for investors

15

1
Tax policy: who provides input?

Purpose of criterion
Given the risks involved, setting tax strategy should involve
more than just a company’s tax and financial management
functions. It should include:

Emerging good practice
In addition to referencing the involvement of corporate
responsibility staff, Burberry reported that non-executive
directors – who hold legal responsibilities to ensure good
corporate governance – are “responsible for monitoring all
significant tax matters”.44

- active board-level involvement in setting, approving and
reviewing tax policy
- corporate responsibility and other relevant non-financial
staff involvement in setting tax policy.

Sample follow-up questions
- How are corporate responsibility staff or others involved
with tax policy?

Surveying the FTSE100
29 companies provided information on input to tax policy,
either publicly or in response to ActionAid. Of these, 21
referenced the board or one of its sub-committees, such as
an audit committee. The other companies reported the Chief
Financial Officer as having final responsibility, which is
board-level oversight but does not suggest the rest of the
board is involved. Three companies – Burberry, Experian and
Marks and Spencer – mentioned the involvement of
corporate responsibility staff.

- Are they only consulted, or are they also able to challenge
financial colleagues on positions taken in the tax policy? 45

Figure 2: Board oversight of tax policy?

71%
No information

21%
Board/sub-committee
oversight

8%
No board/sub-committee
oversight
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2
Tax policy: who has responsibility
and how is the policy reviewed?

Purpose of criterion
Regular reviews with wide-ranging scope and participants
are necessary to ensure the tax policy adapts to potential
risks. This should include:
- board-level oversight of tax policy
- regular reviews of tax policy
- ‘extraordinary’ review of tax policy triggered when new
risks emerge
- reviews include feedback regarding impact of tax
practices on all countries where the company is tax
resident.
Surveying the FTSE100
39 companies provided information on reviewing tax
strategy, either publicly or in response to ActionAid. Of
these, four – G4S, SABMiller, Smiths Group and Vodafone
– report that the policy is also reviewed when risks
emerge.46
Typically, tax policy review appears to be the responsibility
of the audit committee, which may cover a wide range of
issues, and may not contain the expertise necessary to
review a tax policy. Further information would be needed
about both the expertise available on the audit committee,
and the nature of the review – is it simply to check
compliance with the policy, or does it also have the
opportunity to update the policy?

Emerging good practice
SABMiller has a specific Group Tax Risk Committee,
chaired by the Chief Financial Officer, responsible for
reviewing tax policy. 47 The company also provided
information on what might trigger a review. These include
material changes to legislation, the company’s business, or
tax industry developments. An investor should enquire what
‘material’ means in this context. It may not cover political or
public opinion shifts that change the calculus of reputational
risk. And as mentioned before (p11) ‘material’ changes may
not cover changes in some developing countries, where the
company may be a significant taxpayer but where changes
in tax position may have a small impact on the post-tax
profits of the global company.
Sample follow-up questions
- What events or conditions trigger reviews of the tax policy?
- Do these include political, legal or public-opinion changes
regarding tax?
- Do they include events or changes in developing countries
– where changes in tax position may have a comparatively
small impact on the post-tax profits of the global
company, but where the company may be responsible for
a significant proportion of the government’s revenues?
- What tax expertise is present in the committee or
grouping responsible for reviewing the tax policy (e.g.
audit committee)?

Figure 3:
Risk-responsive tax policy?
57%
No information

39%
Tax policy reviewed
4%
Tax policy reviewed
when risks emerge
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3
Tax policy: how does the content
of the policy address risk?

Purpose of criterion
A tax policy should outline both the principles governing the
company’s approach, and how this will operate in practice,
for example by detailing approved and non-approved tax
practices, structures and tax negotiating positions.
A responsible tax policy should:
- rule out specified aggressive tax practices
- define the level of risk acceptable in the company’s tax
planning
- include qualitative and quantitative benchmarks
- provide for an assessment of tax revenue impact to
accompany all major business decisions
- outline criteria for tax negotiations.48
Surveying the FTSE100
Only three of the companies surveyed publish a substantial
tax policy or position (see also criterion 5).49 In total, 34
companies provided some indication of their approach to
tax, either publicly or in response to ActionAid. However,
the quality of this information is limited.
Even from the information received, we can identify a range
of positions from companies that do not publish a full policy.
Old Mutual provides a clear statement that it regards tax
risk as the risk involved in not paying an appropriate level of
tax.50 Imperial Tobacco explicitly aims for stability in tax
payments, though it does not yet regard tax as a material
issue for its formal responsibility framework.51 Schroders
states that it “does not undertake any tax planning that
aims to achieve a result which we believe is contrary to the
intentions of the legislature”.52 Other companies – like Legal
and General – expressly seek to be in the ‘low risk’
category of UK revenue authorities’ tax compliance risk
rating.53

Emerging good practice
The comparatively full description of Rio Tinto’s approach to
tax in its annual report goes beyond a statement of legal
compliance. It includes seeking good relations with tax
authorities, and obtaining no significant benefit from tax
havens.54 ‘Good relations’ could be explained in greater
detail – for example, setting standards for responding to
enquiries from revenue authorities.
The policy’s statement that it receives no significant benefit
from tax havens would also need further clarification as to
how the company defines a “significant benefit”. Such
elaboration would be particularly important for investors
seeking to gauge tax risk given the location of 17% of Rio
Tinto’s subsidiaries in tax havens, whose functions are not,
in most cases, disclosed (see criterion 7 below).55
Three further companies – Hargreaves Lansdown, Rolls
Royce and Wm Morrison Supermarkets – report they do
not engage in artificial tax planning.56 This policy sends a
strong signal to tax functions. Investors may wish to
understand the policy in more detail, and particularly which
tax planning practices are explicitly ruled out, since it is also
possible to take advantage of existing non-artificial
corporate structures to implement an aggressive tax
practice.
Sample follow-up questions
- Where the tax policy rules out aggressive tax practices,
how are such practices defined?
- Where the tax policy provides for an assessment of the
tax-revenue impact/benefit of an unacceptable tax
practice, what is the threshold defined for that impact/
benefit?
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4
Tax management: what systems are
in place to implement the policy?

Purpose of criterion
Responsibly managing a tax policy across a multinational
company requires more than simply producing and
promulgating the policy itself. It requires detailed
procedures that regulate the tax function across the whole
corporate group in accordance with the policy; that
promote and incentivise compliance with the policy; and
that monitor such compliance.

Emerging good practice
Diageo provides a detailed description of its tax
management. Its Global Tax Policy clearly identifies key staff
across the group who are expected to know the details of
the policy. The tax policy itself requires that the tax function
should have regard for corporate responsibility, and that tax
staff should communicate this to external advisers. It also
requires training for employees where necessary.

Responsible tax policy management should involve:

Diageo requires that staff report any suspected noncompliance, but this is significantly weakened by requiring
an employee to inform their line manager first. As a result,
any systematic or institutional non-compliance may not be
reported for fear of repercussions. By contrast, G4S has an
explicit reference to whistle-blowing over tax concerns,
which can be done anonymously via management or
through an internal telephone hotline.58

- communicating tax policy and code of conduct to
employees
- outlining criteria for performance management of staff
involved in implementing the tax policy
- training relevant staff on how the company expects them
to implement the policy
- clearly articulating the need to address tax as a corporate
responsibility issue
- providing secure communication channels for employees
to seek advice or voice concerns
- creating procedures to remedy non-compliance.
Surveying the FTSE100
26 companies provided some information on how tax
decisions are made across their multinational structure,
either publicly or in response to ActionAid. These appear to
represent a wide range of approaches. At least 15
companies appear to either delegate decision-making to
national-level finance staff (sometimes with help from
external consultants) or manage tax in the same way they
manage other policies, which presumably involves national
or subsidiary-level responsibility. Three companies reported
regional-level decision making, where these ‘regions’ could
also represent significant jurisdictions.57 Two companies
reported some global oversight of the tax function, either
through head office monitoring of business units’
implementation of tax policy (Old Mutual); or through an
annual statement of compliance from all tax managers
(Diageo).

Sample follow-up questions
- How is staff awareness of the tax policy monitored/
assessed?
- Are employees able to voice concerns about tax practices
confidentially, without being required to go through their
line managers?
- What are the specific remedies or penalties for noncompliance with the tax policy?
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5
Reporting: is the tax
policy available?

Purpose of criterion
Openness regarding corporate tax policy enables investors
to gauge levels of tax risk within a corporate group, and can
help assuage investor and public concerns should risks
materialise.
As part of a transparent tax policy, companies should:
- publish the tax policy and details of any relevant codes of
conduct
- ensure all tax staff are aware of the contents of the policy,
including external tax advisers and auditors.
Surveying the FTSE100
Only nine companies reported on their tax policy, either
publicly or in response to ActionAid. Of these, six provided
only a short description of their approach to tax.59 Perhaps
these statements are regarded more as a set of principles
under which the tax staff will operate, but more elaboration
would help to gauge risk associated with the company’s tax
practices, and also help staff with the practical
implementation of the policy.

Emerging good practice
Vodafone’s published tax policy is especially detailed,
providing several relevant documents, including an overarching 10-point Tax Code of Conduct and a detailed Tax
Risk Strategy across 12 sections. In addition, the appendix
references five related documents (although none is publicly
available), including a risk scale and a specific transfer
pricing policy.
Sample follow-up questions
- Does the published tax policy consist of just a statement
of principles, or is detailed information also published
about different areas of tax policy? (For example:
standards for negotiations on tax incentives, holidays and
amnesties; detailed principles of conduct for tax audits.)
- Are there specific policies published for particular types of
tax practice? (For example: transfer pricing, tax aspects of
mergers & acquisitions, tax-efficient supply chain
management, the tax-efficient management of debt and
losses within the group).

Figure 4: Is the tax policy made publicly available?

91%
No tax policy
available

6%
Short tax policy
statement only

3%
Detailed tax policy
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6
Reporting: how much tax
is paid, and where?

Purpose of criterion
The accounting standards typically adopted in annual
reports and financial statements are not sufficient to give an
idea of whether a company is behaving responsibly in its
tax affairs. Further information should be provided for
investors and other stakeholders to judge whether a given
tax policy is really reflected in the company’s tax position.
Tax information is needed in two dimensions.

Emerging good practice
Cairn Energy is one of the companies that provides more
detail, listing payments made to some governments.
Investors might wish to ask further questions: in particular,
only the information provided for India is broken down to
indicate corporate income tax paid. Investors might enquire
whether the payments listed for Bangladesh, Greenland,
Tunisia and Nepal are aggregates of other taxes?

Depth
A breakdown of tax payments consolidated at the country
level and other significant financial information to set them
in context.
Breadth
This information should cover all jurisdictions in which the
company (or its subsidiaries) are tax resident. It should
also include a full list of subsidiaries by jurisdiction.
Surveying the FTSE100
25 companies provided some more detailed information on
the taxes they paid, either publicly or in response to
ActionAid’s request. As the table below shows, the level of
detail provided in these responses varied widely.
Amounts of tax paid (increasing detail)
Total tax contribution
only
Geographic
(increasing detail)
Global only

2 60

Regional

4 62

Some jurisdictions
disaggregated

5 63

All operating jurisdictions
disaggregated

Tax contribution
broken down into
taxes collected/
withheld and taxes
borne

Separate reporting
of corporate income
tax (amount and
rate)

4 61

7 64 (+5 in 2
jurisdictions) 65

Adequate tax
information plus
interpretive
information
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Payments to government 2010
India
Payment to central
government
(including state
owned
companies)

Bangladesh

Greenland

Tunisia

Nepal

Total

1,667

2,525

159

218

4,569

141,400

Total profit oil and
gas ($’000)

133,856

7,544

Production
bonuses ($’000)

-

-

Corporation tax66

223,417

223,417

Payment to state/
local government
(US$'000) 67

82,677

82,677

Cess and
royalties68

266,836

266,836

Others69,70

9,561

Total

716,347

9,211

2,525

159

63

9,624

281

723,954

Cairn Energy, 2010 Corporate Responsibility Report, p128-9 (N.B. Cairn Energy’s 2011 CR Report is less detailed since it does not contain results for
Cairn India, which was sold during the year to Vedanta Resources)

To assess tax payment information adequately, investors
would also need contextual information to determine
whether the amount of tax paid in a given jurisdiction is
commensurate with the real economic activity in that
jurisdiction. Centrica, for example, provides information on
workforce (see below). As a result, we can quickly see that
what might appear to be anomalously low tax payments (in
India, Nigeria and Trinidad) may be related to the apparently
small size of operations in those countries. For example, the
Nigerian company has no staff so may be a non-trading
entity. Likewise, no tax is paid in the Netherlands despite
being an operation of 260 staff, so it would seem
Netherlands is a material tax risk and investors can ask for
more detail about the reasons for this apparent mismatch.

Note that none of the companies surveyed provided
information on every jurisdiction in which they are located.
For example, Centrica has subsidiaries in a further three
jurisdictions, each of which is a tax haven.71
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Centrica, survey response, 3 April 2012
Country of
operation

2009/10 profit
(US$ – million)

2009/10 Total
paid in tax and
royalties (US$
– million) to the
country of
operation

Total value of
any payments
and gifts to
politicians and
civil servants
(US$)

Number of
locally
recruited
employees

Number of total
in-country
workforce

United Kingdom

4,015

764

NIL

28,988

28,994

United States

152

33

NIL

3,137

3,146

Canada

133

36

NIL

2,381

2,388

Norway

42

NIL

NIL

24

30

Netherlands

59

NIL

NIL

254

260

Germany

6

NIL

NIL

18

18

Nigeria

NIL

NIL

NIL

0

0

Trinidad

NIL

NIL

NIL

3

6

India

NIL

NIL

NIL

1

2

Sample follow-up questions
- Are tax payments disaggregated into different types of
taxes, and different levels (national/state/local)?
- Is information on tax payments accompanied by sufficient
contextual information to determine whether the amount
of tax paid in a given jurisdiction is commensurate with the
real economic activity in that jurisdiction? For example,
basic financial results for each jurisdiction; numbers of
employees?
- Does the company produce and publish accounts of its
subsidiary companies in each jurisdiction in which it
operates?
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7
Reporting: is detailed information
given on subsidiaries in tax havens?

Purpose of criterion
While some companies’ tax haven subsidiaries may
represent legitimate domestic operations (for example, real
sales or services provided commercially to consumers in
those jurisdictions), tax haven subsidiaries are used by
some companies in aggressive tax practices to shift profits
from where key economic activity is taking place into a
lower-tax jurisdiction. Investors should be especially
concerned to receive information about these subsidiaries.
Transparent companies should:
- make the company structure publicly available
- publish basic financial information for each subsidiary
based in a tax haven (e.g. turnover, staffing, profits, tax
paid)

With respect to the above, we would comment as follows:
1. Aggreko Barbados – dormant
2. Aggreko Financial Holdings (Cayman Islands) – Cayman
company but UK tax resident and as such, subject to UK
corporation tax.
3. Aggreko Middle East (Cyprus) – Trading entity for
substantial operational depot business throughout the
Middle East region. The tax rates applying to this
business vary dependent upon the jurisdictions in which
the trading activities take place.
4. Aggreko Hong Kong – Dormant but was a trading entity
in Hong Kong and subject to Hong Kong tax.
5. Aggreko Ireland – Trading entity for substantial operating
depot business in Ireland and subject to Irish tax.

- provide accounts on the company’s website for every
subsidiary company.72

6. Aggreko Singapore – Trading entity for substantial
operational depot business in Singapore and subject to
Singapore tax.

Surveying the FTSE100
Almost every FTSE100 company has subsidiaries in tax
havens.73 Fifteen companies responded to ActionAid about
their tax haven subsidiaries.

7. Delaware LLCs – part of the consolidated US tax return
and pays US tax at the full US rate of 35%.

Emerging good practice
Aggreko gave a statement of purpose for each tax haven
subsidiary in response to our questionnaire.74 But investors
seeking an insight into tax risks would need further
information about their function within the group. Dormant
subsidiaries may pose no risk of profit shifting, or may be a
component of a multinational aggressive tax planning
structure. Likewise trading entities and holding companies
in tax havens could be used for aggressive tax planning
even if they have not been created for that purpose.

9. Aggreko Euro Holdings BV – group holding company
owning many European trading entities and subject to
Dutch tax.

“For each country in which Aggreko operates, we ensure
we pay the appropriate amount of tax so that we comply
with the laws of the relevant country and with the group’s
tax policies and guidelines. For further information
concerning our group tax strategy, we refer you to page 41
of our Annual Report [2011].
We assume that your view of the number of our subsidiaries
located in tax havens was derived from the list published in
the press on 11 October 2011.

8. Aggreko Nederland BV – trading entity for substantial
depot operations in the Netherlands and subject to
Dutch tax.

10. Aggreko American Holdings BV – group holding
company owning our US sub-group of entities and
subject to Dutch tax.
11. Aggreko Rest of the World Holdings BV – group holding
company owning a number of our trading entities across
the world and subject to Dutch tax.
12. Aggreko Investments BV – group finance and treasury
company subject to Dutch tax.
13. Generatoren Koopmans – dormant entity.
Source: Aggreko, survey responses, 11 April 2011 and 24 April 2012

Sample follow-up questions
- Is information provided – either in published accounts or
separately – on related party transactions involving
subsidiaries in tax havens?
- What tax planning structures (if any) is each tax haven
subsidiary involved in?
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Conclusion

“It’s to do with what our customers expect around a fair and level
playing field and I suspect our customers do think both [UK and
tax-haven-domiciled] companies should be treated in the same way.”
Andy Street, Managing Director, John Lewis Partnership
75

We have long believed that responsible tax practices make
clear moral sense. But there is also growing evidence that
they make clear business sense too. A combination of fiscal
downturn, media attention and regulatory weakness has
increased the financial, reputational and regulatory risks of
irresponsible tax behaviour in the last two to three years.
Investors risk bearing the brunt of this sea-change. Their
long-term prosperity – as well as the long-term prosperity of
the companies they invest in, and the economies and
societies they operate in – depends upon companies and
investors working together to develop responsible tax
policies, tax practices and tax management and tax
reporting.
Even 12 months ago, such an initiative seemed unlikely, with
large companies wary of ‘breaking away from the pack’ on
tax. Now some large UK companies – including major
retailers like John Lewis and Morrisons – are themselves
seeking to distinguish themselves to consumers as
responsible taxpayers, and are calling for legislative action
on corporate tax avoidance.76 Investors may find that
companies are far more receptive to the business case for
tax responsibility than once seemed possible.

ActionAid is keen to work with investors seeking to
implement some of the company engagement strategies
outlined in this guide.
For further information and involvement, please contact
us at:
ActionAid UK
33-39 Bowling Green Lane
London EC1R 0BJ
United Kingdom
Tel: +44 (0)20 3122 0561
Fax: +44 (0)20 7278 5667
Email: supportercare@actionaid.org
Michael.lewis@actionaid.org
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Key concepts

Aggressive tax behaviour/practice. Activities designed
to minimise a company’s tax liability, complying with the
letter of the law, but against the spirit of the law. Although
they are legal activities, their ethics are the subject of
significant public debate and are associated with
reputational, regulatory and financial risks. ActionAid uses
this term synonymously with ‘tax avoidance’ (see below).

Tax avoidance vs tax evasion. Tax evasion is illegal, and
breaks both the spirit and the letter of the law. Tax planning
minimises tax liability but complies with the letter of the law.
We believe that tax avoidance or ‘aggressive’ tax planning
should be defined as those tax planning practices that
breach the intention of the legislation, albeit respecting its
letter.

Appropriate level of tax. When we use this phrase in this
guide, we specifically mean the appropriate level of
corporate income taxes, reflecting the economic substance
of a company’s operations in each jurisdiction. Accountants
argue the average level of tax paid can only be appreciated
over a five-year period, as various factors can influence the
short-term payment of tax.

Tax havens. These are jurisdictions whose tax rules and
systems of regulation, generally designed to attract
companies and individuals from overseas, undermine other
jurisdictions’ tax bases. They are generally characterised by
a combination of light regulation; the preservation of
corporate and banking secrecy; low or no-tax rates for
foreign individuals and companies; and special tax rules for
foreign residents. In Mauritius, for example, ‘global business
companies’ pay much lower tax rates than domestic
companies. Many tax havens are also known as secrecy
jurisdictions, which highlights another attractive feature for
some users. Although there is no universally agreed
definition of a tax haven, in this report we use a relatively
standard list of tax havens developed by the US
Government Accountability Office,77 adding the Netherlands
and the US state of Delaware because of their widespread
use in international tax planning schemes.78

Artificial tax structures. A company or function created
specifically to facilitate aggressive tax practices. However, it
is possible to employ aggressive tax practices without using
these artificial structures, as existing ‘natural’ structures can
still be used for this purpose. For example, some
companies locate real economic functions in tax havens –
and these subsidiaries may not have been created for the
main purpose of reducing tax liabilities. Yet these
subsidiaries could still be used to obtain the benefit of being
located in a tax haven. This would be an aggressive tax
practice.
Corporate taxes borne vs Total tax contribution. The
economic activity of a company generates revenue for a
government in various ways. For example, companies often
collect taxes on behalf of the government (‘taxes collected’),
either from their employees (for example PAYE), or from
their consumers (for example VAT). In addition, some taxes
are levied on businesses themselves (‘taxes borne’). The
most obvious and widely debated of these is corporation
tax, but other examples include business rates, turnover
taxes (in some jurisdictions), mineral royalties and capital
gains taxes. Companies sometimes combine together
taxes collected and borne to calculate a ‘Total Tax
Contribution’ to a government. While we acknowledge the
importance of this contribution, in this guide we focus
specifically on taxes borne by businesses, and in particular
corporation tax – payments made to governments on the
revenue generated in that country. This focus stems from
our belief that corporate profits themselves – rather than
only a company’s employees or consumers – should
contribute to the development of the society and economy
from whose markets, stability and public services the
company itself benefits.

Thin capitalisation regulations: rules intended to
prevent companies avoiding tax by taking on excessive
debt from related companies and reducing their own tax
liability through paying excessive interest payments to those
related companies. These typically take the form of limits on
the ratio of ‘related party debt’ to equity for which a
company is allowed to deduct interest payments against its
tax liabilities.
Withholding tax. Not a particular type of tax, but a form of
tax collection: when a tax is collected from an individual or
company’s income before they receive that income, usually
by the entity paying the income. Typical examples inlude
personal income tax collected through ‘pay as you earn’
(withheld by an individual’s employer and remitted directly
to the tax authority), and taxes on interest payments to a
foreign company, withheld by the payee company.
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