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Abstract: Aggressive tax planning efforts of highly profitable multinational companies (Base
Erosion and Profit Shifting (BEPS)) have become the subject of intense public debate in
recent years. As a response, several international initiatives and parties have called for more
transparency in financial reporting, especially by means of a Country-by-Country Reporting
(CbCR). In line with that, the OECD and the European Commission have recently presented
proposals for a comprehensive disclosure of country-specific tax-related information for
companies in all industry sectors. In our paper, we demonstrate that neither consolidated or
individual financial statements nor other existing data sources seem to be an appropriate basis
for providing such country-specific information. Instead, it would be necessary to define
detailed and harmonized definitions and regulations to ensure comparability. The discussion
on benefits and costs of a CbCR reveals that benefits (at least partially) lack a theoretical
foundation and, overall, do not seem to outweigh associated costs. This holds true, in
particular, since current tax planning activities are mainly based on the legal exploitation of
gaps and loopholes in national and international tax law. Instead, we argue that tax legislators
should limit profit shifting by enforcing tax rules and by closing gaps in tax law. In particular,
we call for more tightened and standardized transfer pricing regulations and thin-cap rules to
be adopted at an international level.
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1. Introduction
Tax planning efforts of highly profitable US multinationals such as Google, Apple or Amazon
and their extremely low effective tax rates on their non-US profits have become the subject of
intense public debate over the last years. 1 The fact that these companies pay almost no
corporate taxes in the foreign jurisdictions they operate in can most likely be attributed to
activities aimed at shifting profits to tax havens. To this end, companies effectively exploit
gaps and loopholes in international tax laws, such that their endeavors do not in general
classify as illegal. Yet, the acceptability of such activities from a social and ethical point of
view is widely discussed; some call it ‘aggressive’ even though a clear distinction between
‘acceptable’ and ‘aggressive’ tax planning is hard to define.
Although there have been several attempts to quantify the scale of profit shifting, 2 no accurate
estimate of the exact amount of profits transferred to low tax jurisdictions exists to date. There
is, however, reason to believe that the problem has been considerably overestimated. 3
Nevertheless, empirical evidence clearly shows that profit shifting within multinationals does
indeed take place regardless of the specific industry sector. In that respect, several channels
have been identified: On the one hand, international tax rate differentials are found to be the
major driver of profit shifting (Grubert and Mutti (1991); Hines and Rice (1994); Huizinga
and Laeven (2008); Egger et al. (2010); Dharmapala and Riedel (2013); Fuest et al. (2011);
Heckemeyer and Overesch (2013)). On the other hand, debt financing as well as transfer
pricing in general and licensing of Intellectual Property (IP) in particular are identified as the
most important channels to relocate profits (Desai et al. (2004); Buettner at al. (2012);
Clausing (2003); Desai et al. (2006); Dischinger and Riedel (2011); Karkinsky and Riedel
(2012); Lohse and Riedel (2013); Dharmapala (2014)). Here, transfer pricing rather than debt
financing turns out to be the dominant channel for profit shifting (Heckemeyer and Overesch
(2013), p. 30).
As a countermeasure to this issue, the OECD released a global action plan against Base
Erosion and Profit Shifting (BEPS) in July 2013 (OECD (2013a)). This action plan was
adopted by the G-20 leaders 4 and is – in principle – supported by the European Commission
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For a detailed discussion see Fuest et al. (2013).
Murphy assumes that tax evasion and tax avoidance costs the EU member states 1 Trillion € a year, see
Murphy (2012), p. 2; according to Bach, in Germany the yearly revenue loss due to profit shifting amounts to
ca. 90 Billion €, see Bach (2013), p. 3ff.; Heckemeyer and Spengel, however, assume the revenue loss in
Germany to be less than 10 Billion € and therefore much lower, see Heckemeyer and Spengel (2008), p. 54;
Oxfam calculates a revenue loss of $ 50 Billion for developing countries, see Oxfam (2000).
The OECD estimates a global revenue loss of only USD 100-240 Billion at 2014 levels, see OECD (2015d).
See http://en.g20russia.ru/news/20131129/784497471.html.
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(European Commission (2013), p. 4). Arguing that a lack of transparency in financial
reporting facilitates profit shifting (Murphy (2009), p. 4), the OECD action plan also includes
– among other things – specific actions (Action 11-13) aimed at enhancing the disclosure
quality of tax-related information. More precisely, the OECD and the European Commission
have recently released several proposals for a so-called Country-by-Country Reporting
(CbCR). This concept is based on the disclosure of key business information such as profits
and taxes paid for each country that a multinational operates in. The proponents of CbCR
claim that the disclosure of such information might serve the purpose of detecting abusive tax
arrangements. Furthermore, it is argued that this kind of disclosure could build up pressure on
companies to pay a fair amount of tax in relation to their economic activity in each country. In
this paper, we examine whether CbCR actually is an appropriate means to achieve these
objectives or whether there are other measures to more effectively combat international profit
shifting.
Our paper is organized as follows: First, we provide an overview of existing provisions and
recent developments regarding CbCR (Section 2). Second, we discuss the current proposals of
the OECD and the European Commission for a comprehensive CbCR and examine what data
source for providing tax disclosure may be most appropriate. In addition, we analyze expected
costs and benefits linked to country-specific reporting (Section 3). Third, we derive potential
alternatives for reform (Section 4). Finally, we conclude (Section 5).
2. Existing provisions and recent developments for Country-by-Country Reporting
Until recently, there has not been any binding legislation prescribing a comprehensive CbCR
for all countries and industry sectors. However, certain regulations requiring country-specific
information have already been put in place, albeit only for specific sectors, namely the
extractive (production of oil, natural gas and minerals) and financial sectors respectively.
These specific CbCR-requirements are mainly outside the scope of financial reporting. The
most comprehensive rulings concern the extractive industry, not because of tax reasons, but
rather due to a high risk of corruption in this sector. The Extractive Industries Transparency
Initiative (EITI), 5 for instance, an international standard which countries may sign up to
voluntarily, is basically aimed at reconciling company and government payments.
Participating countries have the duty to produce a public report, but are, however, entitled to
decide on the exact form and scope of disclosure. In contrast, according to the Dodd-Frank
Act, listed companies in the US operating in the extractive sector are obliged to publish
5

http://eiti.org.

2

payments made to governments on a country-by-country basis and in a standardized way. 6
Similarly, the EU Accounting and Transparency Directive implemented in July 2013 requires
EU (listed and large non-listed) companies in the extractive and forestry sectors to disclose
payments to national governments as part of their annual financial statements. 7 Yet, like the
other two initiatives, it does not intend the declaration of country-specific profit figures and
tax payments. By contrast, the EU Capital Requirements Directive IV (“CRD IV”) 8, adopted
in July 2013, is the first initiative governing country-by-country disclosure for financial
institutions in the EU. Primarily aimed at the enhancement of transparency, this directive
stipulates that all concerned companies publicly disclose the names of their operations,
turnover and the number of employees in every relevant country, effective from 2014. Most
important, however, are country-specific data on profits/losses and tax payments, which still
have to be confidentially reported to the Commission only.
Recently, there has been a development towards enhanced transparency through stricter and
more extensive disclosure requirements for companies in all industry sectors, which was
mainly triggered by the publication of the OECD action plan on BEPS (OECD (2013a)). In
particular, actions 11 to 13 of the plan address the collection of firm-level data on BEPS and
the disclosure of aggressive tax planning arrangements that companies may make use of.
Moreover, the action plan calls for the disclosure of country-specific tax-related information
as a part of the transfer pricing documentation (OECD (2013b)). Taxpayers would be obliged
to report income, taxes paid and certain indicators of economic activity to governmental
authorities, i.e. CbCR information would not be made publicly available. While the
Discussion Draft on Transfer Pricing Documentation and CbCR (OECD (2014a)) specified
this concern by stipulating that CbCR should become a compulsory part of a master file of the
transfer pricing documentation, the subsequent Guidance on Transfer Pricing Documentation
and CbCR (OECD (2014b)) implemented a three-tiered structure where CbCR constitutes a
separate part (besides a master and a local file). Later on, the OECD released the Guidance on
the Implementation of Transfer Pricing Documentation and CbCR (OECD (2015a))
containing more details with regard to the scope of application (e.g. affected companies and
time period) as well as the CbCR Implementation Package (OECD (2015b)) providing precise
suggestions for implementation into national legislation. Eventually, the Final Report on

6
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See Congress of the United States of America (2010). Similar regulations apply for companies listed at the
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Directive 2013/36/EU.

3

Transfer Pricing and CbCR (OECD (2015c)) summarized the OECD’s proposals. 9 These
proposals should be implemented into national laws applying to fiscal years from 2016
onwards. Several countries have already realized such CbCR regulations in their national
laws 10 or have put forward specific draft proposals. 11 As an additional step towards the
implementation of a successful comprehensive CbCR, 82 countries have lately signed a
multilateral competent authority agreement (MCAA) 12 which serves as a base for the
exchange of CbCR information among tax authorities. 13
Likewise, the European Commission has put forward several proposals to promote a
comprehensive CbCR. First, CbCR was launched as a major element of the Anti-Tax
Avoidance Package (European Commission (2016a)) in January 2016. This initiative
primarily resulted from the OECD’s final CbCR proposal and is to a great extent in line with
the suggested regulations. Furthermore, there has been introduced a draft that obliges national
tax authorities to automatically exchange confidential CbCR information (European
Commission (2016b)). 14 This directive, stipulating a comprehensive CbCR for large EU
multinationals, was adopted in May 2016 and should be implemented into national laws until
4 June 2017 (European Commission (2016c)). In addition to that, the EU released a CbCR
Directive (European Commission (2016d)) as amendment to the existing Accounting
Directive in April 2016 which envisages all large multinational companies operating in the
EU to publicly disclose a limited CbCR entailing several tax-related information. Hence,
Multinational Enterprises (MNE) operating in the EU would be under duty to file two
separate reports: One full CbCR only available to tax authorities as well as one partial CbCR
available to the public.
3. Comprehensive Country-by-Country Reporting
3.1. Details of the current proposals
The current OECD proposal provides quite extensive guidelines for a comprehensive CbCR
concerning all industry sectors. 15 They are intended to apply in the participating countries for
fiscal years starting on January 1st 2016, but the report could be handed in one year later (by
9
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For details on the specific content, please see section 3.
These countries include e.g. Spain, Poland, Denmark, France, the Netherlands, Italy, UK, Australia and
Mexico.
E.g. Ireland, Norway, Belgium, USA, Germany.
See https://www.oecd.org/tax/automatic-exchange/international-framework-for-the-crs/.
Status: 12 May 2016. The US, for example, has instead opted for bilateral agreements.
The Draft Directive on the exchange of tax-related information was an amendment to the Administrative
Cooperation Directive.
The current EU proposal is based on these guidelines as well.
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the end of 2017). The rulings shall be effective on a mandatory base 16 for all large
multinational corporations having annual consolidated group revenue of more than 750 Mio.
Euro in the preceding fiscal year. It is expected that 90% of all multinational groups would
therefore be exempted from the CbCR obligations, however, at the same time, CbCR would
still be filed by groups controlling 90% of corporate revenue (OECD (2015a), p. 4).
The OECD generally suggests CbCR to be part of the transfer pricing documentation. More
precisely, they envisage a three-tiered approach consisting of a master file intended to provide
transfer pricing information regarding all involved jurisdictions, a local file with countryspecific transfer pricing information which is only made available to the respective
jurisdiction as well as the actual CbCR. The OECD claims that such a CbCR would serve tax
authorities in assessing the transfer pricing risk as well as in detecting profit shifting activities.
As far as the structure of the report is concerned, the OECD’s model template entails three
different tables. Table 1 constitutes the main part of the CbCR and contains information on all
requested items. Specifically, MNEs would have to disclose the following figures on an
aggregated basis (not per entity) for each tax jurisdiction they are operating in:
•
•
•
•
•
•
•
•

Revenue (divided by unrelated and related party)
Profit (loss) before income taxes
Income tax paid (on cash basis)
Income tax accrued - current year
Stated capital
Accumulated earnings
Number of employees
Tangible assets other than cash and cash equivalents

In general, data on profits and related tax payments in the relevant countries are intended to
evaluate the appropriateness of the amounts of taxes paid. In addition, several further
disclosures serve the purpose of examining a company’s real economic activity in a country.
Most importantly, the template includes income tax paid and income tax accrued in the
respective jurisdictions. The first comprises profit taxes as well as withholding taxes of the
group, whereas the latter includes taxes payable, but no deferred taxes or provisions for
contingent tax liabilities. Overall, this tax reporting might include items not necessarily
relating to the current period (such as tax prepayments, tax refunds or tax arrears).
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Table 2 of the template is aimed at providing additional information on the group structure
and on the business activities conducted in the involved jurisdictions, and thus on the value
chain of the MNE. Table 3 offers the reporting MNE the opportunity to provide additional
explanations.
In general, it is the ultimate parent entity’s duty to file the transfer pricing and CbCR
documents and to hand it in to its home jurisdiction’s tax authority. Under certain
circumstances, e.g. if the parent company’s home country does not prescribe a CbCR or if
there is no information exchange between the tax authorities, the obligation to file a CbCR
can also be transferred to a domestic subsidiary. 17 In case of non-compliance, the levy and
collection of penalties is subject to national tax legislation.
Importantly, all of the CbCR information should only be reported confidentially to the tax
authorities. This information would then be exchanged and made available to all relevant
countries. While the EU directive and proposals on CbCR are conceptually very similar to the
presented OECD approach, the most recent one differs significantly with regard to the kind of
publication: Unlike the OECD, the EU suggests to additionally make certain parts of the CbC
report publicly available. 18 The information would be published in a stand-alone report
accessible to the public for at least 5 years on the company’s website.
Although the proposed guidelines can be considered as quite detailed, there is no explicit and
distinct principle as regards the data source on which CbCR should be based. The only
requirement stated is that the same data basis has to be used from year to year in order to
preserve consistency. Nevertheless, there are various different sources that MNEs might refer
to: For instance, consolidation reporting packages, separate entity financial statements or
internal management accounts. In the following, we discuss which data source for providing
tax disclosure may be most appropriate.
3.2. Sources for providing (CbCR) information
According to prevailing accounting standards (e.g. IFRS), consolidated financial statements
disclose tax information in the profit and loss statement, the tax reconciliation and the
segmental reporting. Building on consolidated accounts as a starting point for CbCR,
however, has several drawbacks and does not seem to be feasible: Most importantly,
consolidated financial statements are supposed to provide decision-useful information about a
17
18
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group of companies as a single economic entity. Therefore, intra-group transactions are
consolidated and do not affect the overall profit. Profit shifting activities by means of intragroup transactions are, thus, not visible in consolidated financial statements. This is due to the
netting out of profits and expenses within the group. 19 Tax reconciliations, on the other hand,
only disclose the total tax reduction (i.e. a low ETR) due to operations in low tax jurisdictions,
but do not specify the underlying profit shifting mechanisms or countries involved, as
required by CbCR. Segmental reporting as another part of consolidated accounts does not
deliver country-specific information either. According to the management approach (e.g.
IFRS 8), data is disclosed on a business-unit level, yet not necessarily on a geographic or even
per-country basis. Hence, in order to reveal single intra-group transactions, it would be
necessary to examine “de-consolidated” data. This, however, does not serve the purposes of
reporting on group level. In addition, financial statements contain data based on future
prospects of the company, while CbCR is intended to detect profit shifting behavior in past
periods. Therefore, it can be concluded that consolidated financial statements do not seem to
be the appropriate source for CbCR information.
Alternatively, one could think of individual financial statements as a starting point for CbCR
information. Although individual financial statements, as opposed to consolidated financial
statements, contain unconsolidated data on single company level, such an approach would
have several drawbacks as well. 20 First, the exact source and direction of intra-group
transactions do not become evident on a per-country basis. Second, individual financial
statements are, in general, prepared according to local GAAPs and might be quite
heterogeneous and thus not comparable across countries. Third and most importantly,
financial accounts neither reflect taxable income nor do they provide reliable estimates for the
true value of assets. As a general rule, book-tax-differences arise in most countries due to
country-specific tax laws; the exemption from tax of certain types of income - in particular
inter-company dividends and foreign source income - and non-deductible expenses are the
most prominent examples. In addition, other reasons relating to different interrelations
between financial accounting and national tax laws (e.g. different tax accounting standards
and provisions to allocate income and expenses) are decisive for financial profits not
necessarily to reflect taxable income. 21 Regarding the reflection of the value of assets, in
particular intangibles, it may be that they are not recorded at all, if self-developed, or only at

19
20
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See van der Ham & Tomson (2015), p. 844.
See, e.g., OECD (2013b).
See Endres et al. (2007); Schön (2005); Spengel and Zöllkau (2012).
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historical costs. Therefore, it would be misleading if, for example, a company had created
intellectual property on its own and would display no or a very low value of intangible assets
in its financial accounts on the one hand but would report high taxable profits from royalties
on the other hand.
Other existing sources of information would come along with comparable drawbacks. Internal
management data, for example, is expected to be even more heterogeneous among
corporations as well as among countries due to a lack of standardization and binding reporting
guidelines. The reporting practices would, therefore, be highly dependent on the internal
processes of the MNEs and, thus, not be comparable at all.
To conclude, neither consolidated or individual financial statements nor other existing data
sources can serve as a suitable basis for a comprehensive CbCR. Therefore, it would be
necessary to define a standardized and harmonized set-up with respect to regulations and
definitions (determination of income and valuation of assets). Such separate mandatory rules
could, for example, be based on a harmonization of the determination of taxable income. In
that regard, the European Commission has put forward a concept for a Common Consolidated
Corporate Tax Base (CC(C)TB) in 2011 (European Commission (2011)). The proposed
Council Directive provides a carefully prepared framework for a harmonized determination of
corporate taxable income. The CCTB rules are, in principle, in line with tax accounting
practice in the EU and are appropriate for harmonizing the tax base (Spengel and Zöllkau
(2012)). Recently, the Action Plan for a Fair and Efficient Corporate Tax System published
on June 17th 2015 by the European Commission focused once again on the concept of a
CC(C)TB (European Commission (2015)). This could, therefore, be a promising avenue and
data source for a comprehensive CbCR (at least within the EU). Finally, it has to be decided if
and by whom the CbC report should be audited.
3.3. Expected costs and benefits
As a prerequisite for a CbCR to be meaningful at all, the expected benefits of any additional
disclosure of tax information have to outweigh the expected costs. Yet, to date, little is known
about the exact costs and benefits related to CbCR.
3.3.1. Costs
CbCR is suspected to be associated with several direct costs for disclosure. 22 In addition,
implicit costs occur; the volume of such implicit costs is likely to exceed that of direct costs
22

The following discussion of possible costs of a CbCR is adapted from Devereux (2011), pp. 34-38.

8

for disclosure and depends on whether the disclosure is made public (as envisaged by the EU)
or only available to tax authorities (as suggested by the OECD).
First of all, direct costs for disclosure would initially arise for adjusting existing systems and
processes to the requirements of CbCR. While it is clear that these costs probably depend on
various factors, such as the complexity of the group structure, there is no unanimity among
experts as to whether the data collection for CbCR purposes generally is particularly
burdensome or not. Some (Murphy (2009), p. 21) argue that many existing financial reporting
systems are already technically able to deliver country-related data or that the necessary
information even exists and can be derived from financial and internal accounts as well as
from tax declarations (Kroppen (2013); Rödder and Pinkernell (2013); Heber (2013)). By
contrast, others invoke substantial data-related costs contending that the established transfer
pricing systems would need to be substantially expanded, as CbCR requires data that is not
necessary for current transfer pricing analysis and is therefore not yet existing (e.g. Pinkernell
(2014), p. 966). Moreover, since the proposals are not specific as regards the data base to be
used, affected MNEs first of all need to spend resources on figuring out which data source
works best for them. Direct costs for reporting would also be incurred for each CbC report on
a regular basis. Not only would it be costly to collect all required information, but also to
maintain data consistency across countries and across time. For instance, it is likely that
multiple data sources are needed to gather all CbCR information and coordinating these
different sources may be cumbersome (Lappé and Schmidtke (2015)). Moreover, conceptual
and practical differences with regard to specific CbCR items may impose a challenge to
consistency. As regards firms’ declaration of profit taxes, it is, for example, common in the
BRIC states to combine profit and sales taxes (Loitz (2015), M5). Data validity will, however,
be limited if such inconsistencies emerge. Furthermore, direct costs relate to the potential
necessity to audit the CbC report. Finally, CbCR could become expensive to the extent that
companies consider it necessary to justify and extensively explain their reports to the public
(Devereux (2011), p. 32ff.).
Next, implicit costs of CbCR would primarily stem from disclosing information to the public
as envisaged by the EU proposal. Here, CbCR could be associated with considerable
competitive disadvantages. Publishing commercially sensitive information is particularly
problematic as country-specific reporting is not mandatory for all companies, but is restricted
to large MNEs in specific countries. Hence, “small” MNEs outside the scope of CbCR may be
able to use published data for non-tax reasons, e.g. for deriving business secrets (Hardeck
9

(2015), p. 406). In addition, implementing public CbCR in the EU only would give rise to
severe competitive disadvantages for MNEs operating within the EU compared to
corporations conducting business exclusively outside the EU (Bärsch et al. (2016), p. 976).
Thus, CbCR would constitute a considerable locational disadvantage for the EU. If it all,
public CbCR should therefore only be implemented globally without any regional restrictions.
More generally, disclosing data on tax payments potentially violates tax secrecy, which
constitutes a guiding principle of tax law in most countries in the world. Even if CbC reports
weren’t disclosed to the public, but only to tax authorities, tax secrecy could be put at risk. As
there are substantial international differences with regard to the scope of tax secrecy, 23 it may
turn out that the confidential treatment of CbCR data by foreign tax authorities cannot be
ensured. To prevent harm to MNEs’ competitiveness and to assure the confidentiality of
CbCR data, countries would need to be required to enforce their legal standards with regard to
tax secrecy (Cockfield and MacArthur (2015)).
In addition, international tax law is highly complex and public interested parties without
profound knowledge of the subject or of the MNE’s allocation of functions and risks might be
unable to appropriately process and interpret the information disclosed. For instance, low (or
zero) tax payments do not necessarily point to tax aggressiveness or at least do not necessarily
result from illegal undertakings. Nevertheless, wrong accusations against companies could
result (Reibel (2015), p. 210).
Another potential implicit cost of CbCR is associated with the danger of double taxation even
in the absence of public disclosure: Knowing all tax payments on a country-by-country basis
could make tax authorities, especially those of the increasingly powerful BRIC states, raise
their own claims towards companies (Schlie and Malke (2013), p. 2469) and thus give rise to
tax-related distributional conflicts (Pinkernell (2014), p. 971). Specifically, CbCR data could
induce countries to arbitrarily make transfer pricing adjustments without any reference to the
arm’s length principle. Hence, CbCR could ultimately constitute an instrument to extend
source taxation, especially by emerging and developing countries, and thus impose a threat in
particular to firms with a strong export focus. In addition, the danger of double taxation not
only pertains to the affected companies, but it may also come as a cost to tax authorities: For
instance, according to Ditz and Quilitzsch (2014), the removal of double taxation vis-à-vis the
BRIC countries often happens at the expense of German tax authorities. However, it also
23
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needs to be emphasized that the OECD explicitly states that it is the purpose of CbCR to
enable the mere assessment of transfer pricing risk, rather than allowing for transfer pricing
adjustments being made on the basis of CbCR data (OECD (2015a), p. 5). Yet, the overview
on the global allocation of income, economic activity and tax payments may ultimately lead to
calls for a global formulary apportionment system, which is expected to come at the expense
of the tax bases of export oriented countries (Reibel (2015)), such as Germany.
3.3.2. Benefits
A major argument brought forward by proponents of CbCR is that companies would be urged
to pay taxes at an amount that truly reflects the companies’ economic activity and its
utilization of public infrastructure in a particular country (Deutscher Bundestag (2013), p.1;
Devereux (2011), p. 7). Indeed, CbCR could be a useful instrument to shed some light on
MNEs’ value chains and their actual economic circumstances (Fehling (2015)). Furthermore,
the overview on the allocation of profits and tax payments may be beneficial for tax risk
analysis and trigger audits where appropriate (Cockfield and MacArthur (2015)).
Yet, this reasoning is merely speculative, in particular since the common tax minimization
strategies employed by multinationals are mostly based on the exploitation of loopholes in
domestic and international tax laws and are therefore in itself not illegal. Moreover, the
argument relating to the aim of assessing the appropriateness of profit allocation cannot be
based on theoretical foundations, since it is virtually impossible to properly allocate profits
and costs to single affiliates of a group by means of transfer prices: By setting up an
integrated group of companies, coordination of transactions via markets is abandoned in favor
of coordination using intra-organizational hierarchies. The aim is to generate economies of
integration, for example by means of lower transaction costs, improvement of information
flows or managerial efficiency. As a result, the profits of an integrated group of companies are
higher than the aggregate profits earned by its separate entities. Since the excess profits accrue
at group level, it is theoretically impossible to determine the source of these profits as they
cannot be attributed to specific and, above all, individual transactions either (Mclure (1984),
p. 94ff.; Avi-Yonah and Benshalom (2011), p. 379; Jacobs et al. (2016), p. 636f.; Schön
(2010), p. 233ff.; Ault (2013), p.1200f.; Oestreicher (2016)). Moreover, MNEs’ profits
nowadays are substantially driven by intangible assets that are hardly locatable and very
difficult to value (Oestreicher (2014)).
Even if one accepts transfer pricing as an appropriate means for profit allocation, various
experts doubt the OECD’s claim that CbCR information is useful to examine transfer pricing
11

or even BEPS-related risks and to assess whether an appropriate amount of taxes has been
paid (Kroppen and Rasch (2014)). More generally, one could even contend that it is not
reasonably possible to relate taxes paid and annual profits of a single fiscal year, given that
the reported items may be impacted by transactions relating to other periods (e.g. loss
carryforwards); i.e. high profits and low tax payments do not necessarily need to be at odds.
In addition, it is also questionable to what extent CbCR actually entails additional insights and
benefits for tax authorities. Tax authorities can be assumed to be already familiar with the
common (legal) tax planning channels and arrangements used for profit shifting, ever since
the most prominent examples have been made available to the public (Pinkernell (2012), p.
369ff.; Kleinbard (2011), p. 707ff.). Furthermore, it is not even clear whether tax authorities
have sufficient resources to process and utilize CbCR data. It seems to be – above all – of
high interest of large NGOs.
CbCR, therefore, might only provide hints as regards the question of which companies should
be audited or examined with increased scrutiny. This might be relevant for inbound
investments in particular. Then, however, it could be argued that it is not necessary to stick to
the EU’s proposal and make CbCR publicly accessible, i.e. it would be sufficient to make the
information available to fiscal authorities only.
If, however, CbCR information were made available to the public, proponents of CbCR also
claim that an enlarged information set would be beneficial from a capital market point of
view. For instance, knowing which countries a multinational operates in could potentially
enable investors to better assess the companies’ geo-political risk and the sustainability of its
tax charge (Murphy (2009), p. 14). 24 Yet, some empirical evidence suggests that capital
market participants already face an information overload and do not actually consider the full
information set available (Lenter et al. (2003), p. 823ff.; Raedy et al. (2011), p. 3).
There is, however, some empirical evidence indicating a negative relationship between
enhanced disclosures (transparency) and tax aggressiveness. For instance, Dyreng et al.
(2016) find that firms which are subject to public scrutiny engage less in tax avoidance,
indicating that public pressure can exert some influence on MNEs. In a similar vein, Herbert
et al. (2015) contend that reduced public disclosure is positively correlated with international
tax avoidance. Hence, this finding may speak in favor of increased disclosures as required by
CbCR. There even is some evidence for negative reputational effects of tax sheltering: Hanlon
24

Investors could for instance see whether the tax charge largely depends on operations located in tax haven
countries.
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and Slemrod (2009) find, on average, negative stock price reactions when there is news about
a firm’s involvement in tax shelters.
Yet, the question remains as to whether CbCR is actually suitable to uncover such tax shelters
and to substantially reduce tax minimization grounded on the utilization of beneficial regimes
and constructional flaws in international tax law. Overall, public pressure resulting from
CbCR would be rather expected in case of illegal endeavors, which, however, are mostly not
the reason for the strikingly low effective tax rates of multinationals currently observed. Thus,
it also remains uncertain whether CbCR would actually exert any persistent influence on
customers’ purchase decisions.
3.3.3. Interim conclusion
To sum up, it can be concluded that the expected benefits of CbCR (at least partially) lack a
theoretical foundation and, overall, do not seem to outweigh the associated costs. Given the
particularly high costs associated with public disclosure, CbCR should only be made available
to tax authorities – as it is proposed by the OECD –, if at all. To keep implementation costs as
low as possible, there is a need to clearly specify which distinct data source has to be used by
reporting MNEs. It also has to be made sure that tax secrecy is reinforced in all participating
countries and that CbCR is not exploited by tax authorities as a means to extend source
taxation.
Overall, it appears to be more reasonable to combat tax aggressiveness by different means. It
is, therefore, up to legislators to remove unintended gaps and loopholes in tax laws.
4. Alternatives
As discussed above, it seems unlikely that legal tax planning activities can be combated by
means of a CbCR. Rather, it might be more effective to limit the leeway companies have with
respect to constructing tax minimizing group structures. Empirical evidence reveals intragroup financing and transfer pricing as the most prominent channels for multinationals’ profit
shifting. In a recent meta-analysis, Heckemeyer and Overesch (2013) show that transfer
pricing is by far the most dominant profit shifting channel. While transfer pricing explains
72% of the total share of shifted profits, the share of intra-group financing amounts to 28%
only (Heckemeyer and Overesch (2013), pp. 23ff.). Further empirical evidence shows that
enforcing tax rules does indeed reduce tax aggressive behavior of multinational companies.
One example for the tightening of tax rules has been the enforcement of transfer pricing rules
in the last years. Lohse et al. (2012) aim to generate a measure for the stringency and impact
13

of transfer pricing rules showing that the regulations have become stricter over time. Lohse
and Riedel (2013) use these insights to demonstrate that such transfer pricing regulations
significantly reduce profit shifting activities by up to 50% (measured by the sensitivity of
corporate pre-tax profits to changes in the corporate income tax rate). In particular, penalties
exert an additional limiting effect on profit shifting behavior. Furthermore, they argue that
higher administrative costs arising from additional documentation requirements can be
justified in the light of anticipated benefits. In line with that, Beer and Loeprick (2015) find
that, on average, estimated profit shifting among MNE subsidiaries is reduced by 52% two
years after the introduction of mandatory documentation requirements. In addition, Luckhaupt
et al. (2012) point out the importance of a standardized set of transfer pricing rules in order to
decrease complexity and to actually reduce the leeway for profit shifting. 25
With regard to intra-group financing, various studies have also revealed the effectiveness of
thin capitalization rules. Buettner et al. (2012) find that thin-capitalization rules effectively
reduce multinationals’ incentive to make use of internal loans for international tax planning.
Blouin et al. (2014) obtain similar results concerning the effectiveness of thin capitalization
rules with respect to their impact on the capital structure of multinational firms (reduction of
internal debt).
A promising avenue might therefore be to close gaps and loopholes and to reduce leeway in
domestic and international tax laws. However, in that case, it would be important to ensure
that tightened regulations do not lead to double taxation, i.e. these regulations would have to
be universally accepted by all countries.
5. Conclusion
(1) Aggressive tax planning efforts of highly profitable multinational companies (so called
Base Erosion and Profit Shifting (BEPS)) have become the subject of intense public
debate in recent years. As a response, several international initiatives and parties have
called for more transparency in tax reporting, especially by means of a Country-byCountry Reporting (CbCR).
(2) Certain regulations requiring country-specific information have already been put in place
for the extractive and financial sectors. Recently, the OECD and the European
Commission have additionally presented proposals for a comprehensive disclosure of
country-specific tax-related information for companies in all industry sectors.
25

In particular, they propose an apportionment method for those profits that cannot be allocated by transfer
pricing.
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(3) These proposals envisage CbCR to constitute a separate part of MNEs’ transfer pricing
documentation. Taxpayers would be obliged to report income, taxes paid and certain
indicators of economic activity for each jurisdiction they operate in separately. While the
OECD suggests a confidential disclosure of CbCR information to tax authorities, the EU
additionally wants to make CbCR – or at least parts of it – publicly available.
(4) Our findings suggest that neither consolidated or individual financial statements nor other
existing data sources seem to be an appropriate basis for providing such country-specific
information. Instead, it would be necessary to define detailed and harmonized definitions
and regulations to ensure comparability. The concept of a Common Consolidated
Corporate Tax Base (CC(C)TB) could be a promising avenue in that regard.
(5) The discussion on benefits and costs of a CbCR reveals that benefits (at least partially)
lack a theoretical foundation and, overall, do not seem to outweigh associated costs. This
holds true, in particular, since current tax planning activities are mainly based on the legal
exploitation of gaps and loopholes in national and international tax law. Overall, it appears
to be more reasonable to combat tax aggressiveness by means other than CbCR.
(6) Alternatively, tax legislators should remove gaps and loopholes in tax laws. Specifically,
the enforcement of national and international tax rules should be considered. This is in
accordance with recent empirical evidence demonstrating the effectiveness of thin-cap
rules and tightened transfer pricing regulations.
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