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CHAPTER 12
The Regulation of International Taxation

Richard Eccleston

KEY QUESTIONS

· What are the key issues associated with international tax regulation?

· Has globalisation increased international tax competition? 

· Have the regulatory responses to international tax competition been 

effective?

‘To tax and to please, no more than to tax and be wise, is not given to men’

Edmund Burke 1774 
Introduction

As Edmund Burke argued, tax is best thought of as a necessary evil and of all the regulations that are imposed on business and of the multitude of ways in which governments seek to regulate and influence commercial activity, taxation is arguably the most significant and contested. Tax policy always involves difficult trade-offs and is inevitably politicised. We might all agree that we need governments to protect national borders, regulate markets, provide welfare for the needy and the like, but the taxes used to fund such services are often unpopular and have the potential to hinder business activity and impede economic growth. This leaves politicians and policy makers with difficult choices concerning both the overall level of taxation and specific types of taxes which should be used to fund the activities of government. As this chapter will demonstrate, such decisions are perhaps more difficult when it comes to issues of international taxation in the present era of globalisation.

The taxation of business has always been both contested and complicated. Since ancient times governments have targeted business as a convenient source of revenue, in fact Adams (1982) reports that the Egyptians imposed sales taxes in major markets from 1500 BC. In some ways business might be an easy target for taxation, but in practice creating an effective and sustainable business tax regime involves a number of complex trade-offs. From an economic perspective, over-taxing business can hinder investment and long-term growth while politically, business interests have a clear incentive to use their influence to minimise tax obligations. Indeed the dilemmas surrounding business taxation are such that a leading European expert described the process of business tax reform as ‘perhaps the most difficult exercise in public policy in a democratic context’ (Radaelli 1997). If taxing domestic business is difficult then taxing international business is doubly so given the potential for differences in tax systems between countries to influence international trade and investment; difficulties which have increased as a consequence of the growth of transnational enterprises and economic globalisation. This chapter analyses the regulation of international taxation. It considers the challenge international tax competition and avoidance pose for national governments and the subsequent attempts to regulate international taxation. However before discussing the challenges of taxing international business in the 21st century it is first important to outline the established principles of international taxation.
The nature of international taxation

Chapter 4 outlined the significant growth in international investment and trade which has been experienced in recent decades. An inevitable consequence of economic globalisation is that the complexity and importance of international business taxation has also increased dramatically. As a result, national governments now devote considerable resources to the negotiation of new international tax treaties as well as giving careful consideration to the international impact of domestic tax policies. From a business perspective this flurry of regulatory activity adds further to what is already a dynamic and challenging commercial environment. 

The scope and influence of international trade, investment and business might have increased significantly in recent years but it is certainly not new, with trade between civilisations and nations an enduring feature of history. Just as international business is age old so too are the tax issues it creates. The first taxes imposed on international business took the form of tariffs on merchant trade imported into Greek and Roman cities from early modern times (Webber and Wildavsky 1986). By the mid-17th century and the height of mercantilism in Europe, tariffs not only financed governments but were used to protect and hopefully promote industry reinforcing the great powers of Europe. The use of protective tariffs clearly demonstrates that even in the 17th century international business taxation had both a revenue raising function and a regulatory function in that tariffs sought to protect domestic industry from international competition.

By the early 20th century there was widespread recognition of the potential benefits of international trade, especially in the English speaking world (Shonfield 1976). While this signaled the start of a very gradual decline in the use of tariffs, it coincided with the dramatic expansion of the welfare state and a new era of mass taxation in which national governments would introduce an unprecedented array of new taxes on personal income, consumption and, most significantly for business, on corporate profits. This period of growing international trade and rising taxation burdens led to the formation of principles of corporate and international taxation which still apply today.

International tax law is notoriously complex yet the central issue in most disputes is whether income should be assessed on a ‘residence’ or ‘source’ basis. A residence approach to international taxation dictates that the host country of a resident firm or individual is entitled to their world-wide income irrespective of where it was earned. In contrast, proponents of the source approach to international taxation argue that tax should be payable where an economic transaction takes place. In practice international tax liabilities are determined by a complex mix of the two, although most international tax treaties between governments give preference to the jurisdiction where income is earned – the source country (Graetz 2001). A common compromise is that resident companies are taxed on their worldwide income but are given full credit for tax paid on their foreign income. For example, the company tax rate in Ireland is 12.5% while the company tax rate in Australia is 30%. If an Australian company paid tax on its Irish operations it could claim a credit for this tax paid and would only be liable to pay 17.5% (30%-12.5%) tax on this income in Australia. This compromise might seem reasonable and is the basis of many double taxation arrangements between countries but, as we will see below, it does not eliminate the potential for international tax avoidance. As long as businesses (or individuals) undertake business in more than one country and as long as national governments continue to have different business tax systems, international tax competition and avoidance will continue to be a major policy issue. The next section of the chapter examines how economic globalisation and the related growth in international business have served to focus greater attention of the regulation of international taxation.
Globalisation and international tax competition

Taxation is one of the most important yet most coercive forms of government regulation, so it is hardly surprising that international businesses use their global reach to minimise their tax obligations. Before we look in more detail at some of the tax minimisation strategies employed by transnational firms and the ways in which national governments and international organisations have responded to this challenge, it is important to familiarise ourselves with the key features of international tax competition and it impacts.

There has been growing concern about international tax competition among national governments, especially in Europe, since the mid-1980s (Sharman 2006) on the back of a number of influential, although widely criticised, accounts of economic globalisation (Ohmae 1995, Friedman 1999). These orthodox accounts of international tax competition apply arguments dating back to Adam Smith’s Wealth of Nations (1776, 1991) to highlight the threat that capital mobility poses to national tax systems because of the potential for wealthy investors to transfer capital to low tax jurisdictions (Swank and Steinmo 2002). Drawing on this classical literature it was predicted that corporate tax yields would fall as assets, financial capital and profits were transferred to low tax jurisdictions. Eventually, it was claimed, national policy makers would confront what scholars call ‘prisoners’ dilemma’ and would be forced to lower capital tax rates in order to compete with rival countries for investment (Lee and McKenzie 1989). The inevitable endpoint of this argument is that there would be a ‘race to the bottom’ with the taxation of mobile assets falling to negligible levels as a result of international tax competition while national governments would be forced to meet resulting revenue shortfalls by increasing taxes on less mobile tax bases such as labour and consumption (Tanzi 1995). This argument was both alarming and persuasive and led to the publication of a number of influential reports such as the OECD’s 1998 Report on Harmful Tax Competition which proposed new and innovative attempts to regulate international taxation. 

Despite the intuitive logic of orthodox accounts of how globalisation drives international tax competition, experts have highlighted the fact that there is limited evidence of international tax competition to date (Swank & Steinmo 2002, Hobson 2003). While average corporate tax rates across the OECD have fallen by almost two-fifths between 1980 and 2003 the significance of this trend must be weighed up against the fact that the revenue generated by corporate income taxes has been remarkably stable over the period (Carey and Rabesona 2002, Ganghof and Eccleston 2004, Swank 2006). These seemingly contradictory trends have come about because reductions in statutory corporate tax rates have largely been funded through the elimination of various business tax incentives and deductions. This is certainly true of the Australian experience in which taxes on business have increased as a percentage of GDP over the period while the statutory corporate income tax rate has fallen from 48.5 percent in the late 1980s to 30 percent today (see figures 12.1 and 12.2). Such findings clearly contradict the orthodox accounts of the impact of economic globalisation on business taxation described above, but, as we shall see below, this does not mean that globalisation has had little or no impact on business taxation.
Figure 12.1
Australian corporate income tax burden relative to OECD 10 
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Source: Chart 5.2, Treasury 2006

Figure 12.2
Changes in Australia’s corporate and personal income tax rates 
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The aggregate data on corporate taxation may be reassuring for governments but this does not mean that economic globalisation does not pose fundamental challenges to traditional corporate tax systems given the growing evidence of sophisticated international tax avoidance strategies. The following section will outline some of the main strategies used by business to minimise their tax obligations as well as the regulatory responses they have provoked. While there is multilateral agreement on some issues, such as transfer pricing, there has been much less success in other areas. Overall attempts to create a robust regulatory regime to govern international taxation issues have highlighted both the reluctance of states to relinquish their sovereign control over tax issues and the limitations of international organisations to create and enforce global agreements in an environment in which member states and other actors have conflicting interests.

International tax avoidance

The growing awareness of international tax competition and avoidance has prompted national governments to respond by brokering numerous bilateral tax agreements as well as multilateral initiatives such as the OECD’s 1998 Report on Harmful Tax Competition in an attempt to limit international tax competition. However, multilateral agreements of this type are far from comprehensive and are difficult to enforce, especially when individual countries face strong political and economic incentives to win investment by offering tax concessions. This is most clearly demonstrated in the case of tax-havens, or microstates which deliberately encourage investment and financial services through a combination of low or negligible levels of taxation and minimal reporting requirements. 

Tax havens

Tax havens can be defined as small states that deliberately structure their tax systems and banking laws to create opportunities for tax avoidance (Doggart 2002). While tax havens are almost as old as taxation itself, modern tax havens came to prominence in the 1920s as the ultra rich increasingly sought ways to avoid rising taxes in Britain, Europe and North America. One of the first (and still most significant) tax havens is Switzerland, although this was soon followed by smaller European states and dependencies such as Liechtenstein and the Channel Islands as well as Caribbean nations such as Bermuda (see Table 12.1).

As Sharman (2006) notes, labeling a country as a tax haven is controversial and contested, so while there is no definitive list of tax haven countries there is a general consensus that demand for tax havens has increased in recent years. For example the OECD estimated that in 2007, capital worth between US$5 trillion and US$7 trillion (6-8% of global investment) was held in tax havens (Economist 2007). This growth in tax havens and the associated threat they pose to advanced, high tax economies prompted an unprecedented commitment among advanced industrial economies to identify major tax havens as well as gain commitments from havens to improve their transparency by improving information exchange in relation to taxation and banking matters (OECD 1998). 


After a period of lengthy and difficult negotiations the OECD eventually published its report on Harmful Tax Competition in 1998, which set out ‘a rough core of agreed principles concerning the nature of the problem and the appropriate remedial actions to be taken’ (Sharman 2006). More specifically the report sought to reduce the use of harmful tax incentives in which governments offered incentives to attract new investment which was not available to established firms. More ambitious was a commitment to reduce the activities of tax havens, or those states which ‘offers itself, or is perceived to offer itself, as a place used by nonresidents to escape tax in their country of residence’ (OECD 1998 cited in Sharman 2006). This attempt to regulate tax havens was ambitious because it directly challenges the sovereign interests of the states identified as tax havens and because none of the states concerned were members of the OECD. While we will return to the OECD’s attempt to regulate tax havens later in the chapter when we discuss the problems associated with multilateral tax regulation, this is not to say that all such initiatives are doomed to failure. Indeed recent attempts to regulate transfer pricing and thin capitalisation have been much more successful.

Table 12.1
Jurisdictions Listed as Tax Havens by the OECD in 2000

	Andorra
	Guernsey
	Panama

	Anguilla
	Isle of Man
	Samoa

	Antigua and Barbuda
	Jersey
	Seychelles

	Bahamas
	Liberia
	St. Kitts and Nevis

	Bahrain
	Liechtenstein
	St. Lucia

	Barbados
	Maldives
	St. Vincent and the Grenadines

	Belize
	Marshall Islands
	Tonga

	British Virgin Islands
	Monaco
	Turks and Caicos

	Cook Islands
	Montserrat
	U.S Virgin Islands

	Dominica
	Nauru
	Vanuatu

	Gibraltar
	Netherlands Antilles
	

	Grenada
	Niue
	


Source: Sharman 2006

Transfer pricing 

In addition to the revenues lost through the exploitation of tax havens, there are a number of other tax minimisation strategies available to multi-national enterprises (MNEs) in the increasingly globalised world economy. Transfer pricing is one such tactic which is possible when production is spread over a number of different countries. Under such conditions MNEs can shift profits from high-tax into low-tax jurisdictions, so that the tax base of MNEs might migrate even though investment does not. This is achieved through the manipulation of transfer prices – the prices charged in intra-company trade with the aim of capturing profits in countries with relatively low corporate tax rates (see Text Box). Since this intra-firm trade represented an estimated of 60% of international trade in goods and services in 2002 and has been growing since (Neighbour 2002), transfer pricing is a serious problem putting significant pressure on policymakers to reduce company tax rates (Ganghof and Eccleston 2004). 


The OECD has long been aware of risks associated with transfer pricing and has tried to regulate the practice by encouraging both member and non-member states to deal with the issue in a consistent way. In practice this has been achieved by developing international guidelines based on a Model Tax Convention and then encouraging individual countries to incorporate these guidelines into their national law. More specifically OECD encourages countries to base their domestic transfer pricing laws on the ‘arms length principle’ which means that intra-firm transfers must reflect market prices as if the transaction was between two separate firms. While this regulatory response is logical and, having been accepted by many countries including Australia, has a sound basis in law, it is difficult to enforce in practice. This has two important implications for business. Firstly international businesses must be able to justify intra-firm transfer in terms of market prices which inevitably imposes a significant compliance burden on business. As global accounting firm KPMG argues:

National revenue authorities are now sensitive to the ways in which transfer pricing can affect local tax revenues. Governments and tax collectors are responding by strengthening legislation, demanding stricter documentation of transfer pricing practices, and imposing higher penalties for non-compliance. Thus transfer pricing has become a critical element in global tax planning (KPMG 2007).

Secondly, the complexity of intra-firm trade and the difficulty of determining the market prices of specialised products mean that there is still significant potential for TNCs to structure their operations in such a way as to minimise their global operations although, as can be seen in the landmark GlaxoSmithKline case (see Box), aggressive tax planning in this area is not without significant risks.
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Thin capitalisation 

Another important strategy which international business uses to minimise corporate taxation is thin capitalisation. This is best thought of as a form of financial transfer pricing and involves TNCs deliberately taking on tax deductible debt in high tax countries in order to maximise profits in lower tax jurisdictions and in so doing  minimise the firm’s global tax obligations. For example, a hypothetical transnational company has operations in both Australia (corporate tax rate of 30%) and Ireland (12.5%) with a combined tax deductible debt of $1 billion and annual interest cost of $90 million. In the absence of thin capitalisation rules, the most tax effective strategy would be for the Australian subsidiary to borrow the full $1 billion required by the group as this would result in a tax saving of $30 million (30% of $90 million). In contrast if $1 billion was borrowed in Ireland then the tax saving would only be $11.25 million. 

As international finance has become more readily available, governments have introduced various thin capitalisation provisions in an attempt to limit the use of transnational financial structures to avoid tax. In Australia, a 1987 amendment to the Income Tax Assessment Act (1936) sought to ensure that ‘foreign investors having at least a 15% holding in an Australian business maintained an appropriate balance between the debt the business owes to them and the their equity in the business’ (Pinto 2004). While this general provision and the subsequent rulings and case law which followed it limited the use of thin capitalisation strategies, by the late 1990s it was increasingly apparent that the provisions needed to be tightened. According to the 1999 Review of Business Taxation, ‘Australia’s current thin capitalisation provisions are not fully effective at preventing an excessive allocation of debt to the Australian operation of multinationals’ (RBT 1999). As a consequence the Australian government reduced the debt to equity ratios permitted for Australian based operations of MNCs in line with levels permitted in other industrialised economies because if thin capitalisation provisions become too onerous there is a risk foreign direct investment may be compromised. As with most aspects of international taxation, domestic policies must be sensitive to developments in other countries and changing business practice. 

The changing nature of international finance and its tax implications has been clearly demonstrated with the recent wave of private equity takeovers of publicly listed Australian companies. A central component of the business models employed by private equity consortia is to use tax deductible loans (debt) to take over publicly listed companies. Whereas publicly listed companies are traditionally financed by a combination of tax deductible debt and non tax deductible equity, raised through issuing shares, the private equity players which have been very active in the Australian corporate sector in recent times, deliberately load companies with debt to minimise their short term tax obligations. In the case of the controversial private buy-out of Qantas by a consortium led by Macquarie Bank, it has been estimated that in private hands the company would pay $400 million per year less tax than it currently does as a publicly listed company. The ability of private actors to raise billions of dollars on international money markets to purchase large public companies is yet another recent development associated with economic globalisation which threatens the ability of national governments to effectively tax business.

Regulating international taxation: Problems and prospects

Taxation affects almost all aspects of commercial activity from levels of investment and profits to patterns of consumption and employment. This chapter has argued that in an era of globalisation in which capital, labour, goods and services are increasingly mobile, both the tax policies of national governments and commercial decisions made by business are influenced by external forces including the tax policies of other states. These conditions erode the sovereignty of national governments and create the potential for harmful regulatory competition. While international tax competition has not been as prevalent and destructive as some commentators predicted in the 1990s, this chapter has argued that international tax avoidance remains a significant problem. Ultimately international tax competition and avoidance can only be managed through robust multilateral agreements in which individual countries cooperate to establish a clear framework for international taxation. This final section of the chapter will assess the prospect of regulating international taxation and the likely consequence for national governments and international business alike.

A central goal of this book is to highlight both the importance of international business regulation on the one hand and the difficulty of achieving robust and enforceable international business regulations on the other. In an international political system in which sovereignty is the preserve of individual nation states, effective business regulation depends on shared interests between major business and political actors complemented by robust international organisations which can facilitate international cooperation and administer international agreements. For example, the success of multilateral trade liberalisation initiatives during the second half of the 20th century can be attributed to a genuine commitment to trade liberalisation on the part of most advanced industrial nations and the evolution of the General Agreement of Tariffs and Trade (GATT) and World Trade Organisation (WTO) as key institutional forums for facilitating complex multilateral trade negotiations. In stark contrast to the trade arena, the prospects of effectively regulating international taxation have been hindered by a number of factors. 

Unlike the trade and finance arenas, no international organisations were created to deal with taxation issues in the immediate post-war period (Vann 1991) and, as outlined below, it has only been in the last decade that the OECD has taken a serious interest in regulating harmful tax competition. An even greater constraint on international tax regulation is the fact that there is an active debate in relation to the need for tax regulation. While many (especially European) states are concerned about the potential threat which international tax avoidance and competition pose to the integrity of their tax systems, many other actors in the international system hold contrary views. Most TNCs regard legal tax avoidance as a legitimate strategy to minimise global tax obligations while the provision of international tax planning advice is a major source of business for global accounting firms. As was mentioned above, promoting their historic low-tax status has been a deliberate and often successful economic development strategy employed by so called micro-states and attempts to limit the ability of small developing states to exploit their comparative tax advantage have been widely criticised. 

More fundamentally, proponents of market liberalism argue that tax competition is beneficial to the extent that it disciplines governments, acting as a constraint on state intervention and ensuring that regulation is responsive to business needs. The lack of broad support for international tax regulation has been epitomised by the various positions held by the United States (US) in recent years. Traditionally the US, with its strong free enterprise culture, powerful financial sector and relatively low tax rates, had little interest in regulating international taxation. This slowly changed in the late 1980s, not because of the threat international tax evasion posed to the US tax system, but because it was apparent that Caribbean tax havens were also being used by US based organised crime for money laundering (Sharman 2006). As a result the Clinton Administration (1992-98) actively supported OECD tax regulation initiatives in the 1990s. While US support waned during the early years of George W. Bush’s Presidency, recent attempts to monitor terrorist financing have renewed American interest in the agenda. 

Owing to the political and commercial resistance to international tax regulation most attempts to regulate international taxation are bilateral in nature with counties negotiating specific tax treaties with individual investment and trading partners. While these treaties provide a degree of regulatory consistency and coordination in relation to matters such as double taxation, critics argue that the treaty system is still easily exploited by TNCs owing to its ‘patchwork nature’ (Thuronyi 2001). Despite such criticisms, it is important to note that significant progress has been made towards improving the scope and consistency of the international tax treaties courtesy of the promotion of the OECD’s Model Tax Convention on Income and Capital. The model tax convention serves as a blueprint for bilateral tax treaties between states and as of 2006 some 2000 treaties based on this model had been signed (OECD 2006). However, despite this success it is important to note that states remain sovereign in the treaty negotiation process with important terms in the model treaty being adapted to suit national interests (McLure 2001). Indeed the US government stubbornly uses its own preferred tax treaty as a basis for negotiations in preference to the OECD model. Finally, while the model convention represents something of a consensus in relation to international taxation, the treaty system lacks a robust dispute resolution system and tends to break down when there are tax-related conflicts between states. What then are the prospects for establishing a more robust regime for international tax regulation which moves beyond coordinated bilateral regulation?

Generally speaking, the lack of a broad consensus on the need for international cooperation in relation to tax issues has hindered the prospects of creating a multilateral framework for international tax regulation. However, as noted above, this situation started to change in the mid-1990s as the United States joined with European states in an attempt to regulate international tax havens leading to the OECD’s 1998 Project on Harmful Tax Practices described above. While this initiative was significant and was successful in terms of highlighting the use and impact of tax havens, in many ways it demonstrated the problems associated with multilateral tax regulation.

In a detailed study of the OECD’s attempt to regulate international tax havens Jason Sharman (2006) notes that despite the intent of the world’s richest nations ‘by 2002 the small-state tax havens had prevailed, and the campaign to regulate international tax competition had failed’. While the OECD has a good track record in terms of fostering expert consensus on economic policy issues and regulatory practice, the attempt to regulate tax havens was quite different. Whereas traditionally the OECD has been successful at devising regulatory regimes which are implemented by member states for their mutual benefit, the tax haven initiative involved threatening and coercing small and generally poor non-member states. This was a radical departure from the OECD’s traditional inclusive and cooperative approach (Sharman 2006). Unwilling to relinquish their sovereignty and comparative taxation advantage, the vast majority of jurisdictions identified as tax havens by the OCED fought back and defended their reputation. In the rhetorical battle that ensued the OECD was vulnerable to claims that it was trying to eliminate the very competition it generally promotes simply because it was in the interests of its wealthy, high tax member states. These biting criticisms combined with OECD’s inability to enforce ‘hard’ sanctions against non-member tax havens have resulted in the failure to effectively regulate tax havens.
Conclusion 

The debates surrounding the regulation of international taxation outlined in this chapter highlight many of the challenges associated with international business regulation. While we have now entered an era of global commerce in which trade, finance, production and companies themselves are organised on a global scale, sovereignty and political authority remain the preserve of national governments. While economic integration associated with globalisation often promotes shared political and commercial interests which give rise to international business regulation, this does not appear to be the case with tax policy because it is so central to both public finance and the economic performance of nation states. For these reasons national governments have been extremely reluctant to devolve their sovereign prerogative to make tax policy to international organisations or global governance structures. Even within the European Union with its elaborate supranational governance structures, attempts to achieve tax harmonisation have been consistently thwarted (Radaelli 1997). While there are formidable obstacles which stand in the way of international agreement on tax regulation, this chapter has also highlighted the risks of failing to cooperate in relation to international tax regulation because if countries use tax policy to compete for investment then a ‘race to the bottom’ may result.

It is clear from this chapter that international tax regulation poses a clear dilemma for policy makers. Achieving international agreement is difficult but in the absence of cooperation the integrity of national tax systems can easily be undermined. Yet the nature of this dilemma also provides important insights into regulatory developments in the international tax arena over the last decade or so. While more ambitious multilateral initiatives, such as the OECD’s Project on Harmful Tax Practices, have not been as successful as their proponents had hoped, this project and others, such as the 2002 International Tax Dialogue, together with the expansion of bilateral tax treaties, have provided important international forums where stakeholders from national governments, business and international organisations can meet to discuss the problems associated with international tax regulations and to identify the areas in which there is common ground. While these dividends are relatively intangible, building a shared understanding of the challenges associated with international taxation issues is an important step towards achieving international cooperation. Diplomacy is a slow process which requires considerable patience and economic diplomacy in relation to international tax regulation is no different.
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ENFORCING TRANSFER PRICING LAWS





GlaxoSmithKiline (GSK) is world’s second largest pharmaceutical company with a 2007 market capitalisation of $A350 billion with major operations in the United States, Italy, Croatia, France, Singapore and Ireland and a presence in 72 countries. On September 11 2006 GSK announced that it had reached an out of court settlement with the US tax office (Inland Revenue Service or ‘IRS’) agreeing to pay a $A3.6 billion fine in relation to a long running transfer pricing case. The IRS alleged that a U.S. affiliate of GSK was paid far too little for marketing various drugs and other ‘intangible’ services by the British parent company over the period 1989-2000 in order to avoid an estimated $A6 billion taxes, penalties and interest payments to the US government. This is by far the largest settlement in a transfer pricing case and has sent shockwaves around the corporate world (GlaxoSmithKline 2006, Flink 2004).





TRANSFER PRICING AND CORPORATE TAXATION IN IRELAND





Since joining the European Union successive Irish Governments have successfully used corporate tax incentives to attract investment and promote economic growth. Perhaps the most controversial policy was the introduction of a special 10% tax on financial service companies in the mid-1990s (the standard company tax rate was 38%).


 	The impact of this reform was dramatic and now Ireland is home to over 500 offshore investment funds and 78 international banks (Graetz 2001). This aggressive attempt to attract investment has been criticised by other governments, not only because genuine investment is flowing to Ireland, but because recent studies have revealed that returns on investment from Irish subsidiaries of TNCs have been much higher than the European average. This is regarded as strong evidence of TNCs engaging in transfer pricing by deliberately realising profits in their Irish subsidiaries to take advantage of low tax regime (Sullivan 2002).











244
243

