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1. Summary
This reporti is based on the country-by-country reporting of 26 European Union based banks,
17 of which had published the full data now required of banks by the time the report was
prepared and nine of whom had still only published the partial data permitted in 2014.
The country-by-country reporting from these banks was used to test the hypothesis that
some or all of these banks may have been systematically over-reporting their profits in low
tax jurisdictions or places identifiable as tax havens whilst under-reporting them in those
places where they are either based or have major centres of operation.
The report suggests that thus hypothesis has been found to be true: overstatement of
profits in identifiable low tax and offshore jurisdictions appears to be occurring based on the
data published by the banks surveyed.
The report addresses the issue of profit relocation in two ways. Firstly, using the principles of
unitary tax reporting, which would apportion profits to states where they could be taxed at
local rates (a system akin to the European Union’s Common Consolidated Corporate Tax
Base) based on evidence of real economic activity taking place in that jurisdiction as
represented by turnover and people employed it was estimated for the seventeen banks
that reported full data, using their data in aggregate total, that it was likely that there was
systemic reallocation of profits, or base erosion and profits shifting as the Organisation for
Economic Cooperation and Development describe it.
This result was very clear: as section 11 of this report makes clear a review of 131
jurisdictions shows potential reallocation of profits exceeding €100 million into or out of the
following jurisdictions:
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Data in red in the right hand column indicates over-reporting in the jurisdiction whilst data
in black indicates under-reporting.
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There can be no doubt that some of the reported differences are due to underlying
economic circumstances. The Swiss data is, for example, distorted by a €2.9 billion loss
reported by BNP Paribas in that country. UK data is also likely to be distorted by head office
functions recording losses as a result of fines for financial misdemeanours charged on many
UK banks. The Spanish economy has also, undoubtedly, had a difficult time.
The lesson from the Netherlands and maybe the UK and Germany is, however, that it does
not appear to pay, at least in terms of reported profit and so likely potential tax yield, to
host bank headquarters. This does not, however, appear to be true of France, which appears
to enjoy over-reporting of profit. It is also not true of the USA, which appears to have
exceptionally high profit reporting: why is not readily apparent although some banks e.g.
BNP Paribas suggest that income from the Cayman Islands is reported by them in the USA.
It is notable (but not shown here) that there is exceptionally low reporting of income and
profits in many of the expected tax havens such as Bermuda, Cayman and the British Virgin
Islands. This is also true of Guernsey, although it seems likely that many banks include data
for this island in their reporting for Jersey.
What is, perhaps, unsurprising is that there appears to be above expected reporting in many
jurisdictions where this might have been anticipated including Belgium, Luxembourg,
Ireland, Singapore, Hong Kong, UAE, Jersey, Mauritius and the Isle of Man, all of which have
a reputation for acting as offshore tax locations for various reasons. Prima facie evidence of
the relocation of profits to locations where that might be expected to provide a tax benefit
does, therefore, appear to exist based on this data.
Secondly, assessment of the reporting of individual banks was undertaken. Because analysis
of country-by-country reporting data is a new field of accounting research four possible
methods of assessing potential profit shifting within individual banks were used in this
survey with the results then being combined to provide an overall ranking. These methods
were:
a. To consider the amount of potential reallocation of profit within the financial
statements of each bank surveyed based on the unitary taxation methodology noted
above;
b. To determine the individual jurisdiction in which the bank recorded its highest
income per employee and the ratio of difference between that level of income and
that for the bank as a whole as a measure of the aberrance of activity in that highest
earning jurisdiction;
c. A similar measure to that described in (b) except for profit per employee;
d. A method combining three measures of overall ratio differences in distribution of
implied, profit, tax paid and turnover allocation within banks to identify the degree
of diversity of behaviour in the surveyed banks.
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Each of these rankings was then combined to produce an overall ranking for the surveyed
banks, with a rating of 1 indicating the highest risk of base erosion and profits shifting taking
place, although, it is stressed, not proving that it does:

Broadly speaking the four measures moved in line with each other with none at this stage,
and with this limited amount of data, proving to be conclusively the most useful. Equally, it
is clear that reliance on one alone may be insufficient: Royal Bank of Scotland may come top
overall but does not in any individual ranking.
Broadly speaking larger banks appear more likely to be profit shifting. As the detailed
findings for each method show, the disparity in behaviour is very wide, some banks
appearing to have considerably more risk inherent in them than others.
Some European Union jurisdictions emerged as very clear potential destinations for the
relocation of profits in these surveys in ways not apparent from the country data. In
particular Ireland seemed a particularly likely destination whilst Malta also stood out. Some
other destinations, such as Finland, were harder to explain.
What is clear, based on this survey, is that:





Country-by-country reporting data is useful, and powerful;
Country-by-country reporting data can be interpreted in ways predicted to be useful
before any data was available for analysis, and the results generated generally
support anticipated outcomes;
The risk that profit shifting is taking place is real;
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The risk that some countries are seriously losing out in terms of revenue and profit
reporting as a result appears to be high. This is particularly true of states that host
bank head office locations, France excepted;
Some EU countries appear to be gaining from tax competition in ways that appear
inconsistent with the level playing field required by the internal market;
Tax haven activity is significant.

In addition:





The limited amount of data required by CRD IV Article 89 reduces the usefulness of
the survey undertaken, most especially with regard to tax data where there appear
to be worrying variations on the way in which data is being presented between
different EU countries, so reducing the use of the data when all accounting
information only has use in comparison;
Worrying inconsistencies in the data surveyed have been found so that some banks
report all the jurisdictions in which they trade whilst others only report a selection;
There is room for considerable enhancement in the data published, which issue is
the subject of the recommendations that follow this summary.

2. Recommendations
The particular issues with the data used for the purposes of this survey (excluding the
obvious fact that not all banks had reported full data as yet) are:
a. It is apparent that there is inconsistent data reporting between various EU countries;
b. Data is not reported for every jurisdiction in which all banks trades;
c. It is not clear if data per jurisdiction is reported including or excluding intra-group
sales;
d. Some tax data appears to be reported variously on the basis of cash paid and the tax
provision in the accounts;
e. It is not clear if tax provisions, when reported, include deferred tax, or not.
Recommendations to resolve these issues are:
i.
ii.
iii.
iv.

Data must be reported for every jurisdiction in which a bank trades, without
exception;
That if the existing Directive is to remain in use then it must be consistently
interpreted across all EU jurisdictions or the full benefit of disclosure will be lost;
Turnover should include intra-group sales in a jurisdiction with a reconciling
adjustment to reported group turnover being provided;
Profit should be reported including the consequence of intra-group transactions and
be reconciled to group reported profit;
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v.

Tax should be recorded on the basis of the liability arising for the period split
between current and deferred tax provisions as a limited number of banks do
disclose.

Alternatively, the EU should require the publication by these banks of their OECD countryby-country reporting templates prepared in accordance with the standards suggested by
that organisation in September 2014. Since all the banks reporting under CRD IV will be
required to comply with this standard the publication of data produced on this basis will
impose no additional cost upon EU banks and will avoid duplication of effort arising from
multiple reporting under different standards.

3. The data
This report has been produced for the use of the Green / EFA Group of European Parliament
MEPs. It summarises and interprets country-by-country reporting data from 26 European
Union banks available in early June 2015. This data is summarised as follows:
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This data is required to be reported by Article 89 of the Capital Requirements Directive IVii.
Under the terms of that Directive full disclosure is not required for 2014 until 1 July 2015.
CRD IV requires that from 1 January 2015 Member States shall require each institution to
disclose annually, specifying, by Member State and by third country in which it has an
establishment, the following information on a consolidated basis for the financial year:
(a) name(s), nature of activities and geographical location;
(b) turnover;
(c) number of employees on a full time equivalent basis;
(d) profit or loss before tax;
(e) tax on profit or loss;
(f) public subsidies received.
On an interim basis data on items (a) to (c) were required to be published from 1 July 2014.
Some banks voluntarily met the full requirement earlier than required to do so by law.
Some banks (e.g. Lloyds) have made it clear that they will not publish full data for 2014
before being legally required to do so even though their accounts for that year are now
available. As a result for nine banks the limited data of the type required to be published in
2014 has been used in preparing this report. Some of this limited data (e.g. that for Lloyds)
relates to 2013 and not 2014 but has been used as being the most recent (and only) data
available. Data not originally published in euros has been translated at the average rates
applying in the years in question. All data in this report is in millions of euros unless
otherwise noted.
Whilst this report uses the data published by twenty six banks as selected for review by the
Green / EFA Group of MEPs it is important to note that the CRD IV requirements do extend
beyond these banks to ‘all global systemically important institutions authorised within the
Union, as identified internationally’ in the financial services sector and that this report is,
therefore selective in its scope.
Because the scale of reported public subsidies received by banks is so small no analysis has
been undertaken on this data.

4. The hypothesis
The first ever intended use of country-by-country reporting was as a risk assessment tool to
determine whether or not the companies reporting in this way might be partaking in
relocation of their profits for the purpose of reducing their tax liabilities. There are other
potential uses for country-by-country reporting data but they are ignored in this report.
This report has looked for evidence that relocation of profits – now described by the
Organisation for Economic Cooperation and Development as base erosion and profits
shifting – has taken place.
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5. Limitations in the available data
It must be stressed that there are considerable limitations in the data published for
undertaking this exercise. In summary these are:
a. As already noted, some of the banks surveyed have not yet published profits and tax
paid data. The remaining data that they published was of little use for most of the
analysis included in this report;
b. The basis on which the banks are reporting is not consistent because local legal
interpretation was allowed on what certain terms in the Directive were meant to
mean. So, for example, whereas turnover, profit and employee data clearly relate to
a particular accounting year end the Directive said in its preamble:
‘Increased transparency regarding the activities of institutions, and in
particular regarding profits made, taxes paid and subsidies received, is
essential for regaining the trust of citizens of the Union in the financial
sector. Mandatory reporting in that area can therefore be seen as an
important element of the corporate responsibility of institutions towards
stakeholders and societyiii. (Highlight added)
Unfortunately this note has resulted in some countries, such as the UK, requiring
that the reported tax figure be corporation tax paid whilst in some other
jurisdictions it appears that accounting data for the reporting period is disclosed e.g.
BNP Paribas reporting under French regulation disclosed current and deferred tax
provisions. This, again, creates confusion: the only relevant requirement is the
current tax provision but some other banks may have reported a full provision
included deferred tax liabilities. It is therefore stressed that there may be
inconsistencies in the tax data used in this report that cannot be resolved. This is
particularly important in the case of UK banks, at least, where the tax data disclosed
may have only little relationship to the reported profit for a year.
c. It is unclear in all cases whether the data disclosed solely reflects third party
transactions and so reconciles directly with the reported turnover in the financial
statements to which the disclosure relates (although this does appear to be the case
for many banks) or whether the disclosure is of local data before intra-group
transactions are eliminated, as is, for example, the case with Barclays plc. This
ambiguity does, again, produce uncertainty and reduces the value of the data
available especially if as a result of only third party data being reported the
consequence of intra-group transactions in which much of the likely base erosion
and profits shifting takes place is suppressed for reporting purposes.
d. Some banks e.g. Barclays and some Spanish banks have not disclosed data for all
the jurisdictions in which it appears that they trade, offering ‘unallocated’ data in its
place.
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The following summaries must be read in the light of these data limitations. Means of
addressing them are noted in the section of this report making recommendations for
improvement in data reporting.

6. Approaches used to data analysis
Three key approaches to the data have been used to seek support for the hypothesis that
base erosion and profits shifting has taken place. It is not suggested that these methods are
complete or the only ones available: they are the more obvious methods and those that
were possible in the time available for preparation of this report.
These approaches are to:
a. Compare the reported basis of profit allocation for the sample of banks reporting
comprehensive data with the profit allocation that would have arisen if profit had
been recorded in line with the weighted average of the turnover and number of
employees reported by the banks in question for the jurisdictions in which they
operate. This approach is based on the risk assessment methods that the OECD
suggests tax authorities might use to assess this issue. By stating the total potential
reallocated profit as a proportion of declared profits a ranking can be produced. The
method is based on the principles of unitary taxation.
b. To find the jurisdictions in which each bank reports its highest turnover and profit
per employee and to compare this with the average for each for the bank in
question. The object is to identify by location where potential mis-statement might
be arising and the potential scale of that mis-statement and to then express this as a
ratio and so produce a ranking.
c. To calculate the weighting of turnover, profit, corporation tax paid and number of
employees reported for a jurisdiction in proportion to the number for each for the
bank as a whole wherever data permits. These weightings have then been
compared, as follows:
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The difference between the profit and corporation tax weighting. This
difference would show when more or less tax than expected might be paid
in a jurisdiction in proportion to profit declared. This might indicate success,
or otherwise, in seeking low tax rates;

ii.

The difference between the turnover and people weighting. This might
indicate if turnover was being artificially relocated since it is assumed that a)
staff are required to manage turnover and b) that in a global corporation
there might be some consistency in this ratio between jurisdictions meaning
that a discrepancy in staffing ratios might suggest aberrant reporting of
turnover;
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iii.

The difference between profit and a combined and equally weighted
turnover and people employed ratio. This might indicate the degree to
which profit has been shifted from jurisdictions where real economic activity
appears to be occurring towards those where little such actual activity
appears to be arising.

In each case and for each bank data on the high and low value for each of these
weightings was extracted. These high and low values were then compared to
indicate the range of diversity within the bank on these issues. Where three
weightings were prepared these were themselves also averaged to give an overall
indication (and it is stressed it is no more) of the likelihood that economic substance
and the form in which transactions are reported do not coincide. Where there was
only one weighting to use that was used for overall assessment purposes instead.
The resulting averaged ratios were then used to produce a ranking.

7. Results 1: unitary taxation risk assessment
Using the first method noted in section 6 produced the following table when data was
ordered on the basis of the total value of profit that the risk assessment suggested had been
moved between locations for reporting purposes:

Data in red suggests that there is over-reporting and data in black under-reporting.
Jurisdictions were sorted for the purposes of this exercise between members states and non
EU member states with the latter split between those not on the Tax Justice Network
Financial Secrecy Index and those which are (which includes many of the well known tax
havens as well as Singapore and Switzerland).
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What is apparent is that there appears to be very consistent relocation of profit from EU
states to tax havens according to this methodology. The exception is BNP Paribas where the
result is distorted by the recording of a €2.9 billion loss in Switzerland.
There also appears to be regular re-allocation of profit out of the EU to non-tax haven states
according to this data. As later data will note, much of this is to the USA.
When the data is sorted in proportion to the scale of the bank’s activities a different
ordering is suggested, as follows:

Banks without data are not noted in this listing.
This ranking is considered more appropriate for overall assessment purposes of each bank as
it indicates potential reallocation of profit as a proportion of total declared turnover, which
is considered to be (at this stage of research) the potentially most stable and so reliable
indicator of the extent of profit shifting activity resulting from the relocation of the place
where activities are recorded. It is stressed that the total unitary reallocations includes both
under and over allocations i.e. all such allocations are treated for this purpose as positive
numbers.

8. Results 2: maximum turnover and profits per employee
Using the second method noted in section 6 produced the following table when data on the
maximum turnover and profit per employee engaged in any one jurisdiction in which the
bank operated was identified, with the data listed alphabetically in the first instance:
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The country featuring most commonly as having the maximum income per head is Ireland (7
banks, 27% of the sample) followed by Luxembourg (3), the Netherlands (2), Norway (2),
Australia (2) USA (2), with Denmark, the UK, Finland, Spain, Malta, Curacao, Singapore and
‘unallocated data’ all appearing once each. The fact that unallocated activity can appear
suggests that the bank in question is clearly not complying with the requirement to disclose
all activity by country.
To give an indication of significance the data was reordered basing the rankings on the ratio
that the maximum turnover per head for a jurisdiction had to the average turnover per head
for the bank in question to give some indication of the scale of aberration for the reported
data. This, together with a similar ranking for profit per hear, produced the following table:
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It will be noted that some banks had maximum turnover per person employed in a
jurisdiction little different to their average across the bank as a whole. The scale of disparity
at the top of the rankings is very high indeed, whilst the profit rankings suggest that in a
great many cases the reallocated income has very little commercial substance to it. The
known tax havens of Luxembourg and Ireland dominate the top of the list with Malta also
being known to be a significant tax haven for German companies. Curacao and Finland are
more surprising entries.

9. Results 3: Ratio analysis
Using the third method noted in section 6 produced the following table when data was
ranked in accordance with the average of the data:

Any bank with an overall weighting difference of less than 20% appears to have fairly low
risk of significant profit shifting on the basis of this data.
This then leaves eleven remaining banks, most located in the UK, Germany or the
Netherlands, where the risk of profit shifting appears to be significant.
It should be stressed that the top two banks may be outliers. The extraordinary difference
between the profit and corporation tax weightings ratios for Rabobank resulted from a tax
credit in its accounts attributed to the Netherlands that was almost three times its declared
profit for 2014 in that country, for example. This, however, just highlights one of the
fundamental deficiencies in the CRD IV data: as already noted, it was unfortunate that when
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this legislative requirement was drafted the demand made on corporate tax disclosure was
for tax payments made (or received) in a year. This made little accounting sense since such
payments and receipts are heavily influenced by the financial performance of the bank in
earlier years, but that earlier year performance may have little relationship to the currently
declared profits and the consequence is that information declared on profits and tax
payments need have very little correlation to each other. This may explain the tax data for
Rabobank but its ratio comparing the combined employee and turnover ratio with profit is
also high and that is unlikely to be distorted by such reporting problems. The use of overall
averaged data helps smooth these aberrations.

10.Combining the bank based results
A better index of profit shifting potential might be found by combining these results, which
produces the following outcome:

This is considered the overall ranking based on potential risk of base erosion and profit
shifting indicated by the available data.

11.Country data
In addition to yielding data on bank performance the available data also provides
information on those countries where it is most likely that profits have been reallocated to,
and from. This data is based solely on the seventeen banks for which complete reported
data is available. The data for all countries where a reallocation of more than €100 million
was suggested to arise for the sample as a whole on a unitary basis in the basis of this data
was as follows:
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Over the sample as a whole of some 131 countries and jurisdictions the difference between
reported and weighted profits does, of course, net to zero.
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In this table red data in the reallocation column suggests that there is net over-reporting of
income and black under-reporting of income.
There can be no doubt that some of the reported differences are due to underlying
economic circumstances. The Swiss data is distorted by a €2.9 billion loss reported by BNP
Paribas in that country. UK data is likely to be distorted by head office functions recording
losses for financial misdemeanours charged on many UK banks. The Spanish economy has,
undoubtedly, had a difficult time.
The lesson from the Netherlands, and maybe the UK and Germany, is that it does not appear
to pay, at least in terms of reported profit and so likely potential tax yield, to host bank
headquarters. This does not appear to be true of France, which appears to enjoy overreporting of profit. It is also not true of the USA, which appears to have exceptionally high
profit reporting: why is not readily apparent although some banks, e.g. BNP Paribas, suggest
that income from the Cayman Islands is reported in the USA.
It is notable that there is exceptionally low reporting of income and profits in many of the
expected tax havens such as Bermuda, Cayman and the British Virgin Islands. This is also true
of Guernsey, although it seems likely that many banks include this island in their Jersey data.
What is, perhaps, unsurprising is that there appears to be above expected reporting in many
jurisdictions where this might have been anticipated including Belgium, Luxembourg,
Ireland, Singapore, Hong Kong, UAE, Jersey, Mauritius and the Isle of Man, all of which have
a reputation for acting as offshore tax locations for various reasons.

i My thanks go to Grace Blakely for her work in the research stage of producing this report
ii

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2013:176:0338:0436:EN:PDF
Quoted in http://www.pwc.co.uk/en_UK/uk/tax/assets/a-practical-guide-to-the-uk-regulations-cbcr-under-crdiv.pdf
iii
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