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Background

* More and more stakeholders have started demanding increased visibility over the details of the tax footprints of the multinationals in different countries.

* GRI 207: Global Reporting Initiative (GRI) issued GRI 207 which sets out standards for tax disclosures
GRI 207: Tax

1. Management approach disclosures
Disclosure 207-1 Approach to tax
Disclosure 207-2 Tax governance, control, and risk management
Disclosure 207-3 Stakeholder engagement and management of concerns
related to tax

2. Topic-specific disclosures
Disclosure 207-4 Country-by-country reporting

» World Economic Forum’s (WEF) International Business Council made tax disclosures a core component of ESG reporting metrics and discussed about the tax metrics
in ‘Measuring Stakeholder Capitalism Towards Common metrics and Consistent Reporting of Sustainable Value Creation” white paper published by the WEF in 2020.

» Some companies like Anglo-American were early starters and have been publishing the Tax and Economic Contribution Report from many years. Similarly, Vodafone
have been releasing tax contribution report.



https://www.ft.com/content/6e8a3223-40c8-43ba-83f4-738a88779df5
https://www.globalreporting.org/standards/media/2482/gri-207-tax-2019.pdf
https://www.internationaltaxreview.com/article/2a6aafin5m44msducpvk0/esg-tax-transparency-the-global-journey
http://www3.weforum.org/docs/WEF_IBC_Measuring_Stakeholder_Capitalism_Report_2020.pdf
https://www.angloamerican.com/~/media/Files/A/Anglo-American-Group/PLC/investors/annual-reporting/2022/tax-and-economic-contribution-report-2021.pdf
https://www.vodafone.com/sites/default/files/2021-10/vodafone-tax-report-19-20.pdf

What ESG means for tax
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https://www.bdo.com/insights/tax/federal-tax/navigating-the-intersection-of-tax-esq

Governments across the countries are introducing a range of taxes, levies and other
measures over the last couple of years as a mechanism to charge environment
behavioral taxes or to incentivize organisations to adopt sustainable strategies. Some
of these strategies (like offering incentives to adopt sustainable strategies) help in
driving behavioral shift towards adopting more sustainable practice.

For ex. —

- Europe Green Deal, also known a FitFor55, where the continent expects to reduce
carbon by 55 % in 2030 also includes revision in the energy taxation directive.

- R&D tax credit of 12% to 13% for certain climate-related investments in the UK.

- Production linked incentives for solar PV modules in India.

For organisations, tax plays an important role for companies to contribute to the
society and building trust amongst the stakeholders at large and being a responsible
actor of the society. Appropriate revenue mobilization is essential for the states to
promote social welfare.

For ex. - European Commission has recognised the role taxation can play in
achieving the 2030 Agenda for Sustainable Development.

Appropriate governance can help in aligning tax strategy and disclosures with the
stakeholders demand of appropriate tax reporting (One step in this direction could
be board having overview of tax strategy & risk; so that timely actions can be taken
where needed and appropriate communications are made to the stakeholders). This
could help stakeholders in believing that company is transparent and pays its
appropriate fair of taxes.



https://www.bdo.com/insights/tax/federal-tax/navigating-the-intersection-of-tax-esg
https://www.bdo.com/insights/tax/federal-tax/navigating-the-intersection-of-tax-esg
https://www.crowe.com/uk/insights/international-tax-and-esg
https://www.consilium.europa.eu/en/infographics/fit-for-55-energy-taxation/
https://www.consilium.europa.eu/en/infographics/fit-for-55-energy-taxation/
https://www.nasdaq.com/articles/how-do-taxes-play-a-role-in-driving-esg-initiatives
https://www.moneycontrol.com/news/business/esg-and-tax-connecting-the-dots-8623041.html
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020DC0313&from=EN
https://www.unhcr.org/2030-agenda-for-sustainable-development.html

Carbon taxes

As stated earlier, countries have started levying several form of environmental taxes/ levies. Carbon-pricing measures (like carbon taxes and the carbon border adjustment
mechanism) is amongst one of them.

Carbon tax rates worldwide as of April 1, 2022, by country (in U.S. dollars per metric ton of CO2-equivalent)
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Carbon taxes
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Carbon taxes

Carbon Taxes in Europe
Carbon Tax Rates per Metric Tomn of CO=ze, as of April 1, 2022
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Country-by-country reporting

+ Country-by-country reporting (CbCR) was introduced as part of OECD’s base erosion and profit shifting (BEPS) initiative. The Country-by-Country Report provides aggregate
data on the global allocation of income, profit, taxes paid and economic activity among tax jurisdictions in which a company operates. Several companies have started voluntary

making CbCR publically available.

* On December 1, 2021, the public CbCR directive was published in the Official Journal of the European Union. According to the published text, the directive will enter into force

on 21 December 2021 and Member States will have to transpose the directive into national legislation by 22 June 2023.

» Table 1 & Table 2 from Action plan 13 depicting the disclosures to be made in CbCR is presented below:

Table 2. List of all the Constituent Entities of the MNE group included in each aggregation per tax jurisdiction
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https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L:2021:429:FULL&from=EN
https://read.oecd-ilibrary.org/taxation/transfer-pricing-documentation-and-country-by-country-reporting-action-13-2015-final-report_9789264241480-en#page31

Considerations for organisations from a tax perspective to align with ESG

Some of these can be:

* Alignment the tax strategy with the overall sustainability strategy of the organization
* Being tax transparent and disclosing relevant tax related information to all stakeholders
* Paying ‘fair share of taxes’ and following the practice of tax integrity

Separately, there should be tax code of conduct and appropriate tax risk management strategies in place.

A transparent tax policy can help businesses to outlay their contribution towards ESG and build trust among various
stakeholders.



https://www.thomsonreuters.com/en-us/posts/tax-and-accounting/esg-corporate-tax-departments/

