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COUNTRY-BY-COUNTRY REPORTING: INTERNATIONAL EXPERIENCE
OF IMPLEMENTATION

Abstract. Considering the tasks set for Ukraine in frames of combating tax evasion of
multinational enterprises, it is extremely important to bring the provisions of national
legislation in line with international rules of tax administration. This primarily concerns
the creation of institutional conditions in order to increase the  financial flows
transparency of multinational enterprises for tax administrations and enable them to
obtain necessary information for identifying and assessing transfer pricing risks.
Nowadays, more than 100 countries prepare a country-by-country report of an
international group of companies, which discloses data on activities of certain enterprises
in accordance with the requirements of national legislation and the unified standard of
country-by-country reporting, approved by the OECD [1]. However, the analysis of
domestic practice of reporting by countries of international group of companies, as well
as the study of other regulations, which application allows metropolitan countries to
ensure the transparent level of taxation of their multinational corporations, indicates the
need for further improvement of domestic mechanisms for counteracting tax base
erosion and exchange of information obtained in the framework of international
exchange. This fact actualizes a chosen research topic. It is revealed that information
disclosed in country-by-country reports gives the possibility for tax administrations to
assess high risks of transfer pricing. In turn, the development of the mechanism for
ensuring confidentiality and appropriate use of such reports will oblige taxpayers to
careful adhere to transfer pricing rules and mandatory tax information exchange. The
investigation of international experience in frames of implementation of uniform
standards for the disclosure of information on income distribution and tax payments
suggests the importance of country-by-country reporting. And identification of main
trends in the field of international initiatives on issues of disclosure of income distribution
information by groups of enterprises brings Ukraine closer to the consistent implemen-
tation of this approach in practice of international groups of companies.
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3BITYBAHHA Y PO3PI3I KPATH: MDKHAPOAHUIA AOCBIA,
BIIPOBAAKEHHA

AHoranis. BpaxoByoun nocraBaeHi repes YKpaiHO 3aBAAHHSI B YaCTUHI 60poThOM 3
YXMAEHHSIM 0OararoHalioHaABHMMU IMIAPUEMCTBAMU Bip OMOAATKYBaHHS, 0COOAMBOI
AKTyaAbHOCTi HabyBae MPUBEAEHHS IIOAOXKEHD HAL[iOHAABHOI'O 3aKOHOAABCTBA y BiATIO-
BiAHICTB AO MI>KHapOAHUX iHILIiaTMB 3 TOAQTKOBUX MUTaHb. 3a3HaY€HE HACAMIIEPEA CTO-
CYETbCS CTBOPEHHS IHCTUTYLiMHUX YMOB IJOAO IOCHMAEHHS IPO30poCTi (iHaHCOBUX
MOTOKIB LJMX MIATIPUEMCTB AAS IOAAQTKOBMX aAMiHICTpalliil Ta HAAQHHS IM MOXXAUBOCTI
OTpUMYBaTU HeOOXiAHY iHPOPMALIiIO AAST BUSIBAEHHSI Ta OL{HKY PU3UKIB TpaHChepTHO-
ro LjiHOyTBOpeHH:. BcTaHOBAEHO, 110 iHdOpMaLlis 3BiTiB y po3pisi KpaiH 3abesmneuye mo-
AQTKOBMM aAMiHICTpalLlisIM MOXXAUBICTD 3A1MICHIOBATY OLIiHKY BMCOKMX PU3MKIB TPaHC-
dbepTHOrO LIiHOYTBOpEHHS, 2 pO3PO0AEHHS MeXaHi3My 3a0e3rieueHH s KOHPiAeHL[ITHOCTI
Ta BiATIOBiAHOTO BUKOpUCTaHHs iHpoOpMaLil TaKMX 3BiTiB 3000B’s)Ke MAATHUKIB MOAAT-
KiB peTeABHO AOTPUMYBATUCS IPABUA TPAHCHEPTHOrO LiIHOYTBOPEHHSI T2 000BSI3KOBOTO
00MiHy NoAaTKOBOI iHbopMaljieto. BuBueHHS Mi>KHapOAHOTO AOCBiAy B 4aCTMHI BIIPO-
BaAJKeHHsI YHi(hiKOBaHMX CTAHAAPTIB 1I0OAO PO3KPUTTS iHopMaLii Ipo posmnoaia A0Xo-
AIB Ta CIIAATYy MOAATKIB A€ 3MOT'Y CTBEPAJKYBATU IPO BaXKAUBICTD 3BiTYBaHHA y PO3pisi
KpaiH. BusHaueHHs roAOBHMX TPeHAIB y cdepi iHTepHallioHaABHMX iHilliaTUB 3 muUTaHb
PO3KPUTTS IPyNaMU MAMPUEMCTB iHpOpMaLil Ipo PO3IoAia AOXOAY HAabAMIKaE YKpaiHy
AO TIOCAIAOBHOTO BIIPOBAAYKEHHSI BKa3aHOTO IMTAXOAY B [TPAKTUKY POOOTH MI>KHAPOAHUX
I'PYI KOMIAHiI.

KarouoBi caoBa: npubyTOK, 3BiT y po3pisi KpaiH, baraToHaljioHaAbHI MiAPITMEMCTBA,
NIpaBUAA ONTOAATKYBaHHSI.

Taoba. 3. Air. 17.

. U1. Kppimrrona

[OKTOP 3KOHOMUMYECKNX HayK, npodeccop, npodeccop Kadenpbl HANOrOBOro MEHeAXMEHTa 1
($MHAHCOBOrO MOHMTOPIHIa KNEBCKOTO HAaLIMOHAIbHOTO SKOHOMUYECKOIO YHIBEPCHTETa MeHU Baguma
[eTbmaHa

A. A. HukoaeHKo
KaHOMAAT SKOHOMUYECKUX HayK, AOLUEHT, AOLUEHT Kad)e,qpbl MH¢0pMaTMKM n cuctemornorumn Knesckoro
HaUWOHa/IbHOI0 3KOHOMMNYECKOro yHUBepPCUTETa UMEHN Ba;wlma [eTbmaHa

MEXXCTPAHOBAS OTYETHOCTb:
MEKAYHAPOAHBIV ONbIT BHEAPEHM S

AHHOTanMsA. Y4UTBHIBas IOCTABAEHHBIE IlepeA YKPaMHOM 3aAa4M B 4aCTU 0OpPbOBI € YKAO-
HEHVEeM MHOTOHALMOHAABHBIMU IIPEATIPUATUSIMU OT HAAOTOODAOKEH NS, 0COOYI0 aKTyaAb-
HOCTb IIPUOOpETaeT IMpUBEAEHUE TIOAOKEHUI HALIMOHAABHOTO 3aKOHOAATEABCTBA B COOT-
BETCTBUE C MEXAYHAPOAHBIMM MHULMATMBAMU II0 HAAOTOBBIM BOIPOCAM. DTO IPEXAE
BCEro KaCaeTCsl CO3AAHUS MHCTUTYLMOHAABHBIX YCAOBUI AASL YCUAEHUS IPO3PAYHOCTU
(DMHAHCOBBIX MOTOKOB AQHHBIX MIPEATIPUSITUI AAS HAAOTOBBIX AAMUHUCTPALIMIT U TIPEAO-
CTaBAEHMsSI IM BO3MOXKHOCTU ITOAYYaTb HEOOXOAMMYI0 MHGOPMALMIO AASI BBISIBAEHUS 1
OLIEHK! PMCKOB TPaHC(EPTHOro LieHOOOpa3oBaHMsl. YCTAHOBAEHO, YTO MHPOPMALUS OT-
4eTOB B pa3pese CTpaH 00ecIeunBaeT HAAOTOBBIM QAMUHUCTPALMSIM BO3MOXXHOCTb OCY-
IECTBASITb OLIEHKY BBICOKMX PUCKOB TpaHC(EpTHOro LeHoobpasoBaHus, a paspaborka
MexaHMu3Ma obecreveHrsi KOHGUAEHLMAABHOCTU U COOTBETCTBYIOLIETO UCIIOAb30BaHUS
nH(OPMALIM TAKMX OTYETOB OOSDKET HAAOTOIIAATEABIIVKOB TIATEABHO COOAIOAATD Ipa-
BMAQ TpaHC(HEPTHOTO 1IeHOOOPa3oBaHUS 1 00513aTEAbHOrO 0OMeHa HaAOrOBOU MH(bOpMa-
Lueit. VisyuyeHne MeXAYHAPOAHOTO OIBITA B YaCTU BHEAPEHUs YHUDULMPOBAHHBIX CTAH-
AAPTOB PacKpbITVsI MHGOPMALMM O PACIIPEAEAEHUU AOXOAOB Y HAAOTOB ITO3BOASIET YT-
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BEP>XXAAThb O Ba)KHOCTU OTYETHOCTU B paspese cTpaH. OmpepeAeHye rAaBHBIX TPEHAOB B
cdepe MHTEpHALMOHAABHBIX MHULMATYUB 110 BOIIPOCAM PACKPbITUS IPYIIIIaMU MPeATPUs-
TUI MHPOPMALIUY O PACIIPEACAEHIN AOXOAQ TIPUOAMKAET YKPAUHY K TOCAEAOBATEABHOMY
BHEAPEHM I YKa3aHHOTO TOAXOAQ B TPAKTHUKY.

KAroueBble cA0OBa: IPUObIAB, MEXXCTPAHOBASI OTYETHOCTD, MHOTOHAL[IOHAABHBIE TIPEA-
MPUSITUS, TIPABUAQ HAAOTOOOAOXKEH NS

Considering the need for increasing investment attractiveness and maintaining
the confidence of international companies in doing business in Ukraine, our country
should align its legislation with international rules of tax administration that are
straightforward to combating multinational tax evasion. It concerns the creation of
institutional conditions of increasing transparency of financial flows of multinational
enterprises for tax administrations and their provision with relevant information in
order to assess and study risks of transfer pricing.

Nowadays, more than 100 countries prepare country-by-country reports and
disclose data in accordance with the requirements of national legislation and a
unified country-by-country reporting standard approved by the OECD [1]. However,
there is a need for the development of a mechanism of further combating the tax
base erosion andensuring the exchange of obtained information. Thus, there is
necessity of scientific substantiation of improvement of Ukrainian legislation in the
field of international exchange of information for tax purposes and preparation of
draft regulations in the field of country-by-country reporting. Mentioned above
determines the relevance of the research.

The purpose of the research is to analyze international experience of
implementation of country-by-country reporting by international groups of
companies in order to apply it in Ukraine and to develop the mechanism of ensuring
confidentiality and appropriate use of such reports.

In addition to the study of international experience, the solution of this problem
also requires the development of uniform requirements for the disclosure of
information on income distribution and taxes paid in different countries by
international groups of companies. Thus, such economist as Yana Oliynyk has
disclosed current domestic legislation trends on implementation of country-by-
country reporting by international groups of companies [2]. Liudmyla Lovinska has
published recommendations on implementation of a three-level model of transfer
pricing documentation and the approach to implementation of the BEPS action plan
in Ukraine, which directly relates to regulation of processes of studying issues and
methodological and practical approach to the determination of a general model of
tax planning [3]. Anzhelika Krutova and Oksana Nesterenko investigated potential
users of country-by-country report's information: “..companies that conduct
controlled transactions, in addition to the currently mandatory report on controlled
transactions (local file), will have to notify the fiscal service on participation in the
international group. This, in turn, involves mandatory submission of global
documentation (master file), which contains the analysis of key transactions,
financing mechanisms and distribution of financial flows in the group, financial
reporting, as well as country-by-country report” [4].
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However, these aspects need further research to establish “tax rules” for
international groups of companies that submit country-by-country reports in
frames of transfer pricing. And country-by-country report information will allow
tax administrations to assess high risks of transfer pricing and other BEPS-related
risks.

Methodology and research methods are based on combination of general
scientific methods (induction, deduction, analysis, synthesis), methods of comparison
(expert assessments, associations and analogies) and empirical approach (trial and
error method). At the same time, the analysis of the tax institution development
indicates that the empirical approach (taking into account well-known integrated
approaches) prevails and is more likely to rely on common in the professional
environment indicators of financial security and indicators of economic stability.

The globalization of the world economy requires member countries of
international groups of companies to oblige taxpayers to strictly adhere to the rules
of transfer pricing and mandatory exchange of tax information. This will provide
tax administrations with access to the information they need to assess the risk of
transfer pricing in order to make an informed decision about the need for auditing.
It is essential that tax administrations would be able to obtain (or make inquiries on
a timely basis) all additional information for a comprehensive audit following the
decision to conduct such an audit.

There are a number of international organizations in the world whose goal is to
develop unified regulations and requirements for the disclosure of necessary
information on income distribution and taxes paid in different countries. The
purpose of these requirements and tax rules is to avoid double taxation and “erosion”
of profit. Table 1 summarizes international initiatives and current documents on
relevant issues, setting out rules that allow metropolitan countries to ensure a
transparent level of taxation for their multinational corporations, even if they have
legitimately concentrated part of their profits in a low-tax jurisdiction.

As can be seen in the table, countries of the world control tax information
disclosure of taxpayers of international groups of companies and provide access to
information of financial nature by means of rapid exchange of data. Ukraine, when
joining an agreement or program, is obliged to study the experience of member
countries and take into account its own realities of tax legislation.

It is important to consider main problems experienced by some countries
during the process of “streamlining” transfer pricing and tax administration of
multinational companies. For example, the GILTI tax was implemented in the USA
in 2017, which is broadly similar to the global minimum tax (proposed by the OECD,
and the USA is a signatory to this convention). The effective GILTI rate is currently
13.125% and will be raised to 16.4% in 2026. There are no exceptions for the use of
GILTI in the form of international groups with a turnover less than € 750 million.
Potentially, GILTI could be qualified as an acceptable replacement for the global
minimum tax for the USA. But it is still unknown how these two taxes will interact
and whether this will require a change in legislation [7].
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Table 1. International initiatives on ensuring tax transparency

administrative

(Ukraine since

- conducting tax audits

(income tax, VAT,

- . - . Field of
Document Participants Basic provisions Action implementation
Convention of On 01.12.2020 - exchange of tax Taxes paid by Legal entities
mutual 141 countries information; companies

Compliance Act,
FATCA

Ne 229-1X) [6]

that haveassets outside
the United States;

- monitoring the
existence of accounts
opened by the US
taxpayers

Ukrainian financial
institutions of US
companies that are
US taxpayers and
informing the US
Tax Service about
them

assistance in tax | 17.12.2008) simultaneously; personal income
matters (OECD) - participation in foreign | tax and others)
[5] tax audits;
- assistance in collecting
taxes;
- exchange of ducuments
Standard for 78 countries Includes the list of Large-scale, Legal entities
automated (Ukraine has not | establishedinformation | prompt exchange
information joined) that must be disclosed: of information of a
exchange (CRS - information on financial nature,
for AOI) accounts; which is available
- information on financial | inasingle
institutionwhere database
accounts were opened;
- state of accounts at the
beginningand at the end
of the period
Foreign The USA(ratified | - consists of information | Control over Information
Account Tax LU29.10.2019 onAmerican taxpayers accounts in offoreignbank

onfinancialstate
of client

EU directive on
mandatory
automatic
exchange of
information in
the field of
taxation CRS
XML Schema

EU countries

Due Diligence rules for
financial organizations:
collection of data on tax
resistance of clients

Mandatory
implementation in
national legislation
of the signatory
countries of the
data exchange

Legal entities

Source: developed by the authors.

In November 2020, the German Federal Ministry of Finance published a guide
to filing tax declarations on intellectual property rights registered in German
registers. This procedure stipulates that the transfer of intellectual property rights
registered in the German internal registry (German - nexus IP) may be taxed in
Germany regardless of the tax residence of the payer or recipient of the license fee
for intellectual property rights. The next step is to make decision on enterprises and
organizations that carry out one or more relevant activities and are required to
report on economic presence in accordance with the “requirements of economic
presence” (Decision 57). This rule should be applied to such income as interest,
royalties, rent, insurance premiums, marketing services, brokerage services and
other payments made to a related party in which such income is taxed at a low tax
rate. It is proposed to set a special minimum rate for such a tax.
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The Ministry of Finance of the UAE has issued a notice on the requirements and
deadlines for reporting in accordance with Economic Substance Regulations (ESR).
The reporting portal was launched at the end of 2020. According to the updated
UAE legislation on country-by-country reporting, the notification must be submitted
only by the Ultimate Parent Entity (UPE) of international groups of companies
headquartered in the UAE. In this regard, the message includes only information
about the parent company, and not about the others in the group. It should also be
noted that the deadline for the submission of the notification is no later than the last
day of the financial year.Thus, in addition to re-submitting the notification for the
previous year, presented in existing notification system, it is also necessary to submit
an annual notification for the current year, what is not convenient for both reporting
companies and regulatory authorities.

In Sydney specialists believe that some provisions of double taxation agreements
need to be repealed. This is the SOR (Switch-over rule) rule, which applies to the
taxation of companies with a permanent establishment abroad. For example, some
of them stipulate that the profits of a company's permanent establishment abroad
(as well as income from real estate abroad) are not subject to income tax in the
company's country of residence. If in the country where the company is resident,
income tax is low or absent, such provisions will not allow to impose income by the
global minimum tax. Accordingly, the legislation of Sydney, which has a large
number of such enterprises, must be changed. They believe that some costs require
special tax measures - Undertaxed payment rule (UTPR). This is possible, for
example, if the group's parent company or its sub-holdings are situated in low-tax
jurisdictions, or in countries that do not apply SOR. In this case, the right to pay the
additional tax passes to the country from which the payments are made. This right
may be partially transferred to countries where such groups of companies are
located that do not make direct payments to low-tax jurisdictions, but their
spendings generally exceed their revenues from intragroup transactions. The
mechanisms of such calculations are complex and need to be further refined [7].

Problems, mentioned above, are still being studied and analyzed. The OECD
believes that they must be coordinated with other tax rules in order to avoid double
taxation. And in order to reduce the administrative costs of countries the OECD
proposes:

e to rely on the relevant accounting rules in order to determine the consolidated
group;

e to use the accounting standards of the parent company with limited
amendments for tax purposes;

e to determine the effective tax rate as a whole for companies in the group from
one jurisdiction (and not for each company);

e decide on the transfer of losses to the future;

e exclude from the tax base part of the profit (percentage of costs for employees
and depreciation of tangible assets), which will determine the profit from actual
activities and avoid the global minimum tax;

¢ when calculating the effective tax rate, take into account income tax, dividend
tax, reserve tax and capital tax.
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Ukraine joined the OECD Forum's enhanced cooperation program in 2013, but
the first steps towards tax transparency and tax information exchange were taken in
2017. A number of relevant laws have already been adopted in order to streamline
the state tax system to generally accepted standards for combating aggressive tax
planning, and a multilateral convention has been signed in order to implement
measures to combat income erosion and tax evasion [8]. Table 2 presents the stages
of implementation (according to the developed and adopted international
documents) of the reporting model for all countries participating in the Extended
Cooperation Program within the frames of OECD.

The analysis of initiatives and measures for implementation of international
standards on the disclosure of information on income distribution and payment of
taxes shows:

e main ways of implementation of reporting by countries of international group
of companies by jurisdictions experience of BEPS Action 13 functioning;

o use of these reports by tax administrations;

e assessment of transfer pricing risks and ways of tax base erosion

e stages of harmonization of national rules with unified international ones;

e mechanisms of implementation of automatic exchange;

e carrying out economic and statistical analysis.

Taking into consideration unified approaches of different countries to
administration of economic activity and taxes paid in different countries in
alignment with existing international requirements, one can say about the
importance of country-by-country reports by countries of international group of
companies as a tool for identifying transfer pricing risk and other risks associated
with the BEPS.

The information, disclosed in the country-by-country report, gives the
opportunity to provide tax administrations with:

o sufficiently transparent level of taxation of multinational corporations;

e possibility to reduce the number of opportunities for the international groups
of companies to reduce their taxes;

e capability to determine the types of indicators of tax risk.

Determination of main trends in the field of international initiatives on issues
of disclosure of information on income distribution by groups of enterprises brings
Ukraine closer to consistent implementation of this approach into practice of
international groups of companies. And approval of new tax measures, as well as
implementation of decisions (at this stage this is the implementation of action 13)
and fixing at the legislative level the requirement of mandatory submission of
country-by-country reports to regulatory authorities by international companies
(that are located in Ukraine) is an effective approach to tax risk assessment.

Thus, the state regulation of reporting by groups of companies on income
distribution, economic activity, taxes that are paid in different countries, testifies to
the active process of Ukraine's implementation of a three-level approach to transfer
pricing documentation through the introduction of Global Transfer Pricing
Documentation (Master-file), National documentation on transfer pricing (Local
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Table 2. Stages of country-by-country reporting implementation

Year of release

Name of the document

Basic provisions

- Handbook for tax
administrations and
international groups of
companies

September Action plan to resolve the Fifteen measures have been identified in three main areas:
2013 BEPS issue implementation of coherence of national rules that affect
international activities, strengthening the requirements of
existing international standards on substance, and
improving transparency and confidence
September Guide to Transfer Pricing Regulation of the disclosure of information that is related to
2014 Documentation and global distribution of income and taxes paid by the
Country-by-Country international groups of companies, together with certain
Reporting indicators of the place of economic activity within the
group. Includes the sample template of the country-by-
country report for the international group of companies, as
well as general and specific instructions for its preparation
October Transfer Pricing and Development of key elements of domestic legislation that
2015 Country-by-Country require from ultimate parent body of international group of
Reporting Documentation, | companies to submit a country-by-country report within its
Action 13 - 2015. Final Report | jurisdiction
December Action 13: Guide to Development of mechanisms of implementation for
2015 implementation of transfer | automatic exchange of country-by-country reports
pricing documentation and | according to certain international agreements basing on
country-by-country existing international agreements (in particular, the
reporting Multilateral ~ Convention on Mutual Administrative
Assistance in Tax Matters, the Bilateral Tax Agreement)
September Country-by-Country Practical recommendations for implementation in countries
2017 Reporting: A Guide to of country-by-country reporting, obligatory and optional
Effective Implementation for jurisdictions elements of system of submission and
usage of country-by-country reports. Includes elements of
effective operational base for submission and exchange by
country-by-country reports
November Guidance on the appropriate | The document includes instructions on steps that can be
2017 use of information contained |used by jurisdictions in case of need for effective
in country-by-country implementation of restrictions of certain usage in their
reports national rules and ways of proper usage of information:
« assessment of risks of transfer pricing
« assessment of ways of erosion of the tax base
- conduction of economic and statistical analysis
December X The document presents the approach to effective
2017 assessment of tax risk, types of indicators of tax risk that can
be betermined by means of information disclosed in
country-by-country reports and challenges that tax
authorities may face
November Common errors made by Interpretation of main articles of standard legislation
2019 MNEs in preparing concerning reporting in the context of countries of
country-by-country reports. | international groups of companies
February Public consultation Contains general topics onimplementation and functioning
2020 document: Review of BEPS Action 13, including experience of international
Country-by-Country groups of companies on implementation of country-by-
Reporting (BEPS Action 13) | country reports by jurisdictions, usage of country-by-
country reports by tax administrations and other aspects of
BEPS Action 13
Febryary International Compliance A program for a multilateral process of corporate risk
2021 Assurance Programme assessment and assurance was designed to be an effective,

efficient and coordinated approach to ensure that
international groups of companies wish to participate
actively, openly and fully transparently with increased tax
certainty for certain of their activities and operations

Source: compiled by the authors according to [9-17].
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file), Report by countries of the international group of companies (country-by-
country report). This is clearly presented in table 3.

Table 3. Three-level approach to transfer pricing documentation

Nr. | Name of the document section Contents of the document section

1 | Global Transfer Pricing Disclosure of standardized information that is relevant to all
Documentation members of international group of companies regarding:
(Master-file) organizational structure, description of business of

international group of companies, intangible assets of
international group of companies, internal financial activities
of international group of companies, financial and tax position
of international group of companies.

2 | National documentation Regulation of disclosure of information related to significant
on transfer pricing operations of local taxpayer in the context of: key data on local
(Local file) enterprise (description of business, business strategy, main

competitors, etc.), information on significant categories of
controlled transactions; financial information

3 | Report by countries Regulation of disclosure of information that relates to global
of the international group distribution of income and taxes paid by international group
of companies of companies, together with certain indicators of the place of
(country-by-country report) | economic activity within the frames of the group. It includes a

sample template for the country-by-country report, as well as
general and specific instructions for its preparation.

Source: compiled by the authors.

Attention is also paid to the development of approaches to exchange of tax
information and ensuring confidentiality of usage of data obtained in frames of
international exchange of information for tax purposes.
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