ANNEX A

Hypothetical investment model:

SUMMARY OF THE "DEVEREUX AND GRIFFITH" ECONOMIC MODEL
AND MEASURES OF EFFECTIVE TAX RATES

This note summarises the approach devel oped by Devereux and Griffith (1999) to cal culate the
effective marginal tax rate and effective average tax rate for particular forms of investment. It
does not attempt to provide aformulafor each and every possible tax regime. Neither does it
attempt to provide aformulafor each and every possible type of investment or financial
arrangement. Instead, it isintended to provide the reader with an understanding of the principles
of the approach, which can then be applied in any given situation.

The approach is similar in spirit to that of King and Fullerton (1984), which set out a
methodology for calculating the effective marginal tax rate. However, there are a number of
differences from the King and Fullerton approach. Devereux and Griffith used the approach set
out in this note also to consider international investment. Thisis similar to the approach of OECD
(1991). However, the OECD methodology was designed as an extension of King and Fullerton
(1984). Consequently, the Devereux and Griffith approach also differsin a number of ways from
that of the OECD.

Asfar as possible, this note uses the same terminology and definitions as King and Fullerton
(1984), OECD (1991) and Devereux and Griffith (1999). Because the King and Fullerton
approach iswell known, features of the methodology which are common to King and Fullerton
are not spelt out in any detail.

Section A DOMESTIC INVESTMENT
A.1 A domestic investment in the absence of tax

The Devereux and Griffith approach considers (like most of the academic literature on the impact
of taxation on investment) a one-period perturbation to the capital stock of afirm. That is,
suppose that in period ¢ afirm increasesits investment and hence its capital stock by one unit.
Consider three ways in which this investment can be financed: retained earnings, new equity or
debt*. Viewed from the perspective if the owner of the firm - the shareholder - the cost of the new
investment is one unit for both forms of equity finance? and zero in the case of debt finance.

Suppose further that this unit of capital isworth (1-9J )1+ n1) in period #+1, where J istherate

of depreciation of the asset and 71 isthe rate of inflation®. Then to maintain the same level of the
capita stock in al other periods, it is assumed that the firm reducesitsinvestment in period 7+ 7/
by thisamount, (1-90)(1+ n1). The additional capital stock generates areturnin period ¢+1 of
(p+98)(1+n), wherep can be interpreted as the real financial rate of return on the investment®.
Alsoin period ¢+1, the firm repays with interest any additional debt taken out in period ¢ In the
absence of tax, thisimplies arepayment of /+i, where i isthe rate of interest. The allocation of
any funds remaining from the investment after repaying debt depends on the way in which the

1 Of course, other forms of financing are possible, and could be incorporated into this approach.

2 In the case of retained earnings, the shareholders give up one unit of dividend payments.

3 We do not allow hete for the possibility that the rate of price change of the asset purchased may be different
from general inflation. This possibility could also be incorporated into the analysis.

4 That s, "real" as opposed to nominal: after taking account of inflation.



project was financed. If the project was financed by retained earnings then it is assumed that all
remaining funds are distributed as to the shareholder as adividend. However, if the project was
financed by an issue of new shares, then it is assumed that the same amount is used to repurchase
shares, thus leaving the total number of outstanding shares unaffected. (This distinction makes no
difference in the absence of tax, but isimportant in the presence of tax).

Abstracting from risk, the shareholders’ discount rate is equal to the rate of interest. This can be
expressed in terms of the real rate of interest, », by using the equaity (1+r)(1+71)=(1+:).

In the case of equity finance, the net present value to the shareholder of the investment is.

oo 1, A=A+ M+ (p+O)147) _ A4 p _p-r
1+ 1+ 1+r

(1)

Thisis denoted R* to signify that the net present value of the investment can aso be thought of as
the net present value of the economic rent generated by the investment (the asterisk indicates that
it isthe value in the absence of tax). In the case of a margina investment, then p=r and R *=0.
More generaly, however, it is possible that p>r.

In the case of debt finance, the net present value to the shareholder of the investment is:

R*=0+(1_5)(”n)+(f7+5)(1+n)_(1”)=P_’ 2
1+ 1+7r

Clearly, in the absence of tax, the net present value of the investment is independent of the source
of finance used.

A.2 Introducing taxation
(a) personal taxes

Personal taxes payable by the shareholder affect the shareholder’s discount rate and the net value
of achangein dividend payments. A general problemisthat personal tax ratestypicaly vary
across shareholders. In principle, economic theory is clear that the appropriate tax rates to use are
those of the "marginal" shareholder: ie. that shareholder who is only just willing to purchase
shares in the firm at the going price. However, it is usualy impossible to know the identity of the
margina shareholder and hence which set of tax rates to use. Common practice in generating
measures of effective tax rates has therefore been to compute tax rates for a number of possible
marginal shareholders, including the minimum, maximum and average tax rates. In what follows,
tax rates are defined for "the shareholder”. Depending on the identity of the marginal shareholder,
these rates may take different values.

One important case, however, is that the shareholders are not domestic residents. Instead,
suppose that the firm raises equity finance on the world capital markets. In this case, it would be
very difficult for the firm to identify the marginal shareholder and adjust its behaviour
accordingly. Rather, it is much more likely that personal taxes paid by the shareholder would
simply be ignored, or assumed to be zero. Thisis asensible centra case to examine. However,
the procedure for alowing for personal taxesis set out here.

Following the standard academic literature, the shareholder’s nominal discount rate becomes



p= ‘”ZE (3

where

»' isthe shareholder’s marginal personal income tax rate on interest income, and
z isthe shareholder's marginal persona effective capital gainstax rate (see King and Fullerton,

1984, for adiscussion of thisrate).

We denote atax parameter y to be the net income received by the shareholder as aresult of aone
unit increasein dividends. Thisis defined as

_(1=n")(1=¢)
RS (4
where

m“ isthe shareholder’s marginal personal income tax rate on dividend income,

¢ istherate of (net) withholding tax imposed on cash dividends paid by the firm to the
shareholder (see further comments below), and

s istherate of tax credit available to the shareholder, expressed as a proportion of the cash
dividend.

Two main elements of corporation tax are included in the analysis.
(b) corporation tax rate

First, the nominal return on the investment, net of interest payments’, is taxed at rate 7. This
primarily reflects corporation tax. However, in principle, it is an aggregate tax rate which
includes all taxes on income earned by the firm. It should, for example, include both nationa and
local taxes levied on the firm’sincome. We do not alow for any delay in meeting tax liabilities.®

Note that a split rate corporation tax system, as in Germany, should be modelled as follows. The
tax rate 1 should reflect the corporation tax rate on retained earnings. The impact of a different
tax rate on distributed profits should be reflected in parameter ¢ defined above. To seethis,
consider the case in which the firm’s profit increases by one unit. If retained within the firm, the
firm keeps 1 -1 . Relative to thisamount, if the firm distributes the profit, then before personal

taxes, the shareholder receives 1 - 7" where 7" isthetax rate on distributed profit. Thisimplies
that 1-c=(1-1")/(1-1). Any tax credit received by the shareholder can beincorporated into

the tax parameter s. For example, under afull imputation system, then s = 7. Combining these
two elementswould imply that y=(1-»" )/(1-T)(1-%).

(¢) allowances

Second the investment receives atax alowance. Suppose that the rate of allowancein period ¢ is
¢ . Then the firm receives areduction initstax liability in period 7 of 7¢’. Thisimpliesthat the

net cost to the firm of theinvestment isreduced by 7¢. In turn, thisimplies that the firm raises
finance from retained earnings, new equity or debt, of only (1—-17¢). We do not consider here the

5> Cleatly it would be possible to allow for intetest payments to not be deductible.

% Once again, this could be incorporated into the analysis.

7 An alternative is that the firm receives a tax credit, which would either replace this allowance or be added to
it.



possibility that the firm has insufficient taxable profit to absorb this allowance, so that it makes a
taxable loss which must be carried forward?.

In subsequent periods, the firm continues to receive an allowance for the additional investment in
period ¢. Define the present value of these allowances to be 4. Unlike the King and Fullerton
approach, we define this present value using the shareholder’s discount rate defined in (3).
Suppose for exampl e that the same rate of allowance, ¢ , was given in all subsequent periods, on

adeclining balance basis. In this case,

- of , A1+ p)
s qu% Hl+pE+Eh+pE Hl+p§+'"§ o+p 5

If the same rate of allowance, ¢, was given in subsequent periods on a straight line basis until
the whole cost of the asset had been alowed, then an allowance of 7¢ would be given for 7
periodswhere T =1/ ¢°. In this case

A=r¢§+%ﬁ%%%g+m+%ﬁa§. (6)

These two cases are purely illustrative. There are awide variety of possible allowances which are
used in practice. These include tax credits and other special first year allowances. The two
important general principlesin measuring 4 are (i) that al such allowances and tax credits should
be taken into account, and (ii) that the present value should be found using the shareholder’s
discount rate as defined in (3).

(d) other aspects of taxation

In practice, there are awide variety of different practices even in the taxation of domestic
income. Clearly not all of them have been incorporated into the above analysis. In general,
whether a specific provision should be allowed for in calculating effective tax rates should
depend on whether tax liabilities of the firm or the shareholder would be affected by an
incremental investment of the kind discussed above. That is, in principle, any identifiable change
in tax liabilities arising from such an incremental investment should be incorporated into the
analysis. The method of doing so is straightforward: assess the cash flows arising as a result of
the tax, and include them in the calculation of the post-tax net present value.

A.3 A domestic investment in the presence of tax

We can now combine the analysis of sections A.1 and A.2 to find the value of the hypothetical
incremental investment in the presence of tax. Consider the three initial forms of finance in turn.

8 Once again, this could be incorporated into the analysis.
9 In practice, T calculated in this way may not be an integer, in which case an adjustment is needed in the last

period.



(a) investment financed by retained earnings

Consider first the case in which the investment is financed by retained earnings. Consider
different elements of the analysisin turn:

(i) The firm generates the funds for investment by reducing dividends, and pays out the returns
from the investment as dividends. Viewed from the sharehol der’s perspective then, all the cash
flows involved in the investment must be multiplied by y , reflecting the various aspects of

personal taxation and taxation of dividends.

(ii) Given a present value of allowances of 4, the net present value of the cost of the investment is
1-A4.

(i) The nominal returnin periodt+1, (p+0)(1+ 1) istaxed at rate 7.

(iv) The net present value of the reduced cost of investment in period 7+1 is
(1=0)1+m)(1-A).

Combining these elements, the post-tax net present value, or economic rent, of the hypothetical
project if financed by retained earningsis

RFE =y 1= )4 (2O (A= A)+ (p* )1+ )1 =7)0 7
O I+p O

Rearranging, thisyields

R = onem-n=lnsp)=a-8jn+mhi- ). (8)

(b) investment financed by new equity

Consider now the differences from thisin the case in which the investment is financed by an
issue of new equity.

Firgt, since thereisatax allowance (or credit) in period ¢ of 7¢, the net cost of the investment,
and hence the amount of new equity raised is 1 — 7¢ . Hence, compared to the case of retained
earnings, in period ¢ shareholders contribute 1— ¢ in new equity, but instead receive a net
income of y(1-r1¢) through higher dividends.

Second, since it assumed that funds in period 7+ are used to repurchase this amount of new
equity, then the shareholder receives an amount 1 - 7¢ in period ¢+ as arepurchase of equity.
However, compared to the retained earnings case again, thisimplies that dividends paid in period
t+1 are lower by thisamount, and therefore that the sharehol der receives lower net income of
y(1-1¢) through lower dividends.

Combining these, the post-tax net present value, or economic rent, of the hypothetical project if
financed by new equity is



where

NE — 4 _ (1_V)(1_T¢)=_p(1_y)(1_r¢)
PN =iy - S o (10)

represents the net present value of the additional cash flows arising through the use of new equity
finance, compared with retained earnings.

(¢) investment financed by debt

Consider now the differences from the retained earnings case where the investment is financed by
an issue of debt. First, in period ¢ the shareholder does not have to give up dividends worth
y(1-1¢). Instead the firm borrows this amount. However, in period 7+ 1, the firm must repay the

debt with interest: atotal of (1-1¢)(1+/). Theinterest istax deductible, which reduces the net
cost by (1-1¢):T . The net cost of repaying debt reduces the size of the dividend payment in
period ¢+ 1, relative to the retained earnings case, reducing the net income to the shareholder by
y(1=1¢)(1+i(1-1)).

Combining these effects, the post-tax net present value, or economic rent, of the hypothetical
project if financed by debt is

RNEZRRE+FD, (11)
where

Dy YATTIG)A+i(1-T)) _y(1-1¢)(p—i(1-T))

£ =y(1-19) Yy e (12)

represents the net present value of the additional cash flows arising through the use of debt
finance, compared with retained earnings.

(d) Summary of post-tax economic rent

Combining the expressions for the different types of finance, the post-tax net present value, or
economic rent, of the hypothetical project can be written as:

R=R®E +F, (13)
where

)] if financed by retained earnings
F %F\E if financed by new equity (14)

u D
gF if financed by debt



A.4 Defining Effective Tax Rates

(a) Effective marginal tax rate

The standard approach in using this methodol ogy is to confine attention to marginal investment
projects - ie. those with zero post-tax economic rent. The shareholder isindifferent between
undertaking and not undertaking such a project. Using the analysis so far, it isthen possible to
calculate the real pre-tax rate of return which is necessary to generate a zero post-tax economic
rent. Thisisusually referred to asthe cost of capital.

Using expressions (8) and (13), and setting R=0, the cost of capital is

:&{p.kd(l_'.ﬂ)_n}_ F(1+p)

— (15
(1+m)1-1) y+m-1)

>

Themarginal effective tax rate isthe proportionate difference between this rate and the real post-
tax rate of return to the shareholder. The real post-tax rate of return to the shareholder is defined
as

jztl:ﬁiijl& (16)

1+7T

In the absence of personal taxes, s=r. The effective marginal tax rateis

EMTR=2_" (17)
7

(b) Effective average tax rate

Devereux and Griffith (1999) consider also cases in which taxes may affect investment decisions
for investments which are not marginal. For example, suppose that a firm is choosing between
two alternative locations, or different types of investment. Suppose further that the costs of
production are such that the firm will choose only one location, or one type of investment.
Finally, suppose that the firm expect to earn a positive post-tax economic rent on the project.
Then the firm’s choi ce depends on the tax on infra-marginal investments, and hence on the
effective average tax rate.

A natural measure of the effective average tax rate would be the proportionate reduction in the
economic rent generated as aresult of thetax: (R * —R )/ R *. However, this measure suffers
from the problem that the effective average tax rate would be undefined for projects which are
marginal in the absence of tax (R*=0). Devereux and Griffith therefore propose adlightly
different measure, scaling the difference between R* and R by the net present value of the income
stream in the absence of tax, p/(1+r):

_RFAH1-2)R

18
p/(1+r) (19

where R* isdefined in (1) and (2), R isdefined in (13), and z is the capital gainstax rate.



Devereux and Griffith show that, in the absence of personal taxes, this measure of the effective
average tax rate moves from avalue egual to the effective marginal tax rate (for amarginal
investment) to an "adjusted statutory tax rate”, 1—y(1-r1) for ahighly profitable investment. In

asense, then, this measure is quite general, applying to incremental investment of any level of
profitability, and incorporating the effective marginal tax rate.

To implement this measure, it is necessary to choose alevel of profitability, the pre-tax rate of
return on the investment, p (or, equivaently, the economic rent in the absence of tax, R *). For the
purposes of comparison across countries, and since it is intended to hold other economic
variables constant across countries for the purposes of comparison, then p should also be held
constant when comparing across countries. However, it is desirable to calculate the effective
average tax rate for arange of values of p.

Section B INTERNATIONAL INVESTMENT

The principles governing the calculation of international investment are exactly the same as for
domestic investment. Asin Devereux and Griffith (1999) and OECD (1991), international
investment is modelled by considering a parent firm in one country (the "home" country, denoted
7 ) which owns a subsidiary located in another country (the "source" country, denoted »). Asfor
the domestic case, we consider the cash flows to and from the shareholder of the parent company.
The difference from the domestic case is simply that the cash flows within the firm are more
complex, and need to take account of the tax systems of the 2 countries as well as the interaction
between them.

In the central case, consider the subsidiary to be wholly-owned by the parent, and to be
completely financed by the parent. Thus, finance for investment in the subsidiary could take the
form of retained earnings (dividends foregone by the parent), new equity purchased by the parent,
and new lending by the parent. In turn, the parent must finance the investment in the same ways
asin the domestic case.

B.1 An international investment in the absence of tax

In the absence of tax, the international investment project is essentially the same as the domestic
investment project.

Consider, for example, an investment project in the subsidiary which consists of purchasing one
extra unit of capital. Suppose that the subsidiary finances this by reducing its dividends to the
parent by one unit. In turn, the parent reduces its dividend payment to the shareholder by one
unit, who therefore gives up one unit of dividend income. Suppose that units are denominated
such that the exchange rate in period ¢ is equal to 1."° In period ¢+ 1, the subsidiary reducesits
new investment by (1-90)(1+ m, ), where m, istheinflation rate in the source country. It aso
generates areturn on theinvestment of (1-9)(1+ m, ), where p isagain the real financia rate of
return on the investment. In period ¢+ 1, the subsidiary raises its dividend by the sum of these:
(1+ p)(1+ m, ). However, this is denominated in the source country currency. Suppose the
exchangeratein period 7+1 is E. Thisimplies that, in the home currency, the parent receives a
higher dividend of E(1+ p)(1+ 7, ), which it passes onto the shareholder. The net present value
to the shareholder of the incremental investment is therefore

10 This does not imply any loss of generality in the model.



E(1+ p)1+m")

1+

R¥=-1+ (19)

This can be simplified if the exchange rate is determined in a particular way. For example, if the
exchange rate follows purchasing power parity (PPP), then E=(1+7m)/(1+ 7" ), and R*
becomesidentical to the domestic casein expression (1).

In the absence of tax, expression (19) holdsfor all investment financed by either type of equity

by the subsidiary and by the parent. If the parent uses debt finance, but the subsidiary used equity
finance, then this expression must be modified in the same way as (2) in the domestic case. That
is, the shareholder doe not contribute to the cost of the investment in period ¢, but must repay debt
with interest of /+iin period 7+1. The resulting expressionis.

LB+ p)(1+ 1 )=(1+4i)

1+

R*=0 ( 20)

If the parent lends to the subsidiary at the ruling rate of interest, i, then the subsidiary repays the
debt with interest to the parent; any additional income is paid to the parent as adividend. This
generates a net present value of the shareholder of

(1+i)+ E{(1+ p)1+ 1" )= (1+i)}

1+

R*=~1+ (21)

These expressions relate to straightforward forms of financing the investment of the subsidiary.
However, in principle any form of finance could be incorporated into the model. In the absence
of tax and exchange rate effects, these would not add significantly to the model. However, they
may be very important in presence of tax, asis described below.

B.2 Introducing international taxation

Theinternational investment is subject to personal taxes on the shareholder, and corporate taxes
on the subsidiary, in exactly the same way as the domestic investment described above. Tax rtes
in the source country are subscripted » and in the home country they are subscripted ;. However,
there is one additional layer of tax for ainternational investment: the tax due when income from
the investment is repatriated to the parent. The two straightforward cases are of dividend flows
and interest flows. We take thesein turn.

(a) dividend flows from subsidiary to parent

We define the total tax due on the repatriation of one unit of dividends from the subsidiary to the
parent as o . This may incorporate a withholding tax changed in the source country of ¢, , plus

any tax charged in the home country. Tax in the home country depends on the system used:
exemption, credit with limitation or deduction. Putting these two elementsin asimple way yields:

O, exemption
i o-r, D o
O = [maxF+——,¢,[] credit with limitation (22
o ol-%n O
HT j(1=¢,)*e¢, deduction



(b) interest flows from subsidiary to parent

We define the total tax due on the repatriation of one unit of dividends from the subsidiary to the
parent as « . This may incorporate a withholding tax changed in the source country of @, ,
deductibility from corporation tax in the source country, plus any tax charged in the home
country. Asfor dividends, tax in the home country depends on the system used: exemption, credit
with limitation or deduction. Again putting these elementsin asimple way yields:

E w,-T, exemption

w= [ymzx{r s CT)ﬂ} -7, credit with limitation (23)
0
ir,(1-w,)+w, -1, deduction

(c) more sophisticated financial arrangements

It is possible that multinational companies can take advantage of rules within the international tax
network to lower their tax liabilities. this note neither describes how this can be done, nor
illustrates any one method. However, it is possible to show the principle of how such an
arrangement could be modelled within this framework. A typical exampleiswherethe
subsidiary istreated as having paid interest to an intermediary company. Suppose the
intermediary can receives interest, and used the fundsto pay a dividend to the parent.

This can be easily dealt with. The principleis simply to follow through the financial
arrangements to find the total amount of tax levied. For example, suppose that the source country
pays on withholding tax on the interest. Suppose that the financia intermediary paysatax at a
low rate, v on receipt of the interest, but that the parent islocated in a country which exempts
foreign source dividend income from tax. In this case, the total tax charge on the repatriation of

funds (initially interest) issimply w=v -7, .

Clearly thisis asimple case. However, more sophisticated financia arrangements can be
incorporated into this model, following the principles outlined.

B.3 An international investment in the presence of tax

Asfor the domestic case, we can now combine the analysis so far to derive the post-tax economic
rent of an international investment. we begin by considering the simplest case in which both the
parent and the subsidiary finance the investment with retained earnings. We then consider the
impact of each using either new equity or debt.

(a) Retained earnings in parent and subsidiary

Consider first the case in which the subsidiary finances the investment by retained earnings and
the parent finances its reduced dividend income by reducing dividends paid to the sharehol der.
Thetax rate on dividends paid by the subsidiary to the parent is ¢ . And the shareholder gives up

anetincomeof y for aunit reduction inthe dividend paid by the parent. ). In the international

case, the net cost of the investment is determined by the source country tax rate; taking account
of the net present value of all alowancesit is therefore 1— 4, . Putting these factors together

impliesthat the net cost to the shareholder in period zis y ;(1-0)(1- A4, ).
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The net of tax return from the investment in the subsidiary is (1-7, )(p, +9)(1+m,). The
benefit of the reduction in investment in period r+7is (1- A, )(1-0)(1+ m, ) . Both of these are

denominated in the source country currency, and so must be multiplied by the exchange rate to
convert them into the home currency. They must then be adjusted for the tax due on repatriation
of the additional dividend to the parent and the additional dividend to the shareholder. Putting all
these terms together, the net present value of the investment to the shareholder is

(1-1,)E(p, +O0)(1+m, )+ (1-4,)E(1-0)(1+m,)
1+p_/- ﬂ

L

R =y, (1-0)5(1-A4,)+

(24)
1—rﬁ)Em+6)(1+nﬁ)—m—A,Zm—p/)—E(l—é)(lw)]E
1+p; g

=y;(1-0)

(b) Parent firm source of finance

As noted above, the parent company is assumed to raise finance in the same way asin the
domestic case. We have already considered the case of retained earningsin the parent.. The other
two forms of finance can be modelled in exactly the same way as in the domestic case, using the
expressions (14), (10) and (12). However, note that the allowance in period ¢ is based on the
source country tax system and istherefore 1 -7 ,¢, . By contrast, if the shareholder is aresident
of the home country, then the parameters reflecting personal tax parameters should represent the
home country ie. y; and p ;. Interest paid by the parent is deductible at the home country tax

rate. Thus, we can define the additional terms reflecting the parent firm’s use of finance as:

) if parent financed by retained earnings

F, = %:/\E if parent financed by new equity (25)
il
=L /D if parent financed by debt

where

NF (1_y‘)(1_rfz¢ﬁ) p(l_y)(l_rn¢ﬁ)
==y -1, )+ — = (26)
‘ I+p; I+p;
and

y/(l_rﬂ¢n)(l+z(l_rj)) — y/(l_rﬂ¢ﬂ)(p/ _Z'(l_rj))
1+p; 1+p; )

F/D =y_/(l_r;z¢);z)_ (27)

(¢) Subsidiary source of finance
Two comparable terms arise for the use of new equity and debt by the subsidiary.

Suppose the subsidiary issues new equity to the parent in period «. In period ¢+, it repurchases
that equity; any additional revenue from the investment is paid as a dividend to the parent. In this
case, the net cost to the parent in period 7 issimply 1—-17,¢, . By contrast, the cost in the retained

earningscaseis (1-o)(1-1,¢, ). Thedifference of o(1—-1,¢, ) represents the additional cost
11



of financing the investment using new equity, at a cost to the shareholder of y,0(1-7,¢,)".

However, in period 7+ 1, the subsidiary can repurchase the same amount of equity, in the source
country currency. Compared to the retained earnings case, since it reduces dividends by this
amount, atax liability in home country currency of of oF(1-7,¢, )is saved, with avalue of

y,0E(1-1,9,) to the shareholder.

The net present value to the shareholder of the cash flows associated with new equity finance in
the subsidiary istherefore

R =y o1 1,0, 14—
/ B 1+p;

% (28)
B

The case of debt follows the same form, although it is alittle more complex™. Compared to the
retained earnings case, the parent contributes lending of 1-17,¢, at acost of , but no longer has

to forego dividends. The net cost to the shareholder is again y,0(l-1,¢,).In period t+1, the
parent receives arepayment of the debt, plusinterest, less any taxation on the interest (including
interest deductibility in the source country), summarised by « . Hence the parent receives
1+/(1-w) . But the net cost to the subsidiary is 1+ /(1 -1, ) which would have been received

as adividend by the parent in the retained earnings case. Hence the net impact on the parent is
1+il-w)-(1-0)1+i1-T1,))

I Assuming retained earnings finance in the parent. Other forms of finance in the parent are dealt with in (25),
(26) and (27).
12 A more formal detivation is given in Devereux and Griffith (1999).
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ANNEX B

Hypothetical investment model:

DESCRIPTION OF THE PRINCIPAL HYPOTHESES AND TAX PARAMETERS

ECONOMIC ASSUMPTIONS

Several assumptions need to be made in order to define the hypothetical manufacturing sector
investment analysed and the economic conditions under which it is assumed to take place. The
following is assumed for the base case. Sensitivity analysis will lateron performed to test the
importance of these assumptions.

The shareholder is assumed to be able to earn areal rate of return of 5% on an aternative
investment.

Theinflation rate is assumed to be 2% in all countries. A figure common to all countriesis
used in order to identify differencesin effective tax rates due to tax regimes, rather than due
to differences in underlying economic conditions.

Separate investments in five different assets are considered. They are as follows, together
with the true economic depreciation rate assumed in each case: intangibles (taken for tax
purposes here to be the purchase of a patent) (depreciation rate of 15.35%); industrial
buildings (3.1%); machinery (17.5%); financial assets (zero); and inventories (zero). In
presenting averages over different forms of investment, these assets are weighted equally.

Three sources of finance for investment in each asset are separately considered: retained
earnings, new equity and debt. Given the considerable evidence on the use of these different
forms of finance in practice, averages over these three forms of finance are not weighted
equally. Instead, the weights used are taken from OECD (1991): retained earnings 55%, new
equity 10% and debt 35%.

DESCRIPTION OF TAX PARAMETERS

This exerciseis limited to parameters of the various tax regimes which can be captured in the
context of the analysis of a hypothetical investment project. The types of parameters incorporated
into the model are asfollows:

Statutory corporation tax rates, including surcharges and typical local tax rates on profit, as
well as various specia rates which apply to specific forms of income or expenditure;

tax credits associated with dividend payments made from domestic and foreign source
income, and equalisation taxes;

corporate real estate taxes, net wealth taxes and other non-profit taxes on assets;

personal income tax rates, including withholding taxes, on dividend and interest income and
on capital gains on the disposal of shares, for three categories of shareholders;

individual net wealth taxes on shareholdings and lending;

capitd alowances for industrial buildings, machinery, intangibles (the purchase of a patent)
and the tax treatment of financial assets and inventories;

some tax incentives for new investments;

treatment of foreign source dividends and interest received by parent companies from EU
subsidiaries; and

withholding taxes on dividends and interest paid by subsidiariesin the EU to parent
companies.
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Table 1: Corporation tax rates and statutory tax rates (%) - 1999

Country Nomina | Surcharge | Loca Nominal | Tax credit | Tax credit | Equaliza-
corporatio on profittax | statutory for for tion tax on
n tax rate | corporatio rate tax rate on | underlying | underlying | distributed
ntax rate retained | domestic | foreign foreign
earnings | corporatio | corporatio | incomein
including | ntaxin ntaxin p.c. of
surcharges| p.c. of p.c. of gross
and loca gross gross dividend
profittax | dividend | dividend
rate
Austria 34.00 - - 34.00 - - -
Belgium 39.00 3.00 - 40.17 - - -
Denmark 32.00 - - 32.00 - - -
Finland 28.00 - - 28.00 28.00 28.00 28.0(
France 33.33 20.00 - 40.00 33.33 33.38 33.33
Germany 40.00 5.50 17.56 52.35 30.00 - -
Greece 40.00 - - 40.00 - - -
Ireland” 10.00 - - 10.00 - - -
Italy 37.00 - 4.25 41.25 37.00 37.00 -
Luxembourg 30.00 4.00 9.69 37.45 - - -
Netherlands 35.00 - - 35.00 - - -
Portugal 34.00 10.00 - 37.40 24%38 - -
Spain 35.00 - 9 35.00 28.57 -~ -~
Swedef 28.00 -~ -~ 28.00 -~ —~ -~
United 30.00 —~ -~ 30.00 10.0b | 10.00 -
Kingdom
Canad4 28.00 4.00 15.50 44.62 2090 | 20.00 -
United States 35.00 - . 35.00 - - —~

a) Split rate system: For distributed profits the corporation tax rate is reduced to 30% and the statutory tax rate to

43.65%. All other systems operate with an uniform tax rate on retained and distributed profits

b)

as servicesis 28% and considered in the sensitivity analysis.

©)

d)
€)

(periodiseringsfond) up to 20% of net profits are taken into account

f)

)
of 20)

h)

Province of Ontario
Theindividual taxpayer only can claim atax credit equal to two thirds of the gross-up amount (e.g. two thirds

General available tax rate for the manufacturing sector. The general corporation tax rate for other sectors such

Local profit tax is deductible from the base of the corporation tax. The Spanish IAE (local tax on economic
activities) that has an upper limit of 15% of the profitsis only considered in the sensitivity analysis

No refund of excesstax credit to the shareholder
The effective tax rateis reduced to around 26.37% if contributions to the profit periodisation reserve

Asthe United States are only relevant for EU-inbound investment no respect is given to US states’ taxes th

t

vary between 0 and 16% but usually exempt foreign source income (e.g. income from an EU-subsidiary)

Remarks

Local profit taxes:
- Germany and Luxembourg: Due to local authorities the local profit tax rates are country average tax rates
considering deductibility from their own tax base (e.g. trade tax on profits in Germany and Luxembourg).
Distribution of tax exempt foreign source income:
No distinction from domestic profits in the classical system and in a shareholder relief system
two solutions are possible in imputation systems
- no tax credit on distributed profits and hence no equalization tax (e.g. Germany)
- tax credit on distributed profits as on domestic profits and hence equalization tax (e.g. France)
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Table 2: Alternative nominal statutory corporation tax rates (%)- 1999

Country Tax rate Case

Germany 47.27 Debt financing

Greece 15.00 Interest income

Italy 37.00 Interest income
23.25 Other assets, financing with new equity or retained earnings
41.25 Other assets, financing with debt

Spain 35.00 Debt financing

Remarks

Germany and Spain: Statutory tax rate in the case of debt financing considering that only part
(Germany) or even no (Spain) interest expenses are deductible from the base of local profit
taxes

Italy: Interest income is taxed with the normal corporate tax rate (37%) and is not included in
the tax base of the regional tax (IRAP). Moreover, the Dua income tax has no effect, because
any increase in the DIT base due to equity financing, is reduced by the corresponding increase
in financial assets, like bonds.

For other incomes, and assuming equity financing, two rates apply: 19% on the “ordinary
return” and 37% on the residual income. In addition there is the regional tax (IRAP), with a
rate of 4.25%.
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Table 3: Real estate tax and net wealth tax for corporations (%)- 1999

Real estate tax? Net wealth tax

Country Nominal Effective Nominal Effective
Austria 0.25 0.17 - -
Belgium 1.67 1.00 - -
Denmark 2.50 1.70 - -
Finland 0.50 0.36 - -
France 1.09 0.65 - -
Germany 0.39 0.18 - -
Greece 0.06 0.04 - -
Ireland 1.58 142 - -
Italy 0.27 0.26 - -
L uxembourg 0.75 0.47 0.50 0.00”
Netherlands 0.35 0.23 - -
Portugal 0.50 0.31 - -
Spain 0.40 0.26 - -
Sweden 0.38 0.27 - -
United 2.37 1.66 - -
Kingdom
Canada N/A N/A - -
United States N/A N/A - -
a) Inall countries except Italy real estate tax is deductible from the base of the

corporation tax. In Italy deduction is allowed from the IRAP tax base
b) Net wealth tax can be credited against liability of corporation tax

Remarks

The nominal tax rates of real estate tax are calculated for investment in industrial buildings
and represent the product of the tax base and the nominal tax rate (which isin fact an estimate
for the country average). Tax bases are estimates and represent a percentage of the acquisition
costs / market value of abuilding. The nominal tax rates therefore refer to the acquisition
costs / market value. In the following the basis for the estimates are shown:

Austria: It is assumed that the tax base amounts to 25% of the acquisition costs
(=market value). Considering atax coefficient of 0.20% and an average tax rate of
500% resultsin anominal real estate tax of 0.25% (25% * 0.2% * 500%)

Belgium: The cadastral income is assumed to amount to 5% of the acquisition costs
(as the acquisition costs amount to one unit the cadastral income is 5%). Furthermore
it is assumed that the real estate tax amounts to one third of this cadastral income.
Therefore, the nominal real estatetax is 1.67% (33.33% * 5%)

Denmark: It is assumed that the tax base corresponds to the market value (and further
that the market value corresponds to the acquisition costs of one unit). The average tax
rate is assumed to be 2.5%. Therefore, the nominal real estate tax is 2.5% (100% *
2.5%)

Finland: It is assumed that the tax base corresponds to the market value (and further
that the market value corresponds to the acquisition costs of one unit). The average tax
rate is assumed to be 0.5% (which is the average of the minimum of 0.2 and the
maximum of 0.8%). Therefore, the nominal real estate tax is0.5% (100% * 0.5%)
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France: The rental value of the building is assumed to amount to 8% of the acquisition
costs (as the acquisition costs amount to one unit the rental value is 8%). For the rental
value of built real estate properties arebate of 50% is granted. Therefore, the relevant
rental value amounts to 4%. The average tax rate is assumed to be 27.23%. Therefore,
the nominal real estate tax is 1.09% (4% * 27.23%)

Germany: It is assumed that the tax base amounts to 25% of the acquisition costs
(=market value). Considering atax coefficient of 0.35% and an average tax rate of
442% resultsin anominal real estate tax of 0.39% (25% * 0.35% * 426%)

Greece: It is assumed that the nominal real estate tax is 0.06% of the acquisition costs
(=market value) of the building

Ireland: The contractual basisis assumed to apply. For this purpose the Net Annual
Value (NAV) is based on the annual rent of the building which is assumed to amount
to 5% of the acquisition costs (as the acquisition costs amount to one unit the annual
rent is 5%). Furthermore aNAV of 63% is assumed to apply (in Dublin). Theratein
the pound is assumed to be 50%. Therefore, the nominal real estate tax is 1.58% (5% *
63% * 50%)

Italy: The cadastral value is assumed to amount to 50% of the acquisition costs (as the
acquisition costs amount to one unit the cadastral value is 50%). The average tax rate
is assumed to be 0.55% (which is the average of the minimum of 0.4 and the
maximum of 0.7%). Therefore, the nominal real estate tax is0.27% (50% * 0.55%)

Luxembourg: It is assumed that the tax base amounts to 10% of the acquisition costs
(=market value). Considering atax coefficient of 1.0% and atax rate of 750%
(Luxembourg-City) resultsin anominal real estate tax of 0.75% (10% * 1% * 750%)

Netherlands: It is assumed that the tax base amounts to 100% of the acquisition costs
(=market value). Considering an average tax rate of 0.35% resultsin anominal real
estate tax of 0.35% (100% * 0.35%)

Portugal: It is assumed that the tax base amounts to 50% of the acquisition costs
(=market value). The average tax rate is assumed to be 1% (which is the average of the
minimum of 0.7 and the maximum of 1.3%). Therefore, the nominal real estatetax is
0.5% (50% * 1%)

Spain: The cadastral value is assumed to amount to 50% of the acquisition costs (as
the acquisition costs amount to one unit the cadastral value is 50%). The average tax
rate is assumed to be 0.8% (which is the average of the minimum of 0.4 and the
maximum of 1.2%). Therefore, the nominal real estate tax is0.4% (50% * 0.8%)

Sweden: It is assumed that the tax base amounts to 75% of the acquisition costs
(=market value). Considering atax rate of 0.5% for industrial property resultsin a
nominal real estate tax of 0.38% (75% * 0.5%)

United Kingdom: The contractual basisis assumed to apply. For this purpose the Net
Annua Value (NAV) is based on the annual rent of the building which is assumed to
amount to 5% of the acquisition costs (as the acquisition costs amount to one unit the
annual rent is 5%). The rate in the pound is assumed to be 47.4%. Therefore, the
nominal real estate tax is2.37% (5% * 47.4%)

Effective real estate tax rate considers deductibility from the corporation tax base thus
calculated as the product of nominal tax rate * (1-statutory tax rate from table 1) (e.g. Austria
0.25% * (1-0.34) = 0.17%)

Besides Luxembourg there is no Member State levying a corporate property/net wealth tax

17



Table 4: Non-profit taxes on assets other than real estate tax

and net wealth tax (%) - 1999

Country Nominal tax | Effectivetax Asset
rateinp.c. rateinp.c.

France 1.56 0.93 Buildings

(taxe 311 1.87 Machinery

professionnelle)

Remarks

France: “taxe professionnelle” (for buildings: twice tax base of real estate tax, for tangible
fixed assets 16% of acquisition costs, general deduction of 16%, no respect given to taxation
of payroll, average country tax rate of 23.16%)

e.g. nominal machinery 0.16 * 0.84 * 0.2316 = 3.11%, effective tax rate considers
deductibility from the corporation tax base thus calculated as the product of nominal tax rate *
(1-statutory tax rate from table 1) 3.11% * (1-0.4) = 1.87%

18



Table S: Personal income tax rates including surcharges (%) - 1999

Source of Dividends? Interest Capital gain upon disposal
income of shares

Case A B C A B C A B C
Austria 0.00 2500 | 2500 | 0.00 | 2500 | 2500 | 0.00 0.00 | 25.00
Belgium 0.00 1500 | 1500 | 000 | 1500 | 1500 | 0.00 0.00 0.00
Denmark 0.00 40.00 | 4000 | 0.00 | 59.00 | 59.00 | 0.00 | 40.00 | 40.00
Finland 0.00 2800 | 2800 | 0.00 | 2800 | 2800 | 000 | 2800 | 28.00
France 0.00 61.25 | 6125 | 0.00 | 2500 | 2500 | 0.00 | 26.00 | 26.00
Germany 0.00 5592 | 5592 | 000 | 5592 | 55.92 | 0.00 000 | 55.92
Greece 0.00 0.00 0.00 0.00 20.00 | 2000 | 000 | 5.00° | 5.00”
Ireland 0.00 4600 | 4600 | 0.00 | 4600 | 4600 | 000 | 20.00 | 20.00
Italy 0.00 1250 | 46.00 | 1250 | 1250 | 1250 | 0.00 | 12507 | 27.00
L uxembourg 0.00 2358 | 2358 | 0.00 | 47.15 | 4715 | 0.00 000 | 2358
Netherlands 0.00 60.00 | 2500 | 0.00 | 60.00 | 60.00 | 0.00 0.00 | 25.00
Portugal 0.00 40.00 | 4000 | 0.00 | 20.00 | 20.00 | 0.00 0.00 0.00
Spain 0.00 4800 | 4800 | 0.00 | 4800 | 4800 | 0.00 | 20.00 | 20.00
Sweden 30.00 | 30.00 | 30.00 | 30.00 | 30.00 | 30.00 | 30.00 | 30.00 | 30.00
United 0.00 3250 | 3250 0.00 | 4000 | 4000 | 000 | 40.00Y | 40.009
Kingdom

Canada 0.00 4880 | 4880 | 0.00 | 4880 | 4880 | 000 | 36.60 | 36.60
United States? 0.00 39.60 | 3960 | 000 | 39.60 | 39.60 | 0.00 | 20.00 | 20.00

A Zero rate shareholder
B Top rate shareholder with no qualified (substantial) participation
C Top rate shareholder with qualified (substantial) participation depending on the national tax provisions (e.g.
10% in Germany and 5% in the Netherlands)
a) Nomina income tax rates on dividends. The effective income tax rate on dividends can be lower in the
following countries due to corporate imputation systems: Finland, France, Germany, Italy, Portugal, Spain,

Canada

b) 5% apply to sharesin an unquoted corporation. Other gains are taxed at a rate of 20%

¢) On accrued capital gains. All other capital gains taxed are levied on realised capital gains.
d) Respectis given to “Taper-Relief’ in the calculations

e) We assume that the taxpayer is resident in a state that imposes no personal income tax

Remarks

Margina income tax rates including surcharges on the taxable income as atax base

In the case of capital gains no respect is given to speculative gains (e.g. acquisition and

disposal of shareswithin a short period of time)
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Table 6: Domestic withholding taxes on
dividends and interest paid to domestic
individual persons as shareholders (%) - 1999

Source of Dividends Interest
income
Austria 25.007 25.007
Belgium 15.007 15.007
Denmark 25.00” -
Finland - -
France - 25.00%9
Germany 26.38° 31.65%
Greece - 20.007
Ireland 24.00 24.00
Italy 12.507 12.50”
L uxembourg 25.00 -
Netherlands 25.00 -
Portugal 25.00 20.007
Spain 25.00 18.00
Sweden 30.00 30.00
United Kingdom - 20.00
Canada - -
United States - -
a) Final onoption
b) Fina withholding tax. In all other cases the
withholding tax is refunded if the personal
income tax liability islower
¢) Including surcharges
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Table 7: Marginal tax rates of individual net wealth

Remarks
Only marginal rates

tax on shareholdings and lending (%) - 1999

Source of
property

Shareholding®
b)

Lending”

Austria

Belgium

Denmark

Finland

0.90

France

1.80 (0.00)

Germany

Greece

Ireland

Italy

L uxembourg

0.50

Netherlands

0.70 (0.224)

Portugal

Spain

250 (0.00)

Sweden

1.50

United
Kingdom

Canada

United States

corporation

a) Vauesin brackets for qualified participation
b) Corresponds to equity financing of a corporation
¢) Corresponds to debt financing of a
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Remarks

Vauation of inventories represents the most tax efficient possibility, other possibilities are

ignored

Table 8: Tax treatment of inventories
and timing of in tax payments - 1999

Country Inventory valuation
Austria Lifo
Belgium Lifo
Denmark Fifo

Finland Fifo

France Average cost method
Germany Lifo

Greece Average cost method
Ireland Fifo

ltaly Lifo

L uxembourg Lifo
Netherlands Average cost method
Portugal Lifo

Spain Lifo
Sweden Fifo

United Fifo
Kingdom
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Table 9: Capital allowances for industrial buildings (%) - 1999

Kind of Allowance Length of
alowance rate period
Austria SL 4.00 ufd
Belgium DB 10.00 7
SL 5.00 9
SL 2.83 1
Denmark SL 5.00 ufd
Finland DB 7.00 ufd
France SL 5.00 ufd
Germany SL 4.00 ufd
Greece SL 8.00 ufd
Ireland SL 4.00 ufd
Italy SL 4.00 1
SL 8.00 2
SL 4.00 ufd
L uxembourg SL 4.00 ufd
Netherlands SL 2.50 ufd
Portugal SL 5.00 ufd
Spain SL 3.00 ufd
Sweden SL 4.00 ufd
United SL 4.00 ufd
Kingdom
DB Declining balance
SL Straight line
ufd Until fully depreciated

Remarks

Kind of capital allowances represents the most tax efficient possibility, other possibilities are
ignored
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Table 10: Capital allowances for machinery (%) - 1999

First period Second period
Kind of | Allowanc | Length of | Kind of |Allowanc | Length of
alowanc erae first | allowanc erae second
e period e period
Austria SL 14.29 7 - - -
Belgium DB 28.57 3 SL 14.29 2
SL 7.87 1
Denmark DB 30.00 ufd - - -
Finland DB 25.00 ufd - - -
France DB 35.71 5 SL 5.49 2
Germany DB 30.00 4 SL 8.00 3
Greece SL 14.29 7 - - -
Ireland SL 15.00 6 SL 10.00 1
Italy SL 13.25 1 SL 26.50 2
SL 13.25 2
SL 7.25 1
Luxembourg DB 30.00 4 SL 8.00 3
Netherlands SL 14.29 7 - - -
Portugal DB 35.71 ufd - - -
Spain DB 28.57 4 SL 8.68 3
Sweden DB 30.00 2 SL 20.00 2
SL 9.00 1
United DB 25.00 ufd - - -
Kingdom
DB Declining balance
SL Straight line
ufd Until fully depreciated

Remarks

Kind of capital allowances represents the most tax efficient possibility, other possibilities are
ignored

If depreciation depends on the useful life of afixed tangible asset and no period is specified in
the national tax codes a period of 7 years was assumed for the calculation of the allowance
rate
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Table 11: Capital allowances for intangibles
— specifically the purchase of a patent (%) - 1999

First period Second period
Kind of | Allowanc | Length of | Kind of | Allowanc | Length of
alowanc erae first alowanc erae second
e period e period

Austria SL 12.50 8 - - -
Belgium SL 20.00 5 - — -
Denmark - 100.00 1 - — -
Finland SL 10.00 10 - — -
France SL 20.00 5 - — -
Germany SL 20.00 5 - - —
Greece SL 10.00 10 - - -
Ireland SL 10.00 10 - — -
Italy SL 33.33 3 - - -
Luxembourg SL 20.00 5 - — -
Netherlands SL 20.00 5 - — -
Portugal SL 10.00 10 - — -
Spain SL 10.00 10 — - -
Sweden DB 30.00 2 SL 16.33 3
United DB 25.00 ufd - - -
Kingdom
DB Declining balance
SL Straight line
ufd Until fully depreciated

Remarks

Kind of capital allowances represents the most tax efficient possibility, other possibilities are
ignored

If depreciation depends on the useful life of an intangible asset and no period is specified in

the national tax codes a period of 10 years was assumed for the calculation of the allowance
rate
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Table 12: Investment incentives considered for the calculations - 1999

Country

Austria

Investment deduction granted in addition to regular depreciation, depending on the
type of asset, 6% for intangibles, 9% for buildings and machinery.

Belgium

13.5% investment deduction for intangibles (e.g. patents) in addition to regular
depreciation

Denmark

Advance depreciation of 15% for machinery

Finland

No incentive available for industrial investment

France

Tax credit in the Nord-Pas-de-Calais Region equal to 22% of the industrial
investment realised during their first 36 months of existence. Tax credit can
be offset against the corporate income tax. Assume investment in
intangibles, buildings, and machinery qualifying for the tax credit with
sufficient profits to offset the full amount of tax credit

Germany

10% tax free cash grant for investment in buildings and machinery carried
out in the region of eastern Germany

Greece

Investment cash grant of 40% available for new created enterprisesin
development area D, cash grant is exempt from corporation tax but reduces
the base of depreciation, as a consegquence, only 60% of the acquisition
costs of qualifying assets (e.g. intangibles, buildings, and machinery) can
be depreciated

Ireland

Manufacturing 10% tax relief resulting in a reduced corporation tax rate of
10% is dready considered as the base case

Italy

Tax credit of 50% for companies investing in regions with the highest
unemployment rates. Buildings and for big companies intangibles do not
qualify for the tax credit. Therefore, only machinery is considered. The
percentage of the tax credit changes with respect to the territorial areaand
the size of the company (with a maximum of 65% for SME in the areas
with the highest unemployment rate). The credit can be offset, without
limitations, against various taxes paid by the company, including the
personal income tax withdrawn and paid on behalf of employees.

L uxembourg

Aggregate tax credit of 14% available for investment in depreciabl e fixed
assets other than land, buildings, software and motor vehicles (e.g.
machinery)

Netherlands

Free depreciation of intangibles (e.g. immediate write-off in the period of
acquisition) as well as accelerated depreciation of buildings (50% per year
in the first two periods) located in economically weak regions

Portugal

Accelerated depreciation for investment in machinery up to two times the
maximum legal rate resulting in an increase of the declining balance
depreciation rate from 31.71 to 71.42%

Spain

Incentives the Basque region combining elements of areduction of the tax
rate (32.50 instead of 35%) with areduction of the tax due (tax credit of
15% available for investment in new tangible fixed assets, e.g. machinery)

Sweden

No incentive available for industrial investment

United
Kingdom

Incentives in the numerous Enterprise Zones encouraging investment in
buildings. Thereis an exemption from real estate tax (Uniform Business
Rate), and afirst year allowance on buildings in the period of acquisition
(100% capital alowance)

Remarks

The incentives above represent country typical incentives extracted from a questionnaire. In
principle, they should reflect significant or common incentives
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Table 13: Treatment of foreign source dividends received by parent
companies from EU-subsidiaries (qualified participation) - 1999

Elimination of double Amount of | Deductibility
taxation tax exempt of costs
of dividends dividends (%) | related to tax
exempt
foreign source
income

Austria Exemption 100.00 No
Belgium Exemption 95.00 Yes
Denmark Exemption 100.00 Yes
Finland Exemption 100.00 Yes
France Exemption 97.50 Yes
Germany? Exemption 95.00 Yes
Greece Credit with limitation - Yes
Ireland Credit with limitation - Yes
Italy Exemption 95.00 Yes
L uxembourg Exemption 100.00 Partial
Netherlands Exemption 100.00 No
Portugal Exemption 95.00 Yes
Spain® Exemption 100.00 Yes
Sweden Exemption 100.00 Yes
United Credit with limitation - Yes
Kingdom
Canada Exemption 100.00 No
United States Credit with limitation - Yes
a) Germany uses the credit with limitation method for dividends received from
Greece
b) In Spain, the exemption method isin fact a 100% deduction of the Spanish

corporation tax on the foreign dividends (de facto exemption). On option, the

ordinary credit method is available. However, the base case considers the Spanish

case of exemption

Remarks

Dividends from subsidiaries qualify for the parent-subsidiary directive at the level of a EU-
Parent

Deductibility of costs related to tax exempt foreign source income refersto interest costs at
the level of parent which incurred because the equity financing of the subsidiary is refinanced
by debt
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Table 14: Withholding Tax Rates on International Dividend Payments from the
Subsidiary to the Parent Company (%) - 1999

All EU countries CA us
from AU 0.00 15.00 5.00
(Coun-| BE 0.00 15.00 5.00
try of DE 0.00 0.00 0.00
Subsi- F 0.00 10.00 5.00
diary) FR 0.00 5.00 5.00
GE 0.00 15.00 5.00
GR 0.00 0.00 0.00
IR 0.00 0.00 0.00
IT 0.00 15.00 5.00
LU 0.00 5.00 5.00
NE 0.00 5.00 5.00
PO? 0.00 30.00 15.00
SP 0.00 15.00 10.00
SW 0.00 5.00 5.00
uK®” 0.00 0.00 -0.28
a) Portugal abolishes withholding taxes on dividends
according to the EU Parent/Subsidiary Directive
effective from Jan 1st 2000
b) No withholding tax appliesto dividends, but the US
Treaty entitles the parent company to a repayment of a
proportion of the tax credit. The parent company is
entitled to a net repayment of 0.25 pence on a 90 pence
dividend = 0.278%. Hencethefigureisgivenasa
negative value.
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from
(Coun-
try of
Subsi-
diary)

Table 15: Method of Elimination of the Double Taxation of International Interest Payments - 1999

to (Country of Parent Company)

AUY

BE?

DEY

FI3) 4[1])

FRY

GE?Y

GR?

IRY

1T

NE®

PO®
4[8])

SpY

sw?
4[3])

UK®

CAY

Us?
4[8])

AU

2

2

2

N

N

N

BE

N

2

DE

N

FI

N[N[N[N

FR

NININ[ININ

GE

NINININININ

GR

NIN[N[NINININ

IR

NIN[NINININININ

IT

LU

NINININININININININ

NE

NININ[INININININININ

PO

NINININININININININININ

SpP

N

NIN[NINININININININININ

SW

N

N

NIN[NINININININININININININ

NIN[NINININININININININININ

NIN[NININININININININININ

UK

NIN[NINININININININININININ

NIN[ININININININININININIDN

NN[NINININININININININ

NIN[INININININININININ

NIN[NINININININININ

NIN[INININININININ

NIN[NINININININ

NIN[NININININ

NIN[NINININ

=
NN[NININ NIN[INININININININ d,_\
Y

N[N[N[N

N

N

CA

US

Limitations applving:

1) per country

limitation

2) 15/85th of net

amount

3) per item of income and per

country limitation
4[x]) carry forward x years

Keys: 1 = Exemption method; 2 = Credit with limitation; 3 = Deduction.
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from
(Coun-
try of
Subsi-
diary)

Table 16: Withholding Tax Rates on International Interest Payments from the Subsidiary to the Parent Company (%) - 1999

to (Country of Parent Company)

AU BE DE FI FR GE GR IR IT LU NE PO SP SW | UK CA US
AU 0.00f 0.000 0.00f 0.00f 0.00f 0.000 0.000 000 0.00 000 0.000 0.000 0.00 0.00 000 0.00
BE 15.00 15.00] 10.00] 15.00f 15.00] 10.00] 15.00; 15.00] 15.00] 10.00, 15.00f 15.00] 10.00] 15.00{ 15.00] 15.00
DE 0.00f 0.00 0.00f 0.000 000 0.00f 0.00 0.00f 0.00f 0.00] 0.000 000 0.000 0.00 0.00 0.00
FI 0.00f 0.00 0.00 0.00f 0.00f 0.00f 0.00f 0.000 0.00] 0.000 000 0.000 0.00f 0.000 0.00 0.00
FR 0.00] 15,000 0,00{ 10.00 0.00f 0.00] 0.00] 10.00[ 10.00{ 10.00{ 12.00, 10.00f 0.00] 0.00] 10.00{ 0.00
GE 0,00f 0,00 000[ 0.000 0.00 0.00f 0.000 0.000 0.00f 0.00f 0.00] 000 0.00 0.00 0.000 0.00
GR 10,00 15,00 8,00 10.00{ 10.00] 10.00 20.00, 10.00] 8.00] 10.00] 20.00] 20.00] 10.00] 0.00] 20.00, 0.00
IR 0,00 1500 0,00[ 0.000 0.00f 0.00] 24.00 10.00f 0.00] 0.00] 15.00f 0.00] 0.00] 0.00] 24.00] 24.00
IT 10,00 15,00] 15,00{ 15.00[ 10.00] 10.00{ 10.00] 10.00 10.00{ 10.00] 15.00{ 12.00 15.00] 10.00{ 15.00] 15.00
LU 0,00f 0,00 000 0.000 000 0.000 0.000 0.000 0.00 0.00f 0.000 0.00f 0.00] 0.00f 0.00[ 0.00
NE 0,00f 0,00 000 0.000 000 0.000 0.00 0.000 0.000 0.00 0.00f 0.000 0.00[ 0.000 0.00{ 0.00
PO 10,00{ 15,00] 20,00f 15.00f 12.00] 15.00f 20.00] 15.00; 15.00[ 20.00{ 20.00 15.00] 20.00] 10.00] 20.00] 10.00
SP 5,00 15,00, 10,00 10.00] 10.00] 10.00] 25.00f 0.00] 12.00] 10.00, 10.00] 15.00 10.00] 12.00] 15.00] 10.00
SW 0.000 0.00f 0.00f 0.00f 000 000] 000] 0.00 0.00 0.000 0.000 0.00f 0.00 0.00] 0.00 0.00
UK 0.00] 15.000 0.00] 0.00f 0.00f 0.00f 0.00f 0.00 10.000 0.00] 0.00 10.00] 12.00] 0.00 0.00[ 0.00
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Table 17: Corporation tax rates and statutory tax rates (%) - 2001

Country Nomina | Surcharge| Loca Nominal | Tax credit | Tax credit | Equaliza-
corporatio on profittax | statutory for for tion tax on
n tax rate | corporatio rate tax rate on | underlying | underlying | distributed
n tax rate retained | domestic | foreign foreign
earnings | corporatio | corporatio | incomein
including | ntaxin ntaxin p.c. of
surcharges| p.c. of p.c. of gross
and loca gross gross dividend
profittax | dividend | dividend
rate
Austria 34.00 - - 34.00 - - -
Belgium 39.00 3.00 - 40.17 - - -
Denmark 30.00 - - 30.00 - - -
Finland 29.00 - - 29.00 29.00 29.00 29.0(
France 33.33 9.30 - 36.43 33.33 33.33 33.3
Germany 25.00 5.50 17.63 39.35 - - —
Greece 37.50 - - 37.50 - - -
Ireland 10.00 - - 10.00 — — -
Italy 36.00 - 4.25 40.25 36.00 36.00 -
Luxembourg 30.00 4.00 9.09 37.45 - - -
Netherlands 35.00 - - 35.00 — - -
Portugal 32.00 10.00 - 35.20 22.86 22.86 -
Spain 35.00 - - 35.00 28.57 28.57 -
Sweden 28.00 - - 28.00 - - -
United 30.00 - - 30.00 10.00 10.00 -
Kingdom
Canada 38.00 4.00 - 39.52 20.00 20.00 -
United States 35.00 - - 35.00 - - -

Remarks

Local profit taxes:

Germany and L uxembourg: Due to local authorities the local profit tax rates are country average tax rates
considering deductibility from their own tax base (e.g. trade tax on profitsin Germany and Luxembourg).

Distribution of tax exempt foreign source income:

No distinction from domestic profitsin the classical system and in a shareholder relief system
two solutions are possible in imputation systems

- no tax credit on distributed profits and hence no equalization tax (e.g. Germany)

- tax credit on distributed profits as on domestic profits and hence equalization tax (e.g. France)
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Table 18: Alternative effective statutory corporation tax rates (%) - 2001

Country Tax rate Case

Austria 25.00 Assets, financing with new equity or retained earnings
34.00 Assets, financing with debt

Germany 32.86 Debt financing

Greece 15.00 Interest income

Italy 36.00 Interest income
23.25 Other assets, financing with new equity or retained earnings
40.25 Other assets, financing with debt

Spain 35.00 Debt financing

Remarks

Germany and Spain: Statutory tax rate in the case of debt financing considering that
only part (Germany) or even no (Spain) interest expenses are deductible from the base
of local profit taxes

Italy: Interest income is taxed with the normal corporate tax rate (37%) and is not
included in the tax base of the regional tax (IRAP). Moreover, the Dual income tax has
no effect, because any increase in the DIT base due to equity financing, is reduced by
the corresponding increase in financial assets, like bonds.

For other incomes, and assuming equity financing, two rates apply: 19% on the
“ordinary return” and 37% on the residual income. In addition there is the regional tax
(IRAP), with a rate of 4.25%.
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Table 19: Real estate tax and net wealth tax for corporations (%) - 2001

Real estate tax? Net wealth tax

Country Nominal Effective Nominal Effective
Austria 0.25 0.17 - -
Belgium 1.67 1.00 - -
Denmark 2.50 175 - -
Finland 0.75 0.53 - -
France 1.09 0.69 - -
Germany 0.39 0.24 - -
Greece 0.06 0.04 - -
Ireland 1.58 142 - -
Italy 0.27 0.26 - -
Luxembourg 0.75 0.47 0.50 0.00”
Netherlands 0.42 0.27 - -
Portugal 0.50 0.32 - -
Spain 0.40 0.26 - -
Sweden 0.38 0.27 - -
United 2.45 1.71 - -
Kingdom
Canada N/A N/A - -
United States N/A N/A - -
b) Inall countries except Italy real estate tax is deductible from the base of the

corporation tax. In Italy deduction is allowed from the IRAP tax base
b) Net wealth tax can be credited against liability of corporation tax

Remarks

The nominal tax rates of real estate tax are calculated for investment in industrial
buildings and represent the product of the tax base and the nominal tax rate (whichisin
fact an estimate for the country average). Tax bases are estimates and represent a
percentage of the acquisition costs/ market value of a building. The nominal tax rates
therefore refer to the acquisition costs/ market value. In the following the basis for the
estimates are shown:

Austria: It isassumed that the tax base amounts to 25% of the acquisition costs
(=market value). Considering atax coefficient of 0.20% and an average tax rate
of 500% resultsin anominal real estate tax of 0.25% (25% * 0.2% * 500%)

Belgium: The cadastral income is assumed to amount to 5% of the acquisition
costs (as the acquisition costs amount to one unit the cadastral income is 5%).
Furthermore it is assumed that the real estate tax amounts to one third of this
cadastral income. Therefore, the nominal real estate tax is 1.67% (33.33% * 5%)

Denmark: It is assumed that the tax base corresponds to the market value (and
further that the market value corresponds to the acquisition costs of one unit).
The average tax rate is assumed to be 2.5%. Therefore, the nominal real estate
tax is 2.5% (100% * 2.5%)
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Finland: It is assumed that the tax base corresponds to the market value (and
further that the market value corresponds to the acquisition costs of one unit).
The average tax rate is assumed to be 0.75%

France: The rental value of the building is assumed to amount to 8% of the
acquisition costs (as the acquisition costs amount to one unit the rental valueis
8%). For the rental value of built real estate properties arebate of 50% is
granted. Therefore, the relevant rental value amounts to 4%. The average tax
rate is assumed to be 27.23%. Therefore, the nominal rea estate tax is 1.09%
(4% * 27.23%)

Germany: It is assumed that the tax base amounts to 25% of the acquisition costs
(=market value). Considering atax coefficient of 0.35% and an average tax rate
of 442% resultsin anominal real estate tax of 0.39% (25% * 0.35% * 426%)

Greece: It is assumed that the nominal real estate tax is 0.06% of the acquisition
costs (=market value) of the building

Ireland: The contractual basisis assumed to apply. For this purpose the Net
Annual Vaue (NAV) is based on the annual rent of the building which is
assumed to amount to 5% of the acquisition costs (as the acquisition costs
amount to one unit the annual rent is 5%). Furthermore aNAV of 63% is
assumed to apply (in Dublin). The rate in the pound is assumed to be 50%.
Therefore, the nominal real estatetax is 1.58% (5% * 63% * 50%)

Italy: The cadastral value is assumed to amount to 50% of the acquisition costs
(as the acquisition costs amount to one unit the cadastral value is 50%). The
average tax rate is assumed to be 0.55% (which is the average of the minimum
of 0.4 and the maximum of 0.7%). Therefore, the nominal real estatetax is
0.27% (50% * 0.55%)

Luxembourg: It is assumed that the tax base amounts to 10% of the acquisition
costs (=market value). Considering atax coefficient of 1.0% and atax rate of
750% (Luxembourg-City) resultsin anominal real estate tax of 0.75% (10% *
1% * 750%)

Netherlands: It is assumed that the tax base amounts to 100% of the acquisition
costs (=market value). Considering an average tax rate of 0.42% resultsin a
nominal real estate tax of 0.42% (100% * 0.42%)

Portugal: It is assumed that the tax base amounts to 50% of the acquisition costs
(=market value). The average tax rate is assumed to be 1% (which is the average
of the minimum of 0.7 and the maximum of 1.3%). Therefore, the nominal real
estate tax is 0.5% (50% * 1%)

Spain: The cadastral value is assumed to amount to 50% of the acquisition costs
(as the acquisition costs amount to one unit the cadastral value is 50%). The
average tax rate is assumed to be 0.8% (which is the average of the minimum of
0.4 and the maximum of 1.2%). Therefore, the nominal real estate tax is 0.4%
(50% * 0.8%)

Sweden: It is assumed that the tax base amounts to 75% of the acquisition costs
(=market value). Considering atax rate of 0.5% for industrial property resultsin
anominal real estate tax of 0.38% (75% * 0.5%)

United Kingdom: The contractual basis is assumed to apply. For this purpose the
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Net Annual Value (NAV) is based on the annual rent of the building which is
assumed to amount to 5% of the acquisition costs (as the acquisition costs
amount to one unit the annual rent is 5%). The rate in the pound is assumed to be
47.4%. Therefore, the nominal real estate tax is 2.37% (5% * 47.4%)

Effective real estate tax rate considers deductibility from the corporation tax base thus
calculated as the product of nominal tax rate * (1-statutory tax rate from table 1) (e.g.
Austria0.25% * (1-0.34) = 0.17%)

Besides Luxembourg there is no Member State levying a corporate property/net wealth
tax
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Table 20: Non-profit taxes on assets other than real estate tax
and net wealth tax (%) - 2001

Country Nominal tax | Effectivetax Asset
rateinp.c. rateinp.c.

France 1.56 0.99 Buildings

(taxe 311 1.98 Machinery

professionnelle)

Remarks

France: “taxe professionnelle” (for buildings: twice tax base of real estate tax, for
tangible fixed assets 16% of acquisition costs, general deduction of 16%, no respect
given to taxation of payroll, average country tax rate of 23.16%)

e.g. nominal machinery 0.16 * 0.84 * 0.2316 = 3.11%, effective tax rate considers
deductibility from the corporation tax base thus calculated as the product of nominal tax
rate * (1-statutory tax rate from table 1) 3.11% * (1-0.3643) = 1.87%
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Table 21: Tax treatment of inventories
and timing of in tax payments - 2001

Country Inventory valuation
Austria Lifo
Belgium Lifo
Denmark Fifo

Finland Fifo

France Average cost method
Germany Lifo

Greece Average cost method
Ireland Fifo

Italy Lifo
Luxembourg Lifo
Netherlands Average cost method
Portugal Lifo

Spain Lifo
Sweden Fifo

United Fifo
Kingdom

Remarks

Valuation of inventories represents the most tax efficient possibility, other possibilities
areignored
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Table 22: Capital allowances for industrial buildings (%) - 2001

Kind of Allowance Length of
alowance rate period
Austria SL 3.00 ufd
Belgium DB 10.00 7
SL 5.00 9
SL 2.83 1
Denmark SL 5.00 ufd
Finland DB 7.00 ufd
France SL 5.00 ufd
Germany SL 3.00 ufd
Greece SL 12.50 ufd
Ireland SL 4.00 ufd
Italy SL 4.00 1
SL 8.00 2
SL 4.00 ufd
L uxembourg SL 4.00 ufd
Netherlands SL 2.50 ufd
Portugal SL 5.00 ufd
Spain SL 3.00 ufd
Sweden SL 4.00 ufd
United SL 4.00 ufd
Kingdom
DB Declining balance
SL Straight line
ufd Until fully depreciated

Remarks

Kind of capital alowances represents the most tax efficient possibility, other
possibilities are ignored
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Table 23: Capital allowances for machinery (%) - 2001

First period Second period
Kind of | Allowanc | Length of | Kind of |Allowanc | Length of
alowanc erate first alowanc erate second
e period e period
Austria SL 14.29 7 - - -
Belgium DB 28.57 3 SL 14.29 2
SL 7.87 1
Denmark DB 25.00 ufd - - -
Finland DB 25.00 ufd - - -
France DB 32.14 4 SL 7.07 3
Germany DB 20.00 2 SL 12.80 5
Greece SL 14.29 7 - - -
Ireland SL 15.00 6 SL 10.00 1
Italy SL 13.25 1 SL 26.50 2
SL 13.25 2
SL 7.25 1
Luxembourg DB 30.00 4 SL 8.00 3
Netherlands SL 14.29 7 - - -
Portugal DB 35.71 ufd - - -
Spain DB 28.57 4 SL 8.68 3
Sweden DB 30.00 2 SL 20.00 2
SL 9.00 1
United DB 25.00 ufd - - -
Kingdom
DB Declining balance
SL Straight line
ufd Until fully depreciated

Remarks

Kind of capital allowances represents the most tax efficient possibility, other
possibilities are ignored

If depreciation depends on the useful life of afixed tangible asset and no period is
specified in the national tax codes a period of 7 years was assumed for the cal culation of
the allowance rate
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Table 24: Capital allowances for intangibles
— specifically the purchase of a patent (%) - 2001

First period Second period
Kind of | Allowanc | Length of | Kind of | Allowanc | Length of
allowanc erae first allowanc erae second
e period e period

Austria SL 12.50 8 - - -
Belgium SL 20.00 5 - - -
Denmark - 100.00 1 - - -
Finland SL 10.00 10 - - -
France SL 20.00 5 — - -
Germany SL 20.00 5 - - -
Greece SL 10.00 10 - - -
Ireland SL 10.00 10 - - -
Italy SL 33.33 3 - - -
Luxembourg SL 20.00 5 — - -
Netherlands SL 20.00 5 - - -
Portugal SL 10.00 10 - - -
Spain SL 10.00 10 - - -
Sweden DB 30.00 2 SL 16.33 3
United DB 25.00 ufd - - -
Kingdom
DB Declining balance
SL Straight line
ufd Until fully depreciated

Remarks

Kind of capital alowances represents the most tax efficient possibility, other
possibilities are ignored

If depreciation depends on the useful life of an intangible asset and no period is

specified in the national tax codes a period of 10 years was assumed for the calculation
of the allowance rate
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ANNEX C

HYPOTHETICAL INVESTMENT MODEL :

DETAILED RESULTS FOR EACH COUNTRY

For each country:

Table 1Cost of Capital, EMTR and EATR for each domestic investment
la Taxes on corporation only
1b Top-rate qualified shareholders

Table 2 Cost of capital for outbound investment

Table 3EATR for outbound investment

Table 4Cost of capital for inbound investment

Table SEATR for inbound investment
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1 Austria

Cost of capital

. Industria . Financia .
EMTR Intangible L Machinery Inventorie| Mean
Buildings Assets
EATR (%) 9 S
- 7.1 7.4 7.1 8.6 7.6 75
Retained
Earnings 29.9 322 29.2 41.8 34.0 33.7
325 33.3 32.3 37.3 34.0 339
_ 7.1 7.4 7.1 8.6 7.6 75
New Equity 29.9 322 29.2 41.8 34.0 337
325 33.3 32.3 37.3 34.0 339
3.7 3.8 3.7 5.0 4.0 4.0
Debt -35.1 -30.6 -36.8 0.0 -25.3 -23.9
21.2 21.6 21.1 255 22.2 22.3
5.9 6.1 5.9 7.3 6.3 6.3
Mean 15.7 18.4 14.9 31.8 20.9 20.9
28.6 29.2 28.4 33.2 29.9 29.8
Table 1a: Domestic case, only corporate taxes.
Cost of capital Industrial Financial
EMTR Intangible S Machinery Inventorie| Mean
Buildings Assets
EATR (%) S 9 S
- 6.2 6.3 6.1 7.5 6.5 6.5
Retained
Earnings 47.1 48.6 46.6 56.5 49.7 50.0
40.5 41.0 404 43.8 41.3 414
_ 7.2 74 7.1 8.6 7.6 7.6
New Equity 54.8 56.1 54.4 62.0 57.0 57.0
43.1 437 43.0 46.6 44.0 441
3.8 3.9 3.7 5.0 4.0 4.1
Debt 13.6 16.0 12.6 34.8 18.3 20.0
34.6 34.8 345 37.6 35.1 35.3
5.4 5.6 5.4 6.7 5.7 5.8
Mean 40.0 417 39.4 51.6 43.0 435
38.7 39.1 38.6 41.9 394 39.5

Table 1b: Domestic case, top-rate qualified shareholder.
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Parent Source of Finance

) Overal Retained Earnings | New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > - | B% > o
Austria to C FE ; Z § FE § 2 § TE § 2 § TE § 3 §
6 o M L o 0 w x M w @ M w

1 Austria A A A A A A A A A A A A A
2 Belgium 7.3 8.0 8.0 6.0 8.0 8.0 7.3 8.0 8.0 7.3 8.0 8.0 35
3 Denmark 7.1 7.5 7.5 6.5 7.5 75 7.6 75 75 7.6 75 75 4.4
4 Finland 7.0 7.2 7.2 6.6 7.2 7.2 7.7 7.2 7.2 7.7 7.2 7.2 45
5 France 8.4 9.0 9.0 7.1 9.0 9.0 84 9.0 9.0 84 9.0 9.0 4.6
6 Germany 7.7 9.7 7.6 5.8 9.7 7.6 7.2 9.7 7.6 7.2 9.7 7.6 3.2
7 Greece 7.0 7.6 7.6 5.7 7.6 7.6 7.0 7.6 7.6 7.0 7.6 7.6 34
8 Ireland 6.2 59 59 6.9 59 59 7.8 59 59 7.8 59 59 52
9 Italy 5.7 55 55 6.1 55 55 7.4 55 55 7.4 55 55 3.6
10 L uxembourg 7.2 7.7 7.7 6.1 7.7 7.7 7.3 7.7 7.7 7.3 7.7 7.7 3.7
11 Netherlands 7.3 1.7 1.7 6.4 1.7 7.7 7.6 7.7 7.7 7.6 7.7 7.7 4.1
12 Portugal 7.3 7.9 7.9 6.2 7.9 79 7.5 79 79 75 79 79 39
13 Spain 7.3 1.7 7.7 6.4 1.7 7.7 7.6 7.7 7.7 7.6 7.7 7.7 4.1
14 Sweden 6.5 6.7 6.7 6.3 6.7 6.7 7.4 6.7 6.7 7.4 6.7 6.7 4.3
15 United Kingdom 7.4 7.7 7.7 6.9 7.7 7.7 8.0 7.7 7.7 8.0 7.7 7.7 4.8
16 Mean 7.1 7.6 7.4 6.3 7.6 7.4 7.6 7.6 7.4 7.6 7.6 7.4 4.1
17 Mean (Sharehld 6.5 6.9 6.8 58 6.4 6.3 6.4 7.6 7.5 7.6 7.6 75 4.2
18 Zero-rate sh. 7.1 7.6 7.4 6.3 7.6 7.4 7.6 7.6 7.4 7.6 7.6 7.4 4.1
19 Top-rate non-gual. sh. 58 6.3 6.1 51 51 50 52 7.7 75 7.7 7.7 75 4.2
20 Top-rate qual. sh. 6.6 7.0 6.9 5.8 6.5 6.4 6.6 7.6 75 7.6 7.6 75 4.1

Table 2: Outbound case.

Austria



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Austria to o o g ; = § b g § = § g g § = § z g § = §
e T O W X U w & O w & O w

1 Austria A A A A A, A A A A A A A A
2 Belgium 37.1 39.1 39.1 33.1 39.1 39.1 37.1 39.1 39.1 37.1 39.1 39.1 25.8
3 Denmark 313 32.3 32.3 29.2 32.3 32.3 33.0 32.3 32.3 33.0 32.3 32.3 22.1
4 Finland 28.1 28.8 28.8 26.8 28.8 28.8 30.9 28.8 28.8 30.9 28.8 28.8 19.3
5 France 40.1 42.1 42.1 36.2 42.1 42.1 40.1 42.1 42.1 40.1 42.1 42.1 28.8
6 Germany 404 46.1 40.1 35.0 46.1 40.1 38.9 46.1 40.1 38.9 46.1 40.1 27.7
7 Greece 32.3 344 344 28.3 344 344 32.3 344 344 32.3 344 344 20.8
8 Ireland 13.1 11.7 11.7 159 11.7 11.7 20.0 11.7 11.7 20.0 11.7 11.7 8.2
9 [taly 324 318 318 335 318 318 375 318 318 375 318 318 26.1
10 L uxembourg 34.9 36.6 36.6 314 36.6 36.6 354 36.6 36.6 354 36.6 36.6 24.0
11 Netherlands 33.7 35.1 35.1 30.8 35.1 35.1 34.8 35.1 35.1 34.8 35.1 35.1 23.3
12 Portugal 35.3 37.0 37.0 31.9 37.0 37.0 35.8 37.0 37.0 35.8 37.0 37.0 245
13 Spain 33.7 35.2 35.2 30.8 35.2 35.2 34.8 35.2 35.2 34.8 35.2 35.2 23.3
14 Sweden 255 26.0 26.0 245 26.0 26.0 28.5 26.0 26.0 28.5 26.0 26.0 17.1
15 United Kingdom 30.9 31.8 31.8 29.1 31.8 31.8 33.1 31.8 31.8 33.1 31.8 31.8 21.6
16 Mean 32.1 334 33.0 29.7 334 33.0 33.7 334 33.0 33.7 334 33.0 22.3
17 Mean (Sharehld 375 38.6 38.3 355 37.2 36.9 375 40.2 39.9 40.5 40.2 39.9 31.0
18 Zero-rate sh. 321 334 33.0 29.7 334 33.0 33.7 334 33.0 33.7 334 33.0 22.3
19 Top-rate non-qual. sh. 39.0 40.0 39.8 37.3 37.2 36.9 375 43.6 43.3 43.9 43.6 43.3 35.2
20 Top-rate qual. sh. 41.2 42.3 42.0 395 41.1 40.8 41.3 43.7 43.4 440 437 43.4 354

Table 3: Outbound case.

Austria



Parent Source of Finance

Overall Retained Earnings New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ... to| 3 fsi S > = fii <2 > = g 2 2 = g & 2 =
Austria g | s ; 3 8 | =t § 3 8 | =t § 3 8 | =t § 3 3
6 | g8 “d g§ “d gf “d gf “d

1 Austria 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1.
2 Belgium 6.4 6.1 6.3 6.8 7.5 7.8 8.3 75 7.8 8.3 3.3 35 4.0
3 Denmark 6.3 6.4 6.4 6.2 75 7.5 7.3 7.5 75 7.3 4.2 4.2 4.0
4 Finland 6.3 6.5 6.5 59 75 7.5 6.9 7.5 7.5 6.9 4.7 4.7 4.0
5 France 6.3 6.1 6.2 6.7 75 7.7 82 7.5 7.7 8.2 34 35 4.0
6 Germany 6.4 5.6 59 7.6 75 7.8 9.6 59 6.1 79 2.6 2.8 4.6
7 Greece 6.6 6.0 7.0 7.0 7.5 8.6 8.6 75 8.6 8.6 3.0 4.0 4.0
8 Ireland 6.4 7.2 7.2 4.7 75 7.5 51 75 75 51 6.5 6.5 4.0
9 [taly 6.4 6.2 6.4 6.6 7.5 77 79 75 77 7.9 3.7 3.8 4.0
10 L uxembourg 6.8 6.2 75 6.5 75 7.5 7.9 7.5 7.5 7.9 3.7 7.5 4.0
11 Netherlands 7.2 75 75 6.4 75 7.5 7.7 7.5 7.5 7.7 7.5 7.5 4.0
12 Portugal 6.4 6.2 6.4 6.6 75 7.7 8.0 7.5 7.7 8.0 3.6 3.8 4.0
13 Spain 6.3 6.3 6.3 6.4 75 7.5 7.7 7.5 7.5 7.7 39 39 4.0
14 Sweden 6.3 6.6 6.6 58 75 7.5 6.8 7.5 7.5 6.8 4.8 4.8 4.0
15 United Kingdom 6.3 6.5 6.5 6.0 7.5 75 7.1 75 75 7.1 44 44 4.0
16 Canada 8.2 7.5 9.4 7.6 75 94 95 75 94 95 75 94 4.0
17 United States 6.5 6.2 6.8 6.5 7.5 8.1 7.8 75 8.1 7.8 3.7 4.3 4.0
16 Mean 6.6 6.4 6.8 6.5 75 7.8 7.8 74 7.7 7.7 4.4 49 4.1
17 Mean (Sharehld 54 5.3 5.6 53 5.6 58 58 6.2 6.4 6.4 45 50 4.2
18 Zero-rate sh. 6.4 6.3 6.6 6.3 7.4 77 7.6 6.6 6.9 6.8 44 49 4.1
19 Top-rate non-gqual. sh. 5.0 49 52 4.8 4.8 50 49 6.5 6.7 6.6 4.6 51 4.2
20 Top-rate qual. sh. 4.8 4.7 5.0 4.7 4.6 49 4.8 55 57 57 4.6 51 4.2

Table 4: Inbound case.

Austria



Parent Source of Finance

Overall Retained Earnings New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Austria 9 g % Z = -g g % Z = -§ g % Z = -§ g % Z = -§
©) X W L X W w X W w X W w

1 Austria A A. A g A. J. J. J. J. J. J. J. J.
2 Belgium 30.9 29.9 30.6 323 34.7 354 37.1 34.7 354 37.1 21.0 21.7 234
3 Denmark 29.9 30.1 30.1 29.4 33.9 33.9 33.2 33.9 33.9 33.2 23.0 23.0 22.3
4 Finland 29.9 30.6 30.6 28.5 339 33.9 31.9 33.9 33.9 31.9 24.4 24.4 22.3
5 France 30.4 29.5 29.9 317 34.3 34.7 36.5 34.3 34.7 36.5 20.7 21.0 22.8
6 Germany 23.0 20.1 21.0 27.8 27.4 28.3 35.1 21.2 22.1 28.9 84 9.2 16.1
7 Greece 349 329 36.0 36.0 37.6 40.7 40.7 37.6 40.7 40.7 24.0 27.1 27.1
8 Ireland 30.0 32.7 32.7 24.5 33.9 33.9 25.7 33.9 33.9 25.7 30.5 30.5 22.3
9 Italy 30.9 30.3 30.9 315 34.7 35.3 35.9 34.7 35.3 35.9 22.1 22.7 23.3
10 L uxembourg 313 29.4 339 30.6 339 339 35.1 339 339 35.1 21.1 339 22.3
11 Netherlands 32.6 339 339 30.1 339 339 34.2 339 339 34.2 339 339 22.3
12 Portugal 30.9 30.2 30.8 31.6 34.7 353 36.0 34.7 353 36.0 219 22.6 23.3
13 Spain 29.8 29.7 29.7 30.1 339 33.9 34.2 33.9 33.9 34.2 22.0 22.0 22.3
14 Sweden 29.9 30.8 30.8 28.2 33.9 33.9 31.3 33.9 33.9 31.3 24.9 24.9 22.3
15 United Kingdom 29.9 30.3 30.3 29.0 339 33.9 325 33.9 33.9 325 23.7 23.7 22.3
16 Canada 41.8 40.1 45.2 40.1 40.1 45.2 454 40.1 45.2 454 40.1 45.2 30.2
17 United States 32.7 31.8 335 32.7 36.0 37.7 36.9 36.0 37.7 36.9 24.0 25.7 24.9
16 Mean 31.2 30.8 319 30.9 34.4 35.2 35.1 34.0 34.8 34.7 24.1 25.7 23.1
17 Mean (Sharehld 34.6 34.3 351 34.4 35.7 36.4 36.4 36.1 36.7 36.7 314 32.7 30.7
18 Zero-rate sh. 26.3 25.8 27.0 26.2 30.1 31.0 311 26.1 27.0 27.1 19.0 20.6 18.3
19 Top-rate non-gual. sh. 39.5 39.2 39.9 39.3 394 39.8 39.8 42.6 43.1 43.0 38.1 39.2 375
20 Top-rate qual. sh. 38.0 37.7 384 37.7 37.7 38.2 38.2 39.5 40.0 39.9 37.2 38.3 36.4

Table 5: Inbound case.

Austria



2 Belgium

Cost of capital , Industrial , Financial :
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
: 6.7 8.6 6.8 9.7 8.4 8.0
Retained
Earnings 25.3 41.7 259 48.3 40.2 37.6
35.2 40.8 35.4 4.1 40.2 39.1
_ 6.7 8.6 6.8 9.7 8.4 8.0
New Equity 253 41.7 25.9 48.3 40.2 37.6
35.2 40.8 354 44.1 40.2 39.1
24 4.0 2.6 5.0 3.7 35
Debt -1086  -238  -913 0.0 -35.7 | -410
22.3 27.2 23.0 30.1 26.2 25.8
5.2 7.0 53 8.0 6.7 6.4
Mean 3.7 28.4 5.7 37.8 25.6 224
30.7 36.1 31.0 39.2 35.3 345
Table 1a: Domestic case, only corporate taxes.
Cost of capital , Industrial , Financial .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
: 53 7.1 54 7.9 6.6 6.5
Retained
Earnings 26.1 44.3 26.8 50.1 40.2 38.9
374 41.9 375 44.0 40.6 40.3
_ 7.0 8.8 7.0 9.7 8.4 8.1
New Equity 43.1 55.0 43.1 59.1 52.7 51.4
41.5 46.2 41.5 48.5 451 44.6
2.7 4.3 2.8 5.0 3.7 3.7
Debt -48.9 7.2 -40.6 20.9 7.4 7.4
30.5 34.6 30.9 36.5 331 331
4.6 6.3 4.7 7.1 5.8 5.7
Mean 134 37.0 15.0 44.1 313 302
35.4 39.8 35.6 41.8 38.4 38.2

Table 1b: Domestic case, top-rate qualified shareholder.

Belgium



Parent Source of Finance

) Overal Retained Earnings | New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > - | B% > o
Belgium to C FE ; Z § FE § 2 § TE § 2 § TE § 3 §
6 o L @ W @ W @ W
1 Austria 6.4 6.1 6.3 6.8 75 7.8 8.3 7.5 7.8 8.3 3.3 35 4.0
2 Belgium A. A. A. A A. A A A A A A A A
3 Denmark 6.5 6.1 6.3 6.9 75 7.6 8.3 7.5 7.6 8.3 3.6 3.8 4.4
4 Finland 6.3 58 6.0 7.0 7.2 74 84 7.2 74 84 3.3 35 4.5
5 France 7.6 7.5 1.7 7.6 9.0 9.3 9.2 9.0 9.3 9.2 45 4.7 4.6
6 Germany 6.9 8.1 6.2 6.3 9.7 79 8.0 9.7 79 8.0 50 3.1 3.2
7 Greece 6.2 6.1 6.3 6.2 7.6 7.8 7.7 7.6 7.8 7.7 3.2 35 34
8 Ireland 57 4.8 5.0 7.2 59 6.1 8.3 59 6.1 8.3 2.8 29 52
9 Italy 4.8 39 4.1 6.6 55 57 8.2 55 57 8.2 0.9 11 3.6
10 Luxembourg 6.4 6.2 6.4 6.6 1.7 7.9 8.1 7.7 7.9 8.1 3.3 35 3.7
11 Netherlands 6.5 6.2 6.5 6.9 77 79 84 7.7 79 84 35 37 4.1
12 Portugal 6.5 6.3 6.5 6.7 7.9 8.1 8.2 79 8.1 8.2 35 3.7 39
13 Spain 6.5 6.3 6.5 6.9 7.7 8.0 84 7.7 8.0 8.4 35 3.7 4.1
14 Sweden 59 54 5.6 6.7 6.7 6.9 8.0 6.7 6.9 8.0 2.9 31 4.3
15 United Kingdom 6.7 6.3 6.5 7.3 7.7 7.8 8.7 77 7.8 8.7 3.7 39 4.8
16 Mean 6.3 6.1 6.1 6.8 7.5 7.6 83 75 7.6 8.3 34 34 4.1
17 Mean (Sharehld 58 55 5.6 6.3 6.5 6.6 7.3 7.6 7.6 8.3 3.4 35 4.2
18 Zero-rate sh. 6.3 6.1 6.1 6.8 75 7.6 8.3 7.5 7.6 8.3 34 34 4.1
19 Top-rate non-gual. sh. 5.6 53 53 6.1 6.1 6.1 6.8 7.6 77 8.4 3.4 35 4.2
20 Top-rate qual. sh. 5.6 53 53 6.1 6.1 6.1 6.8 7.6 7.7 84 34 35 4.2
Table 2: Outbound case.
Belgium 2



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > = | B8 > o
Belgium to c FE ; = § oS § 3 § St § 3 § TE § 3 §
6 o 0 L o 0 W ¢ 0 W o 0 W

1 Austria 30.9 29.9 30.6 32.3 34.7 354 37.1 34.7 354 37.1 21.0 21.7 23.4

2 Belgium A A. A A. A. A A J. A A A A A
3 Denmark 29.9 28.7 29.3 315 33.2 33.8 36.0 33.2 33.8 36.0 204 21.0 23.2
4 Finland 26.6 25.0 25.6 29.3 29.7 304 34.1 29.7 304 34.1 16.1 16.8 204
5 France 384 38.1 38.8 384 42.8 435 43.1 42.8 435 43.1 294 30.1 29.7
6 Germany 38.7 42.1 36.9 37.3 46.7 415 419 46.7 41.5 41.9 335 28.3 28.7
7 Greece 30.7 30.4 31.1 30.7 35.2 35.9 355 35.2 35.9 355 21.6 22.2 21.9
8 Ireland 11.8 8.1 8.8 18.6 13.0 13.7 235 13.0 13.7 235 -1.0 -0.3 9.6
9 [taly 30.8 28.0 28.7 35.8 32.7 334 40.5 32.7 334 40.5 19.3 20.0 27.1
10 L uxembourg 33.2 32.6 33.3 33.8 37.3 38.0 38.5 37.3 38.0 38.5 23.9 24.6 25.1
11 Netherlands 321 312 319 33.2 35.9 36.6 37.9 35.9 36.6 37.9 22.3 23.0 24.3
12 Portugal 33.7 33.0 33.7 34.2 37.7 384 38.9 37.7 384 38.9 24.3 25.0 255
13 Spain 32.1 31.2 31.9 33.2 36.0 36.7 38.0 36.0 36.7 38.0 224 23.1 24.4
14 Sweden 24.0 22.2 22.9 27.0 26.9 27.6 318 26.9 27.6 318 134 14.1 18.3
15 United Kingdom 29.3 27.9 28.6 315 32.6 33.3 36.3 32.6 33.3 36.3 19.1 19.8 22.7
16 Mean 30.2 29.2 29.4 31.9 33.9 34.2 36.6 33.9 34.2 36.6 204 20.7 23.2
17 Mean (Sharehld 33.0 32.1 32.3 34.5 35.0 35.3 375 37.9 38.1 404 25.7 25.9 28.2
18 Zero-rate sh. 30.2 29.2 294 319 33.9 34.2 36.6 33.9 34.2 36.6 204 20.7 23.2
19 Top-ratenon-qual.sh. | 34.4 335 337 35.8 35.6 35.8 37.9 40.0 40.1 42.3 284 28.6 30.7
20 Top-rate qual. sh. 34.4 335 33.7 35.8 35.6 35.8 37.9 40.0 40.1 42.3 28.4 28.6 30.7

Table 3: Outbound case.

Belgium



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
_ %) %) ) )
Investment from ...to| = | T 2 =2 Jii 2 =2 3 Joi 2 =2 =z B 2 =2 =z
Belgium @ | gt 22 Q% | gt 22 2% | gt 2= g% |8t 23 &
O o W L o W W @ W W @ W W
1 Austria 7.3 8.0 8.0 6.0 8.0 8.0 7.3 8.0 8.0 7.3 8.0 8.0 35
2 Belgium 1. A 1. A A . . . 1. . 1. . 1.
3 Denmark 6.5 6.8 6.8 5.9 8.0 8.0 7.1 8.0 8.0 7.1 45 45 35
4 Finland 6.5 6.9 6.9 5.6 8.0 8.0 6.7 8.0 8.0 6.7 49 49 35
5 France 6.5 6.4 6.6 6.5 8.0 8.1 8.0 8.0 8.1 8.0 35 3.6 35
6 Germany 6.5 6.0 6.2 7.4 8.0 8.2 9.5 6.3 6.5 7.7 2.6 29 4.1
7 Greece 6.4 6.5 6.5 6.4 8.0 8.0 8.0 8.0 8.0 8.0 3.6 3.6 3.5
8 Ireland 6.7 7.6 7.6 4.8 8.0 8.0 5.2 8.0 8.0 5.2 6.9 6.9 41
9 Italy 6.5 6.5 6.8 6.3 8.0 8.2 1.7 8.0 8.2 7.7 3.8 4.0 3.5
10 Luxembourg 6.9 6.6 8.0 6.3 8.0 8.0 1.7 8.0 8.0 1.7 3.8 8.0 35
11 Netherlands 7.4 8.0 8.0 6.1 8.0 8.0 1.4 8.0 8.0 1.4 8.0 8.0 35
12 Portugal 6.5 6.5 6.7 6.3 8.0 8.2 7.8 8.0 8.2 7.8 3.8 4.0 35
13 Spain 6.5 6.6 6.6 6.1 8.0 8.0 1.4 8.0 8.0 1.4 4.1 4.1 35
14 Sweden 6.5 7.0 7.0 55 8.0 8.0 6.5 8.0 8.0 6.5 51 51 35
15 United Kingdom 6.5 6.8 6.8 57 8.0 8.0 6.9 8.0 8.0 6.9 4.7 4.7 35
16 Canada 8.4 8.0 10.0 7.3 8.0 10.0 94 8.0 10.0 94 8.0 10.0 35
17 United States 6.6 6.6 7.2 6.2 8.0 8.6 7.6 8.0 8.6 7.6 3.9 45 3.5
16 Mean 6.8 6.9 7.2 6.1 8.0 8.2 7.5 7.9 8.1 1.4 5.0 54 3.6
17 Mean (Sharehld 5.6 5.8 6.0 5.0 6.0 6.2 55 6.7 6.8 6.1 52 5.6 3.8
18 Zero-rate sh. 6.6 6.8 7.1 6.0 7.9 8.1 74 7.0 7.2 6.5 5.0 54 3.6
19 Top-rate non-qual. sh. 5.2 54 5.6 45 51 53 4.6 7.0 7.1 6.4 53 5.7 3.9
20 Top-rate qual. sh. 5.0 5.2 55 4.4 51 5.2 45 6.0 6.1 54 53 5.7 3.9
Table 4: Inbound case.
Belgium 4



Parent Source of Finance

. Overdll Retained Earnings | New Equity Debt
EATR ( A)) on Subsidiary Source of Finance
_ %) %) % 0
Investment from ... to| = @ o = 2 - @ o = > - g S = > - g S = 2 -
Belgium g =sc %3 8 gt 23 8 | st %z B | gt E3 &
O X W L & W w & W w & W w

1 Austria 37.1 39.1 39.1 33.1 39.1 39.1 37.1 39.1 39.1 37.1 39.1 39.1 25.8

2 Belgium A A A A A A. A. A. A. A. A. J. A.
3 Denmark 345 354 354 32.7 39.1 39.1 36.4 39.1 39.1 36.4 28.5 28.5 25.8
4 Finland 345 35.9 35.9 31.8 39.1 39.1 35.1 39.1 39.1 35.1 29.8 29.8 25.8
5 France 35.0 34.8 35.2 34.9 39.5 39.8 39.6 395 39.8 39.6 26.2 26.5 26.3
6 Germany 28.4 26.4 27.2 315 335 34.3 38.6 274 28.2 325 14.9 15.7 20.0
7 Greece 345 345 345 344 39.1 39.1 39.1 39.1 39.1 39.1 25.8 25.8 25.8
8 Ireland 35.2 38.0 38.0 29.6 39.1 39.1 30.8 39.1 39.1 30.8 35.8 35.8 27.4
9 Italy 354 355 36.1 34.7 39.8 40.4 39.0 39.8 40.4 39.0 275 28.1 26.7
10 L uxembourg 35.9 34.8 39.1 33.9 39.1 39.1 38.2 39.1 39.1 38.2 26.7 39.1 25.8
11 Netherlands 37.2 39.1 39.1 33.3 39.1 39.1 374 39.1 39.1 374 39.1 39.1 25.8
12 Portugal 354 355 36.1 34.8 39.8 40.4 39.1 39.8 404 39.1 274 28.0 26.7
13 Spain 345 35.1 35.1 33.3 39.1 39.1 374 39.1 39.1 374 275 275 25.8
14 Sweden 345 36.1 36.1 315 39.1 39.1 345 39.1 39.1 345 304 304 25.8
15 United Kingdom 345 35.6 35.6 32.3 39.1 39.1 35.7 39.1 39.1 35.7 29.2 29.2 25.8
16 Canada 45.6 445 495 428 445 495 48.0 445 495 48.0 445 495 33.2
17 United States 37.1 36.9 38.5 35.8 40.9 426 39.9 40.9 426 39.9 29.3 31.0 28.2
16 Mean 35.6 36.1 36.9 33.8 39.3 39.9 379 39.0 395 375 30.1 314 26.3
17 Mean (Sharehld 38.8 39.2 39.8 37.3 40.4 40.7 39.1 40.7 41.1 394 36.9 379 33.8
18 Zero-rate sh. 31.2 31.7 325 29.5 35.6 36.2 34.2 31.7 32.2 30.3 255 26.9 21.8
19 Top-rate non-gual. sh. 43.1 435 440 419 43.4 43.6 422 46.6 46.9 455 429 43.8 40.3
20 Top-rate qual. sh. 419 42.3 42.8 40.5 421 42 .4 41.0 43.7 440 425 422 43.1 39.3

Table 5: Inbound case.
Belgium 5



3 Denmark

Cost of capital , Industrial : Financial ,
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 50 9.3 6.4 8.3 8.3 75
Retained
Earnings 0.0 46.2 221 39.6 39.6 329
24.0 38.6 28.8 35.1 35.1 32.3
_ 50 9.3 6.4 8.3 8.3 75
New Equity 0.0 46.2 2.1 39.6 39.6 329
24.0 38.6 28.8 35.1 35.1 323
2.8 6.0 35 5.0 5.0 4.4
Debt -80.3 16.8 -44.6 0.0 0.0 -12.4
16.4 27.4 18.8 24.0 24.0 221
4.2 8.1 54 7.1 7.1 6.4
Mean -185 38.6 7.1 29.9 29.9 219
21.3 347 25.3 31.2 31.2 28.8
Table 1a: Domestic case, only corporate taxes.
Cost of capital . Industria . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 2.2 55 3.0 41 41 3.8
Retained
Earnings 58.9 83.7 70.0 78.3 78.3 76.3
376 44.6 39.3 41.7 41.7 41.0
. 2.8 6.4 38 50 5.0 4.6
New Equity 68.1 86.0 76.5 82.3 82.3 80.6
38.9 46.5 41.0 43.6 43.6 427
2.8 6.4 3.8 5.0 5.0 4.6
Debt 67.8 86.0 76.3 82.1 82.1 80.5
38.9 46.4 41.0 43.6 43.6 427
24 5.9 33 45 45 41
Mean 63.5 84.8 73.2 80.2 80.2 78.4
38.2 454 40.1 425 425 41.8

Table 1b: Domestic case, top-rate qualified shareholder.

Denmark



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of capital ( A)) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Denmark to c FE ; = § FE § 2 § TE § 3 § TE § 3 §
6 o L @ W @ W @ W

1 Austria 6.3 6.4 6.4 6.2 7.5 7.5 7.3 7.5 7.5 7.3 4.2 4.2 4.0
2 Belgium 6.5 6.8 6.8 5.9 8.0 8.0 7.1 8.0 8.0 7.1 4.5 4.5 35
3 Denmark 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1.
4 Finland 6.2 6.1 6.1 6.5 7.2 7.2 7.5 7.2 7.2 7.5 4.1 4.1 45
5 France 75 7.8 7.8 6.9 9.0 9.0 8.2 9.0 9.0 8.2 55 55 4.6
6 Germany 6.8 8.4 6.3 57 9.7 7.6 7.0 9.7 7.6 7.0 6.0 3.9 3.2
7 Greece 6.1 6.4 6.4 5.6 7.6 7.6 6.8 7.6 7.6 6.8 4.2 4.2 3.4
8 Ireland 5.6 51 51 6.8 5.9 5.9 7.6 5.9 5.9 7.6 35 35 5.2
9 Italy 4.8 4.2 4.2 59 55 55 7.2 55 55 7.2 19 19 3.6
10 L uxembourg 6.3 6.5 6.5 5.9 1.7 7.7 7.1 7.7 7.7 7.1 4.3 4.3 3.7
11 Netherlands 6.5 6.6 6.6 6.3 7.7 77 74 77 77 74 44 44 4.1
12 Portugal 6.5 6.7 6.7 6.1 7.9 7.9 7.3 7.9 7.9 7.3 44 44 3.9
13 Spain 6.5 6.6 6.6 6.3 1.7 7.7 7.4 7.7 7.7 7.4 4.4 4.4 4.1
14 Sweden 5.8 57 57 6.2 6.7 6.7 7.2 6.7 6.7 7.2 3.8 3.8 4.3
15 United Kingdom 6.6 6.6 6.6 6.8 7.7 77 7.8 77 77 7.8 4.6 4.6 4.8
16 Mean 6.3 6.4 6.3 6.2 7.6 7.4 7.4 7.6 7.4 7.4 4.3 4.1 4.1
17 Mean (Sharehld 4.7 4.8 4.7 4.6 49 4.8 4.7 55 54 5.3 4.4 4.3 4.2
18 Zero-rate sh. 6.3 6.4 6.3 6.2 7.6 74 74 7.6 74 74 4.3 4.1 4.1
19 Top-rate non-qual. sh. 3.9 4.0 3.9 3.8 3.6 35 34 45 4.4 4.3 45 4.4 4.3
20 Top-rate qual. sh. 3.9 4.0 3.9 3.8 3.6 35 34 4.5 4.4 4.3 4.5 4.4 4.3

Table 2: Outbound case.

Denmark



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > = | B8 > o
Denmark to c oS ; 3 § FE § 3 § TE § 3 § TE § 3 §
6 o 0 L o 0 W ¢ 0 W o 0 W

1 Austria 29.9 30.1 30.1 294 33.9 33.9 33.2 33.9 339 33.2 23.0 23.0 22.3
2 Belgium 345 354 354 32.7 39.1 39.1 36.4 39.1 39.1 36.4 28.5 28.5 25.8

3 Denmark J. 1. J. 1. A A A A A A A A A
4 Finland 255 25.0 25.0 26.4 28.8 28.8 30.2 28.8 28.8 30.2 179 179 193
5 France 375 38.4 38.4 35.7 42.1 42.1 39.5 42.1 42.1 39.5 315 315 28.8
6 Germany 37.8 42.4 36.4 34.6 46.1 40.1 38.3 46.1 40.1 38.3 35.6 29.6 27.7
7 Greece 29.7 30.6 30.6 27.9 34.4 34.4 31.7 34.4 34.4 31.7 235 235 20.8
8 Ireland 10.3 7.8 7.8 154 11.7 11.7 19.3 11.7 11.7 19.3 0.6 0.6 8.2
9 [taly 29.8 28.1 28.1 33.1 31.8 31.8 36.8 31.8 31.8 36.8 21.2 21.2 26.1
10 L uxembourg 32.2 32.8 32.8 31.0 36.6 36.6 34.7 36.6 36.6 34.7 25.9 25.9 24.0
11 Netherlands 310 313 313 30.3 351 35.1 34.1 35.1 35.1 34.1 24.3 24.3 23.3
12 Portugal 32.6 33.2 33.2 314 37.0 37.0 35.2 37.0 37.0 35.2 26.3 26.3 24.5
13 Spain 31.1 314 314 30.4 35.2 35.2 34.2 35.2 35.2 34.2 244 244 23.3
14 Sweden 22.8 22.2 22.2 24.1 26.0 26.0 27.9 26.0 26.0 27.9 15.2 15.2 17.1
15 United Kingdom 28.2 28.0 28.0 28.7 318 31.8 325 31.8 31.8 325 21.0 210 216
16 Mean 29.5 29.8 29.3 29.4 335 33.1 33.1 335 33.1 33.1 22.8 22.3 224
17 Mean (Sharehld 379 38.1 37.8 37.8 38.8 38.5 38.5 40.0 39.8 39.8 36.4 36.1 36.1
18 Zero-rate sh. 29.5 29.8 29.3 294 335 331 331 335 331 331 22.8 22.3 224
19 Top-ratenon-qual. sh. | 42.1 42.2 42.0 42.0 414 41.2 41.2 43.2 43.1 43.1 43.2 43.0 43.0
20 Top-rate qual. sh. 42.1 42.2 42.0 42.0 41.4 41.2 41.2 43.2 43.1 43.1 43.2 43.0 43.0

Table 3: Outbound case.

Denmark



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Denmark c | st 22 % gt 3 & st B3 % st Ez 3
o X LW L X LW w X L W X LW W

1 Austria 7.1 7.5 75 6.5 75 75 7.6 75 75 7.6 75 7.5 4.4
2 Belgium 6.5 6.1 6.3 6.9 75 7.6 8.3 75 7.6 8.3 3.6 3.8 4.4
3 Denmark A J. A J. J. J. A J. J. J. A J. A
4 Finland 6.4 6.5 6.5 6.2 7.5 75 7.1 75 75 7.1 4.8 4.8 4.4
5 France 6.4 6.1 6.2 6.9 7.5 75 8.2 7.5 7.5 8.2 3.7 38 4.4
6 Germany 6.5 5.7 59 1.7 7.5 7.7 9.5 6.0 6.2 8.0 29 31 4.9
7 Greece 6.8 6.0 7.2 7.2 75 8.7 8.7 75 8.7 8.7 3.2 4.4 4.4
8 Ireland 6.4 71 7.1 51 75 75 54 75 75 54 6.5 6.5 4.4
9 [taly 6.5 6.2 6.4 6.7 75 7.6 8.0 75 7.6 8.0 39 4.1 4.4
10 L uxembourg 6.8 6.2 75 6.7 75 7.5 8.0 7.5 7.5 8.0 3.9 7.5 4.4
11 Netherlands 7.2 7.5 7.5 6.6 7.5 75 7.7 75 75 7.7 75 75 4.4
12 Portugal 6.5 6.2 6.4 6.8 75 7.6 8.0 7.5 7.6 8.0 39 4.1 4.4
13 Spain 6.4 6.3 6.3 6.6 7.5 7.5 7.7 75 7.5 7.7 4.2 4.2 4.4
14 Sweden 6.4 6.6 6.6 6.1 75 7.5 6.9 7.5 7.5 6.9 50 50 4.4
15 United Kingdom 6.4 6.5 6.5 6.3 75 75 7.3 75 75 7.3 4.6 4.6 4.4
16 Canada 7.4 75 75 7.2 75 75 8.6 75 75 8.6 75 75 4.4
17 United States 6.5 6.2 6.7 6.7 75 79 79 75 79 79 4.0 4.4 4.4
16 Mean 6.6 6.5 6.7 6.6 7.5 7.6 7.8 7.4 75 7.7 4.8 52 4.5
17 Mean (Sharehld 5.6 55 5.7 5.6 58 59 6.1 6.3 6.5 6.7 49 52 45
18 Zero-rate sh. 6.5 6.4 6.6 6.5 7.3 75 7.7 6.6 6.8 7.0 4.8 52 4.5
19 Top-rate non-gual. sh. 52 51 53 52 5.0 51 53 6.6 6.8 7.0 4.9 53 4.6
20 Top-rate qual. sh. 51 50 52 51 5.0 51 53 58 59 6.1 4.9 53 4.6

Table 4: Inbound case.

Denmark



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (0/0) on Subsidiary Source of Finance
Investment from..to| = | B & > = | B® > - | 85 > = | B8 > o
Denmark c TE ; Z § ful= § 2 § T c § 3 § & c § 3 §
&  gg “d g8 “u g8 “u gg “u

1 Austria 31.3 323 323 29.2 323 323 33.0 323 323 33.0 323 323 22.1
2 Belgium 29.9 28.7 29.3 315 33.2 338 36.0 33.2 338 36.0 204 21.0 23.2

3 Denmark A J. A J. J. J. A J. J. J. A J. A
4 Finland 28.8 29.2 29.2 27.9 32.3 323 31.1 323 323 31.1 234 234 22.1
5 France 29.3 28.3 28.6 31.0 32.8 331 354 328 331 354 20.0 20.3 227
6 Germany 21.7 18.8 19.6 26.7 25.6 26.4 335 19.8 20.6 27.°7 7.8 8.6 15.7
7 Greece 354 329 36.6 36.6 374 41.1 41.1 374 41.1 41.1 24.6 28.3 28.3
8 Ireland 28.9 31.2 31.2 24.2 323 32.3 25.3 32.3 32.3 25.3 29.1 29.1 22.1
9 [taly 29.8 29.0 29.6 30.8 331 33.7 349 331 33.7 34.9 21.3 21.9 23.1
10 L uxembourg 30.1 28.2 323 29.9 32.3 323 34.1 323 323 34.1 204 323 22.1
11 Netherlands 314 323 32.3 29.4 32.3 323 333 323 323 333 323 323 22.1
12 Portugal 29.8 29.0 29.6 30.9 331 33.7 35.0 331 33.7 35.0 21.2 21.8 231
13 Spain 28.7 284 28.4 29.4 323 323 333 323 323 333 21.2 21.2 22.1
14 Sweden 28.8 29.4 29.4 27.6 32.3 323 30.5 323 323 30.5 239 239 22.1
15 United Kingdom 28.8 29.0 29.0 28.3 323 323 31.7 323 323 31.7 22.8 22.8 22.1
16 Canada 32.0 323 32.3 314 323 323 36.4 323 323 36.4 323 32.3 22.1
17 United States 31.2 30.3 31.7 31.7 34.2 35.6 35.6 34.2 35.6 35.6 23.0 24.5 24.5
16 Mean 29.7 29.3 30.1 29.8 325 33.0 338 32.2 32.7 334 23.5 24.8 225
17 Mean (Sharehld 334 33.0 33.6 335 34.3 34.7 35.4 34.7 35.1 35.8 30.5 31.6 29.9
18 Zero-rate sh. 24.8 24.3 251 251 28.1 28.7 29.7 24.4 24.9 25.9 18.3 19.6 17.6
19 Top-rate non-gual. sh. 38.3 38.0 38.6 384 38.0 38.4 38.9 41.3 41.7 42.2 37.1 38.0 36.6
20 Top-rate qual. sh. 37.0 36.7 37.2 37.0 36.7 37.0 37.6 38.3 38.7 39.2 36.2 37.1 354

Table 5: Inbound case.

Denmark



4 Finland

Cost of capital , Industrial , Financial ,
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 7.0 7.0 6.5 7.7 7.7 7.2
Retained
Earnings 285 28.6 225 351 35.1 30.3
28.2 28.2 26.2 30.7 30.7 28.8
_ 7.0 7.0 6.5 7.7 7.7 7.2
New Equity 285 28.6 225 35.1 35.1 30.3
28.2 28.2 26.2 30.7 30.7 28.8
4.4 43 39 5.0 5.0 45
Debt -14.8 -15.3 -27.1 0.0 0.0 -10.5
18.7 18.6 17.2 21.0 21.0 19.3
6.1 6.1 5.6 6.8 6.8 6.2
Mean 17.6 17.6 10.2 26.0 26.0 19.9
24.8 24.8 23.1 27.3 27.3 255
Table 1a: Domestic case, only corporate taxes.
Cost of capital . Industria . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 59 6.0 55 6.6 6.6 6.1
Retained
Earnings 63.7 63.9 60.6 67.3 67.3 64.7
239 24.1 222 26.3 26.3 24.6
. 4.4 4.4 4.0 50 5.0 4.6
New Equity 50.9 51.1 46.1 57.0 57.0 52.8
18.3 18.4 16.9 20.6 20.6 19.0
4.4 4.4 4.0 5.0 5.0 4.6
Debt 50.9 511 46.1 57.0 57.0 52.8
18.3 18.4 16.9 20.6 20.6 19.0
5.2 5.3 4.8 59 5.9 54
Mean 58.9 50.1 55.2 63.4 63.4 60.2
214 215 19.8 23.7 23.7 221

Table 1b: Domestic case, top-rate qualified shareholder.

Finland



Parent Source of Finance

) Overal Retained Earnings | New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > - | B% > o
Finland to g | T 8§z B | = = g3 B 3 = 83 B | 3 = s 8
6 o L @ W @ W @ W

1 Austria 6.3 6.5 6.5 59 75 7.5 6.9 7.5 75 6.9 4.7 4.7 4.0
2 Belgium 6.5 6.9 6.9 5.6 8.0 8.0 6.7 8.0 8.0 6.7 49 49 35
3 Denmark 6.4 6.5 6.5 6.2 75 7.5 7.1 7.5 75 7.1 4.8 4.8 4.4
4 Finland J. A J. A J. A A A A A A A A
5 France 7.5 8.0 8.0 6.6 9.0 9.0 77 9.0 9.0 77 59 59 4.6
6 Germany 6.8 8.6 6.5 53 9.7 7.6 6.5 9.7 7.6 6.5 6.5 44 3.2
7 Greece 6.1 6.6 6.6 53 7.6 7.6 6.3 7.6 7.6 6.3 4.6 4.6 34
8 Ireland 5.6 52 52 6.6 59 59 7.3 59 59 7.3 3.8 3.8 52
9 Italy 4.8 44 44 5.6 55 55 6.7 55 55 6.7 2.3 2.3 3.6
10 L uxembourg 6.3 6.7 6.7 57 7.7 7.7 6.7 7.7 7.7 6.7 4.7 4.7 37
11 Netherlands 6.5 6.7 6.7 6.0 77 7.7 7.0 7.7 7.7 7.0 4.8 4.8 4.1
12 Portugal 6.5 6.8 6.8 58 7.9 79 6.8 79 79 6.8 49 49 39
13 Spain 6.5 6.7 6.7 6.0 7.7 7.7 7.0 7.7 7.7 7.0 4.8 4.8 4.1
14 Sweden 5.8 58 58 59 6.7 6.7 6.8 6.7 6.7 6.8 4.1 4.1 4.3
15 United Kingdom 6.6 6.7 6.7 6.5 7.7 77 75 77 77 75 49 49 4.8
16 Mean 6.3 6.6 6.4 59 7.6 7.4 6.9 7.6 7.4 6.9 4.7 45 4.1
17 Mean (Sharehld 5.6 59 57 52 6.8 6.7 6.2 4.7 4.6 4.1 4.7 4.6 4.1
18 Zero-rate sh. 6.0 6.3 6.1 5.6 7.6 74 6.9 4.7 4.5 4.1 4.7 4.5 4.1
19 Top-rate non-gual. sh. 54 57 55 5.0 6.4 6.3 58 4.7 4.6 4.1 4.7 4.6 4.1
20 Top-rate qual. sh. 54 57 55 5.0 6.4 6.3 58 4.7 4.6 4.1 4.7 4.6 4.1

Table 2: Outbound case.

Finland



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Finland to t | st 33 B st 23 B sc 23 B st 23 B
& | &8 L o U - o - o -

1 Austria 29.9 30.6 30.6 285 33.9 33.9 31.9 33.9 339 319 24.4 24.4 22.3
2 Belgium 34.5 359 359 318 39.1 39.1 351 39.1 39.1 351 29.8 29.8 25.8
3 Denmark 28.8 29.2 29.2 27.9 32.3 32.3 311 32.3 32.3 31.1 234 234 221

4 Finland A A J. g J. A A J. A J. A J. J.
5 France 375 38.9 38.9 34.9 42.1 42.1 38.1 42.1 42.1 38.1 32.8 32.8 28.8
6 Germany 37.8 42.9 36.9 33.7 46.1 40.1 36.9 46.1 40.1 36.9 36.9 30.9 27.7
7 Greece 29.7 310 310 27.0 344 34.4 30.3 34.4 34.4 30.3 24.9 24.9 20.8
8 Ireland 10.4 8.3 8.3 145 11.7 11.7 17.9 11.7 11.7 17.9 2.0 2.0 8.2
9 [taly 29.8 28.6 28.6 32.2 318 318 355 318 31.8 35.5 22.5 22.5 26.1
10 L uxembourg 32.2 33.3 33.3 30.1 36.6 36.6 334 36.6 36.6 334 27.2 27.2 24.0
11 Netherlands 310 318 318 294 351 35.1 32.8 35.1 35.1 32.8 25.6 25.6 23.3
12 Portugal 32.7 33.7 33.7 30.6 37.0 37.0 33.8 37.0 37.0 33.8 27.6 27.6 24.5
13 Spain 311 319 319 295 35.2 35.2 32.8 35.2 35.2 32.8 25.7 25.7 23.3
14 Sweden 22.8 22.7 22.7 23.2 26.0 26.0 26.5 26.0 26.0 26.5 16.5 16.5 17.1
15 United Kingdom 28.2 285 285 27.8 318 31.8 311 31.8 31.8 311 22.3 22.3 216
16 Mean 29.7 30.5 30.1 28.7 33.8 334 31.9 33.8 334 31.9 244 24.0 22.6
17 Mean (Sharehld 21.3 221 217 20.0 25.7 25.3 23.7 17.7 17.2 15.6 17.7 17.2 15.6
18 Zero-rate sh. 10.8 11.9 11.3 9.3 17.8 17.2 15.2 4.7 4.1 2.2 4.7 4.1 2.2
19 Top-ratenon-qual.sh. | 26.5 27.2 26.8 254 29.7 29.3 27.9 24.2 23.8 22.3 24.2 23.8 22.3
20 Top-rate qual. sh. 26.5 27.2 26.8 254 29.7 29.3 27.9 24.2 23.8 22.3 24.2 23.8 22.3

Table 3: Outbound case.

Finland



Parent Source of Finance

Overall Retained Earnings New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Finland c g 23 § FE 27 -§ gE 27 -§ g zZ3 -§
o X LW L X LW w X L W X LW W

1 Austria 7.0 7.2 7.2 6.6 7.2 7.2 7.7 7.2 7.2 7.7 7.2 7.2 4.5
2 Belgium 6.3 5.8 6.0 7.0 7.2 7.4 84 7.2 7.4 84 3.3 35 45
3 Denmark 6.2 6.1 6.1 6.5 7.2 7.2 75 7.2 7.2 75 4.1 4.1 4.5
4 Finland A A J. A J. A A A A A A A A
5 France 6.3 58 59 7.0 7.2 7.3 8.3 7.2 7.3 8.3 34 34 4.5
6 Germany 6.3 54 5.6 7.8 7.2 74 9.6 57 59 81 2.6 2.8 50
7 Greece 6.8 5.6 75 75 7.2 9.1 9.1 7.2 9.1 9.1 2.6 45 4.5
8 Ireland 6.3 6.8 6.8 51 7.2 7.2 55 7.2 7.2 55 6.2 6.2 45
9 [taly 6.3 59 6.1 6.8 7.2 7.3 8.1 7.2 7.3 8.1 3.6 3.8 4.5
10 L uxembourg 6.6 5.9 7.2 6.8 7.2 7.2 8.1 7.2 7.2 8.1 3.6 7.2 4.5
11 Netherlands 7.0 7.2 7.2 6.7 7.2 7.2 7.8 7.2 7.2 7.8 7.2 7.2 4.5
12 Portugal 6.3 59 6.1 6.9 7.2 74 8.1 7.2 74 81 3.6 3.8 4.5
13 Spain 6.2 6.0 6.0 6.7 7.2 7.2 7.8 7.2 7.2 7.8 39 39 4.5
14 Sweden 6.2 6.3 6.3 6.1 7.2 7.2 7.0 7.2 7.2 7.0 4.7 4.7 4.5
15 United Kingdom 6.3 6.2 6.4 6.4 7.2 7.4 7.4 7.2 7.4 7.4 4.3 45 45
16 Canada 7.7 7.2 8.2 7.6 7.2 8.2 9.2 7.2 8.2 9.2 7.2 8.2 4.5
17 United States 6.6 59 6.9 6.9 7.2 8.2 8.2 7.2 8.2 8.2 35 45 45
16 Mean 6.5 6.2 6.6 6.8 7.2 7.5 8.0 7.1 74 79 4.4 50 4.6
17 Mean (Sharehld 54 51 55 57 53 5.6 6.1 6.1 6.4 6.9 45 50 4.6
18 Zero-rate sh. 6.4 6.1 6.5 6.6 7.0 7.3 79 6.5 6.8 7.3 4.4 50 4.6
19 Top-rate non-gual. sh. 50 4.7 51 52 4.5 4.8 53 6.3 6.6 71 4.6 51 4.6
20 Top-rate qual. sh. 4.9 4.6 4.9 51 4.5 4.7 52 55 57 6.2 4.6 51 4.6

Table 4: Inbound case.

Finland



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Fin(‘;l)nce "
Investment from ...to) =z | B 5 =2 8BS =2 5 8o =2 3 Bo =2 s
Finland c g 23 § gE 23 A& gE 27 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 28.1 28.8 28.8 26.8 28.8 28.8 30.9 28.8 28.8 30.9 28.8 28.8 19.3
2 Belgium 26.6 25.0 25.6 29.3 29.7 30.4 34.1 29.7 30.4 34.1 16.1 16.8 20.4
3 Denmark 255 25.0 25.0 26.4 28.8 28.8 30.2 28.8 28.8 30.2 17.9 17.9 19.3

4 Finland A J. J. J. J. J. J. J. J. J. J. J. J.
5 France 26.0 24.5 24.9 28.7 29.3 29.6 335 29.3 29.6 335 15.7 16.0 19.8
6 Germany 17.9 14.3 15.1 24.3 21.5 22.4 31.6 15.3 16.2 25.4 2.5 34 12.6
7 Greece 355 31.8 374 374 36.5 42.2 42.2 36.5 42.2 42.2 22.9 28.6 28.6
8 Ireland 25.6 27.6 27.6 215 28.8 28.8 22.7 28.8 28.8 22.7 25.4 25.4 19.3
9 Italy 26.6 25.3 25.9 28.5 29.7 30.3 329 29.7 30.3 329 17.1 17.7 20.3
10 L uxembourg 26.9 24.4 28.8 27.6 28.8 28.8 32.0 28.8 28.8 32.0 16.1 28.8 19.3
11 Netherlands 28.2 28.8 28.8 27.0 28.8 28.8 31.2 28.8 28.8 31.2 28.8 28.8 19.3
12 Portugal 26.6 25.2 25.9 28.6 29.7 30.3 331 29.7 30.3 33.1 17.0 17.6 20.3
13 Spain 254 24.6 24.6 27.0 28.8 28.8 31.2 28.8 28.8 31.2 16.9 16.9 19.3
14 Sweden 25.5 25.7 25.7 25.1 28.8 28.8 28.3 28.8 28.8 28.3 19.8 19.8 19.3
15 United Kingdom 27.2 26.5 275 275 30.1 31.0 31.0 30.1 31.0 31.0 19.9 20.8 20.8
16 Canada 35.0 334 36.8 34.7 334 36.8 40.0 334 36.8 40.0 334 36.8 24.9
17 United States 31.3 29.1 324 324 33.3 36.6 36.6 33.3 36.6 36.6 21.4 24.7 24.7
16 Mean 27.4 26.3 27.6 28.3 29.7 30.7 32.6 29.3 30.3 32.2 20.0 21.8 20.5
17 Mean (Sharehld 323 31.3 324 33.2 325 333 35.0 335 34.3 36.0 28.9 30.3 29.5
18 Zero-rate sh. 234 22.1 235 24.6 26.1 271 29.4 22.9 23.9 26.2 15.7 17.6 16.7
19 Top-rate non-gual. sh. 375 36.7 375 38.2 36.5 37.1 38.5 40.5 41.1 425 35.9 37.2 36.5
20 Top-rate qual. sh. 36.0 35.2 36.1 36.7 35.0 35.7 37.1 37.2 37.9 39.3 35.0 36.2 35.3

Table 5: Inbound case.

Finland



France

Cost of capital

Industrid

Financial

EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 6.7 10.1 9.8 9.6 9.0 9.0
Retained
Earnings 25.2 50.7 48.9 48.1 444 44.7
35.1 454 44.3 43.9 42.0 42.1
_ 6.7 10.1 9.8 9.6 9.0 9.0
New Equity 25.2 50.7 48.9 48.1 44.4 44.7
35.1 454 44.3 43.9 42.0 42.1
2.4 55 5.7 50 4.3 4.6
Debt -107.1 9.4 12.5 0.0 -15.0 -8.7
22.2 315 32.2 30.0 28.0 28.8
5.2 85 8.4 8.0 7.4 7.5
Mean 3.6 41.3 40.2 37.6 32.1 33.2
30.6 40.6 40.1 39.0 371 375
Table 1a: Domestic case, only corporate taxes.
Cost of capital o Industrial . Financial :
EMTR Intangible Buildings Machinery ASSets Inventorie| Mean
EATR (%) S S
. 3.3 6.2 6.4 5.2 4.5 51
Retained
Earnings 55.3 76.3 77.1 71.8 67.7 71.3
45.0 50.2 50.6 48.5 47.3 48.3
_ 5.8 8.9 8.8 7.9 7.3 7.8
New Equity 74.9 83.6 83.4 81.6 80.0 81.2
49.6 55.2 55.0 53.4 52.3 53.1
3.1 6.0 6.2 50 4.3 4.9
Debt 53.0 75.6 76.5 70.8 66.4 70.4
44.8 49.9 50.3 48.2 47.0 48.0
35 6.4 6.6 54 4.7 53
Mean 57.8 77.1 7.7 72.9 69.2 72.5
454 50.6 50.9 48.8 47.7 48.7

Table 1b: Domestic case, top-rate qualified shareholder.

France



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > = | B8 > o
France to C FE ; Z § FE § 2 § TE § 3 § TE § 3 §
S | 8 L o 0 W ¢ 0 W o 0 W

1 Austria 6.3 6.1 6.2 6.7 75 7.7 8.2 7.5 7.7 8.2 34 35 4.0
2 Belgium 6.5 6.4 6.6 6.5 8.0 8.1 8.0 8.0 8.1 8.0 35 3.6 35
3 Denmark 6.4 6.1 6.2 6.9 75 7.5 8.2 7.5 75 8.2 37 3.8 4.4
4 Finland 6.3 58 59 7.0 7.2 7.3 8.3 7.2 7.3 83 34 34 4.5
5 France A. A. A A A A A A A A A A A
6 Germany 6.8 8.1 6.1 6.3 9.7 77 79 9.7 77 7.9 50 3.0 3.2
7 Greece 6.2 6.1 6.2 6.1 7.6 7.7 7.6 7.6 7.7 7.6 3.3 34 34
8 Ireland 5.6 4.8 49 7.2 59 6.0 8.3 59 6.0 8.3 2.8 29 52
9 Italy 4.8 39 4.0 6.5 55 5.6 8.1 55 5.6 8.1 0.9 11 3.6
10 L uxembourg 6.3 6.2 6.3 6.5 1.7 7.8 8.0 7.7 7.8 8.0 34 35 3.7
11 Netherlands 6.5 6.3 6.4 6.8 77 7.8 83 7.7 7.8 8.3 35 3.6 4.1
12 Portugal 6.5 6.3 6.4 6.7 7.9 8.0 8.2 79 8.0 8.2 35 3.6 39
13 Spain 6.5 6.3 6.4 6.8 7.7 79 83 7.7 79 8.3 35 3.6 4.1
14 Sweden 58 54 55 6.7 6.7 6.8 8.0 6.7 6.8 8.0 3.0 31 4.3
15 United Kingdom 6.7 6.3 6.4 7.3 7.7 77 8.7 77 77 8.7 3.8 3.8 4.8
16 Mean 6.2 6.0 6.0 6.7 7.4 7.4 8.2 7.4 7.4 8.2 3.3 3.3 4.0
17 Mean (Sharehld 53 51 51 58 59 58 6.6 6.9 6.8 7.6 3.4 3.4 4.1
18 Zero-rate sh. 59 57 5.6 6.4 7.4 74 8.2 4.0 4.0 4.7 3.3 3.3 4.0
19 Top-rate non-gual. sh. 6.0 58 58 6.5 6.5 6.5 7.2 105 104 11.2 3.4 3.3 4.1
20 Top-rate qual. sh. 4.1 39 39 4.6 37 3.7 4.4 6.2 6.1 6.9 35 35 4.3

Table 2: Outbound case.

France



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
France to o o g ; = § b g § = § g g § = § z g § = §
e T O W X U w & O w & O w

1 Austria 304 29.5 29.9 317 34.3 34.7 36.5 34.3 34.7 36.5 20.7 21.0 22.8
2 Belgium 35.0 34.8 35.2 349 39.5 39.8 39.6 395 39.8 39.6 26.2 26.5 26.3
3 Denmark 29.3 28.3 28.6 31.0 32.8 33.1 354 32.8 33.1 354 20.0 20.3 227
4 Finland 26.0 24.5 24.9 28.7 29.3 29.6 335 29.3 29.6 335 15.7 16.0 19.8

5 France A A A A, A A A A A A A A A
6 Germany 38.2 418 36.2 36.8 46.4 40.8 41.4 46.4 40.8 414 33.3 27.6 28.2
7 Greece 30.2 30.0 304 30.2 34.8 35.1 349 34.8 35.1 34.9 21.2 215 21.3
8 Ireland 11.1 7.5 7.8 179 12.3 12.7 22.8 12.3 12.7 22.8 -1.6 -1.2 8.9
9 [taly 30.3 27.6 27.9 35.3 32.3 32.6 40.0 32.3 32.6 40.0 18.9 19.3 26.6
10 L uxembourg 32.7 32.3 32.6 33.2 36.9 37.3 37.9 36.9 37.3 37.9 23.6 23.9 24.6
11 Netherlands 315 30.8 31.1 32.6 35.5 35.9 374 355 35.9 374 22.0 22.3 23.8
12 Portugal 33.1 32.7 33.0 33.7 374 37.7 38.4 374 37.7 38.4 24.0 24.3 25.0
13 Spain 31.6 30.8 31.2 32.7 35.6 35.9 374 35.6 35.9 374 22.1 224 23.9
14 Sweden 234 21.7 22.1 26.4 26.5 26.8 31.1 26.5 26.8 31.1 13.0 13.3 17.7
15 United Kingdom 28.8 275 27.8 31.0 32.2 325 35.7 32.2 325 35.7 18.7 19.0 22.2
16 Mean 294 28.6 28.5 311 33.3 33.2 35.8 33.3 33.2 35.8 19.8 19.7 224
17 Mean (Sharehld 32.2 314 313 33.7 34.6 34.6 37.0 33.2 33.1 355 25.8 25.8 28.2
18 Zero-rate sh. 49 3.7 35 7.5 12.4 12.3 16.3 4.4 -4.5 -0.5 -7.8 -7.9 -39
19 Top-rate non-qual. sh. 479 47.4 47.4 49.0 48.8 48.7 50.3 56.4 56.3 579 42.8 42.8 44.3
20 Top-rate qual. sh. 43.7 43.1 43.1 447 42.8 427 443 47.6 475 49.1 425 42 .4 44.0

Table 3: Outbound case.

France



Parent Source of Finance

Overall Retained Earnings New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
France g g 23 § SE 235 -§ gE 27 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 8.4 9.0 9.0 7.1 9.0 9.0 84 9.0 9.0 84 9.0 9.0 4.6
2 Belgium 7.6 75 7.7 7.6 9.0 9.3 9.2 9.0 9.3 9.2 45 4.7 4.6
3 Denmark 7.5 7.8 7.8 6.9 9.0 9.0 8.2 9.0 9.0 8.2 55 55 4.6
4 Finland 7.5 8.0 8.0 6.6 9.0 9.0 7.7 9.0 9.0 7.7 59 59 4.6
5 France A A. g A A / A A A A J. A A
6 Germany 7.6 7.0 7.2 8.5 9.0 9.3 10.5 7.3 7.5 8.8 3.7 39 52
7 Greece 75 75 75 75 9.0 9.0 9.0 9.0 9.0 9.0 4.6 4.6 4.6
8 Ireland 75 8.7 8.7 53 9.0 9.0 57 9.0 9.0 57 79 79 4.6
9 [taly 7.6 7.6 7.8 7.3 9.0 9.3 8.8 9.0 9.3 8.8 4.9 51 4.6
10 L uxembourg 8.0 7.6 9.0 7.3 9.0 9.0 8.8 9.0 9.0 8.8 49 9.0 4.6
11 Netherlands 8.4 9.0 9.0 7.1 9.0 9.0 85 9.0 9.0 85 9.0 9.0 4.6
12 Portugal 7.6 7.6 7.8 7.4 9.0 9.3 8.8 9.0 9.3 8.8 4.8 50 4.6
13 Spain 7.5 1.7 7.7 7.1 9.0 9.0 85 9.0 9.0 8.5 52 52 4.6
14 Sweden 75 8.0 8.0 6.5 9.0 9.0 7.5 9.0 9.0 7.5 6.1 6.1 4.6
15 United Kingdom 75 7.9 7.9 6.8 9.0 9.0 79 9.0 9.0 79 57 57 4.6
16 Canada 89 9.0 9.6 8.0 9.0 9.6 9.8 9.0 9.6 9.8 9.0 9.6 4.6
17 United States 7.7 7.6 8.2 7.3 9.0 9.6 8.7 9.0 9.6 8.7 4.9 55 4.6
16 Mean 7.8 8.0 8.2 7.1 9.0 9.2 85 8.9 9.1 8.4 6.0 6.4 4.6
17 Mean (Sharehld 6.6 6.8 7.0 6.0 7.1 7.2 6.5 7.7 7.8 7.2 6.2 6.5 4.8
18 Zero-rate sh. 7.6 7.8 8.0 7.0 8.9 9.0 8.3 8.3 84 7.7 6.0 6.4 4.6
19 Top-rate non-gual. sh. 6.1 6.3 6.5 55 6.1 6.2 55 7.8 79 7.2 6.3 6.6 4.9
20 Top-rate qual. sh. 6.1 6.3 6.5 55 6.2 6.3 56 7.1 7.2 6.5 6.3 6.6 4.9

Table 4: Inbound case.

France



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to| = | B é’v =2z B é’v =2z B é =2z B é =2 oz
France C ge =z =3 § ge =z = -§ ge =z = -§ £5 =z = -§
©) X W L X W w X W w X W w

1 Austria 40.1 421 421 36.2 421 421 40.1 421 42.1 40.1 421 421 28.8
2 Belgium 38.4 38.1 38.8 38.4 42.8 435 43.1 42.8 435 43.1 29.4 30.1 29.7
3 Denmark 375 38.4 384 35.7 421 421 39.5 421 42.1 39.5 315 315 28.8
4 Finland 375 38.9 38.9 349 421 42.1 38.1 421 421 38.1 32.8 32.8 28.8

5 France A A g A. g J. J. J. J. J. J. J. J.
6 Germany 31.8 29.8 30.7 35.0 37.0 37.8 42.2 30.9 31.7 36.1 18.3 19.1 235
7 Greece 375 375 375 375 421 421 421 42.1 421 421 28.8 28.8 28.8
8 Ireland 37.6 41.0 41.0 31.0 421 421 321 421 421 321 38.8 38.8 28.8
9 Italy 384 384 39.0 37.7 42.7 43.4 42.0 42.7 434 42.0 304 31.0 29.7
10 L uxembourg 38.9 37.8 421 36.9 421 421 41.3 421 42.1 41.3 29.6 42.1 28.8
11 Netherlands 40.2 421 421 36.4 421 421 40.5 42.1 42.1 40.5 42.1 421 28.8
12 Portugal 38.4 38.4 39.0 37.8 42.8 434 421 42.8 434 421 30.3 30.9 29.7
13 Spain 375 38.1 38.1 36.4 421 421 40.5 421 421 40.5 30.5 30.5 28.8
14 Sweden 375 39.1 39.1 345 421 42.1 37.6 421 42.1 37.6 333 333 28.8
15 United Kingdom 375 38.6 38.6 353 421 421 38.8 421 421 38.8 321 321 28.8
16 Canada 43.3 43.8 454 40.8 43.8 454 46.0 43.8 454 46.0 43.8 454 311
17 United States 39.9 39.7 41.4 38.7 43.8 454 42.8 43.8 454 42.8 321 338 311
16 Mean 38.3 38.9 39.5 36.4 421 425 40.6 41.8 42.1 40.2 32.9 34.0 28.9
17 Mean (Sharehld 41.0 415 42.0 39.6 42.7 429 41.4 43.3 435 42.0 39.2 40.1 36.0
18 Zero-rate sh. 354 36.0 36.7 33.7 39.7 40.1 38.2 36.8 37.2 35.3 30.0 31.2 26.1
19 Top-rate non-gual. sh. 443 447 451 43.0 44.6 44.8 434 47.7 47.8 46.5 441 449 414
20 Top-rate qual. sh. 43.3 43.8 442 42.0 43.8 440 42.6 453 455 441 434 442 40.5

Table 5: Inbound case.

France



6 Germany 2: Tax Reform 2001

Cost of capital . Industrial . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
, 6.6 8.4 7.4 9.5 8.2 8.0
Retained
Earﬂ'i?]gs 24.6 407 321 47.4 39.3 37.8
34.4 39.9 36.6 43.2 39.3 38.7
_ 6.6 8.4 7.4 9.5 8.2 8.0
New Equity 24.6 40.7 32.1 47.4 39.3 37.8
34.4 39.9 36.6 43.2 39.3 38.7
3.2 4.7 3.9 5.7 45 4.4
Debt -58.0 6.5 -28.6 129 -11.8 -13.8
239 28.6 26.1 317 27.9 27.6
5.4 7.1 6.1 8.2 6.9 6.8
Mean 7.8 29.8 18.6 38.9 27.7 26.0
30.8 35.9 329 390.2 35.3 34.8
Table 1a: Domestic case, only corporate taxes.
Cost of capital - Industria . Financial .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) s
: 3.6 4.7 4.1 5.6 4.4 45
Retained
Earnings 475 59.5 53.6 66.0 56.1 57.4
35.5 38.1 36.6 40.3 37.2 375
. 4.2 5.3 4.7 6.2 5.0 5.1
New Equity 54.5 64.1 59.2 69.3 61.5 62.4
36.8 39.6 38.0 41.8 38.7 39.0
3.7 4.8 4.2 5.7 4.5 4.6
Debt 48.9 60.4 54.7 66.6 57.2 58.4
35.7 38.4 36.9 40.5 375 37.8
3.7 4.8 4.2 5.7 45 4.6
Mean 48.8 60.3 54.6 66.6 57.1 58.3
35.7 38.3 36.9 40.5 37.4 37.8

Table 1b: Domestic case, top-rate qualified shareholder.

Germany



Parent Source of Finance

) . Overall Retained Earnings | New Equity Debt
Cost of Capltal ( A)) on Subsidiary Source of Finance
_ ) ) ) )
Investment from = @ 2 =2z 5 @ 2 =2 5 | & 2 =2 5 ?é 2 =2 5
Germany to g St 22 & gt 23 A gE 28 & gE 28 &
T O W X U w & O w & O w
1 Austria 6.4 6.1 6.3 6.7 75 7.8 8.2 7.5 7.8 8.2 34 3.6 4.0
2 Belgium 6.5 6.5 6.7 6.4 8.0 8.2 80 8.0 8.2 8.0 3.6 38 35
3 Denmark 6.5 6.1 6.3 6.9 75 7.6 8.2 7.5 7.6 8.2 3.7 3.9 44
4 Finland 6.3 5.8 6.0 7.0 7.2 7.4 8.3 7.2 7.4 8.3 34 3.6 4.5
5 France 7.6 75 7.7 75 9.0 93 9.1 9.0 93 9.1 4.6 48 4.6
6 Germany A A. A A. A A. A. A. A. A. A. A. A.
7 Greece 6.3 6.1 6.7 6.2 7.6 8.3 7.8 7.6 8.3 7.8 3.2 3.8 34
8 Ireland 57 48 50 7.2 59 6.1 8.3 59 6.1 83 2.8 30 52
9 Italy 48 39 41 6.5 55 57 8.1 55 57 8.1 1.0 1.2 3.6
10 Luxembourg 6.4 6.2 6.4 6.5 1.7 7.9 8.0 7.7 7.9 8.0 34 3.6 3.7
11 Netherlands 6.5 6.3 6.5 6.8 7.7 7.9 8.3 7.7 7.9 8.3 3.6 3.8 4.1
12 Portugal 6.5 6.4 6.6 6.6 7.9 8.1 8.1 7.9 8.1 8.1 3.6 38 39
13 Spain 6.5 6.3 6.5 6.8 7.7 8.0 8.3 1.7 8.0 8.3 3.6 3.8 4.1
14 Sweden 5.9 54 5.6 6.7 6.7 6.9 79 6.7 6.9 79 3.0 3.2 4.3
15 United Kingdom 6.7 6.3 6.5 7.3 7.7 7.8 8.6 7.7 7.8 8.6 38 4.0 48
16 Mean 6.3 6.0 6.2 6.8 7.4 7.6 8.2 7.4 7.6 8.2 33 3.6 41
17 Mean (Sharehld 4.8 4.5 4.7 5.3 4.9 51 5.7 5.6 5.8 6.4 35 3.7 4.3
18 Zero-rate sh. 6.3 6.0 6.2 6.8 7.4 7.6 8.2 7.4 7.6 8.2 3.3 3.6 4.1
19 Top-rate non-gual. sh. 38 35 3.6 4.2 3.2 33 39 4.8 49 55 3.7 38 44
20 Top-rate qual. sh. 43 40 4.2 4.8 4.2 4.3 4.9 4.7 4.9 54 3.6 3.7 43
Table 2: Outbound case.
Getmany 2



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Germany to o o g ; = § b g § = § g g § = § z g § = §
e T O W X U w & O w & O w

1 Austria 30.9 30.0 30.7 32.1 34.7 354 36.7 34.7 354 36.7 21.3 22.0 234
2 Belgium 355 35.3 35.9 35.2 39.8 40.5 39.8 39.8 40.5 39.8 26.8 274 26.7
3 Denmark 29.8 28.8 294 31.3 33.2 33.8 35.7 33.2 33.8 35.7 20.6 21.3 23.2
4 Finland 26.6 25.0 25.7 29.1 29.7 304 33.8 29.7 304 33.8 16.4 17.0 204
5 France 38.4 38.2 38.9 38.2 42.8 43.4 42.8 42.8 43.4 42.8 29.7 30.3 29.7

6 Germany A A A A A A A. A J. A. A A A
7 Greece 33.9 33.0 35.0 33.6 37.7 39.7 38.3 37.7 39.7 38.3 244 26.4 24.9
8 Ireland 11.8 8.2 8.8 18.4 129 13.6 23.2 12.9 13.6 23.2 -0.7 0.0 95
9 [taly 30.8 28.1 28.8 35.6 32.7 33.3 40.2 32.7 33.3 40.2 19.6 20.2 27.1
10 L uxembourg 33.2 32.7 334 33.6 37.3 38.0 38.2 37.3 38.0 38.2 24.2 24.8 25.0
11 Netherlands 320 31.3 31.9 33.0 35.9 36.6 37.6 35.9 36.6 37.6 22.6 23.3 24.3
12 Portugal 33.6 33.1 33.8 34.0 37.7 38.4 38.6 37.7 38.4 38.6 24.6 25.2 254
13 Spain 32.1 31.3 32.0 33.0 36.0 36.6 37.7 36.0 36.6 37.7 22.7 23.3 244
14 Sweden 24.0 22.3 23.0 26.8 26.9 27.6 315 26.9 27.6 315 13.7 14.4 18.2
15 United Kingdom 29.3 28.0 28.6 31.3 32.6 33.3 36.0 32.6 33.3 36.0 19.3 20.0 22.7
16 Mean 30.2 29.0 29.7 318 33.6 34.3 36.4 33.6 34.3 36.4 204 21.1 23.2
17 Mean (Sharehld 32.2 313 318 33.6 32.6 33.1 349 345 35.0 36.8 28.2 28.7 305
18 Zero-rate sh. 30.2 29.0 29.7 31.8 33.6 34.3 36.4 33.6 34.3 36.4 20.4 21.1 23.2
19 Top-rate non-qual. sh. 324 31.6 32.0 33.6 30.7 31.1 32.7 35.0 35.3 37.0 32.1 324 34.1
20 Top-rate qual. sh. 34.1 33.2 33.6 35.3 33.6 34.0 35.7 35.0 354 37.1 32.1 325 34.2

Table 3: Outbound case.

Germany



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
_ %) %) ) )
Investment from ... to| = Jii < = 2 5 Jii < = > 5 Joi < = > 5 B < = 2 5
Germany @ | gt 22 Q% | gt 22 2% | gt 2= g% |8t 23 &
O @ u L @ u = @ u = @ u =
1 Austria 7.6 8.0 8.0 6.8 8.0 8.0 8.2 8.0 8.0 8.2 8.0 8.0 4.4
2 Belgium 6.8 6.4 6.7 7.3 8.0 8.3 8.9 8.0 8.3 8.9 35 3.7 4.4
3 Denmark 6.8 6.8 6.8 6.7 8.0 8.0 7.9 8.0 8.0 7.9 45 45 4.4
4 Finland 6.8 6.9 6.9 6.4 8.0 8.0 7.5 8.0 8.0 7.5 4.9 49 4.4
5 France 6.8 6.5 6.6 7.3 8.0 8.1 8.9 8.0 8.1 8.9 3.6 3.7 4.4
6 Germany A A A 1. A A A A A A A A A
7 Greece 6.8 6.5 6.6 7.3 8.0 8.2 8.9 8.0 8.2 8.9 35 3.7 4.4
8 Ireland 6.8 7.6 7.6 51 8.0 8.0 55 8.0 8.0 55 6.9 6.9 4.4
9 [taly 6.8 6.6 6.8 7.1 8.0 8.2 8.6 8.0 8.2 8.6 3.9 4.1 4.4
10 L uxembourg 7.2 6.6 8.0 7.1 8.0 8.0 8.5 8.0 8.0 8.5 3.9 8.0 4.4
11 Netherlands 1.7 8.0 8.0 6.9 8.0 8.0 8.3 8.0 8.0 8.3 8.0 8.0 4.4
12 Portugal 6.8 6.6 6.8 7.1 8.0 8.2 8.6 8.0 8.2 8.6 3.8 4.0 4.4
13 Spain 6.8 6.7 6.7 6.9 8.0 8.0 8.3 8.0 8.0 8.3 4.2 4.2 4.4
14 Sweden 6.8 7.0 7.0 6.3 8.0 8.0 7.3 8.0 8.0 7.3 51 51 4.4
15 United Kingdom 6.8 6.9 6.9 6.6 8.0 8.0 7.7 8.0 8.0 7.7 4.7 4.7 4.4
16 Canada 8.7 8.0 10.0 8.2 8.0 10.0 10.2 8.0 10.0 10.2 8.0 10.0 4.4
17 United States 6.9 6.6 7.2 7.0 8.0 8.6 85 8.0 8.6 85 3.9 4.5 4.4
16 Mean 7.1 7.0 7.3 6.9 8.0 8.2 8.2 8.0 8.2 8.2 5.0 55 4.4
17 Mean (Sharehld 5.9 5.9 6.1 5.7 6.1 6.3 6.2 6.9 7.1 7.1 5.2 5.6 4.5
18 Zero-rate sh. 6.9 6.8 7.1 6.7 7.9 8.1 8.1 7.3 7.5 7.5 5.0 55 4.4
19 Top-rate non-gual. sh. 55 55 5.7 53 53 55 55 7.2 7.4 7.4 5.2 5.7 4.6
20 Top-rate qual. sh. 53 5.2 55 51 5.0 5.2 5.2 6.2 6.4 6.4 5.3 5.7 4.6
Table 4: Inbound case.
Germany 4



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to| = | B S > = | 8% > = | BS > = | B85 > .
Germany t gt %z B gc %z B | gc fz B g: 2z B
©) X W L X W w X W w X W w

1 Austria 375 38.7 38.7 35.1 38.7 38.7 39.1 38.7 38.7 39.1 38.7 38.7 27.6
2 Belgium 35.8 34.7 354 374 39.4 40.1 421 394 40.1 421 25.9 26.6 28.6
3 Denmark 34.8 349 349 34.6 38.7 38.7 384 38.7 38.7 384 279 279 27.6
4 Finland 34.8 354 354 338 38.7 38.7 37.1 38.7 38.7 37.1 29.3 29.3 27.6
5 France 353 34.3 34.7 36.9 39.0 394 41.6 39.0 394 41.6 25.6 25.9 28.1

6 Germany A g A g A J. J. J. J. J. J. J. J.
7 Greece 354 34.4 34.8 36.9 39.1 39.5 41.6 39.1 39.5 41.6 25.6 26.0 28.2
8 Ireland 349 375 375 29.8 38.7 38.7 31.0 38.7 38.7 31.0 353 353 27.6
9 Italy 357 35.0 35.6 36.6 394 40.0 41.0 394 40.0 41.0 26.9 275 28.5
10 L uxembourg 36.3 34.3 38.7 35.8 38.7 38.7 40.2 38.7 38.7 40.2 26.1 38.7 27.6
11 Netherlands 37.6 38.7 38.7 35.3 38.7 38.7 394 38.7 38.7 394 38.7 38.7 27.6
12 Portugal 35.7 35.0 35.6 36.7 39.4 40.0 41.1 394 40.0 411 26.8 274 285
13 Spain 34.8 34.6 34.6 353 38.7 38.7 394 38.7 38.7 394 26.9 26.9 27.6
14 Sweden 349 35.6 35.6 334 38.7 38.7 36.5 38.7 38.7 36.5 29.8 29.8 27.6
15 United Kingdom 34.8 35.1 35.1 34.2 38.7 38.7 37.7 38.7 38.7 37.7 28.6 28.6 27.6
16 Canada 459 441 49.2 445 441 49.2 49.7 441 49.2 49.7 441 49.2 34.7
17 United States 374 36.4 38.1 37.7 40.5 42.2 41.8 405 42.2 41.8 28.7 304 30.0
16 Mean 36.4 36.2 37.0 359 39.3 39.9 39.9 39.3 39.9 39.9 30.3 31.7 28.5
17 Mean (Sharehld 39.5 394 40.0 39.2 40.5 40.9 40.9 415 419 419 37.0 38.1 35.6
18 Zero-rate sh. 33.3 331 34.0 329 36.6 37.2 37.3 34.1 34.7 34.7 27.3 28.7 25.5
19 Top-rate non-gual. sh. 434 43.3 43.8 43.1 43.3 43.6 43.7 46.6 47.0 47.0 42.3 43.2 411
20 Top-rate qual. sh. 41.8 41.7 42.2 415 415 41.8 419 43.7 440 441 415 424 40.1

Table 5: Inbound case.

Germany



Greece

Cost of capital , Industrial : Financial ,
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
, 8.4 6.7 7.7 6.2 9.0 7.6
Retained
Earﬂ'i?]gs 405 25,5 34.8 19.7 44.4 34.2
40.2 35.1 38.0 16.5 420 34.4
_ 8.4 6.7 7.7 6.2 9.0 7.6
New Equity 40.5 25.5 34.8 19.7 44.4 34.2
40.2 35.1 38.0 16.5 42.0 34.4
4.0 2.2 33 3.0 4.3 34
Debt -26.5 -125.3 -51.6 -69.3 -15.0 -49.1
26.9 21.7 24.9 25 28.0 20.8
6.8 5.1 6.1 5.1 7.4 6.1
Mean 27.0 2.7 18.6 1.6 32.1 18.2
355 30.4 334 11.6 37.1 29.6
Table 1a: Domestic case, only corporate taxes.
Cost of capital _ Industria . Financial .
EMTR Intangible Buildings Machinery ASSets Inventorie| Mean
EATR (%) S
, 6.5 5.1 5.9 4.8 7.0 5.9
Retained
Earﬂ'i?]gs 449 288 393 249 483 | 385
34.2 29.7 323 9.7 355 28.3
_ 6.3 4.8 5.7 4.6 6.7 5.6
New Equity 423 24.4 36.2 21.4 45.9 35.4
333 28.8 315 8.7 345 27.4
4.0 25 35 3.0 4.3 35
Debt 10.4 -42.8 -4.0 222 17.0 4.2
26.5 22.0 24.8 17 275 205
5.6 4.1 5.0 4.1 6.0 5.0
Mean 36.0 13.1 28.6 12.8 40.1 27.8
314 26.9 29.6 6.8 32.6 25.5

Table 1b: Domestic case, top-rate qualified shareholder.

Greece



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of capital ( A)) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Greece to e | B¢ ; 3 8 BE § 3 3 BE § 3 3 BE § 3 g
6 o L @ W @ W @ W

1 Austria 6.6 6.0 7.0 7.0 7.5 8.6 8.6 75 8.6 8.6 3.0 4.0 4.0
2 Belgium 6.4 6.5 6.5 6.4 8.0 8.0 8.0 8.0 8.0 8.0 3.6 3.6 35
3 Denmark 6.8 6.0 7.2 7.2 7.5 8.7 8.7 75 8.7 8.7 3.2 44 44
4 Finland 6.8 5.6 7.5 7.5 7.2 9.1 9.1 7.2 9.1 9.1 2.6 4.5 4.5
5 France 7.5 7.5 7.5 7.5 9.0 9.0 9.0 9.0 9.0 9.0 4.6 4.6 4.6
6 Germany 6.8 8.1 6.0 6.3 9.7 7.6 79 9.7 7.6 7.9 51 3.0 3.2
7 Greece A A A A 1. A A A A A A A A
8 Ireland 6.9 4.3 8.2 8.2 59 9.8 9.8 5.9 9.8 9.8 13 5.2 5.2
9 Italy 4.8 39 4.0 6.5 55 5.6 8.1 55 5.6 8.1 0.9 11 3.6
10 L uxembourg 6.5 6.1 6.6 6.6 7.7 8.2 8.2 77 8.2 8.2 3.3 3.7 3.7
11 Netherlands 6.7 6.2 7.0 7.0 7.7 8.6 8.6 77 8.6 8.6 3.2 4.1 4.1
12 Portugal 6.6 6.3 6.8 6.8 7.9 8.3 8.3 7.9 8.3 8.3 3.4 3.9 3.9
13 Spain 6.7 6.2 7.0 7.0 7.7 8.6 8.6 77 8.6 8.6 3.2 4.1 4.1
14 Sweden 6.5 51 7.2 7.2 6.7 8.8 8.8 6.7 8.8 8.8 2.2 4.3 4.3
15 United Kingdom 7.1 6.1 7.7 1.7 7.7 9.3 9.3 77 9.3 9.3 31 4.8 4.8
16 Mean 6.6 6.0 6.9 7.1 7.6 8.4 8.6 7.6 84 8.6 3.1 39 4.1
17 Mean (Sharehld 59 53 6.1 6.3 6.4 7.2 7.4 6.2 7.0 7.2 3.2 4.0 4.2
18 Zero-rate sh. 6.6 6.0 6.9 7.1 7.6 8.4 8.6 7.6 8.4 8.6 31 3.9 4.1
19 Top-rate non-qual. sh. 55 4.9 5.7 5.9 5.8 6.6 6.8 5.6 6.3 6.5 3.3 4.0 4.2
20 Top-rate qual. sh. 55 49 57 59 58 6.6 6.8 5.6 6.3 6.5 3.3 4.0 4.2

Table 2: Outbound case.

Greece



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
_ %) %) % 0
Investment from = @ > = > - @ > = > - ?é > = > - ?é > = > -
Greece to g FE Z32 § FE z72 § FE z72 § FE z72 §
W w ¢ W w [ w [ w

1 Austria 349 329 36.0 36.0 37.6 40.7 40.7 37.6 40.7 40.7 24.0 271 27.1
2 Belgium 34.5 34.5 34.5 34.4 39.1 39.1 39.1 39.1 39.1 39.1 25.8 25.8 25.8
3 Denmark 35.4 32.9 36.6 36.6 374 411 411 37.4 41.1 41.1 24.6 28.3 28.3
4 Finland 355 31.8 374 374 36.5 42.2 42.2 36.5 42.2 42.2 229 28.6 28.6
5 France 375 375 375 375 42.1 42.1 42.1 42.1 42.1 421 28.8 28.8 28.8
6 Germany 37.8 415 355 36.3 46.1 40.1 40.9 46.1 40.1 40.9 33.0 27.0 27.7

7 Greece A A A A g J. J. J. J. J. J. J. J.
8 Ireland 35.6 279 39.5 39.5 328 44.4 44.4 32.8 444 444 18.9 30.5 30.5
9 [taly 30.2 275 27.8 35.2 32.2 325 39.9 32.2 325 39.9 18.8 19.2 26.6
10 L uxembourg 34.4 334 34.8 34.8 38.1 39.5 39.5 38.1 39.5 39.5 24.8 26.1 26.1
11 Netherlands 35.2 335 36.1 36.1 38.2 40.8 40.8 38.2 40.8 40.8 24.6 27.2 27.2
12 Portugal 34.8 339 353 353 38.6 40.0 40.0 38.6 40.0 40.0 25.2 26.6 26.6
13 Spain 35.2 335 36.1 36.1 38.2 40.8 40.8 38.2 40.8 40.8 24.7 27.3 27.3
14 Sweden 345 30.3 36.6 36.6 35.0 41.3 41.3 35.0 41.3 41.3 21.6 27.8 27.8
15 United Kingdom 36.4 33.2 38.0 38.0 38.0 42.8 42.8 38.0 42.8 42.8 24.4 29.3 29.3
16 Mean 35.1 33.2 35.8 36.4 37.9 40.5 41.1 37.9 40.5 411 24.4 27.1 27.7
17 Mean (Sharehld 325 30.7 33.1 33.7 34.1 36.5 371 335 35.9 36.5 24.5 26.9 275
18 Zero-rate sh. 35.1 33.2 35.8 36.4 37.9 40.5 41.1 37.9 40.5 41.1 24.4 27.1 27.7
19 Top-rate non-qual. sh. 31.2 29.5 31.7 323 323 34.5 351 314 33.6 34.2 24.6 26.8 274
20 Top-rate qual. sh. 31.2 29.5 31.7 32.3 32.3 345 35.1 314 33.6 34.2 24.6 26.8 27.4

Table 3: Outbound case.

Greece



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Greece c g 23 § FE 27 -§ gE 27 -§ g zZ3 -§
o X LW L X LW w X L W X LW W

1 Austria 7.0 7.6 7.6 5.7 7.6 7.6 7.0 7.6 7.6 7.0 7.6 7.6 34
2 Belgium 6.2 6.1 6.3 6.2 7.6 7.8 7.7 7.6 7.8 7.7 3.2 35 34
3 Denmark 6.1 6.4 6.4 5.6 7.6 7.6 6.8 7.6 7.6 6.8 4.2 4.2 34
4 Finland 6.1 6.6 6.6 53 7.6 7.6 6.3 7.6 7.6 6.3 4.6 4.6 34
5 France 6.2 6.1 6.2 6.1 7.6 7.7 7.6 7.6 7.7 7.6 33 34 34
6 Germany 6.5 55 6.6 7.4 7.6 8.7 9.5 58 6.9 7.7 2.1 3.2 39
7 Greece A A A A g J. J. J. J. J. J. J. J.
8 Ireland 6.5 7.2 7.2 51 7.6 7.6 55 7.6 7.6 55 6.5 6.5 4.4
9 [taly 6.2 6.2 6.4 6.0 7.6 7.8 7.4 7.6 7.8 7.4 3.6 3.8 34
10 L uxembourg 6.6 6.2 7.6 5.9 7.6 7.6 7.3 7.6 7.6 7.3 3.6 7.6 34
11 Netherlands 7.0 7.6 7.6 58 7.6 7.6 7.1 7.6 7.6 7.1 7.6 7.6 34
12 Portugal 6.2 6.2 6.4 6.0 7.6 7.8 7.4 7.6 7.8 7.4 3.6 38 34
13 Spain 6.1 6.3 6.3 58 7.6 7.6 7.1 7.6 7.6 7.1 39 39 34
14 Sweden 6.1 6.6 6.6 52 7.6 7.6 6.2 7.6 7.6 6.2 4.8 4.8 34
15 United Kingdom 6.2 6.5 6.8 55 7.6 8.0 6.6 7.6 8.0 6.6 4.3 4.7 34
16 Canada 7.2 7.6 7.6 6.4 7.6 7.6 8.1 7.6 7.6 8.1 7.6 7.6 34
17 United States 6.3 6.2 6.7 59 7.6 8.1 7.2 7.6 81 7.2 3.7 4.2 34
16 Mean 6.4 6.6 6.8 59 7.6 7.8 7.2 75 7.7 7.1 4.6 51 35
17 Mean (Sharehld 53 54 5.7 4.7 5.7 58 52 6.4 6.5 59 4.8 52 3.6
18 Zero-rate sh. 6.2 6.4 6.6 5.7 7.4 7.6 7.0 6.6 6.8 6.2 4.7 51 35
19 Top-rate non-gual. sh. 4.8 50 52 4.3 4.8 4.9 4.3 6.7 6.8 6.2 4.9 53 3.7
20 Top-rate qual. sh. 4.7 4.9 51 4.2 4.7 49 4.3 57 59 53 4.9 53 3.7

Table 4: Inbound case.

Greece



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to) =z | 85 =2 8BS =2 5 B85 =2 3 B85 =2 s
Greece c g 23 § FE 27 -§ gE 27 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 323 34.4 34.4 28.3 34.4 344 323 344 344 32.3 34.4 34.4 20.8
2 Belgium 30.7 30.4 311 30.7 35.2 35.9 355 35.2 35.9 355 21.6 22.2 21.9
3 Denmark 29.7 30.6 30.6 279 344 344 31.7 344 34.4 31.7 235 235 20.8
4 Finland 29.7 31.0 31.0 27.0 344 344 30.3 344 344 30.3 24.9 24.9 20.8
5 France 30.2 30.0 30.4 30.2 34.8 35.1 349 34.8 35.1 34.9 21.2 215 21.3
6 Germany 28.8 25.4 29.2 319 32.6 36.4 39.1 26.4 30.2 32.9 13.7 175 20.1

7 Greece A A A A g J. J. J. J. J. J. J. J.
8 Ireland 30.9 33.2 33.2 26.4 34.4 344 27.6 344 344 27.6 31.0 31.0 24.2
9 Italy 30.7 30.7 314 30.0 351 35.7 34.3 35.1 35.7 34.3 22.6 23.2 21.8
10 L uxembourg 311 29.9 34.4 29.1 34.4 344 335 344 344 335 21.7 344 20.8
11 Netherlands 324 34.4 34.4 28.5 34.4 344 32.7 344 344 32.7 344 34.4 20.8
12 Portugal 30.7 30.7 31.3 30.1 35.1 35.8 345 35.1 35.8 345 224 23.1 21.8
13 Spain 29.6 30.2 30.2 28.5 34.4 344 32.7 344 344 32.7 225 225 20.8
14 Sweden 29.7 31.2 31.2 26.6 344 34.4 29.7 34.4 34.4 29.7 25.4 25.4 20.8
15 United Kingdom 323 329 34.1 30.0 36.4 37.7 335 36.4 37.7 335 26.3 275 234
16 Canada 331 34.4 344 30.6 34.4 344 359 344 344 359 344 344 20.8
17 United States 33.2 33.0 34.6 319 37.1 38.8 36.1 37.1 38.8 36.1 25.3 26.9 24.2
16 Mean 30.9 314 32.2 29.2 34.7 353 334 34.3 349 33.0 25.3 26.7 21.6
17 Mean (Sharehld 35.0 354 36.1 33.6 36.6 37.0 355 37.1 375 36.0 331 34.2 30.0
18 Zero-rate sh. 26.3 26.6 27.6 24.6 30.6 31.3 29.4 26.6 27.3 25.4 20.4 21.8 16.7
19 Top-rate non-gual. sh. 40.1 405 41.0 38.9 40.2 40.5 39.2 439 442 42.8 39.8 40.7 37.3
20 Top-rate qual. sh. 38.7 39.1 39.6 374 38.9 39.2 37.8 40.8 411 39.7 39.0 39.9 36.1

Table 5: Inbound case.

Greece



8 Ireland

Cost of capital

. Industrid . Financial .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 5.6 7.1 54 5.8 5.8 5.9
Retained
Earnings 10.2 29.7 7.8 134 134 15.7
10.1 17.0 9.4 11.0 11.0 11.7
_ 5.6 7.1 54 5.8 5.8 5.9
New Equity 10.2 29.7 7.8 134 13.4 157
10.1 17.0 9.4 11.0 11.0 11.7
4.8 6.3 4.7 50 50 52
Debt -4.1 21.0 -7.2 0.0 0.0 3.1
6.6 135 6.0 7.5 7.5 8.2
5.3 6.8 5.2 55 55 5.7
Mean 5.7 26.8 31 9.1 9.1 11.7
8.9 15.8 8.2 9.8 9.8 10.5
Table 1a: Domestic case, only corporate taxes.
Cost of capital , Industrial , Financial :
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 2.8 4.3 2.7 29 2.9 3.1
Retained
Earnings 35.2 58.0 331 38.5 38.5 42.3
32.1 35.8 31.9 325 325 32.9
_ 5.6 7.2 55 5.8 5.8 6.0
New Equity 67.9 74.9 67.3 68.9 68.9 69.8
39.1 43.0 38.9 39.6 39.6 40.0
4.8 6.4 4.7 50 50 52
Debt 62.8 71.8 62.0 64.0 64.0 65.3
37.2 41.1 37.0 37.6 37.6 38.1
3.8 53 3.7 3.9 3.9 4.1
Mean 52.4 66.1 51.2 54.3 54.3 56.4
34.6 38.4 34.4 35.0 35.0 355

Table 1b: Domestic case, top-rate qualified shareholder.

Ireland



Parent Source of Finance

) Overal Retained Earnings | New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > - | B% > o
Ireland to C FE ; Z § FE § 2 § TE § 3 § TE § 3 §
6 o 0 L o 0 W ¢ 0 W o 0 W

1 Austria 6.4 7.2 7.2 4.7 75 7.5 51 7.5 75 51 6.5 6.5 4.0
2 Belgium 6.7 7.6 7.6 4.8 8.0 8.0 52 8.0 8.0 52 6.9 6.9 4.1
3 Denmark 6.4 7.1 7.1 51 75 7.5 54 7.5 75 54 6.5 6.5 4.4
4 Finland 6.3 6.8 6.8 51 7.2 7.2 55 7.2 7.2 55 6.2 6.2 4.5
5 France 7.5 8.7 8.7 53 9.0 9.0 57 9.0 9.0 57 79 79 4.6
6 Germany 6.3 9.3 6.7 29 9.7 7.2 3.4 9.7 7.2 3.4 84 58 2.0
7 Greece 6.5 7.2 7.2 51 7.6 7.6 55 7.6 7.6 55 6.5 6.5 4.4
8 Ireland A 1. A A A A A A A A A A A
9 Italy 4.8 51 51 4.3 55 55 4.7 55 55 4.7 4.3 4.3 3.6
10 L uxembourg 6.4 7.3 7.3 4.4 7.7 7.7 4.8 7.7 7.7 4.8 6.6 6.6 37
11 Netherlands 6.5 7.4 7.4 4.8 77 7.7 51 7.7 7.7 51 6.7 6.7 4.1
12 Portugal 6.7 7.5 7.5 51 7.9 79 55 79 79 55 6.8 6.8 44
13 Spain 6.5 7.4 7.4 4.8 7.7 7.7 51 7.7 7.7 51 6.7 6.7 4.1
14 Sweden 59 6.4 6.4 49 6.7 6.7 52 6.7 6.7 52 58 58 4.3
15 United Kingdom 6.7 7.3 7.3 54 7.7 77 57 77 77 57 6.7 6.7 4.8
16 Mean 6.4 7.3 7.1 4.8 7.7 75 51 77 75 51 6.6 6.4 4.1
17 Mean (Sharehld 51 6.0 59 35 5.2 51 2.7 7.8 7.7 53 6.8 6.6 4.3
18 Zero-rate sh. 6.4 7.3 7.1 4.8 7.7 7.5 51 7.7 7.5 51 6.6 6.4 4.1
19 Top-rate non-gual. sh. 45 54 53 29 4.0 3.9 15 7.9 7.8 54 6.8 6.7 44
20 Top-rate qual. sh. 4.5 54 53 29 4.0 39 15 79 7.8 54 6.8 6.7 4.4

Table 2: Outbound case.

Ireland



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Ireland to t | st 33 B st 23 B sc 23 B st 23 B
6 o M L o 0 w x M w @ M w

1 Austria 30.0 32.7 32.7 24.5 33.9 33.9 25.7 339 33.9 25.7 30.5 30.5 22.3
2 Belgium 35.2 38.0 38.0 29.6 39.1 39.1 30.8 39.1 39.1 30.8 35.8 35.8 27.4
3 Denmark 289 31.2 31.2 24.2 32.3 323 253 323 323 253 29.1 29.1 22.1
4 Finland 25.6 27.6 27.6 215 28.8 28.8 22.7 28.8 28.8 22.7 25.4 25.4 19.3
5 France 37.6 41.0 41.0 31.0 42.1 42.1 32.1 42.1 42.1 32.1 38.8 38.8 28.8
6 Germany 379 45.0 39.0 29.9 46.1 40.1 31.0 46.1 40.1 31.0 42.8 36.8 27.°7
7 Greece 30.9 33.2 33.2 26.4 34.4 344 27.6 344 344 27.6 31.0 31.0 24.2

8 Ireland A. A A A A A A A A A A J. A
9 Italy 29.9 30.7 30.7 28.3 31.8 31.8 29.5 318 318 29.5 285 285 26.1
10 L uxembourg 32.3 354 354 26.2 36.6 36.6 274 36.6 36.6 274 33.2 33.2 24.0
11 Netherlands 31.1 34.0 34.0 255 35.1 35.1 26.7 35.1 35.1 26.7 31.7 31.7 23.3
12 Portugal 33.3 35.8 35.8 28.3 37.0 37.0 29.5 37.0 37.0 29.5 33.6 33.6 26.1
13 Spain 31.2 34.0 34.0 255 35.2 35.2 26.7 35.2 35.2 26.7 318 31.8 23.3
14 Sweden 22.9 24.8 24.8 19.3 26.0 26.0 20.5 26.0 26.0 20.5 22.6 22.6 17.1
15 United Kingdom 28.3 30.6 30.6 23.8 31.8 31.8 25.0 31.8 31.8 25.0 28.4 28.4 21.6
16 Mean 311 338 334 26.0 35.0 34.6 27.2 35.0 34.6 27.2 31.7 31.2 23.8
17 Mean (Sharehld 419 43.8 43.6 38.3 42.6 42.3 37.1 471 46.9 41.7 44.8 445 39.3
18 Zero-rate sh. 31.1 33.8 334 26.0 35.0 34.6 27.2 35.0 34.6 27.2 31.7 31.2 23.8
19 Top-ratenon-qual. sh. | 47.3 48.8 48.6 445 46.3 46.2 42.1 53.2 53.0 48.9 51.3 51.2 47.1
20 Top-rate qual. sh. 47.3 48.8 48.6 445 46.3 46.2 421 53.2 53.0 48.9 51.3 51.2 471

Table 3: Outbound case.

Ireland



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Ireland C g 23 § FE 27 -§ gE 27 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 6.2 59 59 6.9 59 59 7.8 59 59 7.8 59 59 52
2 Belgium 5.7 4.8 5.0 7.2 59 6.1 8.3 59 6.1 8.3 2.8 3.0 52
3 Denmark 5.6 5.1 5.1 6.8 59 59 7.6 59 59 7.6 35 35 52
4 Finland 5.6 52 52 6.6 59 59 7.3 59 59 7.3 3.8 3.8 52
5 France 5.6 4.9 4.9 7.2 59 6.0 8.3 59 6.0 8.3 2.8 29 52
6 Germany 5.7 45 4.7 7.8 59 6.1 9.2 4.7 4.9 8.0 2.3 2.4 5.6
7 Greece 6.6 4.9 7.4 7.4 59 85 85 59 85 85 2.8 54 54
8 Ireland A g A g A J. J. J. J. J. J. J. J.
9 [taly 5.7 4.9 51 7.0 59 6.1 8.0 59 6.1 8.0 31 3.2 52
10 L uxembourg 6.0 49 59 7.0 59 59 8.0 59 59 8.0 3.0 59 52
11 Netherlands 6.3 59 59 6.9 59 59 79 59 59 79 59 59 52
12 Portugal 5.7 4.9 51 7.0 59 6.1 8.1 59 6.1 8.1 3.0 3.2 52
13 Spain 5.6 5.0 5.0 6.9 59 59 79 59 59 79 3.2 3.2 52
14 Sweden 56 52 52 6.5 59 59 7.2 59 59 7.2 39 3.9 52
15 United Kingdom 6.3 51 6.8 6.8 59 7.6 7.6 59 7.6 7.6 3.6 53 53
16 Canada 6.4 59 59 7.4 59 59 8.6 59 59 8.6 59 59 52
17 United States 6.4 5.0 7.1 7.1 59 8.1 8.1 59 81 8.1 3.2 54 54
16 Mean 59 5.1 5.6 7.0 59 6.4 8.0 59 6.3 79 3.7 4.3 52
17 Mean (Sharehld 50 4.3 4.7 6.1 4.5 49 6.5 49 52 6.9 3.7 4.3 52
18 Zero-rate sh. 5.8 5.0 55 6.9 5.8 6.3 79 52 57 7.3 3.7 4.3 52
19 Top-rate non-gual. sh. 4.7 39 4.3 57 39 4.2 58 50 54 7.0 3.7 4.2 52
20 Top-rate qual. sh. 4.6 3.8 4.2 5.6 3.8 4.2 58 4.3 4.7 6.3 3.7 4.2 51

Table 4: Inbound case.

Ireland



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Ireland C g 23 § FE 27 -§ gE 27 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 13.1 11.7 11.7 15.9 11.7 11.7 20.0 11.7 11.7 20.0 11.7 11.7 8.2
2 Belgium 11.8 8.1 8.8 18.6 13.0 13.7 235 13.0 13.7 235 -1.0 -0.3 9.6
3 Denmark 10.3 7.8 7.8 154 11.7 11.7 19.3 11.7 11.7 19.3 0.6 0.6 8.2
4 Finland 10.4 8.3 8.3 14.5 11.7 11.7 17.9 11.7 11.7 17.9 2.0 2.0 8.2
5 France 11.1 75 7.8 17.9 12.3 12.7 22.8 12.3 12.7 22.8 -1.6 -1.2 89
6 Germany 0.4 5.7 -4.8 11.7 1.7 2.6 19.2 -4.6 -3.8 12.8 -17.7 -16.8 -0.2
7 Greece 35.6 279 39.5 39.5 32.8 444 444 328 444 444 18.9 30.5 30.5

8 Ireland A J. A J. A J. J. J. J. J. J. J. J.
9 Italy 11.7 8.4 9.0 17.8 12.9 135 22.3 12.9 13.5 22.3 0.0 0.7 9.4
10 L uxembourg 11.8 7.1 11.7 16.7 11.7 11.7 21.2 11.7 11.7 21.2 -1.3 11.7 8.2
11 Netherlands 13.2 11.7 11.7 16.1 11.7 11.7 204 11.7 11.7 204 11.7 11.7 8.2
12 Portugal 11.7 8.3 9.0 17.9 12.9 135 224 12.9 13.5 224 -0.1 0.5 9.5
13 Spain 10.3 7.4 7.4 16.1 11.7 11.7 204 11.7 11.7 204 -0.5 -0.5 8.2
14 Sweden 10.4 85 85 14.2 11.7 11.7 174 11.7 11.7 17.4 25 25 8.2
15 United Kingdom 27.3 22.1 29.8 29.8 25.8 335 335 25.8 335 335 15.3 23.1 23.1
16 Canada 13.9 11.7 11.7 18.3 11.7 11.7 237 11.7 11.7 237 11.7 11.7 8.2
17 United States 314 25.0 34.7 34.7 29.3 38.9 38.9 29.3 38.9 38.9 17.1 26.8 26.8
16 Mean 14.7 11.0 13.3 19.7 14.6 16.6 24.2 14.2 16.2 23.8 4.3 7.2 114
17 Mean (Sharehld 19.9 16.8 18.6 24.2 18.3 19.8 26.4 18.5 20.0 26.6 13.9 16.2 20.1
18 Zero-rate sh. 8.0 39 6.3 13.7 8.3 10.3 18.9 4.2 6.2 14.8 -2.9 0.0 53
19 Top-rate non-gual. sh. 26.7 24.1 25.6 30.3 24.3 255 31.0 27.5 28.8 34.2 23.0 24.9 28.2
20 Top-rate qual. sh. 24.9 22.3 23.8 28.6 224 23.7 29.3 239 25.1 30.8 21.7 23.6 26.8

Table 5: Inbound case.

Ireland



9 Ital

Cost of capital o Industrial . Financial :
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 34 51 4.3 9.1 55 55
Retained
Earnings -48.7 1.6 -17.5 45.0 9.7 85
26.1 31.2 28.7 40.6 325 31.8
. 34 51 4.3 9.1 55 55
New Equity -48.7 1.6 -175 45.0 9.7 85
26.1 31.2 28.7 40.6 325 31.8
2.1 3.7 2.9 50 4.1 3.6
Debt 1331 354 711 0.0 212 | -3938
22.6 27.1 24.8 27.7 28.4 26.1
29 4.6 3.8 7.7 50 4.8
Mean -70.3 -8.8 -32.0 34.7 0.9 -4.1
24.9 29.8 27.4 36.1 311 29.8
Table 1a: Domestic case, only corporate taxes.
Cost of capital . Industria . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 3.8 5.6 4.7 9.6 6.1 6.0
Retained
Earnings -9.6 26.5 12.6 57.2 32.6 30.9
34.3 389 36.7 471 40.2 394
_ 35 53 4.4 9.3 5.8 5.6
New Equity -19.0 21.8 6.1 55.7 28.6 26.9
335 38.1 35.8 46.3 39.3 38.6
2.0 3.6 2.8 50 4.1 35
Debt -102.3 -13.3 -45.9 17.4 -0.1 -17.0
29.9 34.0 31.9 34.6 35.2 33.1
3.1 4.9 4.0 8.0 54 51
Mean -31.8 15.6 -2.5 48.3 23.4 18.8
32.7 37.1 349 42.7 38.3 37.1

Table 1b: Domestic case, top-rate qualified shareholder.

Italy



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt

Cost of capital (%) on Subsidiary Source of Finance
Investment from Italyl = | 8 3 > = | B® > = | 88 > = | B8 > o
o 5= 835 B 5 ©35 B S5 ©35 B S5 ©35 B
to 3 88 2§ o0 |85 2§ o0 | g5 Z§ O | sy Z§ O

@ U @ U X U X U
1 Austria 6.4 6.2 6.4 6.6 75 7.7 79 7.5 7.7 79 37 3.8 4.0
2 Belgium 6.5 6.5 6.8 6.3 8.0 8.2 77 8.0 8.2 77 3.8 4.0 35
3 Denmark 6.5 6.2 6.4 6.7 75 7.6 8.0 7.5 7.6 8.0 39 4.1 4.4
4 Finland 6.3 59 6.1 6.8 7.2 7.3 81 7.2 7.3 81 3.6 3.8 4.5
5 France 7.6 7.6 7.8 7.3 9.0 9.3 8.8 9.0 9.3 8.8 49 51 4.6
6 Germany 6.9 8.2 6.3 6.1 9.7 7.8 7.6 9.7 7.8 7.6 53 34 3.2
7 Greece 6.2 6.2 6.4 6.0 7.6 7.8 74 7.6 7.8 74 3.6 3.8 34
8 Ireland 57 49 51 7.0 59 6.1 8.1 59 6.1 8.1 3.0 3.2 52
9 Italy A A A A A A A A A A A A A
10 Luxembourg 6.4 6.3 6.5 6.3 1.7 7.9 7.7 7.7 7.9 7.7 3.7 39 3.7
11 Netherlands 6.5 6.4 6.6 6.6 7.7 79 8.0 7.7 79 8.0 3.8 4.0 4.1
12 Portugal 6.5 6.4 6.6 6.5 7.9 8.1 79 79 8.1 79 3.8 4.0 39
13 Spain 6.5 6.4 6.6 6.7 7.7 79 8.0 7.7 79 8.0 3.8 4.0 4.1
14 Sweden 5.9 55 5.6 6.5 6.7 6.9 7.7 6.7 6.9 7.7 32 34 4.3
15 United Kingdom 6.7 6.4 6.6 7.1 7.7 7.8 8.4 77 7.8 84 4.0 4.2 4.8
16 Mean 6.5 6.4 6.4 6.6 7.7 77 8.0 77 77 8.0 39 39 4.1
17 Mean (Sharehld 6.3 6.2 6.2 6.4 75 75 77 74 74 7.6 39 39 4.1
18 Zero-rate sh. 57 5.6 5.6 58 6.5 6.5 6.7 6.5 6.5 6.7 3.9 4.0 4.2
19 Top-rate non-gual. sh. 6.5 6.4 6.4 6.6 1.7 77 8.0 77 77 8.0 3.9 39 4.1
20 Top-rate qual. sh. 6.7 6.6 6.7 6.9 8.2 8.2 8.4 79 79 8.1 3.8 39 4.1
Table 2: Outbound case.
Ttaly 2



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (0/0) on Subsidiary Source of Finance
Investment from Italyl = | 8 3 > = | B® > = | 88 > 5 B8 2 x5
to s | ®m%e ; = ‘g o= § =1 g o= § =1 § o= § =1 g
6 | &F =d g - g <u g <u

1 Austria 30.9 30.3 30.9 315 34.7 35.3 35.9 34.7 35.3 35.9 22.1 22.7 23.3
2 Belgium 35.4 355 36.1 34.7 39.8 40.4 39.0 39.8 40.4 39.0 275 28.1 26.7
3 Denmark 29.8 29.0 29.6 30.8 331 33.7 349 331 33.7 349 21.3 219 231
4 Finland 26.6 25.3 25.9 28.5 29.7 30.3 329 29.7 30.3 32.9 17.1 17.7 20.3
5 France 38.4 38.4 39.0 37.7 427 434 42.0 427 434 42.0 30.4 31.0 29.7
6 Germany 38.7 424 37.1 36.5 46.6 414 40.8 46.6 414 40.8 345 29.2 28.6
7 Greece 30.7 30.7 314 30.0 35.1 35.7 34.3 35.1 35.7 34.3 22.6 23.2 21.8
8 Ireland 11.7 84 9.0 17.8 12.9 135 22.3 12.9 135 22.3 0.0 0.7 9.4

9 Italy A. A A. A. A A A A A A A A A
10 L uxembourg 33.2 329 33.6 33.0 37.3 379 374 37.3 379 374 24.9 255 25.0
11 Netherlands 32.0 315 32.1 32.4 35.9 36.5 36.8 35.9 36.5 36.8 23.3 24.0 24.2
12 Portugal 33.6 33.3 34.0 334 37.7 38.3 37.8 37.7 38.3 37.8 25.3 25.9 25.4
13 Spain 32.0 315 32.2 324 35.9 36.5 36.8 35.9 36.5 36.8 234 24.0 24.3
14 Sweden 24.0 225 23.1 26.3 26.9 275 30.6 26.9 275 30.6 14.4 15.0 18.2
15 United Kingdom 29.3 28.2 28.8 30.8 32.6 33.2 35.1 32.6 33.2 35.1 20.1 20.7 22.6
16 Mean 30.4 30.0 30.2 311 34.3 345 355 34.3 345 355 21.9 22.1 23.0
17 Mean (Sharehld 33.7 333 335 344 37.0 37.2 38.0 36.7 36.9 37.8 26.6 26.8 27.6
18 Zero-rate sh. 275 27.1 27.3 28.2 30.0 30.2 31.1 30.0 30.2 31.1 21.7 21.9 22.8
19 Top-ratenon-qual. sh. | 36.0 35.6 35.8 36.6 39.4 39.6 40.4 394 39.6 40.4 28.6 28.7 29.5
20 Top-rate qual. sh. 37.7 37.3 375 38.3 41.6 41.8 42.6 40.8 41.0 41.8 29.6 29.8 30.6

Table 3: Outbound case.

Italy



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Italy o | 8t 22 3 FE 27 3 FE 27 3 FE 27 3
©) & W w & W w & w & w

1 Austria 5.7 55 55 6.1 55 55 7.4 55 55 7.4 55 55 3.6
2 Belgium 4.8 3.9 4.1 6.6 55 57 8.2 55 5.7 8.2 0.9 1.1 3.6
3 Denmark 4.8 4.2 4.2 5.9 55 55 7.2 55 55 7.2 1.9 1.9 3.6
4 Finland 4.8 44 4.4 5.6 55 55 6.7 55 55 6.7 2.3 2.3 3.6
5 France 4.8 3.9 4.0 6.5 55 5.6 8.1 55 5.6 8.1 0.9 1.1 3.6
6 Germany 4.8 34 3.6 75 55 57 9.6 3.7 3.9 7.8 0.1 0.3 4.2
7 Greece 4.8 3.9 4.0 6.5 55 5.6 8.1 55 5.6 8.1 0.9 1.1 3.6
8 Ireland 4.8 51 51 4.3 55 55 4.7 55 55 4.7 4.3 4.3 3.6
9 Italy A A A A A A. A. A. A. A. A A. A
10 L uxembourg 53 4.0 55 6.3 55 55 7.8 55 55 7.8 1.3 55 3.6
11 Netherlands 57 55 55 6.1 55 55 75 55 55 7.5 55 55 3.6
12 Portugal 4.8 4.0 4.2 6.4 55 57 7.8 55 57 7.8 1.2 1.4 3.6
13 Spain 4.8 41 41 6.1 55 55 7.5 55 55 75 1.5 1.5 3.6
14 Sweden 4.8 4.4 4.4 55 55 55 6.5 55 55 6.5 2.5 2.5 3.6
15 United Kingdom 4.8 4.3 4.3 5.8 55 55 6.9 55 55 6.9 2.1 2.1 3.6
16 Canada 6.8 55 7.4 7.4 55 7.4 9.5 55 7.4 9.5 55 7.4 3.6
17 United States 50 4.0 4.6 6.3 55 6.1 7.7 55 6.1 7.7 1.3 1.9 3.6
16 Mean 51 44 4.7 6.2 55 57 7.6 54 5.6 75 2.4 2.8 3.6
17 Mean (Sharehld 3.9 3.2 35 50 34 3.6 55 4.2 4.3 6.2 2.6 3.1 3.8
18 Zero-rate sh. 50 4.2 4.6 6.1 54 5.6 7.5 4.5 4.8 6.7 2.4 2.8 3.6
19 Top-rate non-gual. sh. 34 2.8 3.0 4.5 2.5 2.6 45 45 4.6 6.5 2.7 3.2 3.9
20 Top-rate qual. sh. 3.3 2.6 2.9 4.4 2.4 2.6 4.4 35 3.6 55 2.8 3.2 3.9

Italy

Table 4: Inbound case.



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to| = | B é’v =2z B é’v =2z B é =2z B é =2 oz
Italy o | 8t 22 3 FE 27 3 SE 232 3 FE 27 3
©) X W L X W w X W w X W w

1 Austria 324 31.8 31.8 335 31.8 31.8 375 31.8 31.8 375 31.8 31.8 26.1
2 Belgium 30.8 28.0 28.7 35.8 32.7 334 40.5 32.7 334 40.5 19.3 20.0 27.1
3 Denmark 29.8 28.1 28.1 331 31.8 31.8 36.8 31.8 31.8 36.8 21.2 21.2 26.1
4 Finland 29.8 28.6 28.6 32.2 31.8 31.8 355 31.8 31.8 355 225 225 26.1
5 France 30.3 27.6 27.9 35.3 32.3 32.6 40.0 32.3 32.6 40.0 18.9 19.3 26.6
6 Germany 22.9 17.9 18.7 31.9 25.0 25.9 39.1 18.9 19.8 33.0 6.4 7.2 20.4
7 Greece 30.2 275 27.8 35.2 32.2 325 39.9 32.2 325 39.9 18.8 19.2 26.6
8 Ireland 29.9 30.7 30.7 28.3 31.8 31.8 29.5 31.8 31.8 29.5 28.5 28.5 26.1

9 Italy A A A A A J. J. J. J. J. J. J. J.
10 L uxembourg 31.2 275 31.8 34.2 31.8 31.8 38.6 31.8 31.8 38.6 19.3 31.8 26.1
11 Netherlands 325 31.8 31.8 33.7 31.8 31.8 37.8 31.8 31.8 37.8 31.8 31.8 26.1
12 Portugal 30.8 28.3 28.9 35.1 32.6 33.3 39.5 32.6 33.3 39.5 20.2 20.8 27.0
13 Spain 29.7 27.8 27.8 33.7 31.8 31.8 37.8 31.8 31.8 37.8 20.2 20.2 26.1
14 Sweden 29.8 28.8 28.8 31.8 31.8 31.8 349 31.8 31.8 349 23.0 23.0 26.1
15 United Kingdom 29.8 28.3 28.3 32.6 31.8 31.8 36.1 31.8 31.8 36.1 21.8 21.8 26.1
16 Canada 41.6 38.3 43.3 43.1 38.3 43.3 48.3 38.3 43.3 48.3 38.3 43.3 335
17 United States 325 29.9 31.6 36.2 34.0 35.7 40.2 34.0 35.7 40.2 22.3 24.0 28.6
16 Mean 30.9 28.8 29.7 34.1 321 32.7 38.3 31.7 32.3 37.9 22.8 24.1 26.6
17 Mean (Sharehld 347 33.0 33.6 37.6 34.1 345 394 34.6 35.0 39.9 30.7 31.8 34.1
18 Zero-rate sh. 26.2 239 24.8 30.0 279 28.6 349 24.0 24.6 30.9 175 18.9 22.1
19 Top-rate non-gual. sh. 39.7 38.3 38.8 42.1 38.0 38.3 42.3 415 41.8 45,9 37.8 38.7 40.7
20 Top-rate qual. sh. 38.3 36.8 37.3 40.7 36.5 36.8 41.0 38.4 38.7 42.9 36.8 37.7 39.6

Italy

Table 5: Inbound case.



10 Luxembourg

Cost of capital - Industrial . Financial .
EMTR Intangible Buildings Machinery AsSets Inventorie| Mean
EATR (%) S
. 6.5 8.2 6.6 9.2 8.0 7.7
Retained
Earnings 23.2 39.3 24.6 455 375 35.1
32.8 38.2 33.2 41.1 375 36.6
_ 6.5 8.2 6.6 9.2 8.0 7.7
New Equity 23.2 39.3 24.6 455 375 35.1
32.8 38.2 33.2 41.1 375 36.6
2.7 4.1 2.9 50 3.8 3.7
Debt -883 216  -704 0.0 -30.7 | -34.9
20.8 25.3 21.6 28.1 24.4 24.0
5.2 6.8 5.3 1.7 6.5 6.3
Mean 3.1 26.4 6.4 35.1 235 20.7
28.6 33.7 29.2 36.6 32.9 32.2
Table 1a: Domestic case, only corporate taxes.
Cost of capital . Industria . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 34 45 35 51 4.0 4.1
Retained
Earnings 63.8 73.1 64.8 76.3 69.3 70.2
34.3 37.1 34.5 38.6 35.7 36.0
_ 3.9 51 4.0 5.7 4.6 4.7
New Equity 68.9 76.2 69.5 78.8 73.3 73.9
35.6 38.5 35.8 40.1 37.2 374
3.2 4.4 3.3 50 3.8 4.0
Debt 62.4 72.2 63.5 75.6 68.2 69.2
34.0 36.8 34.2 38.3 35.4 35.7
34 4.5 35 51 4.0 4.1
Mean 63.9 73.1 64.9 76.3 69.4 70.3
34.3 371 345 38.6 358 36.1

Table 1b: Domestic case, top-rate qualified shareholder.

Luxembourg



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of capital ( A)) on Subsidiary Source of Finance
Investment from = B8 =2 x B8 =2 z 8BS =2 8BS =2 5
Luxembourg to c s 23 2 s 22 2 s 22 2 st 23z 2
6| B§ =8 g =4 3F =& 3f =&
1 Austria 6.8 6.2 7.5 6.5 7.5 7.5 7.9 7.5 7.5 7.9 3.7 7.5 4.0
2 Belgium 6.9 6.6 8.0 6.3 8.0 8.0 7.7 8.0 8.0 7.7 3.8 8.0 35
3 Denmark 6.8 6.2 7.5 6.7 7.5 7.5 8.0 7.5 7.5 8.0 3.9 7.5 4.4
4 Finland 6.6 5.9 7.2 6.8 7.2 7.2 8.1 7.2 7.2 8.1 3.6 7.2 4.5
5 France 8.0 7.6 9.0 7.3 9.0 9.0 8.8 9.0 9.0 8.8 4.9 9.0 4.6
6 Germany 7.3 8.2 7.6 6.1 9.7 7.6 7.6 9.7 7.6 7.6 54 7.6 3.2
7 Greece 6.6 6.2 7.6 59 7.6 7.6 7.3 7.6 7.6 7.3 3.6 7.6 3.4
8 Ireland 6.0 4.9 5.9 7.0 5.9 5.9 8.0 5.9 5.9 8.0 3.0 5.9 5.2
9 Italy 53 4.0 55 6.3 55 55 7.8 55 55 7.8 13 55 3.6
10 L uxembourg 1. 1. 1. 1. . A . 1. 1. 1. 1. 1. 1.
11 Netherlands 6.9 6.4 7.7 6.6 7.7 77 8.0 77 77 8.0 3.8 77 4.1
12 Portugal 6.9 6.5 7.9 6.5 7.9 7.9 7.9 7.9 7.9 7.9 3.8 7.9 3.9
13 Spain 6.9 6.4 1.7 6.6 1.7 7.7 8.0 7.7 7.7 8.0 3.9 7.7 4.1
14 Sweden 6.2 55 6.7 6.5 6.7 6.7 1.7 6.7 6.7 1.7 3.3 6.7 4.3
15 United Kingdom 7.0 6.4 7.7 7.1 7.7 77 8.4 77 77 8.4 4.0 77 4.8
16 Mean 6.7 6.2 74 6.6 7.5 7.4 7.9 7.5 7.4 7.9 3.7 7.4 4.1
17 Mean (Sharehld 51 4.6 5.8 5.0 4.8 4.7 5.3 5.6 55 6.0 3.8 7.6 4.3
18 Zero-rate sh. 6.7 6.2 74 6.6 7.5 74 7.9 7.5 74 7.9 3.7 74 4.1
19 Top-rate non-qual. sh. 40 35 4.7 3.9 29 29 34 4.6 4.5 51 39 1.7 44
20 Top-rate qual. sh. 4.6 4.0 5.3 4.5 4.0 3.9 4.4 4.6 4.5 5.0 3.9 7.6 4.3
Table 2: Outbound case.
Luxembourg 2



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = | B8 =2 x B8 =2 z BS =2 8BS =2 5
Luxembourg to C s 23 2 zeE 23 2 s 23 2 st 22 2
§ | &5 =& iy =8 i5 =8 i5 =8

1 Austria 31.3 29.4 339 30.6 339 33.9 35.1 339 339 35.1 21.1 339 22.3
2 Belgium 359 34.8 39.1 339 39.1 39.1 38.2 39.1 39.1 38.2 26.7 39.1 25.8
3 Denmark 30.1 28.2 323 29.9 32.3 323 34.1 323 323 34.1 204 323 22.1
4 Finland 26.9 24.4 28.8 27.6 28.8 28.8 32.0 28.8 28.8 32.0 16.1 28.8 19.3
5 France 38.9 37.8 421 36.9 421 42.1 41.3 421 421 41.3 29.6 42.1 28.8
6 Germany 39.2 41.8 40.1 35.7 46.1 40.1 40.0 46.1 40.1 40.0 338 40.1 27.°7
7 Greece 311 29.9 34.4 29.1 34.4 344 335 344 344 335 21.7 344 20.8
8 Ireland 11.8 7.1 11.7 16.7 11.7 11.7 21.2 11.7 11.7 21.2 -1.3 11.7 8.2
9 [taly 31.2 275 31.8 34.2 31.8 31.8 38.6 31.8 31.8 38.6 19.3 31.8 26.1
10 L uxembourg A A A A A A 1. A A A A A A
11 Netherlands 325 30.7 351 315 351 35.1 36.0 35.1 35.1 36.0 22.4 35.1 23.3
12 Portugal 34.1 32.6 37.0 32.6 37.0 37.0 37.0 37.0 37.0 37.0 24.4 37.0 24.5
13 Spain 325 30.7 35.2 31.6 35.2 35.2 36.0 35.2 35.2 36.0 225 35.2 23.3
14 Sweden 24.3 21.6 26.0 25.3 26.0 26.0 29.7 26.0 26.0 29.7 13.4 26.0 17.1
15 United Kingdom 29.7 27.3 31.8 29.9 31.8 318 34.3 31.8 318 34.3 19.1 318 21.6
16 Mean 30.7 28.8 32.8 30.4 33.2 328 34.8 33.2 328 34.8 20.7 328 22.2
17 Mean (Sharehld 32.8 31.2 347 32.6 32.2 31.9 33.6 34.1 33.8 355 28.7 39.2 30.2
18 Zero-rate sh. 30.7 28.8 328 304 33.2 32.8 34.8 33.2 32.8 34.8 20.7 32.8 22.2
19 Top-rate non-gual. sh. 33.0 314 34.7 328 30.1 29.9 315 34.4 34.3 35.8 32.7 424 34.1
20 Top-rate qual. sh. 34.7 33.2 36.4 345 33.2 33.0 345 34.6 344 35.9 32.8 42.5 34.2

Table 3: Outbound case.

Luxembourg



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of Capltal ( A)) on Subsidiary Source of Finance
_ %) %) % %
Inveitmentlfrom .. to T g < = ? 5 g < = ? - g < = ? 5 g < = %, 5
uxembourg S S > T a S =T a S =T a S =T a
6 | &5 =8 gy =0 By =8 By =8
1 Austria 7.2 7.7 7.7 6.1 7.7 7.7 7.3 7.7 7.7 7.3 7.7 7.7 3.7
2 Belgium 6.4 6.2 6.4 6.6 7.7 7.9 8.1 7.7 7.9 8.1 33 35 3.7
3 Denmark 6.3 6.5 6.5 5.9 7.7 7.7 7.1 7.7 1.7 7.1 4.3 4.3 3.7
4 Finland 6.3 6.7 6.7 57 7.7 7.7 6.7 1.7 1.7 6.7 4.7 4.7 3.7
5 France 6.3 6.2 6.3 6.5 7.7 7.8 8.0 7.7 7.8 8.0 34 35 3.7
6 Germany 6.4 57 6.0 7.4 7.7 7.9 9.4 6.0 6.3 7.7 25 2.8 4.3
7 Greece 6.5 6.1 6.6 6.6 7.7 8.2 8.2 7.7 8.2 8.2 33 3.7 3.7
8 Ireland 6.4 7.3 7.3 4.4 7.7 7.7 4.8 7.7 7.7 4.8 6.6 6.6 3.7
9 [taly 6.4 6.3 6.5 6.3 7.7 79 7.7 7.7 7.9 1.7 3.7 39 3.7
10 L uxembourg A A A A A. / / A A A A A A
11 Netherlands 7.2 7.7 7.7 6.1 7.7 7.7 74 7.7 1.7 7.4 1.7 1.7 3.7
12 Portugal 6.4 6.3 6.5 6.4 7.7 7.9 7.8 7.7 7.9 7.8 3.6 3.8 3.7
13 Spain 6.3 6.4 6.4 6.1 7.7 7.7 7.4 1.7 7.7 7.4 4.0 4.0 3.7
14 Sweden 6.3 6.7 6.7 55 7.7 7.7 6.5 7.7 7.7 6.5 49 49 3.7
15 United Kingdom 6.3 6.6 6.6 5.8 7.7 7.7 6.9 7.7 7.7 6.9 45 45 3.7
16 Canada 7.7 7.7 8.3 7.0 7.7 8.3 8.7 7.7 8.3 8.7 7.7 8.3 3.7
17 United States 6.5 6.3 6.9 6.3 7.7 83 7.6 7.7 83 7.6 38 4.3 3.7
16 Mean 6.5 6.7 6.8 6.2 7.7 7.9 7.5 7.6 7.8 7.4 4.7 49 3.7
17 Mean (Sharehld 55 5.6 57 51 5.8 6.0 5.6 6.5 6.6 6.3 49 50 3.9
18 Zero-rate sh. 6.4 6.5 6.6 6.0 7.6 7.7 7.3 6.8 6.9 6.5 47 49 38
19 Top-rate non-gual. sh. 51 52 53 47 51 52 4.8 6.9 7.0 6.6 50 51 39
20 Top-rate qual. sh. 49 50 52 45 49 51 4.7 59 6.0 5.6 50 51 39
Table 4: Inbound case.
Luxembourg 4



Parent Source of Finance

. Overdll Retained Earnings | New Equity Debt
EATR ( A)) on Subsidiary Source of Finance
_ %) %) % 0
Inveitmentlfrom .. to T g < = ? 5 g < = ? 5 g < = ? 5 g < = %, 5
uxembourg S S > T a S =T a S =T a S =T a
S | B8 i gg “d g8 “u g8 “u

1 Austria 34.9 36.6 36.6 314 36.6 36.6 354 36.6 36.6 354 36.6 36.6 24.0
2 Belgium 33.2 32.6 33.3 33.8 37.3 38.0 38.5 37.3 38.0 38.5 23.9 24.6 25.1
3 Denmark 32.2 32.8 32.8 31.0 36.6 36.6 34.7 36.6 36.6 34.7 25.9 25.9 24.0
4 Finland 32.2 33.3 33.3 30.1 36.6 36.6 334 36.6 36.6 334 27.2 27.2 24.0
5 France 32.7 32.3 32.6 33.2 36.9 37.3 379 36.9 37.3 379 23.6 23.9 24.6
6 Germany 25.7 234 24.2 29.6 30.5 313 36.7 244 25.2 30.6 11.8 12.7 18.0
7 Greece 344 334 34.8 34.8 38.1 395 395 38.1 395 395 24.8 26.1 26.1
8 Ireland 32.3 354 354 26.2 36.6 36.6 27.4 36.6 36.6 27.4 33.2 33.2 24.0
9 Italy 33.2 329 33.6 33.0 37.3 37.9 37.4 37.3 37.9 37.4 24.9 255 25.0

10 L uxembourg A A A A A A A A A A A A A
11 Netherlands 34.9 36.6 36.6 31.6 36.6 36.6 35.7 36.6 36.6 35.7 36.6 36.6 24.0
12 Portugal 33.2 329 335 33.1 37.3 379 375 37.3 379 375 24.8 254 25.0
13 Spain 32.2 325 325 31.6 36.6 36.6 35.7 36.6 36.6 35.7 24.9 24.9 24.0
14 Sweden 32.2 335 335 29.8 36.6 36.6 32.9 36.6 36.6 32.9 27.°7 27.7 24.0
15 United Kingdom 32.2 33.1 33.1 30.6 36.6 36.6 34.1 36.6 36.6 341 26.5 26.5 24.0
16 Canada 38.3 38.5 40.2 36.3 38.5 40.2 415 38.5 40.2 415 38.5 40.2 26.6
17 United States 34.9 344 36.1 34.2 38.5 40.2 38.3 38.5 40.2 38.3 26.8 28.5 26.6
16 Mean 33.0 334 33.9 319 36.7 37.2 36.0 36.3 36.8 35.7 27.3 27.8 24.3
17 Mean (Sharehld 36.6 36.8 37.2 35.7 38.1 385 37.6 38.5 38.9 38.0 34.3 34.6 31.9
18 Zero-rate sh. 28.5 28.7 29.2 274 32.7 33.2 32.2 28.7 29.2 28.2 225 23.0 19.7
19 Top-rate non-gual. sh. 41.3 41.6 41.8 40.5 41.6 419 41.1 449 452 44 .4 40.6 40.8 38.6
20 Top-rate qual. sh. 39.9 40.2 40.5 39.1 40.1 40.4 39.6 419 422 414 39.8 40.1 375

Table 5: Inbound case.

Luxembourg



11 Netherlands

Cost of capital

. Industrid . Financial .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 6.4 8.2 7.2 8.7 8.2 7.7
Retained
Earnings 214 39.0 30.2 42.8 39.2 354
30.7 36.6 333 384 36.7 35.1
_ 6.4 8.2 7.2 8.7 8.2 7.7
New Equity 21.4 39.0 30.2 42.8 39.2 35.4
30.7 36.6 33.3 384 36.7 35.1
2.9 45 3.6 5.0 45 41
Debt -74.0 -12.0 -38.9 0.0 -11.8 -225
19.3 245 217 26.3 245 23.3
51 6.9 59 7.4 6.9 6.5
Mean 2.7 27.4 155 328 27.6 22.6
26.7 324 29.2 34.2 325 31.0
Table 1a: Domestic case, only corporate taxes.
Cost of capital - Industrial : Financial :
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 14 2.2 1.8 25 2.0 2.0
Retained
Earnings 91.4 94.3 93.0 95.1 93.8 93.7
279 29.8 28.8 30.7 29.3 29.3
. 17 25 2.0 2.8 2.3 2.2
New Equity 92.7 95.0 93.9 95.6 94.5 94.5
28.6 30.5 294 314 30.0 30.0
38 4.6 41 50 4.5 4.4
Debt 96.7 97.3 97.0 975 97.2 97.2
33.8 36.1 34.8 37.0 35.6 354
2.3 31 2.6 34 2.9 2.8
Mean 94.6 96.0 95.3 96.4 95.7 95.7
30.1 321 30.9 329 316 315

Table 1b: Domestic case, top-rate qualified shareholder.

Netherlands



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of capital ( A)) on Subsidiary Source of Finance
Investment from = | B8 =2 x B8 =2 g | B 5 =2 8BS =2 5
Netherlands to o s 23 2 zeE 23 2 s 23 2 s 23 2
5|35 & 5 3§ 2% S §f 2§ S F§ =&

1 Austria 7.2 7.5 7.5 6.4 75 75 7.7 7.5 7.5 1.7 7.5 7.5 4.0
2 Belgium 7.4 8.0 8.0 6.1 8.0 8.0 7.4 8.0 8.0 7.4 8.0 8.0 35
3 Denmark 7.2 75 75 6.6 75 75 7.7 7.5 75 7.7 7.5 7.5 44
4 Finland 7.0 7.2 7.2 6.7 7.2 7.2 7.8 7.2 7.2 7.8 7.2 7.2 4.5
5 France 8.4 9.0 9.0 7.1 9.0 9.0 85 9.0 9.0 85 9.0 9.0 4.6
6 Germany 7.7 9.7 7.6 5.9 9.7 7.6 7.3 9.7 7.6 7.3 9.7 7.6 3.2
7 Greece 7.0 7.6 7.6 5.8 7.6 7.6 7.1 7.6 7.6 7.1 7.6 7.6 34
8 Ireland 6.3 59 5.9 6.9 59 59 7.9 5.9 5.9 7.9 5.9 59 52
9 Italy 5.7 55 55 6.1 55 55 7.5 55 55 7.5 55 55 3.6
10 L uxembourg 7.2 7.7 7.7 6.1 7.7 7.7 7.4 7.7 1.7 7.4 1.7 7.7 3.7
11 Netherlands A. A. A. A. A. A A A A A A A A
12 Portugal 7.3 79 79 6.3 79 7.9 7.6 7.9 7.9 7.6 7.9 7.9 3.9
13 Spain 7.3 7.7 7.7 6.5 7.7 7.7 7.7 1.7 7.7 7.7 7.7 7.7 4.1
14 Sweden 6.6 6.7 6.7 6.3 6.7 6.7 7.5 6.7 6.7 7.5 6.7 6.7 4.3
15 United Kingdom 7.4 1.7 1.7 7.0 1.7 7.7 8.1 7.7 7.7 8.1 7.7 7.7 4.8
16 Mean 7.1 75 7.4 6.4 7.5 7.4 7.7 7.5 7.4 7.7 7.5 7.4 4.1
17 Mean (Sharehld 4.9 53 52 4.3 3.7 3.6 3.9 5.8 5.8 6.0 7.7 7.7 4.3
18 Zero-rate sh. 7.1 7.5 7.4 6.4 75 7.4 7.7 75 7.4 7.7 75 7.4 4.1
19 Top-rate non-gual. sh. 4.1 4.5 4.4 34 1.7 1.7 1.9 7.8 7.8 8.1 7.8 7.8 4.5
20 Top-rate qual. sh. 3.6 4.0 3.9 2.9 19 1.8 2.1 2.2 2.1 24 7.8 7.8 4.5

Table 2: Outbound case.

Netherlands



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = B8 =2 x B8 =2 z 8BS =2 8BS =2 5
Netherlands to C s 23 2 zeE 23 2 s 23 2 st 22 2
5|35 & 5 3§ 2% S §f 2§ S F§ =&

1 Austria 32.6 33.9 33.9 30.1 33.9 33.9 34.2 33.9 339 34.2 33.9 33.9 22.3
2 Belgium 37.2 39.1 39.1 333 39.1 39.1 374 39.1 39.1 374 39.1 39.1 25.8
3 Denmark 314 32.3 32.3 29.4 32.3 32.3 33.3 32.3 32.3 333 32.3 32.3 22.1
4 Finland 28.2 28.8 28.8 27.0 28.8 28.8 31.2 28.8 28.8 31.2 28.8 28.8 193
5 France 40.2 42.1 42.1 36.4 42.1 42.1 40.5 42.1 42.1 40.5 42.1 42.1 28.8
6 Germany 40.5 46.1 40.1 35.2 46.1 40.1 39.2 46.1 40.1 39.2 46.1 40.1 27.7
7 Greece 32.4 34.4 34.4 28.5 34.4 34.4 32.7 34.4 34.4 32.7 34.4 34.4 20.8
8 Ireland 13.2 11.7 11.7 16.1 11.7 11.7 20.4 11.7 11.7 20.4 11.7 11.7 82
9 [taly 325 31.8 31.8 33.7 31.8 31.8 37.8 31.8 31.8 37.8 31.8 31.8 26.1
10 L uxembourg 34.9 36.6 36.6 31.6 36.6 36.6 35.7 36.6 36.6 35.7 36.6 36.6 24.0

11 Netherlands J. A A g A A A. A A A A J. J.
12 Portugal 35.3 37.0 37.0 321 37.0 37.0 36.2 37.0 37.0 36.2 37.0 37.0 24.5
13 Spain 33.8 35.2 35.2 31.0 35.2 35.2 35.2 35.2 35.2 35.2 35.2 35.2 23.3
14 Sweden 25.6 26.0 26.0 24.7 26.0 26.0 28.9 26.0 26.0 28.9 26.0 26.0 17.1
15 United Kingdom 310 318 318 29.3 318 31.8 335 31.8 31.8 335 31.8 31.8 216
16 Mean 32.1 33.3 32.9 29.9 33.3 32.9 34.0 33.3 32.9 34.0 33.3 32.9 22.3
17 Mean (Sharehld 39.2 40.1 39.8 37.6 37.0 36.8 37.6 40.0 39.8 40.6 449 447 36.9
18 Zero-rate sh. 321 333 329 29.9 333 32.9 34.0 33.3 32.9 34.0 33.3 32.9 22.3
19 Top-ratenon-qual. sh. | 53.0 534 534 52.1 49.7 49.6 50.1 58.1 58.0 58.4 58.1 58.0 535
20 Top-rate qual. sh. 325 334 33.3 30.9 28.0 27.8 28.7 28.7 28.5 29.4 43.2 43.1 34.8

Table 3: Outbound case.

Netherlands



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
_ ) ) ) ()
Inve;tlmi:lnt ]fm:;l .. tO T g < =2 5 g < =2 3 g < =2 5 g < =2 5
etherlands S S zT a S zT a S zT A S zT A
¢ | g8 “d g§ “uw g8 “d g8 “d

1 Austria 7.3 7.7 1.7 6.4 1.7 1.7 7.6 1.7 7.7 7.6 7.7 7.7 41
2 Belgium 6.5 6.2 6.5 6.9 1.7 7.9 8.4 1.7 7.9 84 3.5 3.7 4.1
3 Denmark 6.5 6.6 6.6 6.3 7.7 7.7 7.4 7.7 7.7 7.4 4.4 4.4 4.1
4 Finland 6.5 6.7 6.7 6.0 7.7 7.7 7.0 7.7 7.7 7.0 4.8 4.8 4.1
5 France 6.5 6.3 6.4 6.8 1.7 7.8 8.3 7.7 7.8 8.3 35 3.6 4.1
6 Germany 6.5 5.8 6.0 1.7 1.7 8.0 9.7 6.1 6.3 8.0 27 29 4.6
7 Greece 6.7 6.2 7.0 7.0 1.7 8.6 8.6 1.7 8.6 8.6 3.2 41 41
8 Ireland 6.5 74 74 4.8 7.7 7.7 51 7.7 7.7 51 6.7 6.7 41
9 Italy 6.5 6.4 6.6 6.6 1.7 7.9 8.0 1.7 7.9 8.0 3.8 4.0 41
10 Luxembourg 6.9 6.4 7.7 6.6 7.7 7.7 8.0 7.7 7.7 8.0 3.8 7.7 4.1
11 Netherlands 1. . 1. . . 1. 1. 1. 1. A 1. 1. 1.
12 Portugal 6.5 6.3 6.5 6.7 1.7 7.9 8.1 7.7 7.9 8.1 3.8 4.0 4.1
13 Spain 6.5 6.5 6.5 6.5 7.7 7.7 7.7 7.7 7.7 7.7 4.1 4.1 4.1
14 Sweden 6.5 6.8 6.8 5.9 7.7 7.7 6.8 7.7 7.7 6.8 5.0 5.0 41
15 United Kingdom 6.5 6.6 6.6 6.1 7.7 7.7 7.2 7.7 1.7 7.2 4.6 4.6 4.1
16 Canada 7.8 1.7 8.3 7.3 1.7 8.3 9.0 7.7 8.3 9.0 7.7 8.3 41
17 United States 6.6 6.4 6.9 6.6 1.7 8.3 7.9 1.7 8.3 7.9 3.9 4.4 4.1
16 Mean 6.7 6.6 6.9 6.5 1.7 7.9 7.8 7.6 7.8 7.7 4.6 5.0 4.1
17 Mean (Sharehld 5.6 5.6 5.8 54 6.0 6.1 6.0 6.5 6.7 6.5 4.7 5.1 4.2
18 Zero-rate sh. 6.5 6.5 6.7 6.3 7.6 7.8 7.6 6.8 7.0 6.9 4.6 5.0 41
19 Top-rate non-qual. sh. 5.2 5.2 54 5.0 5.2 53 5.2 6.6 6.8 6.7 4.7 51 4.2
20 Top-rate qual. sh. 51 51 53 49 51 53 51 6.1 6.2 6.1 4.7 51 4.3

Table 4: Inbound case.

Netherlands



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( A)) on Subsidiary Source of Finance
_ %) %) % 0
fvesment o 3 E2 52 5 D2 gz 5 B2 gz 5 | B2 52 g
etherlands S S zT a S zT a S zT A S zT A
s 83 “& i5 °6 25 °8 i5 °6

1 Austria 33.7 351 351 30.8 35.1 35.1 34.8 35.1 35.1 34.8 351 35.1 23.3
2 Belgium 32.1 31.2 319 33.2 359 36.6 37.9 35.9 36.6 37.9 22.3 23.0 24.3
3 Denmark 31.0 31.3 31.3 30.3 35.1 35.1 34.1 35.1 35.1 34.1 24.3 24.3 23.3
4 Finland 31.0 31.8 31.8 29.4 35.1 35.1 32.8 35.1 35.1 32.8 25.6 25.6 23.3
5 France 315 30.8 311 32.6 355 35.9 374 355 35.9 374 22.0 22.3 23.8
6 Germany 24.3 21.6 22.4 28.9 289 29.7 36.1 227 235 29.9 9.9 10.7 17.2
7 Greece 35.2 335 36.1 36.1 38.2 40.8 40.8 38.2 40.8 40.8 24.6 27.2 27.2
8 Ireland 311 34.0 34.0 25.5 35.1 35.1 26.7 35.1 35.1 26.7 31.7 31.7 23.3
9 Italy 32.0 315 32.1 324 35.9 36.5 36.8 35.9 36.5 36.8 23.3 24.0 24.2
10 L uxembourg 325 30.7 35.1 315 35.1 35.1 36.0 35.1 35.1 36.0 224 35.1 23.3

11 Netherlands J. J. J. J. J. A A A A J. J. J. J.
12 Portugal 32.0 314 32.1 325 359 36.5 36.9 35.9 36.5 36.9 23.2 23.8 24.2
13 Spain 31.0 31.0 31.0 31.0 35.1 35.1 35.1 35.1 35.1 35.1 23.3 23.3 23.3
14 Sweden 31.0 32.0 32.0 29.1 35.1 35.1 32.2 351 351 32.2 26.2 26.2 23.3
15 United Kingdom 31.0 31.6 31.6 29.9 35.1 35.1 334 35.1 35.1 334 25.0 25.0 23.3
16 Canada 37.2 37.1 38.8 35.7 37.1 38.8 41.0 37.1 38.8 41.0 37.1 38.8 259
17 United States 33.7 33.0 34.7 33.6 37.1 38.8 37.7 37.1 38.8 37.7 25.3 27.0 25.9
16 Mean 319 317 32.6 314 354 35.9 35.6 35.0 355 35.2 25.1 26.5 23.7
17 Mean (Sharehld 35.2 35.0 35.7 34.8 36.6 37.0 36.9 36.9 37.3 37.2 32.0 33.1 30.9
18 Zero-rate sh. 27.2 26.9 27.8 26.8 31.2 31.8 31.7 27.2 27.8 27.°7 20.1 215 18.9
19 Top-rate non-gual. sh. 39.2 39.1 39.7 38.9 39.3 39.6 39.5 42.4 42.7 425 379 38.9 36.8
20 Top-rate qual. sh. 39.1 39.0 39.6 38.7 39.3 39.6 39.5 411 415 41.3 379 38.9 36.9

Table 5: Inbound case.

Netherlands



12 Portugal

Cost of capital , Industrial : Financial ,
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
: 8.1 7.6 6.4 9.2 8.0 7.9
Retained
Earnings 37.9 34.6 22.3 454 374 36.3
37.6 36.3 32.5 411 374 37.0
_ 8.1 7.6 6.4 9.2 8.0 7.9
New Equity 37.9 34.6 223 45.4 37.4 36.3
37.6 36.3 32.5 41.1 374 37.0
4.1 35 2.8 5.0 3.8 3.9
Debt -23.4 -41.0 -76.7 0.0 -30.6 -29.8
251 235 21.3 28.1 244 24.5
6.7 6.2 5.2 7.7 6.5 6.5
Mean 249 194 3.3 35.1 235 22.5
33.2 318 28.6 36.5 32.8 32.6
Table 1a: Domestic case, only corporate taxes.
Cost of capital - Industrial . Financial .
EMTR Intangible Buildings Machinery Assats Inventorie| Mean
EATR (%) S
: 6.0 5.6 4.7 6.9 5.8 5.8
Retained
Earnings 39.8 36.0 23.6 48.0 37.4 37.9
41.9 41.0 38.9 44.1 41.3 41.4
. 8.9 8.6 74 10.0 8.8 8.7
New Equity 59.5 58.2 50.9 63.8 59.0 58.7
48.8 48.1 45.1 51.3 48.5 48.4
4.1 3.7 3.0 5.0 3.8 3.9
Debt 12.6 34 -185 27.8 5.8 8.6
375 36.5 34.9 39.5 36.8 37.0
5.6 53 4.4 6.6 54 54
Mean 35.9 31.6 17.9 45.0 33.1 33.8
41.0 40.2 38.1 43.2 40.4 40.6

Table 1b: Domestic case, top-rate qualified shareholder.

Portugal



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of capital ( A)) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Portugal to C FE ; Z § FE § 2 § TE § 3 § TE § 3 §
6 o L @ W @ W @ W
1 Austria 6.4 6.2 6.4 6.6 7.5 7.7 8.0 7.5 77 8.0 3.6 3.8 4.0
2 Belgium 6.5 6.5 6.7 6.3 8.0 8.2 7.8 8.0 8.2 7.8 3.8 4.0 35
3 Denmark 6.5 6.2 6.4 6.8 7.5 7.6 8.0 7.5 7.6 8.0 3.9 4.1 4.4
4 Finland 6.3 59 6.1 6.9 7.2 74 8.1 7.2 74 8.1 3.6 3.8 45
5 France 7.6 7.6 7.8 7.4 9.0 9.3 8.8 9.0 9.3 8.8 4.8 5.0 4.6
6 Germany 6.9 8.2 6.3 6.1 9.7 7.8 7.7 9.7 7.8 7.7 5.3 3.4 3.2
7 Greece 6.2 6.2 6.4 6.0 7.6 7.8 7.4 7.6 7.8 7.4 3.6 3.8 3.4
8 Ireland 57 49 50 7.1 59 6.1 8.1 5.9 6.1 8.1 3.0 31 5.2
9 Italy 4.8 4.0 4.2 6.4 55 5.7 7.8 55 5.7 7.8 12 14 3.6
10 L uxembourg 6.4 6.3 6.5 6.4 1.7 7.9 7.8 7.7 7.9 7.8 3.6 3.8 3.7
11 Netherlands 6.5 6.3 6.5 6.7 7.7 7.9 8.1 77 7.9 8.1 3.8 4.0 4.1
12 Portugal 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1. 1.
13 Spain 6.5 6.4 6.6 6.7 1.7 7.9 8.1 7.7 7.9 8.1 3.8 4.0 4.1
14 Sweden 5.9 55 5.6 6.5 6.7 6.9 7.8 6.7 6.9 7.8 3.2 34 4.3
15 United Kingdom 6.7 6.4 6.5 7.1 7.7 7.8 8.4 77 7.8 8.4 4.0 4.2 4.8
16 Mean 6.3 6.2 6.2 6.6 7.5 7.6 8.0 7.5 7.6 8.0 3.6 3.7 4.1
17 Mean (Sharehld 5.7 55 5.6 6.0 6.2 6.3 6.7 8.1 8.2 8.6 3.7 3.8 4.2
18 Zero-rate sh. 6.3 6.2 6.2 6.6 7.5 7.6 8.0 7.5 7.6 8.0 3.6 3.7 4.1
19 Top-rate non-qual. sh. 54 5.2 53 5.7 5.6 5.6 6.0 84 84 8.9 3.8 3.8 4.2
20 Top-rate qual. sh. 54 5.2 5.3 5.7 5.6 5.6 6.0 8.4 8.4 8.9 3.8 3.8 4.2
Table 2: Outbound case.
Portugal 2



Parent Source of Finance

o Overall Retained Earnings New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > - | B% > o
Portugal to C FE ; Z § FE § 2 § TE § 2 § TE § 3 §
6 o L @ W @ W @ W

1 Austria 30.9 30.2 30.8 31.6 34.7 35.3 36.0 34.7 35.3 36.0 21.9 22.6 23.3
2 Belgium 35.4 355 36.1 34.8 39.8 40.4 39.1 39.8 40.4 39.1 27.4 28.0 26.7
3 Denmark 29.8 29.0 29.6 30.9 33.1 33.7 35.0 33.1 33.7 35.0 21.2 21.8 23.1
4 Finland 26.6 25.2 25.9 28.6 29.7 30.3 33.1 29.7 30.3 33.1 17.0 17.6 20.3
5 France 38.4 38.4 39.0 37.8 42.8 434 42.1 42.8 434 42.1 30.3 30.9 29.7
6 Germany 38.7 42.3 37.1 36.6 46.6 414 40.9 46.6 41.4 40.9 34.4 29.1 28.6
7 Greece 30.7 30.7 31.3 30.1 35.1 35.8 34.5 35.1 35.8 345 224 23.1 21.8
8 Ireland 11.7 8.3 9.0 17.9 12.9 135 22.4 12.9 135 22.4 -0.1 0.5 9.5
9 [taly 30.8 28.3 28.9 35.1 32.6 33.3 39.5 32.6 33.3 39.5 20.2 20.8 27.0
10 L uxembourg 33.2 32.9 335 33.1 37.3 379 375 37.3 379 375 24.8 254 25.0
11 Netherlands 32.0 31.4 32.1 325 35.9 36.5 36.9 35.9 36.5 36.9 23.2 23.8 24.2

12 Portugal g J. g J. g A A A A A A A A
13 Spain 32.1 315 32.1 325 35.9 36.6 37.0 35.9 36.6 37.0 23.3 23.9 24.3
14 Sweden 24.0 225 23.1 26.4 26.9 275 30.8 26.9 275 30.8 14.3 14.9 18.2
15 United Kingdom 29.3 28.2 28.8 30.9 32.6 33.2 35.3 32.6 33.2 35.3 19.9 20.6 22.6
16 Mean 30.2 29.6 29.8 31.3 34.0 34.2 35.7 34.0 34.2 35.7 214 21.6 23.2
17 Mean (Sharehld 36.0 355 35.6 36.9 375 37.6 38.9 42.1 42.3 435 30.4 30.5 31.8
18 Zero-rate sh. 30.2 29.6 29.8 31.3 34.0 34.2 35.7 34.0 34.2 35.7 21.4 21.6 23.2
19 Top-ratenon-qual.sh. | 38.8 38.4 38.5 39.7 39.2 39.4 40.5 46.2 46.3 47.4 34.8 34.9 36.1
20 Top-rate qual. sh. 38.8 38.4 38.5 39.7 39.2 39.4 40.5 46.2 46.3 474 34.8 34.9 36.1

Table 3: Outbound case.

Portugal



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of Capltal ( A)) on Subsidiary Source of Finance
_ %) %) % 0
Investment from ...to| = | T < =2 Jii < =2 Joi < =2 =z B < =2 =z
Portugal g e 22 & 8t 2z & | §g zg & | 8 z®@ &
O X W L & W w & W w & W w
1 Austria 7.3 79 7.9 6.2 7.9 7.9 75 7.9 7.9 75 7.9 79 39
2 Belgium 6.5 6.3 6.5 6.7 7.9 8.1 8.2 7.9 8.1 8.2 35 3.7 39
3 Denmark 6.5 6.7 6.7 6.1 7.9 7.9 7.3 7.9 7.9 7.3 4.4 4.4 3.9
4 Finland 6.5 6.8 6.8 5.8 79 7.9 6.8 7.9 7.9 6.8 4.9 4.9 3.9
5 France 6.5 6.3 6.4 6.7 79 8.0 8.2 7.9 8.0 8.2 35 3.6 3.9
6 Germany 6.5 5.9 6.1 7.6 79 8.1 9.6 6.2 6.4 7.9 2.7 2.9 4.4
7 Greece 6.6 6.3 6.8 6.8 7.9 8.3 8.3 7.9 8.3 8.3 34 39 39
8 Ireland 6.7 75 75 51 7.9 79 55 79 79 55 6.8 6.8 44
9 [taly 6.5 6.4 6.6 6.5 7.9 8.1 7.9 7.9 8.1 7.9 38 4.0 39
10 L uxembourg 6.9 6.5 7.9 6.5 7.9 79 79 79 79 79 3.8 79 39
11 Netherlands 7.3 79 79 6.3 79 7.9 7.6 7.9 7.9 7.6 7.9 7.9 3.9
12 Portugal A. J. J. J. J. A. A A A A A. A. A.
13 Spain 6.5 6.5 6.5 6.3 79 7.9 7.6 7.9 7.9 7.6 4.1 4.1 3.9
14 Sweden 6.5 6.9 6.9 57 79 79 6.7 79 79 6.7 50 50 39
15 United Kingdom 6.5 6.7 6.7 59 7.9 7.9 7.1 7.9 7.9 7.1 4.6 4.6 39
16 Canada 95 79 12.4 8.3 79 12.4 10.7 7.9 12.4 10.7 7.9 12.4 39
17 United States 7.1 6.3 8.2 6.7 7.9 9.7 83 7.9 9.7 8.3 34 53 39
16 Mean 6.9 6.8 7.4 6.4 79 8.3 7.8 7.7 8.2 7.7 4.8 5.6 3.9
17 Mean (Sharehld 57 5.6 6.1 5.2 5.9 6.3 5.7 6.5 6.9 6.3 50 57 4.0
18 Zero-rate sh. 6.7 6.6 7.2 6.3 7.7 8.2 7.7 6.9 7.4 6.9 49 5.6 39
19 Top-rate non-gual. sh. 52 52 5.6 47 50 53 4.8 6.7 7.1 6.6 51 57 4.1
20 Top-rate qual. sh. 51 51 55 4.6 49 53 4.7 58 6.1 5.6 51 57 41
Table 4: Inbound case.
Portugal 4



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Portugal C FE 27 § g 23 -§ g zZ32 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 353 37.0 37.0 319 37.0 37.0 35.8 37.0 37.0 35.8 37.0 37.0 24.5
2 Belgium 33.7 33.0 33.7 34.2 37.7 384 38.9 37.7 384 38.9 24.3 25.0 255
3 Denmark 32.6 33.2 33.2 314 37.0 37.0 35.2 37.0 37.0 35.2 26.3 26.3 24.5
4 Finland 32.7 33.7 33.7 30.6 37.0 37.0 338 37.0 37.0 338 27.6 27.6 24.5
5 France 331 32.7 33.0 33.7 374 37.7 384 374 37.7 384 24.0 24.3 25.0
6 Germany 26.2 23.8 24.7 30.1 31.0 31.8 37.2 24.9 25.7 311 12.3 13.1 18.5
7 Greece 34.8 339 353 353 38.6 40.0 40.0 38.6 40.0 40.0 25.2 26.6 26.6
8 Ireland 333 35.8 35.8 28.3 37.0 37.0 29.5 37.0 37.0 29.5 33.6 33.6 26.1
9 Italy 33.6 33.3 34.0 334 37.7 38.3 37.8 37.7 38.3 37.8 25.3 25.9 25.4
10 L uxembourg 34.1 32.6 37.0 32.6 37.0 37.0 37.0 37.0 37.0 37.0 24.4 37.0 24.5
11 Netherlands 353 37.0 37.0 321 37.0 37.0 36.2 37.0 37.0 36.2 37.0 37.0 24.5

12 Portugal J. J. J. J. J. J. J. J. J. J. J. J. J.
13 Spain 32.6 329 329 321 37.0 37.0 36.2 37.0 37.0 36.2 25.3 25.3 24.5
14 Sweden 32.7 339 33.9 30.2 37.0 37.0 333 37.0 37.0 333 28.1 28.1 24.5
15 United Kingdom 32.6 335 335 31.0 37.0 37.0 345 37.0 37.0 345 26.9 26.9 24.5
16 Canada 52.1 48.4 58.4 49.3 484 58.4 54.6 484 58.4 54.6 484 58.4 39.6
17 United States 40.6 38.6 43.6 39.7 42.7 47.7 43.8 42.7 47.7 43.8 31.0 36.0 32.0
16 Mean 34.7 34.6 36.0 335 379 39.1 37.6 375 38.7 37.2 28.5 30.5 25.9
17 Mean (Sharehld 37.6 37.6 38.6 36.6 38.8 39.6 38.5 39.0 39.8 38.7 35.2 36.7 33.0
18 Zero-rate sh. 30.1 30.0 314 29.0 339 35.1 33.8 30.0 31.2 29.9 23.7 25.7 21.2
19 Top-rate non-gual. sh. 42.0 42.0 42.8 41.1 41.9 425 415 451 457 447 41.3 425 394
20 Top-rate qual. sh. 40.7 40.7 41.6 39.7 40.6 41.3 40.2 421 42.7 41.7 40.5 41.8 384

Table 5: Inbound case.

Portugal



13 Spain

Cost of capital

. Industrid . Financial .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 7.8 8.0 6.5 8.7 7.7 7.7
Retained
Earnings 35.5 37.6 235 42.8 35.0 355
35.2 36.0 31.2 384 35.0 35.2
_ 7.8 8.0 6.5 8.7 7.7 7.7
New Equity 355 376 235 428 35.0 35.5
35.2 36.0 31.2 38.4 35.0 35.2
4.1 4.3 3.2 50 3.9 4.1
Debt -20.9 -16.6 -58.0 0.0 -26.8 -21.7
234 239 20.3 26.3 22.8 23.3
6.5 6.7 54 7.4 6.4 6.5
Mean 22.9 255 6.7 32.8 21.6 22.8
31.1 31.8 274 34.2 30.7 31.0
Table 1a: Domestic case, only corporate taxes.
Cost of capital . Industria . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 0.0 0.1 -0.3 0.2 -0.8 -0.2
Retained
Earnings -1832.0 717.8 -213.8 468.5 -1.7 -442.9
24.9 25.4 24.4 25.6 23.0 24.7
. 0.2 0.4 0.0 0.5 -0.5 0.1
New Equity 470.2 3029 -5307.9  265.3 -53.8 815.3
25.6 26.1 25.0 26.3 23.7 25.3
4.6 4.9 4.0 50 3.9 45
Debt 118.4 117.3 120.9 116.8 121.3 118.8
36.4 37.2 35.1 375 34.9 36.2
1.6 1.8 1.3 1.9 0.9 15
Mean 152.7 146.2 166.7 143.7 196.6 156.3
29.0 29.6 28.2 29.9 27.2 28.8

Table 1b: Domestic case, top-rate qualified shareholder.

Spain



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of capital ( A)) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > = | B8 > o
Spain to e | = = ; = § BE § = § BE § = § BE § Z §
S | 8 L o 0 W ¢ 0 W o 0 W
1 Austria 6.3 6.3 6.3 6.4 75 75 7.7 7.5 7.5 1.7 3.9 3.9 4.0
2 Belgium 6.5 6.6 6.6 6.1 8.0 8.0 7.4 8.0 8.0 7.4 4.1 4.1 35
3 Denmark 6.4 6.3 6.3 6.6 75 75 7.7 7.5 75 7.7 4.2 4.2 44
4 Finland 6.2 6.0 6.0 6.7 7.2 7.2 7.8 7.2 7.2 7.8 3.9 3.9 4.5
5 France 75 1.7 7.7 7.1 9.0 9.0 85 9.0 9.0 85 52 52 4.6
6 Germany 6.8 8.3 6.2 5.9 9.7 7.6 7.3 9.7 7.6 7.3 5.7 35 3.2
7 Greece 6.1 6.3 6.3 5.8 7.6 7.6 7.1 7.6 7.6 7.1 3.9 3.9 34
8 Ireland 5.6 50 50 6.9 59 59 7.9 5.9 5.9 7.9 3.2 3.2 52
9 Italy 4.8 4.1 4.1 6.1 55 55 7.5 55 55 7.5 15 15 3.6
10 L uxembourg 6.3 6.4 6.4 6.1 7.7 7.7 7.4 7.7 1.7 7.4 4.0 4.0 3.7
11 Netherlands 6.5 6.5 6.5 6.5 7.7 7.7 7.7 7.7 1.7 1.7 4.1 4.1 4.1
12 Portugal 6.5 6.5 6.5 6.3 79 7.9 7.6 7.9 7.9 7.6 4.1 4.1 3.9
13 Spain J. J. J. J. J. A A A A A A A A
14 Sweden 5.8 5.6 5.6 6.3 6.7 6.7 7.5 6.7 6.7 7.5 35 35 4.3
15 United Kingdom 6.6 6.5 6.5 7.0 1.7 7.7 8.1 7.7 7.7 8.1 4.3 4.3 4.8
16 Mean 6.3 6.3 6.1 6.4 7.5 7.4 7.7 7.5 7.4 7.7 4.0 3.8 4.1
17 Mean (Sharehld 3.9 3.8 3.7 4.0 3.7 3.6 3.9 3.2 3.1 34 4.2 4.1 44
18 Zero-rate sh. 6.0 6.0 5.8 6.1 75 7.4 7.7 4.6 4.5 4.7 4.0 3.8 4.1
19 Top-rate non-gual. sh. 4.0 4.0 3.9 4.2 3.7 3.6 3.9 4.8 4.7 50 4.1 4.1 4.3
20 Top-rate qual. sh. 1.6 15 15 1.7 -0.1 -0.2 0.1 0.1 0.1 0.4 44 44 4.7
Table 2: Outbound case.
2

Spain



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
_ %) %) % 0
Investment from = @ S = > - @ S = > - ?é S = > - ?é S = > -
Spain to e | gt 23 3 |gc 23 3 gt 23 3 gt 2= 3
6 ¢ 0 w ¢ 0 w ¢ 0 w ¢ 0 w

1 Austria 29.8 29.7 29.7 30.1 339 33.9 34.2 339 339 34.2 22.0 22.0 22.3
2 Belgium 34.5 351 351 333 39.1 39.1 374 39.1 39.1 374 275 275 25.8
3 Denmark 28.7 28.4 28.4 29.4 32.3 323 333 323 323 333 21.2 21.2 22.1
4 Finland 25.4 24.6 24.6 27.0 28.8 28.8 31.2 28.8 28.8 31.2 16.9 16.9 19.3
5 France 375 38.1 38.1 36.4 421 421 405 421 421 40.5 30.5 30.5 28.8
6 Germany 37.8 421 36.1 35.2 46.1 40.1 39.2 46.1 40.1 39.2 34.6 28.6 27.°7
7 Greece 29.6 30.2 30.2 285 34.4 344 32.7 344 344 32.7 225 225 20.8
8 Ireland 10.3 7.4 7.4 16.1 11.7 11.7 20.4 11.7 11.7 20.4 -0.5 -0.5 8.2
9 [taly 29.7 27.8 27.8 33.7 31.8 31.8 37.8 31.8 31.8 37.8 20.2 20.2 26.1
10 L uxembourg 32.2 325 325 31.6 36.6 36.6 35.7 36.6 36.6 35.7 24.9 249 24.0
11 Netherlands 31.0 31.0 31.0 31.0 351 35.1 35.1 35.1 35.1 35.1 23.3 23.3 23.3
12 Portugal 32.6 329 329 321 37.0 37.0 36.2 37.0 37.0 36.2 25.3 25.3 24.5
13 Spain J. J. J. J. J. J. J. J. J. J. J. J. J.

14 Sweden 22.8 21.8 21.8 24.7 26.0 26.0 28.9 26.0 26.0 28.9 14.2 14.2 17.1
15 United Kingdom 28.2 27.6 27.6 29.3 31.8 31.8 335 31.8 31.8 335 20.0 20.0 21.6
16 Mean 29.3 29.2 28.8 29.9 333 32.9 34.0 333 32.9 34.0 21.6 21.2 22.3
17 Mean (Sharehld 24.3 24.1 23.8 249 24.9 24.6 25.7 21.6 21.3 22.3 23.6 23.3 24.4
18 Zero-rate sh. 9.7 9.6 9.0 10.5 16.7 16.1 17.6 33 2.7 4.2 0.2 -04 1.2
19 Top-ratenon-qual. sh. | 35.3 35.1 34.9 35.7 345 34.3 35.1 371 36.9 37.8 35.5 35.3 36.1
20 Top-rate qual. sh. 27.9 277 27.6 28.5 23.6 235 24.4 24.3 24.2 25.1 35.1 35.0 35.9

Table 3: Outbound case.

Spain



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of Capltal ( A)) on Subsidiary Source of Finance
_ %) %) % 0
Investment from ... to| = Jii < = 2 5 Jii < = E Joi < = > 5 B < = 2 5
Spain g e 22 & 8t 2z & | §g zg & | 8 z®@ &
O @ u L @ u = @ u = @ u =
1 Austria 7.3 7.7 7.7 6.4 7.7 7.7 7.6 7.7 7.7 7.6 7.7 7.7 41
2 Belgium 6.5 6.3 6.5 6.9 7.7 8.0 84 7.7 8.0 84 35 3.7 4.1
3 Denmark 6.5 6.6 6.6 6.3 7.7 7.7 7.4 1.7 7.7 7.4 4.4 4.4 41
4 Finland 6.5 6.7 6.7 6.0 7.7 7.7 7.0 1.7 1.7 7.0 4.8 4.8 41
5 France 6.5 6.3 6.4 6.8 7.7 7.9 8.3 7.7 7.9 8.3 35 3.6 41
6 Germany 6.5 5.8 6.0 7.7 7.7 8.0 9.7 6.1 6.3 8.0 2.7 2.9 4.6
7 Greece 6.7 6.2 7.0 7.0 7.7 8.6 8.6 7.7 8.6 8.6 3.2 4.1 4.1
8 Ireland 6.5 7.4 7.4 48 7.7 7.7 51 7.7 7.7 51 6.7 6.7 4.1
9 [taly 6.5 6.4 6.6 6.7 7.7 79 8.0 7.7 7.9 8.0 38 4.0 41
10 L uxembourg 6.9 6.4 7.7 6.6 7.7 1.7 8.0 1.7 1.7 8.0 3.9 1.7 41
11 Netherlands 7.3 7.7 7.7 6.5 7.7 7.7 1.7 7.7 1.7 7.7 1.7 1.7 41
12 Portugal 6.5 6.4 6.6 6.7 7.7 7.9 8.1 7.7 7.9 8.1 38 4.0 41
13 Spain J. J. J. J. J. A A A A A A A A
14 Sweden 6.5 6.8 6.8 59 7.7 7.7 6.9 7.7 7.7 6.9 50 50 41
15 United Kingdom 6.5 6.7 6.7 6.1 7.7 7.7 7.2 7.7 7.7 7.2 4.6 4.6 4.1
16 Canada 8.3 7.7 9.6 7.7 7.7 9.6 9.6 7.7 9.6 9.6 7.7 9.6 41
17 United States 6.9 6.3 75 6.7 7.7 89 8.2 7.7 8.9 8.2 3.7 49 4.1
16 Mean 6.8 6.7 7.1 6.6 7.7 8.0 7.9 7.6 7.9 7.8 4.8 54 41
17 Mean (Sharehld 57 5.7 6.0 55 5.9 6.2 6.0 6.7 6.9 6.7 49 54 4.2
18 Zero-rate sh. 6.6 6.6 6.9 6.4 7.6 79 7.7 7.0 7.3 7.1 48 54 41
19 Top-rate non-gual. sh. 52 52 55 50 50 53 51 6.8 7.1 6.9 50 54 4.2
20 Top-rate qual. sh. 53 52 55 50 52 54 53 6.2 6.4 6.2 50 54 4.2
Table 4: Inbound case.
4

Spain



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Spain g FE 232 _g g 23 -§ g zZ32 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 33.7 35.2 35.2 30.8 35.2 35.2 34.8 35.2 35.2 34.8 35.2 35.2 23.3
2 Belgium 321 31.2 31.9 33.2 36.0 36.7 38.0 36.0 36.7 38.0 22.4 23.1 24.4
3 Denmark 311 314 314 304 35.2 35.2 34.2 35.2 35.2 34.2 24.4 24.4 23.3
4 Finland 311 319 319 29.5 35.2 35.2 328 35.2 35.2 328 25.7 25.7 23.3
5 France 31.6 30.8 31.2 32.7 35.6 35.9 374 35.6 35.9 37.4 22.1 22.4 239
6 Germany 24.4 21.7 22.5 28.9 28.9 29.7 36.1 22.7 23.6 30.0 10.0 10.8 17.2
7 Greece 35.2 335 36.1 36.1 38.2 40.8 40.8 38.2 40.8 40.8 24.7 27.3 27.3
8 Ireland 31.2 34.0 34.0 255 35.2 35.2 26.7 35.2 35.2 26.7 31.8 31.8 23.3
9 Italy 32.0 315 32.2 324 359 36.5 36.8 35.9 36.5 36.8 23.4 24.0 24.3
10 L uxembourg 325 30.7 35.2 31.6 35.2 35.2 36.0 35.2 35.2 36.0 22.5 35.2 23.3
11 Netherlands 33.8 35.2 35.2 31.0 35.2 35.2 35.2 35.2 35.2 35.2 35.2 35.2 23.3
12 Portugal 321 315 321 325 35.9 36.6 37.0 35.9 36.6 37.0 23.3 23.9 24.3

13 Spain J. J. J. J. J. A A A A A A A A
14 Sweden 311 321 321 29.1 35.2 35.2 323 35.2 35.2 32.3 26.3 26.3 23.3
15 United Kingdom 31.1 31.6 31.6 29.9 35.2 35.2 335 35.2 35.2 335 25.0 25.0 23.3
16 Canada 42.8 41.2 46.2 40.9 41.2 46.2 46.2 41.2 46.2 46.2 41.2 46.2 31.1
17 United States 36.5 35.0 38.4 36.2 39.2 425 40.3 39.2 425 40.3 27.3 30.7 28.5
16 Mean 32.6 324 33.6 31.9 35.8 36.7 36.1 354 36.3 35.7 26.3 28.0 24.2
17 Mean (Sharehld 36.5 36.3 37.2 36.0 37.6 38.3 38.0 38.3 39.0 38.7 33.6 34.9 32.0
18 Zero-rate sh. 29.1 28.8 30.0 28.5 32.6 335 33.2 29.5 304 30.1 22.6 24.3 20.8
19 Top-rate non-gual. sh. 40.6 40.5 41.2 40.1 40.5 41.0 40.6 43.9 44.4 44.1 39.5 40.6 38.2
20 Top-rate qual. sh. 39.7 39.6 404 39.2 39.8 40.3 40.0 41.7 42.2 41.8 38.7 39.8 371

Table 5: Inbound case.

Spain



Spain 2 (Local Profit Tax Rate of 15%)

Cost of capital

. Industrid . Financial .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
. 9.1 9.4 7.3 10.6 9.0 9.1
Retained
Earnings 45.3 46.7 31.6 53.0 44.7 45.1
45.0 45.7 39.9 49.1 44.8 449
_ 9.1 94 7.3 10.6 9.0 9.1
New Equity 45.3 46.7 316 53.0 44.7 45.1
45.0 45.7 39.9 49.1 44.8 44.9
4.9 50 35 6.2 4.6 4.9
Debt -1.4 0.5 -44.2 19.7 -7.8 -2.9
334 336 29.3 37.0 32.6 332
1.7 7.9 6.0 9.1 7.5 7.6
Mean 34.8 36.4 16.2 45.0 334 34.4
40.9 415 36.2 449 40.5 40.8
Table 1a: Domestic case, only corporate taxes.
Cost of capital . Industria . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) s S
. 0.2 0.3 -0.1 0.6 -1.0 0.0
Retained
Earnings 508.9 343.4 -537.2 236.9 13.6 7064.0
33.0 33.3 32.3 33.8 30.5 32.6
_ 0.5 0.7 0.2 0.9 -0.6 0.3
New Equity 261.5 2252 639.7 189.0 -30.7 354.9
33.6 34.0 329 345 31.2 33.2
5.6 5.9 4.8 6.2 4.6 54
Debt 115.1 114.3 117.7 1135 118.1 115.5
44.4 45.1 42.7 45.8 42.4 44.0
2.1 2.3 1.6 2.6 1.0 1.9
Mean 139.8 136.2 152.2 132.2 182.1 143.4
37.0 375 36.0 38.1 347 36.7

Table 1b: Domestic case, top-rate qualified shareholder.

Spain



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of Capltal ( A)) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > = | B8 > o
Spain to e | = = ; = § BE § = § BE § = § BE § = §
e T O W X U w & O w & O w
1 Austria 6.7 6.3 6.3 7.4 75 7.5 8.7 7.5 7.5 8.7 3.9 3.9 5.0
2 Belgium 6.8 6.6 6.6 7.2 8.0 8.0 85 8.0 8.0 85 4.1 4.1 4.6
3 Denmark 6.7 6.3 6.3 75 75 7.5 8.6 7.5 7.5 8.6 4.2 4.2 54
4 Finland 6.5 6.0 6.0 7.6 7.2 7.2 8.8 7.2 7.2 8.8 3.9 3.9 54
5 France 7.9 7.7 7.7 8.2 9.0 9.0 9.6 9.0 9.0 9.6 52 52 57
6 Germany 7.2 8.3 6.2 7.0 9.7 7.6 84 9.7 7.6 84 57 35 44
7 Greece 6.5 6.3 6.3 6.8 7.6 7.6 8.1 7.6 7.6 8.1 39 3.9 4.4
8 Ireland 59 50 50 1.7 59 59 8.6 59 59 8.6 3.2 3.2 59
9 Italy 51 41 41 7.2 55 55 8.6 55 55 8.6 15 15 47
10 L uxembourg 6.7 6.4 6.4 7.2 7.7 1.7 85 1.7 1.7 85 4.0 4.0 47
11 Netherlands 6.8 6.5 6.5 75 7.7 7.7 8.8 7.7 1.7 8.8 41 41 51
12 Portugal 6.8 6.5 6.5 7.3 7.9 79 8.6 7.9 7.9 8.6 4.1 4.1 49
13 Spain A A A A A A A A A A A A A
14 Sweden 6.1 5.6 5.6 7.2 6.7 6.7 8.4 6.7 6.7 8.4 35 35 52
15 United Kingdom 6.9 6.5 6.5 7.9 7.7 7.7 9.1 7.7 7.7 9.1 4.3 4.3 57
16 Mean 6.6 6.3 6.1 7.4 75 7.4 8.7 75 7.4 8.7 4.0 38 51
17 Mean (Sharehld 4.2 3.8 3.7 50 3.7 3.6 49 3.2 3.1 4.4 4.2 41 54
18 Zero-rate sh. 6.3 6.0 5.8 7.1 75 74 8.7 4.6 45 57 4.0 3.8 51
19 Top-rate non-gual. sh. 4.3 4.0 39 52 3.7 3.6 49 4.8 4.7 6.0 4.1 4.1 53
20 Top-rate qual. sh. 19 15 15 2.7 -0.1 -0.2 1.1 0.1 0.1 14 4.4 4.4 57
Table 2: Outbound case.
2

Spain



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
_ %) %) % 0
Investment from = @ S = > - @ S = > - ?é S = > - ?é S = > -
Spain to e | gt 23 3 |gc 23 3 gt 23 3 gt 2= 3
6 W w ¢ W w [ w [ w

1 Austria 31.0 29.7 29.7 334 339 33.9 37.6 339 339 37.6 22.0 22.0 25.6
2 Belgium 35.6 351 351 36.6 39.1 39.1 40.7 39.1 39.1 40.7 275 275 29.0
3 Denmark 29.8 28.4 28.4 325 32.3 32.3 36.4 32.3 32.3 36.4 21.2 21.2 25.2
4 Finland 26.5 24.6 24.6 30.3 28.8 28.8 345 28.8 28.8 345 16.9 16.9 22.6
5 France 38.6 38.1 38.1 39.6 421 421 43.7 421 421 43.7 30.5 30.5 32.0
6 Germany 38.9 42.1 36.1 38.4 46.1 40.1 42.4 46.1 40.1 42.4 34.6 28.6 30.9
7 Greece 30.7 30.2 30.2 31.8 34.4 34.4 36.0 34.4 34.4 36.0 22.5 22.5 24.1
8 Ireland 11.5 7.4 7.4 19.5 11.7 11.7 23.7 11.7 11.7 23.7 -0.5 -0.5 11.6
9 [taly 30.8 27.8 27.8 37.0 31.8 31.8 41.1 31.8 31.8 41.1 20.2 20.2 29.4
10 L uxembourg 33.3 325 325 34.9 36.6 36.6 39.0 36.6 36.6 39.0 24.9 24.9 27.3
11 Netherlands 321 31.0 31.0 34.3 351 35.1 384 35.1 35.1 384 23.3 23.3 26.6
12 Portugal 33.7 329 329 353 37.0 37.0 394 37.0 37.0 394 25.3 25.3 277

13 Spain J. J. J. J. J. J. J. J. J. J. J. J. J.
14 Sweden 23.9 21.8 21.8 28.0 26.0 26.0 321 26.0 26.0 321 14.2 14.2 20.4
15 United Kingdom 29.3 27.6 27.6 32.6 31.8 31.8 36.8 31.8 31.8 36.8 20.0 20.0 24.9
16 Mean 30.4 29.2 28.8 33.2 33.3 32.9 37.3 33.3 32.9 37.3 21.6 21.2 25.5
17 Mean (Sharehld 25.4 24.1 23.8 28.1 24.9 24.6 289 21.6 21.3 255 23.6 23.3 27.6
18 Zero-rate sh. 11.2 9.6 9.0 151 16.7 16.1 22.2 3.3 2.7 8.8 0.2 -0.4 57
19 Top-rate non-qual. sh. 36.1 35.1 34.9 38.2 345 34.3 37.6 371 36.9 40.2 355 35.3 38.6
20 Top-rate qual. sh. 28.8 27.7 27.6 31.0 23.6 235 26.9 24.3 24.2 27.6 35.1 35.0 38.4

Table 3: Outbound case.

Spain



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of Capltal ( A)) on Subsidiary Source of Finance
_ %) %) % 0
Investment from ...to| = | T < =2 Jii < =2 Joi < =2 =z B < =2 =z
Spain 2185 23 8|85 23 & 85 28 8 §5 28 8
O X W L & W w & W w & W w
1 Austria 8.6 9.1 9.1 75 9.1 9.1 9.0 9.1 9.1 9.0 9.1 9.1 49
2 Belgium 7.7 7.4 7.6 8.1 9.1 94 98 9.1 94 98 4.1 44 49
3 Denmark 7.6 7.7 7.7 7.4 9.1 9.1 8.7 9.1 9.1 8.7 52 5.2 49
4 Finland 7.6 7.9 7.9 7.1 9.1 9.1 8.3 9.1 9.1 8.3 57 57 49
5 France 7.6 7.4 75 8.0 9.1 9.2 9.8 9.1 9.2 9.8 4.2 4.3 4.9
6 Germany 7.7 6.9 7.1 9.1 9.1 94 11.3 7.2 7.5 94 3.2 35 55
7 Greece 7.6 7.4 7.4 8.0 9.1 9.1 9.7 9.1 9.1 9.7 4.3 43 49
8 Ireland 1.7 8.7 8.7 5.6 9.1 9.1 6.1 91 91 6.1 79 79 49
9 [taly 1.7 75 7.7 7.8 9.1 93 94 9.1 93 94 45 48 49
10 L uxembourg 8.1 75 9.1 7.8 9.1 9.1 9.4 9.1 9.1 9.4 4.6 9.1 4.9
11 Netherlands 8.6 9.1 9.1 7.6 9.1 9.1 9.1 9.1 9.1 9.1 9.1 9.1 49
12 Portugal 7.7 75 7.7 7.9 9.1 9.3 95 9.1 9.3 95 45 4.7 49
13 Spain J. J. J. J. J. A A A A A A A A
14 Sweden 7.6 80 8.0 6.9 91 9.1 8.1 9.1 9.1 8.1 59 59 49
15 United Kingdom 7.6 7.8 7.8 7.2 9.1 9.1 85 9.1 9.1 85 55 55 49
16 Canada 98 91 11.2 9.0 91 11.2 11.2 9.1 11.2 11.2 9.1 11.2 49
17 United States 8.1 75 8.8 7.9 9.1 10.5 9.6 91 10.5 9.6 44 57 49
16 Mean 8.0 79 8.3 7.7 9.1 9.4 9.2 9.0 9.3 9.1 5.7 6.3 4.9
17 Mean (Sharehld 6.7 6.7 7.0 6.4 7.0 7.3 7.1 79 8.1 79 59 6.4 50
18 Zero-rate sh. 7.8 7.7 8.1 75 8.9 9.2 9.0 8.2 85 8.3 57 6.3 49
19 Top-rate non-gual. sh. 6.2 6.2 6.5 59 6.0 6.2 6.0 8.1 83 8.1 59 6.4 50
20 Top-rate qual. sh. 6.2 6.2 6.5 59 6.2 6.4 6.2 7.3 75 7.4 59 6.4 50
Table 4: Inbound case.
4

Spain



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from ...to) =z | B 5 =2 8BS =2 5 B85 =2 3 B85 =2 s
Spain g FE 232 _g g 23 -§ g zZ32 -§ g zZ3 -§
©) X W L X W w X W w X W w

1 Austria 435 449 449 40.6 449 44.9 44.6 449 449 44.6 449 449 33.2
2 Belgium 41.7 40.8 415 42.8 455 46.2 475 455 46.2 475 32.0 32.7 34.0
3 Denmark 40.8 41.1 41.1 40.1 449 449 439 449 449 439 34.2 34.2 33.2
4 Finland 40.8 41.6 41.6 39.3 449 449 42.6 449 449 42.6 355 355 33.2
5 France 41.2 40.5 40.8 42.3 45.2 455 47.0 45.2 455 47.0 31.8 32.1 33.6
6 Germany 35.7 33.0 33.8 40.2 40.2 41.0 47.3 34.0 34.9 41.2 21.4 22.3 28.6
7 Greece 40.8 40.2 40.2 41.9 449 44.9 46.6 449 449 46.6 315 315 33.2
8 Ireland 40.9 43.7 437 353 449 449 36.5 449 449 36.5 41.6 41.6 33.2
9 Italy 41.6 41.1 41.7 42.0 455 46.1 46.3 455 46.1 46.3 331 33.7 33.9
10 L uxembourg 42.2 40.5 44.9 41.3 44.9 449 457 449 449 457 32.3 449 33.2
11 Netherlands 435 44.9 44.9 40.8 44.9 449 449 449 449 449 449 449 33.2
12 Portugal 41.6 41.1 41.7 42.1 455 46.1 46.5 455 46.1 46.5 32.9 33.6 34.0

13 Spain J. J. J. J. J. A A A A A A A A
14 Sweden 40.8 41.8 41.8 38.9 449 449 42.0 449 449 42.0 36.1 36.1 33.2
15 United Kingdom 40.8 41.4 41.4 39.7 449 44.9 43.2 44.9 449 43.2 34.8 34.8 33.2
16 Canada 51.0 494 54.4 49.2 494 54.4 54.4 494 54.4 54.4 494 54.4 39.4
17 United States 45.3 43.8 47.2 45.0 47.9 51.3 49.1 47.9 51.3 49.1 36.2 39.5 37.4
16 Mean 42.0 41.9 42.9 41.3 45.2 45.9 455 44.8 455 45.1 35.8 37.3 33.7
17 Mean (Sharehld 445 44.4 45.1 44.0 457 46.2 46.0 46.4 46.9 46.7 41.7 42.8 40.1
18 Zero-rate sh. 39.2 38.9 39.9 38.6 42.7 435 43.3 39.6 40.3 40.1 32.8 34.3 30.9
19 Top-rate non-gual. sh. 475 47.4 48.0 47.0 47.4 47.8 475 50.8 51.2 50.9 46.5 47.4 45.1
20 Top-rate qual. sh. 46.8 46.7 47.3 46.3 46.9 47.3 47.1 48.8 49.1 48.9 45.8 46.8 44.2

Table 5: Inbound case.

Spain



14 Sweden

Cost of capital

. Industrial . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
- 5.8 6.9 5.8 75 75 6.7
Retained
Earnings 13.2 27.1 13.7 33.3 33.3 25.1
22.6 26.6 22.7 29.0 29.0 26.0
_ 5.8 6.9 5.8 75 75 6.7
New Equity 132 27.1 137 333 333 25.1
22.6 26.6 22.7 29.0 29.0 26.0
35 4.4 35 5.0 5.0 43
Debt -44.3 -14.0 -43.0 0.0 0.0 -17.1
14.1 17.5 14.2 19.8 19.8 17.1
5.0 6.0 5.0 6.6 6.6 5.8
Mean -0.9 16.6 0.2 24.5 24,5 14.3
19.6 23.4 19.7 25.7 25.7 22.9
Table 1a: Domestic case, only corporate taxes.
Cost of capital - Industria : Financial :
EMTR Intangible Buildings Machinery Assats Inventorie| Mean
EATR (%) S
, 4.8 5.7 4.8 6.3 6.3 5.6
Retained
Earnings 70.5 75.4 70.6 77.6 77.6 74.8
35.5 37.9 35.5 39.4 39.4 37.6
. 5.9 6.9 5.9 75 75 6.7
New Equity 75.9 79.6 76.0 81.2 81.2 79.0
38.3 41.0 38.3 425 425 40.5
36 4.4 3.6 5.0 5.0 43
Debt 60.5 68.1 60.8 71.8 718 67.3
32.3 345 32.4 36.0 36.0 343
45 5.4 45 6.0 6.0 5.3
Mean 68.4 73.8 68.6 76.4 76.4 73.2
34.6 37.0 34.7 38.6 38.6 36.7

Table 1b: Domestic case, top-rate qualified shareholder.

Sweden



Parent Source of Finance

) Overal Retained Earnings | New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
Investment from = | B8 > = | B® > = | 88 > - | B% > o
Sweden to C FE ; = § FE § 2 § TE § 3 § TE § 3 §
6 o L @ W @ W @ W

1 Austria 6.3 6.6 6.6 5.8 75 7.5 6.8 7.5 75 6.8 4.8 4.8 4.0
2 Belgium 6.5 7.0 7.0 55 8.0 8.0 6.5 8.0 8.0 6.5 51 51 35
3 Denmark 6.4 6.6 6.6 6.1 75 7.5 6.9 7.5 75 6.9 50 50 4.4
4 Finland 6.2 6.3 6.3 6.1 7.2 7.2 7.0 7.2 7.2 7.0 4.7 4.7 4.5
5 France 7.5 8.0 8.0 6.5 9.0 9.0 75 9.0 9.0 75 6.1 6.1 4.6
6 Germany 6.8 8.7 6.5 52 9.7 7.6 6.3 9.7 7.6 6.3 6.7 45 3.2
7 Greece 6.1 6.6 6.6 52 7.6 7.6 6.2 7.6 7.6 6.2 4.8 4.8 34
8 Ireland 5.6 52 52 6.5 59 59 7.2 59 59 7.2 3.9 3.9 52
9 Italy 4.8 44 44 55 55 55 6.5 55 55 6.5 25 25 3.6
10 Luxembourg 6.3 6.7 6.7 5.5 1.7 7.7 6.5 7.7 7.7 6.5 49 49 3.7
11 Netherlands 6.5 6.8 6.8 59 77 7.7 6.8 7.7 7.7 6.8 50 50 4.1
12 Portugal 6.5 6.9 6.9 57 7.9 79 6.7 79 79 6.7 50 5.0 39
13 Spain 6.5 6.8 6.8 59 7.7 7.7 6.9 7.7 7.7 6.9 50 50 4.1
14 Sweden A A A J. g A A. A A A A A A
15 United Kingdom 6.6 6.8 6.8 6.4 7.7 77 7.3 77 77 7.3 51 51 4.8
16 Mean 6.3 6.7 6.5 58 7.6 75 6.8 7.6 75 6.8 49 4.7 4.1
17 Mean (Sharehld 57 6.0 59 52 6.4 6.2 5.6 7.7 7.5 6.9 49 4.8 4.1
18 Zero-rate sh. 57 6.0 59 52 6.4 6.2 5.6 7.7 7.5 6.9 49 4.8 4.1
19 Top-rate non-gual. sh. 57 6.0 59 52 6.4 6.2 5.6 77 75 6.9 49 4.8 4.1
20 Top-rate qual. sh. 5.7 6.0 5.9 5.2 6.4 6.2 5.6 7.7 75 6.9 4.9 4.8 4.1

Table 2: Outbound case.

Sweden



Parent Source of Finance

. Overdll Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
_ %) %) % 0
Investment from = @ > = > - @ > = > - ?é > = > - ?é > = > -
Sweden to g FE Z32 2 FE z72 3 FE z72 3 FE z72 3
T O W X U w & O w & O w

1 Austria 29.9 30.8 30.8 28.2 33.9 33.9 31.3 33.9 33.9 31.3 249 249 22.3
2 Belgium 345 36.1 36.1 315 39.1 39.1 345 39.1 39.1 345 30.4 30.4 25.8
3 Denmark 28.8 294 294 27.6 32.3 32.3 305 32.3 32.3 30.5 23.9 23.9 22.1
4 Finland 255 25.7 25.7 25.1 28.8 28.8 28.3 28.8 28.8 28.3 19.8 19.8 19.3
5 France 375 39.1 39.1 345 42.1 42.1 37.6 42.1 42.1 37.6 33.3 33.3 28.8
6 Germany 37.8 43.1 37.1 334 46.1 40.1 36.4 46.1 40.1 36.4 374 314 27.7
7 Greece 29.7 31.2 31.2 26.6 344 344 29.7 344 344 29.7 254 254 20.8
8 Ireland 104 85 85 14.2 11.7 11.7 17.4 11.7 11.7 17.4 25 25 8.2
9 [taly 29.8 28.8 28.8 318 318 318 349 318 318 349 23.0 23.0 26.1
10 L uxembourg 32.2 335 335 29.8 36.6 36.6 329 36.6 36.6 329 27.°7 27.°7 24.0
11 Netherlands 31.0 320 320 29.1 35.1 35.1 32.2 35.1 35.1 32.2 26.2 26.2 23.3
12 Portugal 32.7 33.9 33.9 30.2 37.0 37.0 33.3 37.0 37.0 33.3 28.1 28.1 245
13 Spain 311 32.1 32.1 29.1 35.2 35.2 32.3 35.2 35.2 32.3 26.3 26.3 23.3

14 Sweden A A A A. A. A A A A A A A A
15 United Kingdom 28.3 28.7 28.7 27.4 31.8 31.8 30.6 31.8 31.8 30.6 229 229 21.6
16 Mean 29.9 30.9 30.5 28.5 34.0 33.6 31.6 34.0 33.6 31.6 25.1 24.7 22.7
17 Mean (Sharehld 417 424 42.1 40.7 43.2 43.0 415 46.2 459 445 39.9 39.7 38.2
18 Zero-rate sh. 41.7 42.4 42.1 40.7 43.2 43.0 415 46.2 45.9 445 39.9 39.7 38.2
19 Top-ratenon-qual. sh. | 41.7 424 42.1 40.7 43.2 43.0 415 46.2 459 445 39.9 39.7 38.2
20 Top-rate qual. sh. 417 42.4 421 40.7 43.2 43.0 415 46.2 459 445 39.9 39.7 38.2

Table 3: Outbound case.

Sweden



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
Cost of Capital (OA)) on Subsidiary Source of Finance
Investment from ... to| = s é’v = B B é’v = > = B é = > = B é = > =
Sweden o FE 27 § g 22 A g zZ32 -§ g zZ3 -§
©) & W w & W w & w & w

1 Austria 6.5 6.7 6.7 6.3 6.7 6.7 7.4 6.7 6.7 7.4 6.7 6.7 4.3
2 Belgium 5.9 54 5.6 6.7 6.7 6.9 8.0 6.7 6.9 8.0 2.9 31 4.3
3 Denmark 5.8 57 57 6.2 6.7 6.7 7.2 6.7 6.7 7.2 3.8 3.8 4.3
4 Finland 5.8 5.8 5.8 5.9 6.7 6.7 6.8 6.7 6.7 6.8 4.1 4.1 4.3
5 France 5.8 54 55 6.7 6.7 6.8 8.0 6.7 6.8 8.0 3.0 3.1 4.3
6 Germany 5.9 50 5.2 75 6.7 6.9 9.2 52 54 7.7 2.3 25 4.7
7 Greece 6.5 51 7.2 7.2 6.7 8.8 8.8 6.7 8.8 8.8 2.2 4.3 4.3
8 Ireland 59 6.4 6.4 4.9 6.7 6.7 52 6.7 6.7 52 5.8 5.8 4.3
9 [taly 5.9 55 5.6 6.5 6.7 6.9 7.7 6.7 6.9 7.7 3.2 34 4.3
10 Luxembourg 6.2 5.5 6.7 6.5 6.7 6.7 7.7 6.7 6.7 7.7 3.3 6.7 43
11 Netherlands 6.6 6.7 6.7 6.3 6.7 6.7 75 6.7 6.7 7.5 6.7 6.7 4.3
12 Portugal 5.9 55 5.6 6.5 6.7 6.9 7.8 6.7 6.9 7.8 3.2 34 4.3
13 Spain 5.8 5.6 5.6 6.3 6.7 6.7 7.5 6.7 6.7 75 35 35 4.3
14 Sweden A A A. A. A. A A A A A A A A
15 United Kingdom 6.0 5.7 6.1 6.1 6.7 7.2 7.2 6.7 7.2 7.2 3.8 4.3 4.3
16 Canada 7.0 6.7 7.2 7.1 6.7 7.2 8.6 6.7 7.2 8.6 6.7 7.2 4.3
17 United States 6.2 54 6.6 6.6 6.7 7.9 7.9 6.7 7.9 7.9 3.1 4.3 4.3
16 Mean 6.1 57 6.1 6.5 6.7 7.0 7.6 6.6 6.9 75 4.0 4.5 4.3
17 Mean (Sharehld 51 4.7 51 54 50 52 5.9 55 5.8 6.4 4.1 4.6 44
18 Zero-rate sh. 6.0 5.6 6.0 6.3 6.6 6.9 7.6 5.9 6.2 6.8 4.0 4.5 4.3
19 Top-rate non-gual. sh. 4.7 4.3 4.7 50 4.2 4.4 51 5.8 6.0 6.6 4.2 4.7 4.4
20 Top-rate qual. sh. 4.6 4.2 4.6 4.9 4.1 4.4 50 4.9 52 5.8 4.2 4.7 4.4

Table 4: Inbound case.

Sweden



Parent Source of Finance

Overal Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from...to| % | B & =2 85 =2 5 8BS =2 3 8BS =2 s
Sweden g | st 23 & gt %3 B | st %= B | sc %3 &
©) X W L X W w X W w X W w

1 Austria 255 26.0 26.0 24.5 26.0 26.0 28.5 26.0 26.0 285 26.0 26.0 17.1
2 Belgium 24.0 22.2 22.9 27.0 26.9 27.6 31.8 26.9 27.6 31.8 134 14.1 18.3
3 Denmark 22.8 22.2 22.2 24.1 26.0 26.0 279 26.0 26.0 279 15.2 15.2 17.1
4 Finland 22.8 22.7 22.7 23.2 26.0 26.0 26.5 26.0 26.0 26.5 16.5 16.5 17.1
5 France 234 21.7 22.1 26.4 26.5 26.8 311 26.5 26.8 311 13.0 13.3 17.7
6 Germany 14.8 11.0 11.9 21.6 18.2 19.1 28.8 12.1 12.9 227 -0.6 0.3 10.0
7 Greece 34.5 30.3 36.6 36.6 35.0 41.3 41.3 35.0 41.3 41.3 21.6 27.8 27.8
8 Ireland 229 24.8 24.8 19.3 26.0 26.0 20.5 26.0 26.0 20.5 22.6 22.6 17.1
9 Italy 24.0 225 231 26.3 26.9 275 30.6 26.9 275 30.6 14.4 15.0 18.2
10 L uxembourg 24.3 21.6 26.0 25.3 26.0 26.0 29.7 26.0 26.0 29.7 134 26.0 17.1
11 Netherlands 25.6 26.0 26.0 24.7 26.0 26.0 289 26.0 26.0 289 26.0 26.0 17.1
12 Portugal 24.0 225 23.1 26.4 26.9 275 30.8 26.9 275 30.8 14.3 14.9 18.2
13 Spain 22.8 21.8 21.8 24.7 26.0 26.0 28.9 26.0 26.0 28.9 14.2 14.2 17.1

14 Sweden A J. J. J. J. A A A A A A A A
15 United Kingdom 26.0 24.8 26.5 26.5 28.4 30.0 30.0 284 30.0 30.0 18.3 19.9 19.9
16 Canada 29.4 284 30.1 29.7 284 30.1 35.0 284 30.1 35.0 284 30.1 20.0
17 United States 30.2 27.6 315 315 317 35.7 35.7 31.7 35.7 35.7 19.9 23.9 23.9
16 Mean 24.8 235 24.8 26.1 26.9 28.0 304 26.5 27.6 30.0 17.3 19.1 18.3
17 Mean (Sharehld 28.8 277 28.7 30.0 29.0 29.8 32.0 29.4 30.1 32.3 25.2 26.6 26.2
18 Zero-rate sh. 18.5 17.0 18.3 20.1 21.2 22.3 25.1 17.0 18.1 21.0 10.4 12.2 11.9
19 Top-rate non-gual. sh. 34.8 338 34.7 35.7 33.7 34.4 36.2 37.1 37.8 39.5 331 34.3 34.0
20 Top-rate qual. sh. 33.2 323 33.2 34.2 32.2 329 34.7 339 34.6 36.4 32.0 333 32.8

Table 5: Inbound case.

Sweden



15 United Kingdom

Cost of capital o Industrial . Financial :
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
: 6.4 9.2 6.6 8.0 8.0 7.7
Retained
Earnings 2.4 459 24.2 374 374 34.6
27.6 37.3 28.1 32.9 32.9 31.8
. 6.4 9.2 6.6 8.0 8.0 7.7
New Equity 224 459 24.2 37.4 37.4 34.6
27.6 37.3 28.1 32.9 329 31.8
3.7 6.2 3.8 5.0 5.0 4.8
Debt -35.6 19.9 -30.2 0.0 0.0 52
17.9 26.9 18.4 225 225 21.6
55 8.2 5.6 6.9 6.9 6.6
Mean 8.8 39.0 11.3 27.9 27.9 24.7
24.2 33.7 24.7 20.3 29.3 28.2
Table 1a: Domestic case, only corporate taxes.
Cost of capital . Industrial . Financia .
EMTR Intangible Buildings Machinery Assets Inventorie| Mean
EATR (%) S
, 4.2 6.7 4.3 5.4 5.4 5.2
Retained
Earnings 47.2 67.1 48.7 58.7 58.7 57.4
32.8 39.6 33.1 35.9 35.9 35.5
. 4.8 7.4 4.9 6.0 6.0 5.8
New Equity 53.6 69.9 54.8 63.0 63.0 61.9
34.3 41.3 34.7 37.6 37.6 371
3.9 6.4 4.0 5.0 5.0 4.8
Debt 42.6 65.2 44.3 55.7 55.7 54.2
31.9 38.6 32.2 34.9 34.9 345
4.1 6.7 4.3 5.3 5.3 5.1
Mean 46.5 66.8 48.0 58.2 58.2 56.9
32.6 39.4 32.9 35.7 35.7 35.3

Table 1b: Domestic case, top-rate qualified shareholder.

United Kingdom



Parent Source of Finance

) . Overal Retained Earnings | New Equity Debt
Cost of Capltal ( A)) on Subsidiary Source of Finance

Investment from = B8 =2 x B8 =2 z 8BS =2 8BS =2 5

United Kingdom to C ful= = g a ful= =z ?T a & c =z ?T a & c zZ ?T a
6 | g8 “d g§ “d gf “d gf “d

1 Austria 6.3 6.5 6.5 6.0 75 7.5 7.1 7.5 75 71 4.4 4.4 4.0
2 Belgium 6.5 6.8 6.8 5.7 8.0 8.0 6.9 8.0 8.0 6.9 4.7 4.7 35
3 Denmark 6.4 6.5 6.5 6.3 7.5 75 7.3 75 75 7.3 4.6 4.6 44
4 Finland 6.3 6.2 6.4 6.4 7.2 74 74 7.2 74 74 4.3 4.5 4.5
5 France 75 7.9 7.9 6.8 9.0 9.0 79 9.0 9.0 79 57 57 4.6
6 Germany 6.8 85 6.4 55 9.7 7.6 6.7 9.7 7.6 6.7 6.2 4.1 3.2
7 Greece 6.2 6.5 6.8 55 7.6 8.0 6.6 7.6 8.0 6.6 4.3 4.7 34
8 Ireland 6.4 49 71 71 59 8.1 8.1 59 8.1 8.1 3.0 52 52
9 Italy 4.8 4.3 4.3 5.8 55 55 6.9 55 55 6.9 2.1 2.1 3.6
10 L uxembourg 6.3 6.6 6.6 58 7.7 77 6.9 77 77 6.9 45 45 3.7
11 Netherlands 6.5 6.6 6.6 6.1 77 7.7 7.2 7.7 7.7 7.2 4.6 4.6 4.1
12 Portugal 6.5 6.7 6.7 59 7.9 79 7.1 79 79 7.1 4.6 4.6 39
13 Spain 6.5 6.7 6.7 6.1 7.7 77 7.2 77 77 7.2 4.6 4.6 4.1
14 Sweden 6.0 57 6.1 6.1 6.7 7.2 7.2 6.7 7.2 7.2 38 4.3 4.3
15 United Kingdom A A A A g A A A A A A A A
16 Mean 6.4 6.4 6.5 6.1 7.5 7.6 7.2 75 7.6 7.2 44 45 4.0
17 Mean (Sharehld 54 55 5.6 51 6.0 6.1 5.6 6.3 6.3 59 45 4.6 4.1
18 Zero-rate sh. 6.4 6.4 6.5 6.1 75 7.6 7.2 7.5 7.6 7.2 4.4 4.5 4.0
19 Top-rate non-qual. sh. 51 5.2 52 4.8 55 5.6 51 5.6 5.6 5.2 45 4.6 4.2
20 Top-rate qual. sh. 4.8 49 49 45 5.0 50 4.6 5.6 57 52 4.6 4.6 4.2

Table 2: Outbound case.

United Kingdom



Parent Source of Finance

o Overall Retained Earnings New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = B8 =2 x B8 =2 z 8BS =2 8BS =2 5
United Kingdom to C ful= = g a ful= =z ?T a & c =z ?T a & c zZ ?T a
6 | g§ =d g§ o gF§ “d gF§ o

1 Austria 29.9 30.3 30.3 29.0 33.9 33.9 325 33.9 33.9 325 23.7 23.7 223
2 Belgium 34.5 35.6 35.6 32.3 39.1 39.1 35.7 39.1 39.1 357 29.2 29.2 25.8
3 Denmark 28.8 29.0 29.0 28.3 32.3 32.3 317 32.3 32.3 317 22.8 22.8 221
4 Finland 27.2 26.5 27.5 27.5 30.1 310 310 30.1 31.0 310 19.9 20.8 20.8
5 France 375 38.6 38.6 353 42.1 421 38.8 421 421 38.8 321 321 28.8
6 Germany 37.8 42.7 36.7 34.1 46.1 40.1 37.6 46.1 40.1 37.6 36.3 30.3 27.7
7 Greece 32.3 329 34.1 30.0 36.4 37.7 335 36.4 37.7 335 26.3 275 234
8 Ireland 27.3 22.1 29.8 29.8 25.8 335 335 25.8 335 335 15.3 23.1 23.1
9 Italy 29.8 28.3 28.3 32.6 31.8 318 36.1 318 318 36.1 21.8 21.8 26.1
10 Luxembourg 32.2 33.1 33.1 30.6 36.6 36.6 341 36.6 36.6 341 26.5 26.5 240
11 Netherlands 310 316 316 29.9 35.1 351 334 35.1 35.1 334 25.0 25.0 23.3
12 Portugal 32.6 335 335 310 37.0 37.0 345 37.0 37.0 345 26.9 26.9 24.5
13 Spain 311 316 31.6 29.9 35.2 352 335 352 352 335 25.0 25.0 233
14 Sweden 26.0 24.8 26.5 26.5 284 30.0 30.0 284 30.0 30.0 18.3 19.9 19.9
15 United Kingdom A A A A A A A A A A A A A

16 Mean 313 315 319 30.5 35.0 354 34.0 35.0 354 34.0 24.9 253 239
17 Mean (Sharehld 359 36.1 36.4 35.2 37.6 379 36.7 38.2 38.5 37.3 331 334 32.3
18 Zero-rate sh. 31.3 315 31.9 30.5 35.0 354 34.0 35.0 354 34.0 24.9 25.3 23.9
19 Top-ratenon-qual. sh. | 38.6 38.8 39.0 38.0 39.6 39.8 38.8 39.8 40.1 39.0 37.3 375 36.4
20 Top-rate qual. sh. 37.8 38.0 38.2 37.2 38.2 38.4 37.3 39.8 40.0 38.9 37.2 374 36.4

Table 3: Outbound case.

United Kingdom



Parent Source of Finance

. o Overall Retained Earnings New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
_ ) ) (%) (%)
Moo T 28 32 g IE 5z g EE gz g IE 42 4
nited Kingdom = S zT a S zT A S zT a S zZzT a
¢ | §f “ud gg§ “u gg “uo gg “uo
1 Austria 74 7.7 7.7 6.9 7.7 7.7 8.0 7.7 7.7 8.0 7.7 7.7 4.8
2 Belgium 6.7 6.3 6.5 7.3 7.7 7.8 8.7 7.7 7.8 8.7 3.7 39 4.8
3 Denmark 6.6 6.6 6.6 6.8 7.7 7.7 7.8 7.7 7.7 7.8 4.6 4.6 4.8
4 Finland 6.6 6.7 6.7 6.5 1.7 7.7 7.5 7.7 7.7 7.5 49 49 48
5 France 6.7 6.3 6.4 7.3 1.7 7.7 8.7 7.7 7.7 8.7 3.8 3.8 4.8
6 Germany 6.7 59 6.1 8.1 7.7 7.9 9.9 6.1 6.3 8.4 3.0 3.2 53
7 Greece 7.1 6.1 7.7 7.7 7.7 9.3 9.3 7.7 9.3 9.3 31 4.8 4.8
8 Ireland 6.7 7.3 7.3 54 7.7 7.7 57 7.7 7.7 57 6.7 6.7 4.8
9 Italy 6.7 6.4 6.6 7.1 7.7 7.8 84 7.7 7.8 84 4.0 4.2 4.8
10 Luxembourg 7.0 6.4 1.7 7.1 1.7 7.7 84 7.7 7.7 84 40 7.7 48
11 Netherlands 7.4 1.7 1.7 7.0 1.7 7.7 8.1 7.7 7.7 8.1 7.7 7.7 48
12 Portugal 6.7 6.4 6.5 7.1 1.7 7.8 84 7.7 7.8 84 4.0 4.2 4.8
13 Spain 6.6 6.5 6.5 7.0 1.7 7.7 8.1 7.7 7.7 8.1 43 43 4.8
14 Sweden 6.6 6.8 6.8 6.4 7.7 7.7 7.3 7.7 7.7 7.3 51 51 4.8
15 United Kingdom 1. 1. 1. 1. 1. / / A A1 1. 1. 1. 1.
16 Canada 7.6 7.7 7.7 7.6 7.7 7.7 9.1 7.7 7.7 9.1 7.7 7.7 4.8
17 United States 6.9 6.4 7.1 7.1 7.7 84 84 7.7 84 84 4.0 4.8 4.8
16 Mean 6.9 6.7 7.0 7.0 7.7 7.9 8.2 7.6 7.8 8.1 4.9 53 4.8
17 Mean (Sharehld 5.8 5.6 59 59 5.8 6.0 6.4 6.5 6.6 7.0 5.0 54 49
18 Zero-rate sh. 6.7 6.5 6.8 6.9 7.5 7.7 8.1 6.8 7.0 74 4.9 53 4.8
19 Top-ratenon-qua.sh. | 54 52 54 55 5.0 52 5.6 6.7 6.9 7.3 5.0 54 4.9
20  Top-ratequal. sh. 53 51 53 54 5.0 52 5.6 5.9 6.0 6.4 5.0 54 4.9
Table 4: Inbound case.
United Kingdom 4



Parent Source of Finance

. Overdll Retained Earnings | New Equity Debt
EATR ( A)) on Subsidiary Source of Finance
_ %) %) % 0
M itedKinedon | 3 2 82 B 5f 3% B | &f 3% ¥ |:if 33 %
nited Kingdom = S zT a S zT A S zT a S zZzT a
5| B§ =9 i5 48 g5 48 i5 48

1 Austria 30.9 318 318 29.1 318 318 33.1 318 318 33.1 318 318 21.6
2 Belgium 29.3 27.9 28.6 315 32.6 33.3 36.3 32.6 33.3 36.3 19.1 19.8 22.7
3 Denmark 28.2 28.0 28.0 28.7 31.8 31.8 325 31.8 31.8 325 21.0 21.0 21.6
4 Finland 28.2 28.5 28.5 27.8 31.8 31.8 311 31.8 31.8 311 22.3 22.3 21.6
5 France 28.8 275 27.8 31.0 32.2 325 35.7 32.2 325 35.7 18.7 19.0 22.2
6 Germany 21.1 17.7 18.6 26.9 25.0 25.8 34.2 18.8 19.6 28.0 6.1 6.9 15.3
7 Greece 36.4 33.2 38.0 38.0 38.0 428 42.8 38.0 42.8 42.8 244 29.3 29.3
8 Ireland 28.3 30.6 30.6 23.8 31.8 31.8 25.0 31.8 31.8 25.0 28.4 28.4 21.6
9 Italy 29.3 28.2 28.8 30.8 32.6 33.2 35.1 32.6 33.2 35.1 20.1 20.7 22.6
10 L uxembourg 29.7 27.3 318 29.9 318 318 34.3 318 318 34.3 19.1 318 21.6
11 Netherlands 31.0 318 318 29.3 318 318 335 318 318 335 318 318 21.6
12 Portugal 29.3 28.2 28.8 30.9 32.6 33.2 35.3 32.6 33.2 35.3 19.9 20.6 22.6
13 Spain 28.2 27.6 27.6 29.3 31.8 31.8 335 31.8 31.8 335 20.0 20.0 21.6
14 Sweden 28.3 28.7 28.7 27.4 31.8 31.8 30.6 31.8 31.8 30.6 22.9 22.9 21.6
15 United Kingdom A A A A. A. A A A A A A A A.

16 Canada 317 318 318 314 318 318 36.7 318 318 36.7 318 318 21.6
17 United States 32.3 30.7 33.1 33.1 34.9 37.3 37.3 349 37.3 37.3 23.0 255 255
16 Mean 294 28.7 29.6 29.9 32.1 32.8 34.2 317 324 33.8 225 24.0 22.2
17 Mean (Sharehld 33.2 32.6 33.3 33.7 33.9 34.4 35.7 34.3 34.8 36.1 30.0 31.2 30.0
18 Zero-rate sh. 245 23.6 245 25.2 27.6 28.3 30.1 23.7 24.3 26.1 17.2 18.7 17.3
19 Top-rate non-gual. sh. 38.3 37.7 38.4 38.7 37.6 38.1 39.1 41.2 41.6 427 36.9 379 36.9
20 Top-rate qual. sh. 36.9 36.4 37.0 37.3 36.3 36.8 37.8 38.1 38.5 39.6 36.0 37.0 35.7

Table 5: Inbound case.

United Kingdom



16 Canada

Domestic Case: Not Calculated

Canada 1



Cost of capital (%) on

Parent Source of Finance
Retained Earnings

New Equity

Subsidiary Source of Finance

Investment from = B8 > = | B® > = | 88 > - | B% > o
Canada to e | B¢ ; 3 8 BE § s 3 = § s 8 T § 3 3
6 o L @ W @ W @ W

1 Austria 8.2 75 9.4 7.6 7.5 9.4 9.5 7.5 9.4 9.5 75 9.4 4.0
2 Belgium 8.4 8.0 10.0 7.3 8.0 10.0 9.4 8.0 10.0 9.4 8.0 10.0 35
3 Denmark 7.4 75 75 7.2 75 75 8.6 75 7.5 8.6 75 75 4.4
4 Finland 1.7 7.2 8.2 7.6 7.2 82 9.2 7.2 8.2 9.2 7.2 82 4.5
5 France 89 9.0 9.6 8.0 9.0 9.6 9.8 9.0 9.6 9.8 9.0 9.6 4.6
6 Germany 8.9 9.7 9.7 7.2 9.7 9.7 9.3 9.7 9.7 9.3 9.7 9.7 3.2
7 Greece 7.2 7.6 7.6 6.4 7.6 7.6 8.1 7.6 7.6 8.1 7.6 7.6 34
8 Ireland 6.4 59 59 7.4 59 59 8.6 59 59 8.6 59 59 52
9 Italy 6.8 55 7.4 7.4 55 7.4 95 55 7.4 9.5 55 7.4 3.6
10 L uxembourg 7.7 7.7 8.3 7.0 7.7 8.3 8.7 7.7 8.3 8.7 7.7 8.3 3.7
11 Netherlands 7.8 1.7 8.3 7.3 1.7 8.3 9.0 7.7 8.3 9.0 7.7 8.3 4.1
12 Portugal 9.5 7.9 12.4 8.3 7.9 12.4 10.7 79 12.4 10.7 79 12.4 39
13 Spain 8.3 7.7 9.6 7.7 7.7 9.6 9.6 7.7 9.6 9.6 7.7 9.6 4.1
14 Sweden 7.0 6.7 7.2 7.1 6.7 7.2 8.6 6.7 7.2 8.6 6.7 7.2 4.3
15 United Kingdom 7.6 1.7 1.7 7.6 1.7 7.7 9.1 7.7 7.7 9.1 7.7 7.7 4.8
16 Mean 7.8 7.6 8.6 7.4 7.6 8.6 9.2 7.6 8.6 9.2 7.6 8.6 4.1
17 Mean (Sharehld 6.6 6.4 7.3 6.1 5.6 6.4 7.0 6.1 6.9 75 79 8.7 4.2
18 Zero-rate sh. 7.8 7.6 8.6 7.4 7.6 8.6 9.2 7.6 8.6 9.2 7.6 8.6 4.1
19 Top-rate non-qual. sh. 6.0 5.9 6.6 54 4.6 5.3 59 53 6.0 6.6 8.0 8.8 4.3
20 Top-rate qual. sh. 6.0 59 6.6 54 4.6 53 59 53 6.0 6.6 8.0 8.8 4.3

Table 4; Outbound case.

Canada



Parent Source of Finance

. Overal Retained Earnings | New Equity Debt
EATR ( /0) on Subsidiary Source of Finance
Investment from = B8 > = | B® > = | 88 > = | B8 > o
Canada to o BE ; = § 4= § = § = § = § T § = §
e T O W X U w & O w & O w
1 Austria 41.8 40.1 45.2 40.1 40.1 45.2 454 40.1 45.2 454 40.1 45.2 30.2
2 Belgium 45.6 445 495 42.8 445 49.5 48.0 445 49.5 48.0 445 495 33.2
3 Denmark 32.0 32.3 32.3 314 32.3 32.3 36.4 32.3 32.3 36.4 32.3 32.3 22.1
4 Finland 35.0 334 36.8 34.7 334 36.8 40.0 334 36.8 40.0 334 36.8 249
5 France 43.3 43.8 454 40.8 43.8 454 46.0 43.8 454 46.0 43.8 454 311
6 Germany 48.4 50.4 50.3 44 4 50.4 50.3 495 50.4 50.3 495 50.4 50.3 34.8
7 Greece 33.1 344 344 30.6 344 344 35.9 344 344 35.9 344 344 20.8
8 Ireland 13.9 11.7 11.7 18.3 11.7 11.7 23.7 11.7 11.7 23.7 11.7 11.7 8.2
9 [taly 41.6 38.3 43.3 43.1 38.3 43.3 48.3 38.3 43.3 48.3 38.3 43.3 335
10 L uxembourg 38.3 38.5 40.2 36.3 38.5 40.2 415 38.5 40.2 415 38.5 40.2 26.6
11 Netherlands 37.2 37.1 38.8 35.7 37.1 38.8 41.0 37.1 38.8 41.0 37.1 38.8 25.9
12 Portugal 52.1 48.4 58.4 49.3 48.4 58.4 54.6 48.4 58.4 54.6 48.4 58.4 39.6
13 Spain 428 41.2 46.2 40.9 41.2 46.2 46.2 41.2 46.2 46.2 41.2 46.2 311
14 Sweden 29.4 28.4 30.1 29.7 28.4 30.1 35.0 28.4 30.1 35.0 28.4 30.1 20.0
15 United Kingdom 31.7 31.8 31.8 314 31.8 31.8 36.7 31.8 31.8 36.7 31.8 31.8 21.6
16 Mean 37.7 37.0 39.6 36.6 37.0 39.6 419 37.0 39.6 419 37.0 39.6 26.9
17 Mean (Sharehld 43.0 42.6 444 42.0 40.9 427 445 419 43.7 454 455 473 37.2
18 Zero-rate sh. 37.7 37.0 39.6 36.6 37.0 39.6 41.9 37.0 39.6 41.9 37.0 39.6 26.9
19 Top-rate non-qual. sh. 457 455 46.8 447 429 44.2 45.8 44.4 45.7 47.2 49.8 511 42 .4
20 Top-rate qual. sh. 457 455 46.8 447 429 442 458 44 .4 457 47.2 498 511 42 .4

Table 5: Outbound case.

Canada



17 United States

Domestic Case: Not Calculated



Parent Source of Finance

) Overal | Retained Earnings | New Equity Debt
Cost of capital (%) on Subsidiary Source of Finance
Investment from = B8 =2 x 8BS =2 z 8BS =2 8BS =2
United States to C B c = g o) & c =z ?T a & c = ?T a fols zZ ?T a
s 8§ 23 3 3§ 2% & 3 2§ 3| 3§ 28

1 Austria 6.5 6.2 6.8 6.5 7.5 8.1 7.8 7.5 8.1 7.8 37 4.3 4.0
2 Belgium 6.6 6.6 7.2 6.2 8.0 8.6 7.6 8.0 8.6 7.6 3.9 45 35
3 Denmark 6.5 6.2 6.7 6.7 7.5 79 79 7.5 79 79 4.0 4.4 4.4
4 Finland 6.6 59 6.9 6.9 7.2 82 82 7.2 8.2 8.2 35 4.5 4.5
5 France 7.7 7.6 8.2 7.3 9.0 9.6 8.7 9.0 9.6 8.7 49 55 4.6
6 Germany 7.0 8.2 6.7 6.0 9.7 8.2 75 9.7 8.2 75 54 39 3.2
7 Greece 6.3 6.2 6.7 59 7.6 8.1 7.2 7.6 81 7.2 3.7 4.2 34
8 Ireland 6.6 4.6 7.6 7.6 59 8.9 8.9 59 8.9 89 2.2 52 52
9 Italy 5.0 4.0 4.6 6.3 55 6.1 77 55 6.1 77 13 1.9 3.6
10 L uxembourg 6.5 6.3 6.9 6.3 1.7 8.3 7.6 7.7 8.3 7.6 3.8 4.3 3.7
11 Netherlands 6.6 6.4 6.9 6.6 7.7 83 79 7.7 8.3 79 39 4.4 4.1
12 Portugal 7.1 6.3 8.2 6.7 7.9 9.7 8.3 79 9.7 8.3 34 53 39
13 Spain 6.9 6.3 75 6.7 7.7 89 8.2 7.7 89 82 3.7 49 4.1
14 Sweden 6.2 54 6.6 6.6 6.7 7.9 7.9 6.7 7.9 7.9 31 4.3 4.3
15 United Kingdom 6.9 6.4 7.1 7.1 77 8.4 84 77 8.4 8.4 4.0 4.8 4.8
16 Mean 6.6 6.2 7.0 6.6 7.6 8.3 8.0 7.6 8.3 8.0 3.6 44 4.1
17 Mean (Sharehld 55 52 59 55 5.6 6.2 59 7.8 85 8.1 39 45 4.2
18 Zero-rate sh. 6.6 6.2 7.0 6.6 7.6 8.3 8.0 7.6 83 8.0 3.6 4.4 4.1
19 Top-rate non-gual. sh. 5.0 4.8 53 50 4.6 52 4.8 8.0 85 8.2 4.1 4.6 4.3
20 Top-rate qual. sh. 5.0 4.8 53 5.0 4.6 52 4.8 8.0 8.5 8.2 4.1 4.6 4.3

Table 4; Outbound case.



Parent Source of Finance

Overal | Retained Earnings | New Equity Debt
EATR (%) on Subsidiary Source of Finance
Investment from = B8 =2 x 8BS =2 z B g =2 8BS =2
United States to ) T c = g o) Jolis =z ?T a Jolis = ?T o) T c =z ?T e
§ 8§ 2& 5 3§ 2§ 5 3§ & S| Ff 28
1 Austria 32.7 31.8 335 32.7 36.0 37.7 36.9 36.0 37.7 36.9 24.0 25.7 249
2 Belgium 37.1 36.9 38.5 35.8 40.9 42.6 39.9 40.9 42.6 39.9 29.3 31.0 28.2
3 Denmark 31.2 30.3 31.7 31.7 34.2 35.6 35.6 34.2 35.6 35.6 23.0 245 245
4 Finland 31.3 29.1 324 32.4 33.3 36.6 36.6 33.3 36.6 36.6 21.4 24.7 24.7
5 France 39.9 39.7 41.4 38.7 43.8 454 42.8 43.8 45.4 42.8 32.1 33.8 311
6 Germany 40.2 435 39.5 37.6 47.6 435 41.6 47.6 435 41.6 36.1 32.0 30.1
7 Greece 33.2 33.0 34.6 31.9 37.1 38.8 36.1 37.1 38.8 36.1 25.3 26.9 24.2
8 Ireland 314 25.0 34.7 34.7 29.3 38.9 38.9 29.3 38.9 38.9 17.1 26.8 26.8
9 [taly 325 29.9 31.6 36.2 34.0 35.7 40.2 34.0 35.7 40.2 22.3 24.0 28.6
10 L uxembourg 349 344 36.1 34.2 38.5 40.2 38.3 38.5 40.2 38.3 26.8 28.5 26.6
11 Netherlands 33.7 33.0 34.7 33.6 37.1 38.8 37.7 371 38.8 37.7 25.3 27.0 25.9
12 Portugal 40.6 38.6 43.6 39.7 42.7 47.7 43.8 42.7 47.7 43.8 31.0 36.0 32.0
13 Spain 36.5 35.0 38.4 36.2 39.2 425 40.3 39.2 425 40.3 27.3 30.7 285
14 Sweden 30.2 27.6 315 315 31.7 35.7 35.7 31.7 35.7 35.7 19.9 23.9 23.9
15 United Kingdom 32.3 30.7 331 331 34.9 37.3 37.3 34.9 37.3 37.3 23.0 25.5 25.5
16 Mean 345 33.2 35.7 34.7 37.3 39.8 38.8 37.3 39.8 38.8 25.6 28.0 27.0
17 Mean (Sharehld 429 42.2 43.7 42.9 43.4 449 441 475 49.0 48.3 38.7 40.3 395
18 Zero-rate sh. 34.5 33.2 357 34.7 37.3 39.8 38.8 37.3 39.8 38.8 25.6 28.0 27.0
19 Top-rate non-gual. sh. 47.1 46.6 47.7 47.1 46.4 475 46.8 52.6 53.6 53.0 45.3 46.4 45.7
20 Top-rate qual. sh. 47.1 46.6 477 47.1 46.4 475 46.8 52.6 53.6 53.0 45.3 46.4 45.7

Table 5; Outbound case.



ANNEX D

Hypothetical investment model:

THE DISTRIBUTION OF EFFECTIVE AVERAGE TAX RATES IN EACH
EU MEMBER STATE

Assumptions.

Only corporate taxes; base case and sensitivity analysis no. 11 (investment incentives)

of section 4.

Except from the cases of Greece and Italy, where the EATR for small rates of return

is very low (down to —471%) when incentives are given, the lines start at the cost of
capital.
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ANNEX E

Hypothetical investment model:

REVISED TABLES
USING GERMAN TAX REFORM

This annex presents the more relevant tables commented on in section 2B of the Study using
the revised tax parameters for Germany following the tax reform.

Tables 1 to 9 present datain the domestic case.
Tables 10 to 13 present the sensitivity analysis.

Tables 14 to 23 present data in the international case.

Table 1 Cost of Capital and Effective Marginal Tax Rate
- average across all 15 EU member states
- only corporation tax
Cost of Capital : Industria . Financia :
EMTR Intangibles Buildings Machinery Assets Inventories | Mean
Y%
Retained 6.5 79 6.7 84 7.8 74
Earnings 193 34.7 23.0 39.0 34.6 31.8
New Equity 6.5 79 6.7 84 7.8 7.4
193 34.7 23.0 39.0 34.6 31.8
Debt 34 45 3.6 49 4.4 4.2
-56.9 -18.3 -44.2 -3.8 -14.9 -21.8
54 6.7 5.6 7.2 6.6 6.3
Mean 3.6 233 8.6 29.0 235 19.9
Table 2 Effective Average Tax Rate
- Average across all 15 EU countries
- only corporation tax
: Industrial . Financia .

Eé/’:’R Intangibles Buildings Machiner Assets Inventories | Mean
Ret Earnings 30.1 34.7 30.7 34.9 34.3 33.0
New Equity 30.1 34.7 30.7 34.9 34.3 33.0

Debt 20.1 23.9 20.8 234 234 22.3

Mean 26.6 30.9 27.2 30.9 30.5 29.2

Canada




Table 3 Cost of Capital and Effective Marginal Tax Rate
- Average across all 15 EU countries
- Top-personal tax rate, qualified shareholders
Cost of capital , Industrial , Financial :
EMTR Intangibles Buildings Machinery Assets Inventories | Mean
- 4.0 50 4.2 54 4.8 4.7
Retained
Earnings 48.7 59.7 51.4 61.9 58.2 57.5
_ 4.8 6.0 50 6.3 5.7 55
New Equity 56.3 64.0 58.4 67.1 64.6 63.3
3.6 4.7 39 4.9 4.4 4.3
Debt 30.8 44.2 34.6 51.4 46.7 44.0
39 50 41 53 4.7 4.6
Mean 46.3 56.9 49.1 60.5 56.8 55.4

Note. In the case of Spain, the cost of capital for several types of investment is close to zero. This

impliesthat the EMTR can reach extremely large values. This table therefore presents an average of the
costs of capital acrossall 15 EU countries. However, the results for the EM TR are an average only over

the 14 EU countries excluding Spain.

Table 4 Cost of Capital
- Maximum and minimum across EU
- only corporation tax
Maximum ; : ;
. Industria : Financia :
Minimum Intangl ble Buildings Machinery Assets Inventories
Retained 84 10.1 9.8 9.7 9.0
Earnings 34 51 4.3 5.8 55
New Equity 84 101 9.8 9.7 9.0
34 51 4.3 5.8 55
Debt 4.8 6.3 5.7 5.7 5.0
2.1 22 2.6 3.0 3.7




Table 5 Effective Average Tax Rate
- Maximum and minimum across EU
- only corporation tax

Maximum ; : ;
. Industrial : Financia :

Minimum Intangible Buildings Machinery Assets Inventories
Retained 40.2 45.4 44.3 44.1 42.0
Earnings 10.1 17.0 9.4 11.0 11.0
New Equity 40.2 454 44.3 44.1 42.0
10.1 17.0 9.4 11.0 11.0
Debt 26.9 315 322 31.7 28.4
6.6 13.5 6.0 2.5 7.5

Table 6 Cost of Capital

- Maximum and minimum across EU
- Top-personal tax rate, qualified shareholders

Maximum ; : ;
: Industria : Financia :
Minimum Intanglble Buildings Machinery Assts  |nventories
Retained 6.5 7.1 6.4 9.6 7.0
Earnings 0.0 0.1 -0.3 0.2 -0.8
New Equity 8.9 8.9 8.8 10.0 8.8
0.2 04 0.0 0.5 -0.5
Debt 4.8 6.4 6.2 5.7 5.0
2.0 25 2.8 3.0 3.7




Table 7 Average Cost of Capital by Country
- by asset, source of finance and overall
- only corporation tax
a Py 8 n 2
Tg =2 =2 E Bg 5 B2 3
Country o k: S 83 = § g £ g g 'g
6= & B & &< z |28 B
Austria 6.3 59 6.1 59 7.3 6.3 75 75 4.0
Belgium 6.4 52 7.0 53 8.0 6.7 8.0 8.0 35
Denmark 6.4 4.2 8.1 54 7.1 7.1 7.5 7.5 4.4
Finland 6.2 6.1 6.1 5.6 6.8 6.8 7.2 7.2 4.5
France 7.5 5.2 8.5 8.4 8.0 7.4 9.0 9.0 4.6
Germany 6.8 54 7.1 6.1 8.2 6.9 8.0 8.0 4.4
Greece 6.1 6.8 51 6.1 51 7.4 7.6 7.6 34
Ireland 57 53 6.8 52 55 55 59 59 52
ltaly 4.8 29 4.6 3.8 1.7 5.0 55 55 3.6
Luxembourg 6.3 52 6.8 53 7.7 6.5 1.7 1.7 3.7
Netherlands 6.5 51 6.9 59 7.4 6.9 1.7 7.7 4.1
Portugal 6.5 6.7 6.2 52 7.7 6.5 7.9 7.9 3.9
Spain 6.5 6.5 6.7 54 7.4 6.4 7.7 7.7 4.1
Sweden 5.8 5.0 6.0 5.0 6.6 6.6 6.7 6.7 4.3
UK 6.6 55 8.2 5.6 6.9 6.9 7.7 7.7 4.8

Note. Each asset column represents an average across all three types of finance, with weights of 55%

retained earnings, 10% new equity and 35% debt. Each finance column represents an unweighted
average across all 5 assets. The overall average is an average across all 15 types of investment, with the

same weights.




Table 8

Effective Average Tax Rate by Country

by asset, source of finance and overall
only corporation tax

%) P 8 0 2
sg | =2 =2 F Tg 35 BE 3 &
Country o S S 83 = é a £ | Bt g 'g
6 T B3 &£ E< : |88 B
Austria 29.8 28.6 29.2 284 33.2 299 | 339 339 223
Belgium 34.5 30.7 36.1 31.0 39.2 353 | 391 391 258
Denmark 28.8 21.3 34.7 25.3 312 31.2 | 323 323 221
Finland 255 24.8 24.8 231 27.3 273 | 288 288 193
France 37.5 30.6 40.6 40.1 390 371 | 421 421 288
Germany 34.8 30.8 359 329 39.2 353 | 387 387 276
Greece 29.6 355 304 334 11.6 371 | 344 344 208
Ireland 105 8.9 15.8 8.2 9.8 9.8 11.7 11.7 82
ltaly 29.6 249 29.8 274 351 31.1 | 310 310 271
Luxembourg 32.2 28.6 33.7 29.2 366 329 | 366 366 240
Netherlands 31.0 26.7 324 29.2 34.2 325 | 31 351 233
Portugal 32.6 33.2 318 28.6 36.5 328 | 370 370 245
Spain 31.0 311 31.8 274 34.2 307 | 352 32 233
Sweden 229 19.6 234 19.7 25.7 257 | 26.0 260 171
UK 28.2 24.2 33.7 24.7 293 203 | 318 318 216

Note. Each asset column represents an average across all three types of finance, with weights of 55%

retained earnings, 10% new equity and 35% debt. Each finance column represents an unweighted
average across all 5 assets. The overall average is an average across all 15 types of investment, with the

same weights.




Table 9 Cost of Capital and EMTR by Country
- by asset, source of finance and overall
- top rate, qualified shareholders
Overal Cost of Capita
Mean
> 2
ss e $%8 F 3 £ BB 5 .
Country 85 S > 85 £ s§ £ Sol= g B
88 & 5§ 25 8 £< & |Z§ 3 ©
€ Za s o = - pa
Austria 58 43.5 54 5.6 54 6.7 5.7 6.5 7.6 4.1
Belgium 5.7 30.2 4.6 6.3 4.7 7.1 5. 6.5 8.1 3.7
Denmark 4.1 784 24 5.9 3.3 45 45 3.8 4.6 4.6
Finland 54 60.2 5.2 5.3 4.8 5.9 5.9 6.1 4.6 4.6
France 5.3 72.5 35 6.4 6.6 54 4.7 51 7.8 49
Germany 4.6 3.7 4.8 4.2 5.7 45 45 51 4.6
Greece 5.0 27.8 5.6 41 5.0 4.1 6.0 5.9 5.6 35
Ireland 4.1 56.4 3.8 53 3.7 3.9 39 31 6.0 52
ltaly 51 18.8 31 49 4.0 8.0 54 6.0 5.6 35
Luxembourg 4.1 70.3 34 45 35 51 40 41 4.7 40
Netherlands 2.8 95.7 2.3 31 2.6 34 29 2.0 22 4.4
Portugal 54 33.8 5.6 53 4.4 6.6 54 58 8.7 3.9
Spain 15 1563 | 1.6 18 13 19 0.9 -0.2 0.1 45
Sweden 5.3 73.2 4.5 54 45 6.0 6.0 5.6 6.7 4.3
UK 51 56.9 4.1 6.7 4.3 5.3 53 52 5.8 4.8

Note. Each asset column represents an average across all three types of finance, with weights of 55%

retained earnings, 10% new equity and 35% debt. Each finance column represents an unweighted

average across all 5 assets. The overall average is an average across all 15 types of investment, with the

same weights.




Table 10 Cost of Capital
- Average across all 15 EU countries
- only corporation tax
= 8 =5 % T k) 34 2
= = = v— = [@)] > —
Cost of capital (%) o % % j 5 = % g 2 == & g5
3= g &3 8 22 ¢ |3 5 3 °C
Basic weights 6.3 54 6.7 5.6 7.2 6.6 74 74 42
Real interest rate: 10% 124 | 110 130 112 137 133 | 144 144 88
Rate of inflation: 10% 6.6 55 6.2 5.7 94 6.5 9.0 9.0 23
OECD/Ruding weights 6.1 A 6.7 5.6 A 6.6 7.3 73 40
BACH average weights 6.0 4.8 6.0 5.0 6.5 59 7.8 78 45
Service sector weights 6.0 4.7 5.9 4.9 6.4 5.8 8.1 81 46
Equa weights 6.3 55 6.7 5.7 7.2 6.7 7.4 74 42
High level of local taxes 6.5 54 7.3 5.7 7.2 6.6 7.6 76 43
Low level of local taxes 6.1 54 6.1 55 7.1 6.6 7.3 73 40
Tax incentives for new 51 4.1 5.7 2.2 6.9 6.4 6.1 6.1 31

investments

Note. Each asset column represents an average across all three types of finance, with weights of 55%

retained earnings, 10% new equity and 35% debt. Each finance column represents an unweighted
average across all 5 assets. The overall average is an average across all 15 types of investment, with the

same weights.
Table 11 Effective Average Tax Rate
- Average across all 15 EU countries
- only corporation tax
— 8 w5 ? T 8 g Q8 £
= — = c — = (@] > —
EATR (%) 58 5 3z = §§ g s B &
= c

6= FEZ L &%z |E8 &
Basic weights 292 | 266 309 272 309 305|330 330 223
Real interest rate: 10% 246 | 201 267 207 280 274 | 310 310 127
Rate of inflation: 10% 305 | 269 293 276 381 305 | 380 380 164
Level of Profitability: 40% | 31.3 | 30.2 323 305 313 321 | 332 332 278
OECD/Ruding weights 29.0 1. 309 27.2 1. 305 | 326 326 222
BACH average weights 278 | 246 288 253 286 284 | 338 338 229
Service sector weights 286 | 252 291 257 292 290 | 354 354 239
Equal weights 294 | 268 311 274 311 307 | 330 330 223
High level of local taxes 302 | 271 334 281 314 311 | 340 340 233
Low level of local taxes 282 | 261 286 263 303 299 | 319 319 214
Tax incentives for new 254 | 226 278 169 300 299 | 289 289 190

investments




Table 12 Rankings of Member States by Average Cost of Capital
- highest = 1, lowest = 15
- only taxes on corporations
Sensitivity Analysis No.

T QP

Country 3 Q
X0 1 2 3 4 5 6 7 8 9 10 11

g >

r <
Austria 9 9 8 9 1. 8 10 10 9 10 6 5
Belgium 5 7 5 10 A 7 6 3 5 5 7 4
Denmark 4 8 11 4 A 4 4 4 8 4 10 1
Finland 11 11 12 6 A 10 11 12 11 11 9 3
France 1 1 1 1 A 1 1 1 1 1 1 13
Germany 2 2 2 3 A 3 2 2 2 2 8 10
Greece 12 12 10 12 A 6 15 15 12 12 11 14
Ireland 14 14 14 14 A 13 13 11 14 13 14 9
Italy 15 15 15 15 A 15 14 14 15 15 15 15
Luxembourg | 10 | 10 9 11 A 9 7 7 10 6 12 12
Netherlands 6 5 6 5 A 5 5 6 7 9 3 8
Portugal 7 6 3 8 A 12 9 8 6 8 4 2
Spain 8 4 4 7 A 11 8 9 4 7 2 11
Sweden 13 13 13 13 A 14 12 13 13 14 13 7
UK 3 3 7 2 A 2 3 5 3 3 5 6




Table 13 Rankings of Member States by Average EATR
- highest = 1, lowest = 15
- only taxes on corporations

Sensitivity Analysis No.

T g

Country 39
X0 1 2 3 4 5 6 7 8 9 10 11

g >

x <
Austria 8 8 10 8 10 10 9 9 8 9 6 7
Belgium 3 3 2 3 2 4 3 3 3 3 2 1
Denmark 10 11 11 11 8 9 10 10 11 10 11 6
Finland 13 13 13 12 12 13 12 13 13 13 13 11
France 1 1 1 1 1 1 1 1 1 2 1 8
Germany 2 2 2 2 3 2 2 2 2 1 8 3
Greece 11 10 9 9 11 3 14 15 10 11 7 13
Ireland 15 15 15 15 15 15 15 12 15 15 15 15
[taly 9 9 4 13 13 11 6 6 9 8 10 14
L uxembourg 5 5 6 5 6 5 4 4 5 4 9 4
Netherlands 6 7 8 7 5 6 7 7 7 7 5 5
Portugal 4 4 5 4 4 7 5 5 4 5 3 2
Spain 7 6 7 6 7 8 8 8 6 6 4 9
Sweden 14 14 14 14 14 14 13 14 14 14 14 12
UK 12 12 12 10 9 12 11 11 12 12 12 10




Table 14 Cost of capital when the subsidiary is financed with retained earnings.
- taxes on corporations only; weighted average of parent finance
2 i g
Cost of Capital © £ fé o] Q 2 o) 3 = = - 5 g
w ey 5 £ & BiE § E 3 i3 2 § 3§ E§ 8
2 D & £ T 5 5 2 = § < 5 & F 5SS =
@ a O = 5 g ¥
2 prd

from
Austria A 8.0 7.5 7.2 9.0 8.0 7.6 59 55 7.7 1.7 79 7.7 6.7 7.7 7.4
Belgium 6.1 1. 6.1 5.8 7.5 6.4 6.1 4.8 3.9 6.2 6.2 6.3 6.3 54 6.3 5.9
Denmark 6.4 6.8 A 6.1 7.8 6.8 6.4 51 4.2 6.5 6.6 6.7 6.6 5.7 6.6 6.3
Finland 6.5 6.9 6.5 A 8.0 6.9 6.6 52 4.4 6.7 6.7 6.8 6.7 5.8 6.7 6.5
France 6.1 6.4 6.1 5.8 1. 6.5 6.1 4.8 3.9 6.2 6.3 6.3 6.3 54 6.3 5.9
Germany 6.1 6.5 6.1 58 7.5 A 6.1 4.8 3.9 6.2 6.3 6.4 6.3 54 6.3 6.0
Greece 6.0 6.5 6.0 5.6 75 6.5 A 4.3 3.9 6.1 6.2 6.3 6.2 51 6.1 59
Ireland 7.2 7.6 7.1 6.8 8.7 7.6 7.2 1. 51 7.3 74 7.5 7.4 6.4 7.3 7.2
Italy 6.2 6.5 6.2 5.9 7.6 6.6 6.2 49 A 6.3 6.4 6.4 6.4 55 6.4 6.2
L uxembourg 6.2 6.6 6.2 5.9 7.6 6.6 6.2 4.9 4.0 A 6.4 6.5 6.4 55 6.4 6.1
Netherlands 7.5 8.0 75 7.2 9.0 8.0 7.6 5.9 55 7.7 A 7.9 1.7 6.7 1.7 74
Portugal 6.2 6.5 6.2 5.9 7.6 6.6 6.2 49 4.0 6.3 6.3 A 6.4 55 6.4 6.1
Spain 6.3 6.6 6.0 7.7 6.7 6.3 5.0 41 6.4 6.5 6.5 A 5.6 6.5 6.2
Sweden 6.6 7.0 6.6 6.3 8.0 7.0 6.6 5.2 4.4 6.7 6.8 6.9 6.8 A 6.8 6.5
UK 6.5 6.8 6.5 6.2 79 6.9 6.5 49 4.3 6.6 6.6 6.7 6.7 5.7 A 6.3
Canada 7.5 8.0 75 7.2 9.0 8.0 7.6 5.9 55 1.7 7.7 7.9 1.7 6.7 1.7 74
USA 6.2 6.6 6.2 59 7.6 6.6 6.2 4.6 4.0 6.3 6.4 6.3 6.3 54 6.4 6.1
Mean 6.4 6.9 6.5 6.2 7.9 6.9 6.5 51 4.3 6.6 6.6 6.8 6.7 5.7 6.7 6.4

10



Table 15: Cost of capital when the subsidiary is financed with new equity.
- taxes on corporations only; weighted average of parent finance
Cost of Capital © ge) Q o ' o
w' e 2 & B EiE § E 3 £i2 %2 §5 3% B3 | B
: g &z £ &£i§ o T B BIE 5 & 5 52 =
a ;O =12 <
: -
from : :
Austria A 8.0 7.5 7.2 90 + 80 7.6 5.9 55 77 v 77 7.9 7.7 6.7 7.7 7.4
Belgium 6.3 A 6.3 6.0 77 6.7 6.3 5.0 4.1 6.4 6.5 6.5 6.5 5.6 6.5 6.2
Denmark 6.4 6.8 A 6.1 78 i 6.8 6.4 51 4.2 65 : 6.6 6.7 6.6 5.7 6.6 6.3
Finland 6.5 6.9 6.5 A 8.0 6.9 6.6 5.2 4.4 6.7 6.7 6.8 6.7 5.8 6.7 6.5
France 6.2 6.6 6.2 59 g 6.6 6.2 49 4.0 6.3 6.4 6.4 6.4 55 6.4 6.0
Germany 6.3 6.7 6.3 6.0 7.7 A 6.7 5.0 41 6.4 6.5 6.6 6.5 5.6 6.5 6.2
Greece 7.0 6.5 7.2 7.5 7.5 6.6 A 8.2 4.0 6.6 7.0 6.8 7.0 7.2 7.7 6.9
Ireland 7.2 7.6 7.1 6.8 87 : 76 7.2 g 51 73 ¢+ 74 75 7.4 6.4 7.3 7.2
Italy 6.4 6.8 6.4 6.1 7.8 6.8 6.4 51 A 6.5 6.6 6.6 6.6 5.6 6.6 6.4
L uxembourg 7.5 8.0 7.5 7.2 9.0 8.0 7.6 5.9 55 A 7.7 7.9 7.7 6.7 7.7 7.4
Netherlands 75 80 75 72 90 |80 76 59 55 774 L 719 17 67 17 7.4
Portugal 6.4 6.7 6.4 6.1 7.8 6.8 6.4 50 4.2 6.5 6.5 A 6.6 5.6 6.5 6.3
Spain 6.3 6.6 6.3 6.0 7.7 6.7 6.3 5.0 4.1 6.4 6.5 6.5 g 5.6 6.5 6.2
Sweden 6.6 7.0 6.6 6.3 80 + 70 6.6 52 4.4 6.7 i 6.8 6.9 6.8 J. 6.8 6.5
UK 6.5 6.8 6.5 6.4 7.9 6.9 6.8 7.1 4.3 6.6 6.6 6.7 6.7 6.1 A. 6.6
Canada 94 100 75 82 96 {100 76 59 74 83 i 83 124 96 72 17 8.6
USA 6.8 7.2 6.7 6.9 8.2 7.2 6.7 7.6 4.6 6.9 6.9 8.2 7.5 6.6 7.1 7.0
Mean 6.6 7.1 6.7 6.5 81 | 71 6.8 5.6 45 67 | 68 7.0 6.9 6.0 6.9 6.6
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Table 16 Cost of capital when the subsidiary is financed with debt.
- taxes on corporations only; weighted average of parent finance
s 2 |
Costof Capitall © E ¥ =B g | & g =@ 3 i 8§ ¥ < & w5
» =3 & £ < §if & & ¥ £iz £ § B £% |8
< & & © &:§ o = = x5 & G S =
' aJ ¢ 2

from : :
Austria A 6.0 6.5 6.6 7.1 6.8 5.7 6.9 6.1 6.1 6.4 6.2 6.4 6.3 6.9 6.4
Belgium 6.8 A. 6.9 7.0 76 + 73 6.2 7.2 6.6 66 : 6.9 6.7 6.9 6.7 7.3 6.9
Denmark 6.2 59 1. 6.5 6.9 6.7 5.6 6.8 59 59 6.3 6.1 6.3 6.2 6.8 6.3
Finland 59 5.6 6.2 A 6.6 6.4 53 6.6 5.6 5.7 6.0 58 6.0 59 6.5 6.0
France 6.7 6.5 6.9 7.0 d.o v 73 6.1 7.2 6.5 65 : 6.8 6.7 6.8 6.7 7.3 6.8
Germany 67 64 69 70 75 /L 62 72 65 65 | 68 66 68 67 73 6.8
Greece 7.0 6.4 7.2 7.5 75 + 73 A 8.2 6.5 66 + 7.0 6.8 7.0 7.2 7.7 7.1
Ireland 4.7 4.8 51 51 53 51 51 1. 43 4.4 4.8 51 4.8 4.9 54 4.9
Italy 6.6 6.3 6.7 6.8 7.3 7.1 6.0 7.0 A 6.3 6.6 6.5 6.7 6.5 7.1 6.7
Luxembourg 6.5 6.3 6.7 6.8 73 71 5.9 7.0 6.3 J. 1 66 6.5 6.6 6.5 7.1 6.7
Netherlands 6.4 6.1 6.6 6.7 7.1 6.9 5.8 6.9 6.1 6.1 1. 6.3 6.5 6.3 7.0 6.5
Portugal 6.6 6.3 6.8 6.9 74 1+ 71 6.0 7.1 6.4 64 | 6.7 A 6.7 6.5 7.1 6.7
Spain 6.4 6.1 6.6 6.7 7.1 6.9 5.8 6.9 6.1 6.1 6.5 6.3 A. 6.3 7.0 6.5
Sweden 5.8 55 6.1 6.1 6.5 6.3 52 6.5 55 55 59 5.7 59 1. 6.4 59
UK 6.0 5.7 6.3 6.4 68 i 6.6 55 7.1 58 58 i 6.1 59 6.1 6.1 A 6.2
Canada 7.6 7.3 7.2 7.6 8.0 8.2 6.4 7.4 74 7.0 7.3 8.3 7.7 7.1 7.6 75
USA 6.5 6.2 6.7 6.9 73 1 70 59 7.6 6.3 6.3 | 6.6 6.7 6.7 6.6 7.1 6.7
Mean 6.3 6.0 6.5 6.7 70 : 68 5.7 7.0 6.0 60 : 64 6.2 6.4 6.3 6.9 6.4
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Table 17: EATR when the subsidiary is financed with retained earnings.
- taxes on corporations only; weighted average of parent finance

o 0
© £ < e 2 = e o S
s w,f § F R oBOE OB OEos £ B oRogofo3ig
- = o fus o) = = =
2 3 g i iy Z 0 = = 2 < S @ & 5 £ =
= pa
from I :
Austria A 39.1 32.3 28.8 421 ¢ 387 34.4 11.7 31.8 366 | 351 37.0 35.2 26.0 31.8 329
Belgium 29.9 A 28.7 25.0 38.1 . 34.7 30.4 8.1 28.0 32.6 . 31.2 33.0 31.2 22.2 27.9 28.6
Denmark 30.1 354 A 25.0 384 i 349 30.6 7.8 28.1 328 i 313 33.2 314 22.2 28.0 29.2
Finland 306 359 292 A 38.9 354 310 8.3 286 333 318 337 319 227 285 30.0
France 29.5 34.8 28.3 245 A 534.3 30.0 75 27.6 32.3 30.8 32.7 30.8 21.7 275 28.0
Germany 30.0 35.3 28.8 25.0 38.2 A 33.0 8.2 28.1 32.7 313 33.1 31.3 22.3 28.0 29.0
Greece 329 345 329 318 375 34.4 A 279 275 334 335 339 335 303 332 327
Ireland 32.7 38.0 31.2 27.6 410 : 375 33.2 A 30.7 354 340 35.8 34.0 24.8 30.6 33.3
Italy 30.3 355 29.0 25.3 38.4 I 35.0 30.7 84 A 329 I 315 33.3 315 225 28.2 295
L uxembourg 29.4 34.8 28.2 24.4 37.8 34.3 29.9 7.1 275 A 530.7 32.6 30.7 21.6 27.3 28.3
Netherlands 33.9 39.1 32.3 28.8 421 38.7 344 11.7 318 36.6 J. 37.0 35.2 26.0 318 32.8
Portugal 30.2 355 29.0 25.2 38.4 35.0 30.7 8.3 28.3 329 314 A 315 225 28.2 29.1
Spain 29.7 35.1 28.4 24.6 38.1 34.6 30.2 7.4 27.8 325 31.0 329 A 21.8 27.6 28.7
Sweden 30.8 36.1 294 25.7 39.1 ¢ 356 31.2 8.5 28.8 335 | 320 339 321 A. 28.7 304
UK 303 356 290 265 386 351 329 221 283 331 316 335 316 248 A 30.9
Canada 40.1 445 32.3 334 43.8 441 344 11.7 38.3 38.5 37.1 48.4 41.2 28.4 318 36.5
USA 318 36.9 30.3 29.1 39.7 36.4 33.0 25.0 29.9 344 33.0 38.6 35.0 27.6 30.7 32.8
Mean 307 360 298 263 390 356 316 109 288 336 319 340 323 237 291 30.2
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Table 18: EATR when the subsidiary is financed with new equity
- taxes on corporations only; weighted average of parent finance

o n
© £ = e 2 3 e o 1S
R %5 o2 ! E BB B B oz Ei: B o5 3 Eg g
I 2 g T T 8 ) = 2 5 e & & ) E =
O Z

from : i
Austria /. 391 323 288 421} 387 344 117 318 366 351 370 352 260 318 329
Belgium 306 /. 293 256 388 i 354 311 88 287 333 319 337 319 229 286 29.3
Denmark 301 354 /. 250 384349 306 78 281 328 3L3 332 314 222 280 29.2
Finland 306 359 292 /. 389 354 310 83 286 333 ;318 337 319 227 285 30.0
France 209 352 286 249 /. {347 304 78 279 326 311 330 312 221 278 28.4
Germany 307 359 294 257 389 J 350 88 288 334 319 338 320 230 286 29.7
Greece 360 345 366 374 375348 /. 395 278 348 i 361 353 361 366 380 35.8
Ireland 327 380 312 276 410 375 332 J 307 354 340 358 340 248 306 333
Italy 309 361 296 259 390 356 314 90 /. 336 i 321 340 322 231 288 30.1
Luxembourg 339 391 323 288 421 i 387 344 117 318 /. 351 370 352 260 318 327
Netherlands 339 391 323 288 421 | 387 344 117 318 366 J 370 352 260 318 3238
Portugal 308 361 296 259 390 : 356 313 90 289 335321 /. 321 231 288 29.7
Spain 207 351 284 246 381 346 302 74 278 325310 329 [ 218 276 28.7
Sweden 308 361 294 257 391 | 356 312 85 288 335 320 339 321 /. 287 30.4
UK 303 356 200 275 386 351 341 208 283 331 316 335 316 265 . 31.8
Canada 452 495 323 368 454 | 492 344 117 433 402 | 388 584 462 301 318 39.6
USA 335 385 317 324 414|381 346 347 316 361 | 347 436 384 315 331 35.6
Mean 315 365 305 273 395 : 361 323 128 293 339 ; 327 345 330 248 300 31.0
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Table 19: EATR when the subsidiary is financed with debt
-  taxes on corporations only; weighted average of parent finance

o %)
© £ = e 2 @ = < o S
e ow.f 5 F R OB OE OB OF oz EE O3 o5 foEl g
~— E o o O — f E

z g g T T =z o = = 2 5 o » G D S =

2 pd

from 5 5

Austria A 331 29.2 26.8 36.2 351 28.3 15.9 335 314 30.8 319 30.8 24.5 29.1 29.8
Belgium 32.3 A. 315 29.3 384 : 374 30.7 18.6 35.8 33.8 1 33.2 34.2 33.2 27.0 315 31.9
Denmark 29.4 32.7 A 26.4 35.7 . 34.6 279 15.4 331 31.0 . 30.3 314 30.4 24.1 28.7 29.4
Finland 28.5 31.8 27.9 J. 349 338 27.0 14.5 32.2 30.1 29.4 30.6 29.5 23.2 27.8 28.7
France 31.7 34.9 31.0 28.7 .1 36.9 30.2 17.9 35.3 332 : 326 33.7 32.7 26.4 31.0 311
Germany 321 35.2 31.3 29.1 38.2 . A 33.6 18.4 35.6 33.6 . 33.0 34.0 33.0 26.8 31.3 31.8
Greece 36.0 34.4 36.6 374 375 + 36.9 A. 39.5 35.2 348 i 36.1 35.3 36.1 36.6 38.0 36.5
Ireland 24.5 29.6 24.2 21.5 31.0 29.8 26.4 A. 28.3 26.2 255 28.3 255 19.3 23.8 26.0
Italy 315 34.7 30.8 28.5 37.7 36.6 30.0 17.8 A 33.0 324 334 324 26.3 30.8 311
L uxembourg 30.6 33.9 29.9 27.6 369 : 358 29.1 16.7 34.2 J. 1 315 32.6 31.6 25.3 29.9 30.4
Netherlands 30.1 333 29.4 27.0 36.4 . 353 28.5 16.1 33.7 31.6 . J. 321 31.0 247 29.3 29.9
Portugal 31.6 34.8 30.9 28.6 378 + 36.7 30.1 17.9 351 331 i 325 A 325 26.4 30.9 31.3
Spain 30.1 33.3 29.4 27.0 36.4 35.3 28.5 16.1 33.7 31.6 31.0 321 A 24.7 29.3 29.9
Sweden 28.2 315 27.6 25.1 34.5 . 334 26.6 14.2 31.8 29.8 . 29.1 30.2 29.1 A. 27.4 285
UK 29.0 32.3 28.3 275 353 1 342 30.0 29.8 32.6 30.6 i+ 299 31.0 29.9 26.5 A 30.5
Canada 40.1 42.8 314 34.7 40.8 445 30.6 18.3 43.1 36.3 35.7 49.3 40.9 29.7 314 36.6
USA 32.7 35.8 31.7 324 38.7 | 37.7 31.9 34.7 36.2 342 : 33.6 39.7 36.2 315 331 34.7
Mean 30.4 33.3 29.9 27.9 36.2 35.1 29.1 19.2 33.6 31.7 31.2 32.2 31.3 25.8 29.9 30.4
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Table 20

Average Cost of Capital by Country

domestic, average inbound and outbound

only taxes on corporations
average over sources of finance of subsidiary

EU Average EU Standard
Cost of Capital Deviation
i) e 2 e 2
c S < =}
% - g £
o
a = 8 = 8
Austria 6.3 6.5 7.1 0.2 0.6
Belgium 6.4 6.7 6.3 0.3 0.6
Denmark 6.4 6.6 6.3 0.3 0.6
Finland 6.2 6.4 6.3 0.3 0.6
France 7.5 1.7 6.2 0.3 0.5
Germany 6.8 6.9 6.3 0.3 0.6
Greece 6.1 6.3 6.6 0.3 0.6
Ireland 57 5.9 6.4 04 0.6
Italy 4.8 5.0 6.5 0.3 0.4
Luxembourg 6.3 6.5 6.7 0.3 0.6
Netherlands 6.5 6.6 7.1 0.2 0.6
Portugal 6.5 6.7 6.3 0.3 0.6
Spain 6.5 6.7 6.3 0.3 0.6
Sweden 58 6.0 6.3 0.3 0.6
United Kingdom 6.6 6.8 6.4 0.3 0.5
EU Mean 6.3 6.5 6.5 0.3 0.6
EU Standard Deviation 0.6 0.6 0.3
Canada A g 7.8 g 0.8
USA A J. 6.6 J. 0.6

Note. These are averages across either host (for outbound) or home (for inbound) countries of

an overall average cost of capital for each pair of home and host countries. This overall cost
of capital isfound by taking an unweighted average of each element of Tables 3.1, 3.2 and

3.3.
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Table 21 Effective Average Tax Rate by Country
- domestic, average inbound and outbound
- only taxes on corporations
EU Average EU Standard
Cost of Capital Deviation
o e =2 - 2
= > = >
% i g & g £
S
8 = 3 s 3
Austria 29.8 30.9 319 14 6.3
Belgium 34.5 35.3 30.0 0.9 6.1
Denmark 28.8 30.0 29.3 17 6.4
Finland 255 27.2 295 25 6.3
France 37.5 38.3 20.2 0.9 5.9
Germany 34.8 35.6 30.2 0.9 6.1
Greece 29.6 31.0 35.0 13 15
Ireland 10.5 14.3 309 7.2 3.7
Italy 29.8 30.5 30.2 0.9 6.3
Luxembourg 32.2 331 30.5 0.9 6.3
Netherlands 31.0 319 318 12 6.3
Portugal 32.6 33.6 30.0 0.9 6.2
Spain 31.0 32.2 20.1 12 6.4
Sweden 22.9 24.8 29.7 2.9 6.1
United Kingdom 282 20.7 311 21 31
EU Mean 290.2 30.6 30.6 18 55
EU Standard Deviation 6.1 5.4 14
Canada 1. . 37.6 . 8.8
USA A 1. 34.3 1. 31

Note. These are averages across either host (for outbound) or home (for inbound) countries of an

overall average cost of capital. Thisoverall cost of capital isfound by taking an unweighted average of

each element of Tables 3.7, 3.8 and 3.9.
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Table 22 "Tax Efficient" Average Cost of Capital by Country
- domestic, average inbound and outbound
- only taxes on corporations
- only most favoured source of finance for the

subsidiary
EU Average EU Standard
Cost of Capital Deviation

© = 2 ° e

c S c =]

% £ 3 £ g £

o [ > [ >

a) = o = 0
Austria 6.3 6.0 6.3 0.5 04
Belgium 6.4 6.0 5.9 0.4 0.8
Denmark 6.4 6.1 6.0 0.3 0.7
Finland 6.2 6.0 5.8 04 0.6
France 75 7.0 59 0.6 0.7
Germany 6.8 6.5 6.0 04 0.8
Greece 6.1 57 59 0.3 0.9
Ireland 5.7 51 49 0.4 0.3
Italy 4.8 43 6.2 0.5 0.5
Luxembourg 6.3 5.9 6.0 0.5 0.8
Netherlands 6.5 6.1 6.4 04 0.5
Portugal 6.5 6.1 6.0 04 0.8
Spain 6.5 6.1 6.0 0.4 0.7
Sweden 5.8 5.6 57 0.4 0.5
United Kingdom 6.6 6.4 5.8 04 0.6
EU Mean 6.3 59 59 0.4 0.6

EU Standard Deviation 0.6 0.6 0.3

Canada J. A 7.1 A 0.7
USA A J. 6.0 J. 0.8

Note. These figures are based on the most tax-efficient means of financing the subsidiary - that is
retained earnings, new equity or debt. Thisis found by taking the minimum cost of capital for each
element in Tables 3.1, 3.2 and 3.3. Averages are then constructed across either host (for outbound) or
home (for inbound) countries.



Table 23 "Tax Efficient" Effective Average Tax Rate by Country
- domestic, average inbound and outbound
- only taxes on corporations
- only most favoured source of finance for the
subsidiary
EU Average EU Standard
Cost of Capital Deviation
i) e 2 e 2
c S < =}
% £ g £ | g £
S
8 = 3 s 3
Austria 29.8 294 29.3 18 5.7
Belgium 34.5 33.2 28.6 15 6.9
Denmark 28.8 28.6 28.2 17 6.6
Finland 255 25.6 27.9 21 6.1
France 37.5 36.2 28.0 18 6.7
Germany 34.8 34.2 28.9 13 7.0
Greece 29.6 29.0 32.6 17 25
Ireland 10.5 10.9 26.0 6.0 3.2
Italy 29.8 28.6 29.3 14 6.9
Luxembourg 32.2 314 28.1 18 7.0
Netherlands 31.0 304 29.5 17 5.7
Portugal 32.6 319 28.9 14 6.9
Spain 31.0 30.5 28.2 17 6.8
Sweden 22.9 231 27.8 24 5.9
United Kingdom 28.2 28.1 294 19 3.3
EU Mean 29.2 28.7 28.7 20 5.8
EU Standard Deviation 6.1 5.7 14
Canada A 1. 35.6 1. 8.4
USA A 1. 32.5 1. 3.8

Note. These figures are based on the most tax-efficient means of financing the subsidiary - that is retained

earnings, new equity or debt. Thisisfound by taking the minimum cost of capital for each element in Tables 3.7,

3.8 and 3.9. Averages are then constructed across either host (for outbound) or home (for inbound) countries.
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Table 0a:

Table 0b:

Table 1a:

Table 1b:

Table 2a:

Table 2b:

Table 3a:

Table 3b:

Distributions.

Table 4a:

Table 4b:

Table Sa:

Table 5b:

Table 6a:

Table 6b:

Table 7a:

Table 7b:

Table 8:

Table 9:

ANNEX F
HYPOTHETICAL INVESTMENT MODEL :
SIMULATING HYPOTHETICAL POLICY SCENARIOS

TABLE OF CONTENTS

Base Case. Only Corporate Taxes, Domestic Distributions.

Base Case. Only Corporate Taxes, International Distributions.

Common Corporation Tax Rate, including Surcharges, at EU average. Only Corporate

Taxes, Domestic Distributions.

Common Corporation Tax Rate, including Surcharges, at EU average. Only Corporate

Taxes, International Distributions.

Common Corporation Tax Rate, Including Surcharges and Local Taxes, at EU
average. Only Corporate Taxes, Domestic Distributions.

Common Corporation Tax Rate, Including Surcharges and Local Taxes, at EU
average. Only Corporate Taxes, International Distributions.

Common Band of Corporation Tax Rates. Only Corporate Taxes, Domestic
Distributions.

Common Band of Corporation Tax Rates. Only Corporate Taxes, International
Common Corporation Tax Rate of 25%. Only Corporate Taxes, Domestic
Distributions.

Common Corporation Tax Rate of 25%. Only Corporate Taxes, Internationa
Distributions.

Common Tax Base. Only Corporate Taxes, Domestic Distributions.
Common Tax Base. Only Corporate Taxes, Internationa Distributions.

Common Tax Base, Following True Economic Depreciation. Only Corporate Taxes,
Domestic Distributions.

Common Tax Base, Following True Economic Depreciation. Only Corporate Taxes,
International Distributions.

Double Taxation of Dividends. Only Corporate Taxes.

Double Taxation of Dividends at Top Personal Rate.

Full Imputation System, Crediting Foreign Source Income at Home Country Tax Rate.

Shareholder Relief System at Half Top Personal Rate.
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Table 10:

Table 11a:

Table 11b:

Table 12:

Table 13:

Table 14:

Table 15:

Comprehensive Business Income Tax with Taxation of All Capital Income at
Corporate Level Only.

Abolition of Withholding Taxes on Interest for Payments from Subsidiary to Parent
within EU. Only Corporate Taxes, Domestic Distributions.

Abolition of Withholding Taxes on Interest for Payments from Subsidiary to Parent
within EU. Only Corporate Taxes, International Distributions.

Limited Credit System, no Discrimination Against Foreign Source Income Originating
in the EU. Only Corporate Taxes.

Full Credit System, no Discrimination Against Foreign Source Income Originating in
the EU. Only Corporate Taxes.

Exemption for All Foreign Dividends, no Discrimination Against Foreign Source
Income Originating in the EU. Only Corporate Taxes.

Home State Taxation, no Discrimination Against Foreign Source Income Originating
in the EU. Only Corporate Taxes.
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Table 0a: Base Case. Only Corporate Taxes, Domestic Distributions.
Weighted Average over Sources of Finance of the Subsidiary | Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an e ©w 2|l v B °e - B8l|lw Blwm Blmw Bl|lw Bl|lw B
(%) B 5 =) =) B =) =) S =) > S > >
o 2 (o] =] o =] (o] 2 o) > o > o) > o]
c 8 2 8 28| g8 2 /8 2|8 2|8 /8 28 ¢£
8§ © 3|/ 3/8 & 3| 3|l 38| 8| 38|= 3

1 Austria 63 65 71|02 06 298 309 319 14 63|60 63|04 04294 293 18 57
2 Belgium 64 67 63|03 06 345 33 300, 09 61|60 5904 08332 286| 15 69
3 Denmark 64 66 63|03 06 |288 300 293| 1.7 64 |61 60| 03 07 |286 282| 1.7 66
4 Finland 62 64 63|03 06 255 272 295 25 63| 60 58| 04 06 256 279 21 61
5 France 75 77 62|03 05375 383 292, 09 59|70 59 06 07 362 280 18 67
6
7
8
9

Germany 68 69 63| 03 06 |348 356 302| 09 61|65 60|04 08 |342 289| 13 70
Greece 61 63 66 | 03 06 296 310 350 13 15|57 59 | 03 09 290 326 | 1.7 25

Ireland 57 59 64|04 06 |105 143 309| 72 37|51 49|04 03 |109 260| 60 32

Italy 48 50 65|03 04 |298 305 302| 09 63|43 62|05 05286 293| 14 6.9

10 Luxembourg | 63 65 67 | 03 06 322 331 30509 63|59 60|05 08 314 281 18 70

11 Netherlands | 65 66 71 | 02 06 |31.0 319 318| 12 63| 61 64| 04 05304 25| 17 57
12 Portugal 65 67 63|03 06 326 336 300 09 62|61 60 04 08 319 289 14 69

13 Spain 65 67 63|03 06 310 322 291| 12 64| 61 60| 04 07 305 282| 1.7 6.8

14 Sweden 58 60 63| 03 06 229 248 297| 29 61| 56 57 | 04 05 231 278| 24 59

15 United 66 68 64| 03 05282 297 311|221 31| 64 58| 04 06 281 294| 19 33
Kinndnm

16 Cllanada J. J. 7.8 J. 0.8 J. J. 376 .. 8.8 J. 7.1 g 0.7 J. 356 | .. 84

17 USA J. J. 6.6 J. 0.6 J. J. 343 . 31 J. 6.0 J. 0.8 J. 325 .. 3.8

Mean (EU) 63 65 65|03 06 292 306 306 18 55|59 59|04 06 287 287 20 58
Stand. Dev. 06 06 03 61 54 14 06 03 57 14




Table Ob: Base Case. Only Corporate Taxes, International Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o 2 o 2 Q o 2 o 2 o 2 o 2 gl 2 gl 2
(%) B 5 =) S =) B =) =) S =) > S > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 63 65 71|03 06|28 330 319| 53 63| 58 63|06 04 |310 293| 44 57
2 Belgium 64 68 63| 04 06 345 373 300 48 61|59 59 | 05 08 349 286 | 45 69
3 Denmark 64 66 63| 03 06 |288 322 293| 51 64|60 60|05 07 303 282| 44 66
4 Finland 47 65 69 | 03 06 |200 284 437| 48 47| 60 51 | 04 06 |267 394| 44 43
5 France 53 77 69 | 04 05 310 391 47,31 41} 70 57 06 03369 430 29 35
6
7
8
9

Germany 68 70 63| 03 06 |348 375 302| 45 61|63 60|06 08 |36 289| 38 70
Greece 61 65 66 | 03 06 296 332 30| 52 15|56 59 | 04 09 308 326 47 25

Ireland 57 60 64 04 06 105 173 309 92 37| 52 49 05 03 142 260 90 32

Italy 48 51 65|04 04 |298 328 302| 54 63| 45 62 | 07 05311 293| 60 6.9

10 Luxembourg | 63 65 67 | 03 06 |322 351 305| 48 63|57 60|07 08 329 281 40 70

11 Netherlands | 65 67 71 | 03 06 |31.0 340 318| 49 63| 60 64 | 06 05320 25| 41 57
12 Portugal 65 68 63| 04 06 |326 357 300| 50 62|61 60|04 08 |337 289| 47 69

13 Spain 65 68 63| 03 06 311 343 291| 51 64| 61 60| 04 07 324 282| 48 6.8

14 Sweden 58 61 63| 03 06 229 272 297| 60 61| 55 57|04 05252 278| 54 59

15 United 66 69 64| 03 05282 318 311| 53 31| 62 58| 05 06 |28 294 | 46 33
Kinndnm

16 Canada J. J. 7.8 J. 0.8 J. J. 376 . 8.8 J. 7.1 J. 0.7 J. 356 | .. 8.4

17 USA J. J. 6.6 J. 0.6 J. J. 343 . 31 J. 6.0 J. 0.8 J. 325 . 3.8

Mean (EU) 60 66 66 | 03 06 284 326 326 52 53| 59 59 | 05 06 305 305 48 655
Stand. Dev. 06 06 03 61 51 50 05 04 53 44




Table 1a: Common Corporation Tax Rate, including Surcharges, at EU average. Only Corporate Taxes, Domestic Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
(%) e ©w 2|l v B S = 8|2 8|z 88|l B|lmw 8|z E
o 8 5 3|3 38 5 g8/s5 /5 8/5 2 35 3|3 32
c: 8 8|8 8|t 8 8|38 28/ 2/ 8 8 £ 38 12
S 5 5 5 5 5 5 5 5
a £ o) £ o) a £ o) £ o) £ o) £ o) £ o) £ o)

1 Austria 62 63 72|02 04 |283 290 326| 08 29|62 64|01 03 |284 299| 04 25
2 Belgium 61 63 65|03 03 280 287 310, 09 2961 6401 03280 305 04 26
3 Denmark 64 66 64| 03 04 |200 298 300| 08 30|64 64|01 03291 298| 04 26
4 Finland 65 67 64|03 04 |2093 301 300| 09 30|64 64|01 03 |294 297| 04 26
5 France 71 73 64|03 03 314 321 303,09 29} 71 63|01 03 314 299 04 26
6
7
8
9

Germany 71 73 65|03 03 |390 396 31109 25|67 59|01 03 |379 23| 04 22
Greece 62 64 64|03 03 283 298 301 26 28| 61 64 | 02 03 289 299 | 16 25

Ireland 68 69 64 | 03 03 302 310 300, 09 29|67 63|01 03302 298| 04 25

Italy 61 62 65|03 03|302 309 30809 29|60 64|01 03302 304 04 26

10 Luxembourg | 64 65 69 | 03 04 330 337 312| 09 28|59 62|01 04 320 20| 05 30

11 Netherlands | 63 64 72 | 02 04 | 286 292 325| 07 29| 62 64| 01 03287 298| 04 25
12 Portugal 62 63 65|03 03|282 289 309|09 29|61 64|01 03282 305| 04 26

13 Spain 63 65 64 | 03 04 |287 294 300| 09 30|63 64| 01 03 |287 298| 04 26

14 Sweden | 60 62 65|02 03263 274 302 08 28|59 63| 01 03 |265 2906 06 24

15  United 68 69 64| 03 03302 310 300| 09 29|67 63|01 03302 208| 04 25
Kinndnm

16 Conada L4 791 4 06| J 4 384| J 54| J 74| 4 03| J 369| J 46

17 USA L4 66| 4 03| 4 4 332 4 28|/ 63| J 04| 1 30| L 28

Mean (EU) 64 66 66 | 03 03 299 307 307,10 29|63 63|01 0328 28| 05 26
Stand. Dev. 03 03 03 29 28 08 03 01 25 04




Table 1b: Common Corporation Tax Rate, including Surcharges, at EU average. Only Corporate Taxes, International Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 62 64 72|03 04 283 313 326 57 29|59 64 | 06 03 300 299 41 25
2 Belgium 61 64 65|04 03 |280 312 310| 59 29|60 64|02 033|300 305|511 26
3 Denmark 64 66 64| 03 04 290 320 300 54 30|61 64 05 03307 298| 40 26
4 Finland 46 67 71 | 03 04 230 312 461 40 20| 63 52|04 07 301 418 29 20
5 France 53 73 71|03 03 |251 333 40| 40 19| 70 51|02 05 |323 416| 33 18
6
7
8
9

Germany 71 74 65|03 03 390 414 311 43 25|64 59 |07 03391 23| 29 22
Greece 62 65 64|04 03|283 322 301| 60 28|60 64|03 03308 29| 49 25

Ireland 68 70 64| 03 03 |302 332 300| 53 29|65 63|06 03 |3L7 28| 38 25

Italy 61 64 65|04 03 302 333 308 56 29|59 6402 03321 304 48 26

10 Luxembourg | 64 66 69 | 03 04 | 330 358 312| 50 28| 57 62|06 04 334 20| 36 30

11 Netherlands | 63 65 72 | 03 04 | 286 315 325| 55 29| 60 64 | 06 03 302 298| 40 25
12 Portugal 62 65 65|04 03282 314 309, 59 2961 6401 03303 305 51 26

13 Spain 63 66 64| 04 04 |287 318 300 57 30| 62 64| 02 03 |306 298| 48 26

14  Sweden | 60 62 65|03 03 263 298 302| 55 28|57 63| 05 03 |283 206| 43 24

15 United 68 70 64|03 03302 332 300 53 29| 65 63|05 03 |3L8 298| 38 25
Kinnd

16 Canada | L. 4 79| 4 o6 | 4 4 384| L 54| L 74| 4 03| 1 369| L 46

17 USA L4 66| 4 03| 4 4 332 s 28| 4 63| J 04| 1 30| L 28

Mean (EU) 62 67 67|03 03|21 328 328| 53 27|62 62|04 04 314 314| 41 25
Stand. Dev. 06 03 03 35 27 52 03 04 24 41




Table 2a: Common Corporation Tax Rate, Including Surcharges and Local Taxes, at EU average. Only Corporate Taxes, Domestic Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR

d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.

an o o] ES o] B o o] ES o] ES o] §S o] e o) B o) B

(%) B 5 > > B > > = > > = > >

Q = Q = Q = Q = Q = Q = Q = Q

c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£

5 5 5 5 5 5 5 5

s = 60|= 6|6 = o0|= o6|= o0|= 0o0|= o0|= 0

1 Austria 63 64 72|02 03|27 303 326| 08 13|63 64|00 03299 300| 04 12
2 Belgium 62 63 65|03 0323 300 310, 09 12}62 64|00 0324 307, 03 13
3 Denmark 65 66 64| 03 03|303 310 299| 08 13|65 64|00 03 |305 29| 03 13
4 Finland 66 68 64|03 03 |307 315 299| 09 13|66 64| 00 03 |309 29| 03 13
5 France 72 73 64|03 03 326 333 302, 09 10} 72 63|00 03328 301 03 11
6
7
8
9

Germany 62 64 65|03 03|294 301 309| 09 13|62 64|00 03 |296 306| 03 13
Greece 63 65 64|03 03 2.7 304 301,09 11}63 64|00 0328 301 03 11

Ireland 69 70 64 03 03 315 323 300, 09 10|68 64|00 03317 29| 03 11

Italy 59 61 65|03 03|284 291 310| 09 12|59 64|00 03286 307| 03 12

10 Luxembourg | 61 63 68 | 03 03 /291 298 313| 09 13|61 64| 00 03293 300 04 13

11 Netherlands | 64 65 72 | 02 03 300 306 326| 08 13| 64 64|00 03302 300 04 12
12 Portugal 63 64 65|03 03|25 302 309|09 12|62 64|00 03297 307| 03 13

13 Spain 64 66 64|03 03300 308 300 09 13| 64 64 | 00 03 |302 299| 03 13

14 Sweden |61 62 64|03 03276 287 301| 08 11|60 63| 01 03 |27.9 207| 05 11

15  United 69 70 64| 03 03 |315 323 300| 09 10| 68 64| 00 03 |3L7 209| 03 11
Kinndnm

16 Conada L4 791 4 05| J 4 385| J a4l s 74| 4 03| J 30| J 37

17 USA L4 66| 4 03| . 4 38| 4 20| 4 63| J 03| 4 319 L 16

Mean (EU) 64 66 66 | 03 03 300 307 307, 09 12|64 6400 03301 301, 03 12
Stand. Dev. 03 03 03 12 12 09 03 00 12 03




Table 2b: Common Corporation Tax Rate, Including Surcharges and Local Taxes, at EU average. Only Corporate Taxes, International Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 63 65 72|03 03 2.7 326 32658 13|61 64 06 03 315 300 41 12
2 Belgium 62 65 65|04 03|23 325 31059 12|61 64|02 033|315 307| 50 13
3 Denmark 65 67 64|03 03 303 333 299,54 13|62 64|05 03321 299, 40 13
4 Finland 46 68 71 | 03 04 |241 326 468 | 40 09| 65 52 | 04 06 |31L7 425| 28 15
5 France 52 74 71|03 03|22 345 44| 41 07| 71 51|02 05 |337 422| 33 12
6
7
8
9

Germany 62 65 65|03 03294 325 309, 56 13|60 64 06 03 312 306 40 13
Greece 63 66 64|04 03|27 328 301|58 11|62 64|02 033|318 301| 48 11

Ireland 69 71 64 | 03 03 |315 346 300| 53 10|66 64|06 03333 29| 37 11

Italy 59 62 65|04 03 284 316 310, 60 12|58 64| 02 03 306 307 51 12

10 Luxembourg | 61 63 68 | 03 03 291 322 313| 56 13|59 64|06 03310 300 41 13

11 Netherlands | 64 66 72 | 03 03 |300 329 326| 56 13|61 64|06 03318 300 39 12
12 Portugal 63 66 65|04 03295 327 309 59 1262 6401 03 317 30751 13

13 Spain 64 67 64|04 03300 332 300 58 13| 63 64 | 02 03 |321 299| 47 13

14 Sweden |61 63 64|03 03276 311 301|56 11|58 63| 05 03 |207 207| 43 11

15 United 69 71 64|03 03|35 345 300 53 10| 66 64 | 06 03 |333 209| 38 11
Kinnd

16  Canada | L. 4 79| 4 o5 | 4 4 385| L 44| J 74| J 03| 4 370| L 37

17 USA L4 66| 4 03| s 4 328l s 20| 4 63| 4 03| 4 319! L 16

Mean (EU) 61 67 67|03 03|21 329 329| 55 11|62 62| 04 04 318 318 42 12
Stand. Dev. 06 03 03 19 10 54 03 04 10 42




Table 3a: Common Band of Corporation Tax Rates. Only Corporate Taxes, Domestic Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 63 64 7002 0528 305 307,08 34|61 64 02 04 295 287 09 25
2 Belgium 62 64 63|03 05|302 309 20| 09 33|60 61|03 06 |297 282| 09 38
3 Denmark 64 66 62| 03 05288 297 281, 09 34|63 6002 05287 274 08 35
4 Finland 62 64 62|03 05|25 268 283, 15 33|61 59 02 04 2658 272 12 29
5 France 72 74 62| 03 04 |335 343 28209 30|70 60|03 05330 276| 09 35
6
7
8
9

Germany 58 60 63|03 05218 235 293 23 29| 57 58 | 03 04 223 277 | 18 22
Greece 61 63 64| 03 05|285 293 308| 09 16|59 61|03 06 281 29.7| 1.0 20

Ireland 63 65 62|03 05 |237 254 285| 22 32 |62 58|03 04 |242 269 18 24

Italy 50 52 64|03 03 263 270 293, 09 33| 48 62| 04 04 258 286 | 13 37

10 Luxembourg | 62 63 66 | 03 05 /301 308 293| 09 34|60 61|03 06 |26 275| 10 38

11 Netherlands | 65 66 70 | 02 05 310 316 307| 07 33| 62 65|03 04 305 288| 10 25
12 Portugal 63 65 63|03 05305 313 290, 09 33|61 6103 06 300 282 09 37

13 Spain 65 66 62| 03 05|3L0 318 279 09 33| 63 61| 03 06 |306 27.4| 10 38

14 Sweden |58 60 63| 03 05229 244 285 19 31 | 57 59 | 03 04 |233 272 15 24

15 United 66 68 63|03 05 |282 203 201| 12 22 |65 59| 02 05 |283 281| 09 22
Kinnd

16  Canada | L. 4 77| 4 o6 | 4 4 37| 4 59| J 72| 4 05| 4 31| L 52

17 USA L4 65| 4 o5 | . 4 3271 4 2614 60| J 06| 1 31| L 29

Mean (EU) 62 64 64|03 05|281 291 291| 12 31|61 61|03 05280 280| 11 30
Stand. Dev. 05 05 03 33 30 09 05 02 29 07




Table 3b: Common Band of Corporation Tax Rates. Only Corporate Taxes, International Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o 2 o 2 Q o 2 o 2 o 2 o 2 gl 2 gl 2
(%) B 5 =) S =) B =) =) S =) > S > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 63 65 70|03 05|28 326 307| 53 34|59 64|06 04 310 287| 39 25
2 Belgium 62 65 63|04 05302 3832 200, 54 33|60 6103 06 316 282 47 38
3 Denmark 64 66 62|03 05|288 319 281| 51 34|61 60|05 05|33 274 39 35
4 Finland 47 65 69 | 03 05 |200 280 429| 45 26| 61 51| 03 06 |268 386| 3.7 28
5 France 52 75 69 | 03 04 271 352 451 34 22| 70 53|03 04 338 415 27 23
6
7
8
9

Germany 58 61 63|03 05|218 259 293| 59 29| 56 58| 04 04 |244 277| 50 22
Greece 61 64 64 | 04 05 285 316 308 55 16 | 58 61| 03 06 299 297 47 20

Ireland 63 66 62| 03 05237 278 285 57 32|61 58| 04 04 262 269 47 24

Italy 50 53 64 | 04 03 |263 294 203| 58 33|49 62 | 05 04 |282 286| 59 37

10 Luxembourg | 62 64 66 | 03 05 301 329 293| 51 34|58 61|06 06 311 275| 37 38

11 Netherlands | 65 66 70 | 03 05 310 336 307 50 33| 60 65|06 04 319 288| 36 25
12 Portugal 63 66 63|04 05|305 335 20| 54 33|61 61|03 06 |319 282 47 37

13 Spain 65 68 62|04 05311 340 27/9| 52 33|62 61| 03 06 323 274| 44 38

14 Sweden 568 61 63| 03 05229 268 285| 57 31| 56 59| 04 04 253 272| 47 24

15 United 66 69 63| 03 05282 315 291| 52 22|63 59|05 05299 281| 40 22
Kinndnm

16 Canada J. J. 7.7 J. 0.6 J. J. 367 . 59 J. 7.2 J. 0.5 J. 351 /. 52

17 USA J. J. 6.5 J. 0.5 J. J.oo 327 L. 2.6 J. 6.0 J. 0.6 J.o 311 /. 2.9

Mean (EU) 60 65 65|03 05273 312 312 52 30|60 60|04 05|26 26| 43 29
Stand. Dev. 06 04 03 35 28 51 04 04 27 42




Table 4a: Common Corporation Tax Rate of 25%. Only Corporate Taxes, Domestic Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o 2 o 2 Q o 2 o 2 o 2 o 2 gl 2 gl 2
(%) B 5 =) S =) B =) =) S =) > S > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 59 59 65|02 03|20 225 244|106 13| 59 60| 00 03 |222 225| 03 12
2 Belgium 59 60 60|02 03220 226 233, 07 12|59 60 00 03 222 231 03 13
3 Denmark 61 62 60| 02 03 |230 236 224| 06 13|61 60| 00 03232 224| 03 13
4 Finland 61 62 60| 02 03|28 234 224 07 13|61 60|00 03 |230 224 | 03 13
5 France 68 69 60| 02 02 256 262 226 07 09|68 59| 00 02 28 225 03 09
6
7
8
9

Germany 58 59 60|02 03|218 224 232| 07 13|58 60|00 03 |219 230| 03 13
Greece 58 60 60| 02 03219 225 226, 07 11|58 60| 00 03 221 225| 03 12

Ireland 63 64 60| 02 03 237 243 224, 07 11|63 60 00 03239 224 03 11

Italy 56 57 61|02 03|20 216 233| 07 12| 56 60|00 03 |212 231| 03 12

10 Luxembourg | 58 59 63 | 02 03 |21.7 222 235| 07 12| 58 60|00 03219 225| 03 13

11 Netherlands | 59 60 65 | 01 03 | 222 227 244 06 13| 59 60| 00 03224 225| 03 12
12 Portugal 58 60 60|02 03|219 225 233| 07 12|58 60|00 03221 231| 03 13

13 Spain 59 60 60| 02 03 |223 229 224| 07 13|59 60| 00 03224 224 | 03 13

14 Sweden 57 58 60| 02 03204 213 226| 06 11| 57 59| 00 03208 223| 04 11

15 United 64 65 60| 02 03239 245 224 07 11|64 60| 00 03 241 224| 03 11
Kinndnm

16 Canada J. J. 7.3 J. 0.4 J. J. 316 . 50 J. 6.8 J. 0.3 J. 299 | .. 3.8

17 USA J. J. 6.4 J. 0.3 J. J. 310 | .. 1.0 J. 55 J. 0.3 J. 280 | .. 1.0

Mean (EU) 60 61 61 02 03 224 230 230, 07 12|60 60 00 03 226 226 | 03 12
Stand. Dev. 03 03 02 12 12 07 03 00 12 03




Table 4b: Common Corporation Tax Rate of 25%. Only Corporate Taxes, International Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR

d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.

an o o] ES o] B o o] ES o] ES o] §S o] e o) B o) B

(%) B 5 > > B > > = > > = > >

Q = Q = Q = Q = Q = Q = Q = Q

c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£

5 5 5 5 5 5 5 5

s = 60|= 6|6 = o0|= o6|= o0|= 0o0|= o0|= 0

1 Austria 59 60 65|02 03 |220 245 244| 50 13 | 57 60| 04 03 |236 225| 36 12
2 Belgium 59 61 60| 03 03 220 248 233 52 12|59 60|01 03240 231 | 46 13
3 Denmark 61 63 60| 02 03 |230 255 224| 47 13 | 60 60| 04 03 |246 224 | 34 13
4 Finland 48 62 65|02 03179 244 369| 35 11|60 53|03 06 |237 336| 25 17
5 France 56 70 64 | 02 02208 272 367,35 07|68 52|01 05 26 333 30 14
6
7
8
9

Germany 58 60 60| 02 03 |218 244 232| 48 13 | 56 60| 04 03 |234 230| 35 13
Greece 58 60 60| 03 03 219 246 226 51 11|58 60| 01 03 238 225| 44 12

Ireland 63 65 60| 02 03 237 263 224, 46 11|61 60 04 03 252 224 33 11

Italy 56 58 61|03 03|20 238 233| 53 12|56 60|01 03 |231 231| 47 12

10 Luxembourg | 58 59 63 | 02 03 |21.7 243 235| 48 12| 56 60| 04 03 233 225| 35 13

11 Netherlands | 59 60 65 | 02 03 |222 247 244 | 48 13| 57 60| 04 03 238 225| 34 12
12 Portugal 58 61 60| 03 03 |219 247 233| 52 12 |58 60|01 03 |240 231| 47 13

13 Spain 59 61 60| 03 03 |223 250 224|151 13|59 60| 01 03 242 224 | 43 13

14 Sweden 57 59 60| 02 03204 234 226| 48 11| 56 59| 04 03 223 223| 36 11

15 United 64 65 60| 02 03239 265 224| 46 11| 62 60| 04 03 254 224| 33 11
Kinndnm

16 Canada J. J. 7.3 J. 0.4 J. J. 316 . 50 J. 6.8 J. 0.3 J. 299 | .. 3.8

17 USA J. J. 6.4 J. 0.3 J. J. 310 | .. 1.0 J. 55 J. 0.3 J. 280 | .. 1.0

Mean (EU) 58 62 62| 02 03 218 249 249 47 12|59 59 | 03 03 241 241 | 37 13
Stand. Dev. 04 03 02 14 10 47 03 03 10 37




Table 5a: Common Tax Base. Only Corporate Taxes, Domestic Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand.Dev.
an o o] ES o] B o o] ES o] ES o] §S o] e o) B o) B
(%) B 5 > > B > > = > > = > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 62 63 71|02 06|23 303 319| 14 65|59 63|04 04 |289 293| 18 59
2 Belgium 68 70 63|03 06 355 363 299, 09 62|63 59 04 08 343 285| 15 69
3 Denmark 65 67 62|03 06|22 305 292| 17 65|63 59|04 06 |290 281| 1.7 6.7
4 Finland 59 61 63|03 06 |244 261 296| 25 64 | 57 58 | 04 05 |245 280| 22 6.3
5 France 76 78 62|03 04 379 387 291,09 60| 71 59 06 07 366 280 18 638
6
7
8
9

Germany 67 69 63|03 06 |347 354 301| 09 63|64 59|04 08 |341 289| 13 71
Greece 59 61 66 | 03 05289 302 349 12 13|55 59|03 09 283 326 1.7 25

Ireland 56 58 64 |04 06 100 139 309, 73 38| 50 49 04 03 105 259 61 34

Italy 52 53 64|03 05|309 316 301| 09 64|47 61|05 06 |297 22| 14 71

10 Luxembourg | 64 66 67 | 03 06 326 335 304| 10 65|61 60|05 07 318 281 18 71

11 Netherlands | 62 64 71 | 02 06 303 312 319| 12 65|59 63|04 04298 24| 1.7 60
12 Portugal 64 66 63|03 06 |324 334 300| 09 64|61 60|04 07 317 289| 14 70

13 Spain 62 64 63| 03 06 303 314 291| 12 65|59 60| 04 07 298 282| 17 70

14 Sweden 59 61 63| 03 06 243 260 296 | 25 64 | 56 58 | 04 05 244 280 | 22 6.3

15 United 64 66 63| 03 05274 289 310| 21 34| 62 58| 04 06 273 294| 19 35
Kinndnm

16 Canada J. J. 7.8 J. 0.8 J. J. 376 . 8.9 J. 7.1 J. 0.7 J. 356 ./ 85

17 USA J. J. 6.6 J. 0.5 J. J.o 342 . 3.3 J. 6.0 J. 0.7 J. 325 . 39

Mean (EU) 63 65 65|03 06 292 305 305 18 57|59 5904 06 287 287 20 60
Stand. Dev. 06 06 03 63 56 15 06 03 59 14




Table 5b: Common Tax Base. Only Corporate Taxes, International Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 62 64 71|03 06 293 325 319, 53 65|57 63|06 04 306 293 45 59
2 Belgium 68 71 63| 04 06 |35 383 29| 47 62|63 59|05 08 |39 285| 44 69
3 Denmark 65 68 62|03 06 292 327 29251 65|61 59 05 06 306 281 44 6.7
4 Finland 44 62 69 | 03 06 [189 273 438 | 49 48 | 57 51 | 04 06 |257 394 | 45 45
5 France 55 79 69| 04 05 |315 396 456| 31 42| 71 56 | 06 04 |374 429| 29 37
6
7
8
9

Germany 67 70 63|03 06 347 373 301 46 63|63 59 06 08 35 280 38 71
Greece 59 62 66| 03 05|289 325 349| 52 13|54 59|04 09 301 326| 47 25

Ireland 56 59 64|04 06 |100 169 309| 92 38 | 51 49 | 05 03 |138 259 | 90 34

Italy 52 55 64|04 05309 338 301,52 64|49 61 07 06 321 292 59 71

10 Luxembourg | 64 67 67 | 03 06 |326 355 304| 47 65|59 60|07 07 333 281| 40 71

11 Netherlands | 62 64 71 | 03 06 303 333 319| 50 65|57 63|06 04313 24| 42 60
12 Portugal 64 67 63|04 06 324 355 300 50 64|60 6003 07 336 289 47 710

13 Spain 62 66 63|03 06303 336 201| 52 65| 59 60 | 04 07 |3L7 282| 48 7.0

14  Sweden |59 62 63|03 06 |243 283 206 58 64| 55 58| 05 05 |263 280 51 63

15  United 64 67 63|03 05 |27.4 311 310| 54 34|60 58| 05 06 |291 294 | 46 35
Kinnd

16  Conada | L. /. 78| 4 o8| 4 4 376| 4 89| J 71| 4 07| J 36| L 85

17 USA L4 66| 4 o5 | s 4 32| s 33| 4 60| J 07| 4 35| L 39

Mean (EU) 60 65 65|03 06 |284 326 326| 52 54| 58 58| 05 06 |305 305| 48 56
Stand. Dev. 06 06 03 63 53 50 05 04 55 44




Table 6a: Common Tax Base, Following True Economic Depreciation. Only Corporate Taxes, Domestic Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average | Stand.Dev.| Average |Stand. Dev.
an o o] 2 o] B o o] ES - ES o] 2 o] e o) B o) B
(%) B 5 > > B > > = > > = > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 2| 8 2 8 218 2|8 € &8 £ 8 ¢£
8 € 8|= 8/8§ = g/ 8|/ 8| 8|= 38| 3§

1 Austria 67 69 77|02 07 |312 322 38| 14 69|64 69| 04 05 308 312| 17 63
2 Belgium 75 78 69 03 06 378 386 317,09 66| 71 65|04 08 365 304 15 73
3 Denmark 71 73 68| 03 07 |310 323 311|177 70|68 65|04 07 307 30017 71
4 Finland 64 66 69| 03 07|29 276 315| 25 68| 61 64| 04 06 |260 299 | 21 6.7
5 France 84 86 68| 03 05402 409 310, 09 64|79 64 06 07 388 208 18 72
6
7
8
9

Germany 74 76 69|03 07 |369 376 320| 09 67| 72 65|04 09 362 308| 13 75
Greece 66 68 72|03 05311 325 36713 14|62 64| 03 10 305 343 17 29

Ireland 57 59 70|04 06 106 144 329 72 40| 51 55|04 03 110 279 60 36

[taly 59 61 70|03 06 (332 339 31909 68| 54 67|05 07 319 310| 14 75

10 Luxembourg | 71 73 73 | 03 07 | 347 356 32310 69| 67 66 | 05 08 339 29| 18 75

11 Netherlands | 68 70 77 | 02 07 |322 331 338|111 69| 65 69| 04 05317 313| 1.7 64
12 Portugal 71 73 69| 03 07 |345 355 319, 09 68|67 66| 04 08 338 308| 14 74

13 Spain 68 70 69| 03 07 322 334 310| 12 69| 65 66| 04 08 |317 301|177 74

14 Sweden 63 65 69| 03 07|28 275 315 25 68| 61 64| 04 06 |259 299| 21 6.7

15 United 69 71 69| 03 06 291 305 329| 21 37|66 64| 04 07|20 313| 1.8 39
Kinndnm

16 Canada J. J. 8.4 J. 1.0 J. J. 393 | .. 9.2 J. 7.7 J. 0.8 J. 373 | .. 8.7

17 USA J. J. 7.2 J. 0.6 J. J. 360 .. 3.6 J. 6.6 J. 0.8 J. 342 . 4.3

Mean (EVU) 69 70 7003 06 311 324 324, 18 60| 65 65| 04 07 306 306 20 64
Stand. Dev. 06 06 03 67 60 14 0.7 03 63 13




Table 6b: Common Tax Base, Following True Economic Depreciation. Only Corporate Taxes, International Distributions.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 67 69 77|03 07 312 343 338 51 69|63 6906 05324 312 43 63
2 Belgium 75 79 69| 04 06 |378 404 317| 45 66| 70 65|05 08 381 304| 41 73
3 Denmark 71 73 68| 03 07 310 344 311, 49 70|66 65|05 07 323 300 42 71
4 Finland 49 66 75|03 07 |205 288 451 48 51| 61 56 | 04 0.7 |27.2 407 | 44 47
5 France 63 86 74|04 06 |338 418 49| 29 44 | 78 62 | 06 05 |395 41| 27 40
6
7
8
9

Germany 74 177 69| 03 07 369 395 320 43 67|70 65|06 09 376 308 35 75
Greece 66 70 72|03 O05|311 346 367| 50 14|61 64|04 10 |323 343| 45 29

Ireland 57 60 70| 04 06 |106 174 329| 91 40| 52 55|05 03 |143 279| 89 36

Italy 59 62 70,04 06 332 360 319 50 68| 56 67 |07 07 342 310 57 715

10 Luxembourg | 712 74 73 | 03 0.7 | 347 375 323| 45 69| 65 66 | 07 08 |33 29| 38 75

11 Netherlands | 68 70 7.7 | 03 0.7 322 352 338| 48 69| 63 69 06 05332 313| 40 64
12 Portugal 71 74 69 | 04 07 345 375 319 48 68 | 67 66 | 03 08 |35 308 45 74

13 Spain 68 72 69| 04 07322 355 310| 50 69| 65 66 | 04 08 335 301| 46 74

14  Sweden | 63 66 69| 03 07 |258 208 315 56 68| 60 64 | 05 06 |27.8 299 | 49 67

15  United 69 72 69| 03 06201 327 329|52 37|65 64|05 07307 313| 45 39
Kinnd

16 Conada | L. /. 84| 4 10| 4 4 303| 4 92| s 77| 4 08| 4 373| J 87

17 USA L4 72l 0 oel| s 4 30|, 36| J 66| J 08| J 32| L 43

Mean (EU) 66 71 71| 03 07 |303 344 344| 50 58|64 64|05 07 322 322| 46 60
Stand. Dev. 07 06 03 6.7 57 48 06 04 58 42




Table 7a: Double Taxation of Dividends. Only Corporate Taxes.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 63 65 71|02 06 298 309 319 14 63|60 63|04 04294 293 18 57
2 Belgium 64 67 63|03 06 |345 353 300| 09 61|60 59|04 08332 286| 15 69
3 Denmark 64 66 63|03 06 288 300 293, 17 64|61 60| 03 07 286 282 17 66
4 Finland 62 64 63|03 06 255 272 295 25 63| 60 58| 04 06 256 279 21 61
5 France 75 77 62|03 05|375 383 22|09 59|70 59|06 07 362 280 18 67
6
7
8
9

Germany 68 69 63| 03 06 348 356 302, 09 61|65 6004 08 342 289 13 70
Greece 61 63 66 | 03 06 |26 310 350| 13 15|57 59|03 09 |290 326| 1.7 25

Ireland 57 59 64|04 06 |105 143 309| 72 37|51 49|04 03 |109 260| 60 32

Italy 48 50 65|03 04 | 2098 305 302 09 63|43 62| 05 05286 23| 14 69

10 Luxembourg | 63 65 67 | 03 06 |322 331 305| 09 63|59 60|05 08 314 281 18 70

11 Netherlands | 65 66 71 | 02 06 310 319 318| 12 63| 61 64 | 04 05304 25| 1.7 57
12 Portugal 65 67 63|03 06 326 336 300 09 62|61 60 04 08 319 289 14 69

13 Spain 65 67 63|03 06 |3L0 322 201| 12 64 | 61 60 | 04 07 |305 282| 1.7 68

14 Sweden |58 60 63|03 06220 248 207| 29 61|56 57| 04 05 |231 278| 24 59

15 United 66 68 64| 03 05 |282 207 311| 21 31|64 58| 04 06 |281 294| 1.9 33
Kinnd

16  Conada | L. /. 78| 4 o8| J 4 376 J 88| J 71| 4 07| 4 36| J 84

17 USA L4 66| 4 o6 | s 4 33| s 31|/ 60| J 08| J 325 J 38

Mean (EU) 63 65 65|03 06|22 306 306| 18 55|59 59|04 06 |287 287| 20 58
Stand. Dev. 06 06 03 61 54 14 06 03 57 14




Table 7b: Double Taxation of Dividends at Top Persona Rate.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand.Dev.
an o o 2 o 2 Q o 2 o 2 o 2 o 2 gl 2 gl 2
(%) B 5 =) S =) B =) =) S =) > S > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 48 48 56 | 05 06 |418 433 433| 28 44| 44 48 | 05 04 | 423 416 | 29 40
2 Belgium 45 51 44 | 05 05 467 463 437 | 25 40| 44 41 | 05 0.7 | 450 429 | 24 44
3 Denmark 51 51 49 | 05 06 |447 426 450| 27 40| 46 46 | 05 06 |416 443 | 28 41
4 Finland 43 49 43 | 05 05 |459 403 483| 26 35| 45 38 | 05 05 (392 474 28 34
5 France 50 61 38| 04 04 493 482 441 23 37| 54 35| 06 06 468 434 | 24 41
6
7
8
9

Germany 53 52 50| 05 051|438 466 405| 24 45| 48 47 | 05 08 |456 397 | 26 51
Greece 46 47 51 | 05 06 [401 436 440 24 11| 41 45| 05 08 [423 427 | 24 16

Ireland 46 46 52 | 06 06 |271 324 41751 27|38 37|05 03 |302 383| 49 23

Italy 36 33 53|05 04 (414 434 414 27 45| 27 50 | 07 05 421 408 | 31 49

10 Luxembourg | 49 48 53 | 05 06 |428 449 415| 25 45| 43 46 | 06 0.7 438 399| 27 50

11 Netherlands | 44 50 51 | 05 06 |453 438 458 | 25 40| 46 43 | 05 04 (428 444 | 27 36
12 Portugal 49 50 48 | 05 06 |420 452 402| 24 45| 45 45| 05 07 |41 3905| 25 50

13 Spain 41 50 41|05 05 (404 443 392| 24 46 | 45 38 | 05 07 [432 386 | 27 49

14 Sweden 47 46 51 | 05 06 425 389 467| 30 37 | 41 45| 05 05379 455| 32 36

15 United 59 52 55|05 05 (387 426 409| 27 23| 48 51| 04 06 416 398| 30 24
Kinndnm

16 Canada J. J. 6.6 J. 0.7 J. J. 429 | . 7.1 J. 59 J. 0.6 J. 414\ . 6.8

17 USA J. J. 55 J. 0.5 J. J. 428 | L. 2.4 J. 50 J. 0.7 J. 416 | /. 2.7

Mean (EU) 47 49 49 | 05 05 422 431 431 | 27 37| 44 44 | 05 06 |[419 419 29 39
Stand. Dev. 05 05 05 48 36 25 06 05 38 26




Table 8: Full Imputation System, Crediting Foreign Source Income at Home Country Tax Rate.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 44 45 53 | 05 06 [235 253 257 | 73 67 | 41 45 | 05 04 240 232| 69 6.0
2 Belgium 41 47 40 | 05 05263 303 212| 68 66 | 40 37 | 05 07 284 199| 59 74
3 Denmark 48 47 46 | 05 05 |296 243 29| 70 59| 43 43 | 04 06 |[229 289 | 6.7 6.1
4 Finland 40 46 40| 05 05 (339 205 372 67 49| 42 35|05 05 (189 360| 68 47
5 France 46 57 35|04 04 309 331 223| 63 61|51 32|05 06 312 212| 54 6.9
6
7
8
9

Germany 49 49 46 | 05 05221 307 166| 64 74| 44 43 | 05 07 |293 153| 61 84
Greece 42 44 47 | 06 06 |152 262 21.7| 68 18| 38 41| 04 08 |243 195| 61 26

Ireland 46 43 51 |05 05 |215 73 378|104 29| 35 36 | 05 03| 39 340|107 25

Italy 32 30 48 05 04 161 260 162 70 76 | 23 46 | 07 04 240 152 78 84

10 Luxembourg | 45 45 49 | 05 06 |221 280 200| 68 72| 40 42 |05 07 265 17459 79

11 Netherlands | 40 46 47 | 05 05 282 262 291| 68 61| 42 40| 05 04 | 248 268| 63 56
12 Portugal 45 46 44 | 05 05209 285 180 67 72| 41 41|05 07 270 168 | 60 80

13 Spain 39 47 38| 05 05207 269 189|168 70| 42 35|05 07 254 179| 63 7.6

14 Sweden 45 43 48 | 05 05 (301 183 358| 73 51 | 38 42| 05 05167 342| 75 49

15 United 56 49 52|05 05 (221 241 252 | 72 33| 45 47 | 04 06 |226 236 | 7.2 34
Kinndnm

16 Canada J. J. 6.6 J. 0.7 J. J.o 429 L. 7.1 J. 59 g 0.6 J. 414 . 6.8

17 USA A J. 55 J. 0.5 J. J. 42.8 J. 2.4 J. 50 J. 0.7 J. 41.6 J. 2.7

Mean (EU) 44 46 46 | 05 05 |242 250 250| 71 57 | 40 40 | 05 06 |233 233| 68 6.0
Stand. Dev. 05 05 05 53 60 71 06 04 63 69




Table 9: Shareholder Relief System at Half Top Personal Rate.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 44 45 53 | 05 06 |225 233 247 | 25 67| 41 45|05 04 218 222 | 26 6.1
2 Belgium 41 47 40 |05 05261 285 210| 18 65| 40 37 | 06 07 264 198| 21 73
3 Denmark 47 47 45| 05 05 220 227 224 | 26 67 | 43 42 | 05 06 [213 213 | 26 6.9
4 Finland 38 46 38 | 05 05 150 196 196 33 68 | 42 33 | 05 06 180 180 | 32 66
5 France 47 57 35|05 04 274 315 183| 16 64 | 50 32| 06 06 |294 172| 22 7.2
6
7
8
9

Germany 50 49 47 | 05 05 287 282 239, 19 64| 44 44 06 07 268 228 20 73
Greece 43 44 48 | 05 06 |228 236 285| 26 15| 38 42 | 05 08 |216 267 | 27 22

Ireland 44 43 49 | 05 05|36 58 249|877 39|35 33|05 03] 26 199| 80 33

Italy 33 30 50| 05 04 245 235 245,18 65| 23 47 | 07 04 216 236 | 21 7.2

10 Luxembourg | 45 45 50 | 05 06 |257 258 237| 20 66 | 40 43 | 06 07 | 242 213 | 24 73

11 Netherlands | 40 46 47 | 05 05 |214 246 224 | 23 68 | 42 40| 05 05231 199| 24 6.2
12 Portugal 45 46 45| 05 05 |255 262 230 20 65| 41 42 | 05 07 245 219 22 72

13 Spain 39 47 39|05 05|22 247 195| 21 69 | 42 36| 05 07 | 231 186 24 73

14  Sweden | 43 43 47| 05 05 162 171 233| 39 64 | 38 41 | 05 05 | 155 214| 36 62

15 United 56 49 53| 05 05 |240 218 270| 30 32 | 45 48| 04 06 | 203 255| 27 32
Kinnd

16 Conada | L. /. 64| 4 o7 | 4 4 37| 4 91| J s7| 4 06| 1 307| L 87

17 USA L4 53| 4 os| s 4 27| s 32| 4 48| s 07| 4 281| L 37

Mean (EU) 44 46 46 | 05 05 |218 231 231| 28 59| 40 40 | 05 06 |213 213| 29 6.1
Stand. Dev. 05 05 05 61 58 27 06 05 60 25




Table 10: Comprehensive Business Income Tax with Taxation of All Capital Income at Corporate Level Only.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o] ES o] B o o] ES o] ES o] §S o] e o) B o) B
(%) B 5 > > B > > = > > = > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 75 75 75|00 08 |339 339 31|00 72|75 74|00 09 339 329| 00 72
2 Belgium 80 80 75,00 07 391 391 327,00 70|80 74 |00 09 391 325, 00 70
3 Denmark 75 75 75|00 08 |323 323 32|00 72|75 74|00 09 323 3830| 00 72
4 Finland 72 72 75|00 08 |288 288 34|00 71|72 75|00 09288 333| 00 71
5 France 90 90 74 | 00 06 421 421 325, 00 67|90 73|00 07 421 323| 00 6.7
6
7
8
9

Germany 80 80 75|00 07 |387 387 327| 00 70|80 74|00 09 387 326| 00 70
Greece 76 76 75|00 08 344 344 330, 00 72|76 74 |00 09 344 329 00 72

Ireland 59 59 76 | 00 06 117 117 346, 00 40| 59 76 | 00 08 117 345 00 41

Italy 63 62 76| 00 07 |342 340 30|00 72|55 76|00 07 318 330 00 72

10 Luxembourg | 7.7 77 75| 00 08 366 366 329| 00 71| 77 74|00 09 366 327 00 71

11 Netherlands | 77 77 75| 00 08 |31 31 33000 71|77 74|00 09 31 32800 71
12 Portugal 79 79 75|00 08|30 370 328| 00 71|79 74|00 09 |370 327| 00 71

13 Spain 777 77 75|00 08 |32 3H2 33000 71|77 74|00 09 32 328|000 71

14 Sweden 67 67 76 | 00 07 |20 260 336| 00 69| 67 75|00 08|20 335| 00 6.9

15 United 77 77 175|100 08 318 318 332| 00 72|77 74|00 09 318 31| 00 7.2
Kinndnm

16 Canada J. J. 7.7 J. 0.9 J. J. 455 | . 7.4 J. 6.4 J. 0.8 J. 423 . 71

17 USA J. J. 6.7 J. 0.6 J. J. 453 /. 2.7 J. 52 J. 0.8 J. 418 | /. 2.9

Mean (EU) 75 75 75|00 07 331 331 381,00 69| 74 74 00 08 330 330 00 69
Stand. Dev. 07 07 01 69 69 05 08 01 69 05




Table 11a: Abolition of Withholding Taxes on Interest for Payments from Subsidiary to Parent within EU. Only Corporate Taxes, Domestic

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 63 65 71|02 06 298 309 319 14 63|60 63|04 04294 293 18 57
2 Belgium 64 66 63| 03 06 |345 352 300| 09 61|59 59|06 08331 286| 1.8 69
3 Denmark 64 66 63|03 06 288 300 293, 17 64|61 60| 03 07 286 282 17 66
4 Finland 62 64 63|03 06 255 272 295 25 63| 60 58| 04 06 256 279 21 61
5 France 75 77 62|03 05|375 383 22|09 59|70 59|06 07 362 280 18 67
6
7
8
9

Germany 68 69 63| 03 06 348 356 302, 09 61|65 6004 08 342 289 13 70
Greece 61 63 66 | 03 06 |26 309 350| 13 15|56 59|05 09 |287 326| 22 25

Ireland 57 59 64|04 06 |105 143 307| 72 36|51 48|04 04 |109 255| 60 31

Italy 48 50 65|03 04 | 2098 305 302 09 63|43 62| 05 05286 23| 14 69

10 Luxembourg | 63 65 67 | 03 06 |322 331 305| 09 63|59 60|05 08 314 281 18 70

11 Netherlands | 65 66 71 | 02 06 310 319 318| 12 63| 61 64 | 04 05304 25| 1.7 57
12 Portugal 65 66 63|03 06 326 335 300 10 62|61 60 05 08 317 289 18 69

13 Spain 65 67 63|03 06 |3L0 322 201| 12 64| 61 60 | 04 07 |305 282| 1.7 68

14 Sweden |58 60 63|03 06220 248 207| 29 61|56 57| 04 05 |231 278| 24 59

15 United 66 68 64| 03 05 |282 207 311| 21 31|64 58| 04 06 |281 294| 1.9 33
Kinnd

16  Conada | L. /. 78| 4 o8| J 4 376 J 88| J 71| 4 07| 4 36| J 84

17 USA L4 66| 4 o6 | s 4 33| s 31|/ 60| J 08| J 325 J 38

Mean (EU) 63 65 65|03 06|22 305 305| 18 55|59 59|04 06 |287 287| 21 58
Stand. Dev. 06 06 03 61 54 14 06 04 57 14




Table 11b: Abolition of Withholding Taxes on Interest for Payments from Subsidiary to Parent within EU. Only Corporate Taxes, International

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of Capital Cost of Capital EATR Cost of Capital EATR
and EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average | Stand. Dev.

2) e e o e e e e e e

0 — e] c e] — e] c e] e] c e] e} c e)
(%) 8 S 3/!S5 3|8 s 3/!5 35 3|5 2|5 2!5 3
E 8 €]/ 8&8 €/ §5§ & £|/8 € & £/8 £€|8 £/|8 =

S

a £ 6| 6|6 = 6| 6,/ 6|5 6|5 6|5 o

1 Austria 63 65 71|03 06 298 330 319 53 63|58 63|06 04 310 293| 44 57
2 Belgium 64 67 63|03 06 |345 371 300| 46 61 | 57 59| 08 08 |345 286| 39 69
3 Denmark 64 66 63| 03 06 288 322 293 51 64| 60 60| 05 07 303 282 44 66
4 Finland 47 65 68 | 03 06 |200 284 433 | 48 45| 60 45| 04 05 |27 382| 44 35
5 France 53 77 68| 03 05 |310 391 454| 29 39|69 53|07 04 367 423| 24 31
6
7
8
9

Germany 68 70 63| 03 06 348 375 302 45 61|63 60 06 08 36 289 38 70
Greece 61 64 66| 03 06 |26 330 350| 50 15|54 59|07 09 |303 326| 44 25

Ireland 57 60 64| 04 06 |105 173 307| 92 36 | 52 48 | 05 04 142 255| 90 31

Italy 48 50 65|03 04 |208 327 30251 63|43 62| 05 05307 23| 52 69

10 Luxembourg | 63 65 67 | 03 06 |322 351 30548 63|57 60|07 08329 281| 40 70

11 Netherlands | 65 67 71 | 03 06 |31.0 340 318| 49 63| 60 64 | 06 05 320 295| 41 57
12 Portugal 65 67 63|03 06 326 355 300 47 62|59 6007 08 332 289, 40 69

13 Spain 65 67 63|03 06 |3L1 342 201| 49 64| 60 60 | 06 07 |321 282| 41 68

14 Sweden |58 61 63|03 06220 272 207| 60 61|55 57| 04 05 |252 278| 54 59

15 United 66 69 64| 03 05 |282 318 311|53 31|62 58| 05 06 |298 204 | 46 33
Kinnd

16  Conada | L. /. 78| 4 o8| J 4 376 J 88| J 71| 4 07| 4 36| J 84

17 USA L4 66| 4 o6 | s 4 33| s 31|/ 60| J 08| J 325 J 38

Mean (EU) 60 65 65|03 06 |284 325 325| 51 53|58 58|06 06 303 303| 45 54
Stand. Dev. 06 06 03 61 51 49 06 05 52 42




Table 12: Limited Credit System, no Discrimination Against Foreign Source Income Originating in the EU. Only Corporate Taxes.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o] ES o] B o o] ES o] ES o] §S o] e o) B o) B
(%) B 5 > > B > > = > > = > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 63 66 73|03 05|28 323 347| 22 22|60 64|04 05305 319| 24 18
2 Belgium 64 66 66 | 03 06 345 350 351 10 16| 60 58| 04 09 330 326| 1.3 25
3 Denmark 64 67 64| 03 06 |288 325 315| 26 26|61 59|04 07 |305 300 25 31
4 Finland 62 67 64|04 06 |255 320 309| 36 34 |59 58|05 06294 291| 30 34
5 France 75 77 66 | 03 05 375 380 347, 10 14} 70 58 | 05 08 39 323 17 21
6
7
8
9

Germany 68 69 66 | 03 06 |348 354 344| 09 15|65 59|04 08 |31 323| 13 25
Greece 61 65 66 | 03 06 296 335 30, 14 15|58 59|03 09 313 326| 20 25

Ireland 57 68 64 | 04 06 105 321 309 38 37|48 49 | 05 03 257 260 29 32

Italy 48 49 66 | 03 03 |298 304 334| 09 14| 43 61| 05 06 |285 318| 14 24

10 Luxembourg | 63 65 70 | 03 06 |322 332 349| 11 16| 59 59|05 08 314 317| 19 26

11 Netherlands | 65 67 73 | 02 06 310 329 31|18 20| 61 64| 04 05311 323| 22 17
12 Portugal 65 67 65|03 06 |326 338 34|11 16|61 59| 04 08 |320 316| 16 26

13 Spain 65 67 64|03 06 310 331 323| 17 20|61 60| 04 08 312 308| 21 28

14 Sweden 58 64 64| 04 05 (229 308 309| 39 34 |55 57|05 05279 288| 3.3 34

15 United 66 71 64|03 05282 333 31131 31|63 58| 04 06 309 294 | 27 33
Kinndnm

16 Canada J. J. 7.8 J. 0.8 J. J. 376 . 8.8 J. 7.1 J. 0.7 J. 356 | .. 8.4

17 USA J. J. 6.6 J. 0.6 J. J. 343 . 31 J. 6.0 J. 0.8 J. 325 . 3.8

Mean (EU) 63 66 66 | 03 05292 332 332 20 22|59 59 04 07 309 309 21 27
Stand. Dev. 06 05 03 61 18 17 06 03 24 18




Table 13: Full Credit System, no Discrimination Against Foreign Source Income Originating in the EU. Only Corporate Taxes.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o 2 o 2 Q o 2 o 2 o 2 o 2 gl 2 gl 2
(%) B 5 =) S =) B =) =) S =) > S > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 63 64 71|04 06|28 297 324| 70 20|59 62|04 07 |280 25| 74 21
2 Belgium 64 63 66 | 05 06 345 288 30, 67 18| 57 58 | 06 09 270 326 | 79 26
3 Denmark 64 66 62| 04 06 |288 305 280| 66 20 |61 57|04 09 286 263| 67 30
4 Finland 62 67 60|05 06 |255 309 246| 66 21| 59 54|05 09 |283 226 | 6.2 32
5 France 75 73 65|05 05 375 323 346,63 16 | 68 58 | 06 08 305 323 75 23
6
7
8
9

Germany 68 66 66| 05 06 |348 300 342| 66 18| 60 58| 07 09 |279 320| 80 26
Greece 61 62 66 | 05 06 296 285 349, 68 18 | 55 59 | 06 09 263 326 79 27

Ireland 57 68 54 |04 06 105 321 93 | 38 27|48 43 |05 09 257 45 | 29 41

Italy 48 46 66 | 05 03 |298 233 327| 75 09| 34 61|08 06 192 311| 94 18

10 Luxembourg | 63 62 69 | 04 06 |322 289 342| 68 19|58 59|05 08 274 310 77 25

11 Netherlands | 65 65 72 | 04 06 |31.0 299 333| 67 19| 60 63|05 06 283 305| 73 21
12 Portugal 65 64 65|05 06 |326 295 326| 68 19|60 59|05 09 |279 307| 76 27

13 Spain 65 66 63|05 06 |3L0 301 306 68 19| 61 58 | 05 09 | 284 289| 7.2 28

14 Sweden |58 64 60|04 06220 298 233| 66 22|55 54| 05 09 |27.0 211| 61 33

15  United 66 70 61|05 06 |282 318 262| 65 20|63 55| 04 09 |295 244| 63 30
Kinndnm

16 Conada L4 78| 4 08| J 4 376 J 88|, 71| 4 07| J 36| J 84

17 USA L4 63| 4 06| L 4 306| , 19| /4 59| 4 09| 1 200| L 28

Mean (EU) 63 64 64| 04 06 292 297 297,65 19|57 57 |05 08 273 273 | 71 27
Stand. Dev. 06 06 05 61 20 6.6 08 04 25 71




Table 14: Exemption for All Foreign Dividends, no Discrimination Against Foreign Source Income Originating in the EU. Only Corporate Taxes.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o] ES o] B o o] ES o] ES o] §S o] e o) B o) B
(%) B 5 > > B > > = > > = > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 63 64 71|02 06|28 305 319 08 63|60 63|04 04291 293| 15 57
2 Belgium 64 67 63|03 06 345 33 300, 09 61|60 59 04 08332 286| 15 69
3 Denmark 64 66 63| 03 06 |288 296 293| 09 64 | 61 60| 03 07 |282 282| 12 66
4 Finland 62 64 63|03 06 |255 263 295| 09 63 | 60 58| 04 06 |249 279| 12 61
5 France 75 77 62|03 05375 383 292, 09 59|70 59 06 07 362 280 18 67
6
7
8
9

Germany 68 69 63| 03 06 |348 356 299| 09 61|65 60|04 08 |341 288| 1.3 69
Greece 61 63 63|03 06 296 306 292, 09 64| 57 6003 08 286 282 14 72

Ireland 57 58 64 |02 06 105 113 309, 10 37|51 49 04 03|84 260 14 32

Italy 48 50 65|03 04 |298 305 302| 09 63|43 62|05 05286 293| 14 6.9

10 Luxembourg | 63 65 67 | 03 06 (322 329 305 09 63|59 60|05 08 313 281| 17 70

11 Netherlands | 65 66 71 | 02 06 |31.0 316 318| 08 63| 61 64| 04 05302 25| 15 57
12 Portugal 65 66 63| 03 06 |326 334 300| 09 62|61 60|04 08 |318 289| 13 69

13 Spain 65 66 63|03 06 |3L0 319 201| 09 64| 62 60 | 04 07 |303 282| 15 68

14 Sweden |58 60 63|03 06220 237 207| 09 61|56 57| 04 05 |223 278| 1.3 59

15  United 66 68 63|03 06282 291 293| 09 64| 64 59 | 03 06 | 277 280| 1.2 64
Kinndnm

16 Conada L4 78| 4 08| J 4 376 J 88|, 71| 4 07| J 36| J 84

17 USA L4 66| 4 06| L 4 33|, 31| J 60| J 08| / 325| L 38

Mean (EU) 63 65 65|03 06 292 300 300 09 61|59 5904 06 283 283| 14 63
Stand. Dev. 06 06 03 61 61 09 06 03 63 08




Table 15: Home State Taxation, no Discrimination Against Foreign Source Income Originating in the EU. Only Corporate Taxes.

Weighted Average over Sources of Finance of the Subsidiary |Most Tax Efficient Way of Financing the Subsidiary

Cost of C apital Cost of Capital EATR Cost of Capital EATR
d EATR Average Stand. Dev. Average Stand. Dev.| Average |Stand.Dev.| Average |Stand. Dev.
an o o 2 o 2 Q o 2 o 2 o 2 o 2 gl 2 gl 2
(%) B 5 =) S =) B =) =) S =) > S > >
Q = Q = Q = Q = Q = Q = Q = Q
c 8 2 8 28|/ g8 2 /8 2|8 2|8 /8 28 ¢£
8 € 8| 8|8 = g8/ 8|/ 8| 8 = 38| 3§

1 Austria 63 68 72|09 08|28 316 322| 30 75|68 65|09 07 313 26| 31 76
2 Belgium 64 74 80 | 05 15 345 374 342 16 92| 73 79 | 05 16 369 340 14 093
3 Denmark 64 72 62|08 07 |288 314 288| 27 73|70 61|08 08 |309 286| 28 73
4 Finland 62 63 69| 07 08|25 257 314| 25 76|62 69|07 09 |252 313| 26 76
5 France 75 88 58 | 11 05 375 415 272 32 69|87 57 |11 06 410 271 34 68
6
7
8
9

Germany 68 76 61| 11 07 |348 374 281| 32 73|74 60|11 08 |369 279| 34 73
Greece 61 70 62|11 07 296 324 288 33 76 | 69 62| 12 08 319 287| 35 76

Ireland 57 51 77 |03 07 105 80 349 13 45|50 76 02 08 | 75 348 10 45

Italy 48 56 81 |05 14 298 323 346| 16 91|49 81|07 14 302 346| 20 091

10 Luxembourg | 63 74 64 | 10 07 (322 357 294|32 73|73 59|10 08 33 277|332 72

11 Netherlands | 65 70 73 | 09 08 |310 327 322| 30 76|69 65|10 07 324 26| 31 7.7
12 Portugal 65 74 62|10 07 |326 355 28531 74|72 61|10 08 350 283| 33 74

13 Spain 65 70 64|09 08 310 329 295| 30 76| 69 64 | 10 08 |324 293| 31 7.6

14 Sweden 58 58 83|04 14 229 228 36.1| 15 84 | 57 83| 03 15223 39| 12 85

15 United 66 69 67|08 08 282 291 305| 26 76| 68 66 | 0.8 09 286 303| 27 7.6
Kinndnm

16 Canada J. J. 7.8 J. 0.8 J. J. 376 . 8.8 J. 7.1 J. 0.7 J. 356 | .. 8.4

17 USA J. J. 6.6 J. 0.6 J. J. 343 . 31 J. 6.0 J. 0.8 J. 325 . 3.8

Mean (EU) 63 69 69 08 09292 311 311, 26 75|67 67|08 09 305 305 27 75
Stand. Dev. 06 09 08 61 76 27 09 08 76 28




ANNEX G
Tax Analyser model:

METHODOLOGICAL CONCEPT OF THE "EUROPEAN TAX
ANALYSER" MODEL

The European Tax Analyzer is acomputer program for amodel-firm. It calculates and
compares effective average tax burdens for companies located in different countries.
Since the model firm is designed as a corporation, the tax burden can be calculated at
the level of the corporation as well as at the level of the shareholders. The effective
average tax burden is derived by simulating the development of a corporation over aten
year period. For the computation of the tax burden the model uses the economic data of
the corporation and the shareholders as well astax data asinputs.

The development of the corporation is based on the initial capital stock and the data of
the corporate plans containing variable estimates for the future development of the
capital stock.

— Initial capital stock. The capital stock in the first period includes the firm’s total
assets and liabilities that either can be new or already existingsddaeconsist of
real estate, office and production buildings, plant and machinery, office furnishings,
fixtures, intangibles (patents and royalties), financial assets, shares in other
corporations (both domestic and foreign), inventories, trade debtors, cash funds, and
deposits. Théiabilities include new equity capital, long-term and short-term debt,
and trade creditors.

— Development of capital stock. Corporate planning supplies data about the expected
development of the capital stock over the simulation period of ten years. The
estimates are based on periodical assumptions for production and sales, acquisition
of goods, staff expenditure (e.g. number of employees, wage per employee and
pension costs), other receipts and expenses (e.g. R&D-expenses), investment,
distribution, and costs of financing. It is assumed that in each period the corporation
produces goods which are either inventoried or sold on the market. Therefore, multi-
period production is possible. Additional variable assumptions are made with regard
to the production costs for material and labour. It is further assumed that depreciable
assets (i.e. buildings, plant and machinery, office furnishing, fixtures, and
intangibles) are worn out at the end of their expected economic life. Optionally, fixed
assets can also be sold for their market value before the end of expected economic
life. In either of the two cases, reinvestments in new assets are made at that time
based on the historical costs of the assets adjusted for inflation. The model's
assumptions regarding investment ensure that the initial capital stock at least remains
constant? In addition to differing rates of price increases, other macro-economic
data considered are credit and debit interest rates, exchange rates for the given
countries and the costs of energy and electricity.

13 It is also possible to allow additional new investment which results in an increase of the capital stock
during the simulation period.
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— Corporate finance: Theinitia capital stock contains new equity as well as both long
and short term debt capital. Since the corporate plans, inter alia, make assumptions
about the distribution policy, the company can be financed by retained earnings (e.g.
the distribution rate is below 100%) in addition to new equity and debt financing.
Moreover, if the national tax codes allow for internal book reserves (e.g. book
reserves for bad debts), the money put into these reserves also serves as a source of
internal financing.

Due to differences between the corporation tax systems as well as the taxation of capital
income (e.g. dividends, interest, and capital gains) in the hands of the shareholders, a
valid comparison of the tax burdens has to include the shareholders. The model allows
the inclusion of up to 10 groups of shareholders with different shareholding (e.g.
participation rate) and personal status. The latter distinguishes between natural and legal
persons, domestic or foreign shareholders, taxable or tax-exempt entities, and other
aspects (e.g. family status, number of children). According to the financing of the
corporation, the shareholders receive dividends from new equity or interest from loans
to the corporation. In addition to this income, the underlying assets (e.g. shares and
loans) are considered for non-profit taxes.

For the sake of comparability, it is assumed that the model-firm in each country shows
identical data before any taxation. Due to this necessary assumption any differences
between pre- and post-tax datain the model can be solely attributed to taxation in the
different countries.

Thetax burden is expressed in two ways: The absolute effective average tax burden in
currency unitsis the difference between the pre-tax and the post-tax value of the firm at
the end of the simulation period (i.e. period 10). An equivalent expression of the
effective average tax burden isthe effective average tax rate (EATR). The EATR isthe
difference between the pre-tax and the post-tax return on the equity capital invested in
the corporation divided by the pre-tax return. These returns are derived from the value
of the firm at the end of the simulation period. The effective average tax burdenis
calculated separately for the level of the corporation and the level of the shareholders (if
thelir taxation is included). The computation of total tax burdens and the EATR takes
four steps.

In the first step, the pre-tax value of the firm at the end of the simulation period is
calculated. The pre-tax value of the firm is derived from the estimated cash flows and
the value of the net assets at the end of the smulation period. The cash flows are
derived from estimates in the corporate planing for the cash receipts (sales and other
receipts, gains upon the disposal of assets, interest and dividend income) and expenses
(wages and pension payments, expenses for material, energy consumption and other
expenses, new investment, interest expenses and distributed profits). The cash flow (=
liquidity) is calculated in each period. Thereby it is assumed that any given amount of
surplus cash flow at the end of a single period can be invested at a given interest rate
and any given deficit can by covered by borrowing money at a given debit rate
(balancing investment or credit). The interest receipts or expenses plus the amount of
the underlying balancing investments or credits are considered for the calculation of the
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cash flow in the following period. The value of the net assets at the end of the
simulation period is computed by deducting the liabilities of the corporation (and, if
relevant, of the shareholders) from the assets. Both the assets and the liabilities are
valued at calibrated parameters that are the same in each country. For the assets we take
their replacement prices and for the liabilities their nominal values.

pre-tax cash flow at the end of the simulation period (companies’ or overall level)

+ value of the net assets at the end of the simulation period (companies’ or overall level)
(= assets in the capital stock at replacement prices - liabilities in the capital stock at nominal
values)

pre-tax value of the firm at the end of the simulation period (companies’ or overall level)

In the second step, the post-tax value of the firm at the end of the simulation period is
calculated. The determination of the post-tax value of the firm has only cash flow
effects and no impact on the value of the net assets. The post-tax cash flow is derived in
each period by deducting the tax liabilities from the pre-tax cash flow. The tax liabilities
are derived by transforming the receipts and expenses into items of the tax bases (i.e. on
the one hand assets and liabilities and on the other hand profits and |osses/charges)
respect given to depreciation allowances according to the relevant national rules and
then applying the (functions of the) tax rates and, if necessary, other relevant provisions
(e.0. loss carryover and tax credits). The reduction of the cash flow due to tax payments
(liabilities) also has an impact on the bal ancing investment or credit and the connected
interest receipts or credits. By taking these tax-induced effects on the interest income or
expense of each period into account, the deferral of tax payments is integrated into the
model.

values)

pre-tax cash flow at the end of the simulation period (companies’ or overall level)

tax liabilities in each period

post-tax cash flow at the end of the simulation period (companies’ or overall level)
value of the net assets at the end of the simulation period (companies’ or overall level)
(= assets in the capital stock at replacement prices - liabilities in the capital stock at nominal

post-tax value of the firm at the end of the simulation period (companies’ or overall level)

pre-tax value of the firm at the end of the simulation period (companies’ or overall level)
post-tax value of the firm at the end of the simulation period (companies’ or overall level)

total average tax burden in currency units (companies’ or overall level)

In contrast to models which compute tax burdens solely based on pre-tax returns
(yields), calculations based on cash receipts and cash expenses considering balancing
investments allow the entire computation of all tax bases at any time during the period
of ssimulation (because al relevant income and assets have been entered into the tax
base). As a consequence, the model can include complicated tax provisions such as
progressive tax rates, tax credits (e.g. for foreign taxes) with upper ceilings, and loss
carryovers without any difficulty.
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In the third step, both the pre-tax and the post-tax value of the firm at the end of the
simulation period are transformed into the pre-tax and post-tax return respectively:

ro= ViMViEOIYT-1 and 1 o= [Vis(T)/Vi (@VT -1
r = pretax return

rs = post-tax return

Vi = vaueof thefirm at beginning of the simulation period

Vi = pretax value of the firm at the end of the simulation period

Vi = post-tax value of the firm at the end of the simulation period

T = dmulation period

The return r (§) represents the internal rate of growth of the value of the firm during the
simulation period before taxes (after taxes) taking into account all the assumptions
about the investment, financing and distribution policy at the beginning of the
simulation.

In thefourth step, the effective average tax rate (EATR) is computed by deducting the
post-tax return from the pre-tax return and dividing this difference by the pre-tax return.

r‘rs

= EATR
r

The EATR is measured as the difference between the pre-tax and the post-tax value of
the firm or the return derived from the changes of the value of the firm. A cross-country
comparison can thus allow for the following conclusion. A higher EATR indicates that
taxation takes away a higher share of the pre-tax value of the firm (or the return). This
may indicate as a result that countries with a higher EATR will be less attractive as a
location for the firm than a country with a lower EATR.

14 This interpretation is similar to the interpretation of the EATR in the model of Devereux and
Griffith. See Bond and Chennells (2000), p. 15. It is of high empirical relevance since managers admit that
they choose an investment location by comparing the pot tax returns of similar location opportunities. See
Luther (1994).
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ANNEX H
Tax Analyser model:

DESCRIPTION OF THE PRINCIPAL HYPOTHESES AND TAX
PARAMETERS

The EATR is calculated for companiesin France, Germany, Ireland, the Netherlands,
the UK and the USA.. In order to calculate the tax liability in each country the European
Tax Analyser takes into account all raxes that may be influenced by the investments and
financing both at the level of the corporation and the level of the shareholders (see
Tablesin Annex B).

In calculating the tax bases, the most relevant elements with regard to the assets and
liabilities included in the capital stock and the effects of the corporate planning are
considered. Furthermore, the tax module of the model allows the selection of several
accounting options (tax electives) enabling a company to influence its taxable profits.
Therules for profit computation covey:

— depreciation (methods and tax periods for all considered assets, extraordinary
depreciation),

— inventory (stock) valuation (production costs, FIFO, LIFO and the average costs
method, inflation reserves),

— development costs (immediate expensing or capitalisation),

— taxation of capital gains (roll-over relief, inflation adjustment, special tax rates),

— employee pension schemes (deductibility of pension costs, contributions to pension
funds, book reserves),

— provisionsfor bad debts,

— elimination and mitigation of double taxation on foreign source income (exemption,
foreign tax credit, deduction of foreign taxes),

— and lossrelief.
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Table 1: Considered taxes

Company Sharehol der
Taxe fonciereneal property tax) Impot sur le revenuercome tax)
Taxe professionnellerade tax) Prélevements fiscauxurcharges on

F Taxes assises sur les salaires income tax)

(employer's contributions) Imp6t de solidarité sur la fortungrpperty
Impot sur les sociétésdrporation tax) tax)
Grundsteuerreal property tax) Einkommensteuertifcome tax)

D Gewerbeertragsteuardde tax on profits) | Solidaritatszuchlagsg/idarity levy)
Korperschaftsteueerporation tax) Kirchensteuerdhurch tax)
Solidaritdtszuschlagdlidarity levy)

IRL Business_ rates Income tax
Corporation tax

NL Vennootschapsbelastinigorporation tax) | Inkomstenbelastingrncome tax)
Onroerendbelastingeal property tax) Vermogensbelastingroperty tax)

UK Business_ rates Income tax
Corporation tax
Property tax Income tax

USA Franchise tax on corporate income Property tax
Accumulated earnings tax
Corporate income tax

Finally, referring to the rax rates, the calculations consider statutory linear as well as
progressive tax rate structures. In the case of progressive rates or income brackets the
tax rates enter in the model as functions of the relevant income or net assets (non-profit
taxes) as provided by the tax laws. Asfar as Ireland is concerned, the base-case scenario
takes into account the manufacturing relief resulting in a statutory corporation tax rate
of 10%. The Appendix shows also the results for the basic 28% Irish corporation tax
rate.

Various assumptions have to be made in order to define and describe the model-firm
analysed in this report, and the economic conditions which are assumed to prevail. The
following is assumed in the base case (Section B). Later, Section C performs a
sengitivity analysisin order to test the importance of these assumptions.
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Table 2:Model firm's structure of the balance sheet (period 6)

ASSETS EURO|LIABILITIES EURO
A. Fixed assets A. Shareholders’ equity
|. Intangible assets 647.898|1. Share capital 3,067.751
Il. Tangible fixed assets Il.  Profit brought forward 5,146.276
1. Real estate 4,017.936 | I1l. Net income 1,367.171
2. Machinery 2,623.644 | B. Provisions for Pensions | 3,269.915
3. Office furniture and 1,337.024 | C. Creditors
fixtures I. Loans from third parties 8,180.67(
1. Financial assets 5,112.919 | II. Loans from shareholders 1,533.876
Investments 766.938 | I1. Trade creditors 2,327.868
Long-term loans IV. Short-term debt 10,021.321
B. Current assets 7,523.749
I. Stock 7,049.872
Il. Trade debtors 3,269.915
1. Fund’s assets 2,564.959
IV. Deposits
Total 34,914.854 Total 34,914.854
Table3: Modéd firm’s structure of the profit and loss account (period 6)
Position EURO
Net sales or revenues 44,061.700
— |Cost of goods sold 35,031.442
= |Gross profit 9,030.258
— |Selling expenses 1,389.415
— |General and administrative expenses 3,969.264
+ |Other revenues 2,607.339
— |Other expenses 3,908.701
+ |Investment earnings (dividends) 577.029
+ |Interest income 225.620
— |Interest expenses 582.873
= |Operating income 2,589.903
— |Income tax expenses (if deductible) 401)154
— |Other taxes 2.718
= |Taxable income (income before corporation tax) 2,186.121

As abase case for the model-firm we refer to a typical medium-sized German™
manufacturing company. The data was taken from published German statistics.’® Table
2 shows the balance sheet and Table 3 the profit and loss account at the end of year six
(the mid-point of the ten year comparison) based on the assumption of German taxation.
Table 2 shows the different types of assets (investments) and sources of finance
considered herein detail. It also servesto highlight the relative weight of these
investments and sources of finance. Table 3 shows the sales and the amounts and
structure of the expenses. From this information we can derive the following most
important financial ratios of the base case model-firm:

15 The reason for taking Germany is simply the easy availability of reliable data. From a
methodological point of view it would be no problem to use any other data instead.
16 See Deutsche Bundesbank (1997a); Deutsche Bundesbank (1997b); Industriekreditbank (1997);
Statistisches Bundesamt (1997), pp. 193-195, 206-207, 228-230, 464.
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Net income: EURO 1.4 m;

Tangible fixed assets to total balance sheet-ratio: 22.9%;
Equity capital to total balance sheet-ratio: 27.4%;
Return on equity capital (after taxes): 16.6%;

Return on total capital (after taxes): 5.9%;

Turnover: EURO 44.1 m;

Net profit ratio (after taxes): 3.1%;

Personnel expenditure: EURO 10.2 m;

Personnel expenditure to turnover-ratio: 24.6%;
Taxable income: EURO 2.2 m.

It has to be kept in mind that the above ratios are typical for the German manufacturing
sector and therefore differ somewhat from the ratios used in other studies. For example,
the weights for the sources of finance used in the other report prepared for the European
Commission or in OECD (1991) and the Ruding Report (European Commission (1992))
are: retained earnings 55%, new equity 10% and debt 35%. The equivalent weights used
here are: retained earnings 19% (6,513.453/34,914.854), new equity 9%
(3,067.751/34,914.854) and debt 72% (25,333.650/34,914.854). Therefore only new
equity carries approximately the same weight. When comparing the results of different
studies these differing weights can explain varieties of effective tax burdens to a great
extent.

The following lists the other important assumptions:

Expected economic lifetimes for assets. production buildings (40 years); office
buildings (50 years); patents and concessions (5 years each); plant and machinery
(five assets are considered, 5 to 10 years); office furniture and fixtures (4 and 9
years); financial assets (all zero); stocks (zero).

Rates of priceincrease: consumer price index (2.3%); price index for basic material
(1.4%); price index for wages (2.5%); price index for investment goods (2.5%).

Interest rates for creditors and debtors: short term credit (3%); long term credit
(4.7%); short term debit (7%); long term debit (6%0).

Shareholders and distributions: The base case example of a medium-sized company
includes 10 shareholders (natural persons) who are located in the same country as
the corporation (i.e. domestic shareholders). It is further assumed that all
shareholders have identical pre-tax data such as participation rate (10%), family
status (married) and number of children (1 child). The latter assumptions are
relevant for the income tax tariff to be applied and for other personal allowances.
The profit distributions (gross dividends) to the shareholders amount to EURO
511.290 (16% of the share capital) per period in each country. This means that each
shareholder receives a gross dividend of EURO 51.129 per period. Moreover, the
shareholders earn income from other sources (EURO 51.129 each per period) and
receive interest on the loan granted to the corporation. The gross interest receipts
amount to EURO 92.033 (6% of EURO 1.533.876) each period, i.e. each
shareholder receives periodical interest income from loans of EURO 9.203.
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Although the European Tax Analyzer takes only domestic investment into account the
results provide some information for economic distortions within the EU. The relevant
scenario covers companies in different countries which export their products to other
countries where they compete with each other. In that case, alower domestic effective
tax burden in one country means a competitive advantage for exporting companies
resident in that country.
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ANNEX I
Tax Analyser model:

DETAILED RESULTS FOR EACH COUNTRY INCLUDING THE CASE OF
THE GERMAN TAX REFORM

Table1l: Impact of types of taxes on the Effective Average Tax Rate
- Only corporate taxes

EATR - corporation F D IRL NL UK EU-5 USA IRL 28% | D 2001
Average

absolutein EURO 12,954.033|11,290.464| 3,504.761 | 8,793.437 | 7,937.863 | 8,896.11210,480.517| 7,706.237 |10,503.163
corporation tax and
surcharges 7,037.881 | 8,689.994 | 2,704.136 | 8,659.264 | 7,033.418 | 6,824.939 | 8,392.151 | 7,078.738 | 6,891.882
trade/ franchise tax on
income - 2,517.630 - - - 503.526 |1,327.614 - 3,504.603
trade tax on capital/ taxe
professionnelle 4,199.789 - - - - 839.958 - - -
employer’s contribution| 1,385.938 - - - - 277.188 - - -
property tax - - - - - - 760.752 - -
real property tax 330.425 82.840 800.6R5 134.173 904i445 450.501 - 627.498 106.678

relative in % 100.0 100.0 100.0 100. 100.0 1000 10Q0.0 100.0 1Q0.0
corporation tax and
surcharges 54.3 77.0 77.2 98.5 88.6 79.1 80/1 91.9 65.6
trade/ franchise tax on
income - 223 - - - 45 12.7 - 334
trade tax on capital/ taxe
professionnelle 32.4 - - - - 6.5 - - -
employer’s contribution 10.7 - - - - 21 - - -
property tax - - - - - - 7.2 - -
real property tax 2.6 0.7 22.8 15 11.4 7.8 - 8.1 1.0

Table2: Impact of types of taxes on the Effective Average Tax Rate
- Corporate and personal taxes

EU-5 D
EATR F D IRL NL UK Average USA IRL 28% 2001/2004
Corporation (Table A1)
absolute in EURO 12,954.033.1,290.464 3,504.761 8,793.43} 7,937.863 8,896.112.0,480.51f 7,706.23[10,503.163
effective in % 39.7 32.8 8.3 24.0 21.0 25.2 29.7 20.5 30.1
Shareholder
absolute in EURO 5,664.3554,249.136 4,697.9394,955.073(3,530.026 4,619.306(3,306.954 4,697.9392,674.425
...income tax 5,559.481 4,249.136 4,697.939 4,539.37} 3,530.026 4,515.192 3,256.842 4,697.93D 2,674.425
...property tax 104.874 = - 415.696 - 104.114 50.112 - =
Overall level
absolute in EURO 18,618.38R.5,539.6008,202.70(13,748.5111,467.88R.3,515,41/13,787.4711.2,404.17@.3,177.588
effective in % 48.8 374 17.2 32.0 25.6 32.2 32.0 28.1 30.1
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Table3: Effective Average Tax Rate across 5 EU Member States and the USA

- Variation of tangible fixed assets to total balance sheet ratio

- Only corporate taxes

Tangible fixed assets to total balance

sheet-ratio % 183 195 206 21.8 229 240 252 26.3 275
F 30.7 31.2 319 328 33.6 339 348 36.0 36.6
D 304 29.7 29.7 29.7 30.0 294 291 289 285
IRL 59 56 61 62 63 65 66 67 72
NL 178 177 179 178 178 173 176 176 174
UK 163 16.2 16.7 17.0 17.0 165 168 172 170
EU-5 Average 20.2 201 205 20.7 209 20.7 210 21.3 21.3
EU-5 Standard Deviation 94 95 94 96 98 98 99 102 102
D 2001 219 214 217 220 221 218 21.7 21.8 21.7
IRL 28% 148 147 148 151 150 149 152 151 153
USA 219 21.8 21.7 220 221 21.8 221 222 22.1
Table4: Effective Average Tax Rate across 5 EU Member States and the USA
- Variation of equity to total capital ratio
- Only corporate taxes
Equity to total capital ratio % 25 50 75 100
E 43.1 439 442 447
D 353 39.0 404 426
IRL 78 89 87 96
NL 210 236 260 27.7
UK 204 228 24.0 255
EU-5 Average 255 276 28.7 300
EU-5 Standard Deviation 124 125 127 128
D 2001 275 293 308 319
IRL 28% 18.0 203 221 234
USA 26.3 29.3 30.8 330
Table5: Effective Average Tax Rate across 5 EU Member States and the USA
- Variation of pre tax return
- Only corporate taxes
Pre-tax return % 202 215 228 240 253 266 278 291 304
F 515 421 389 357 336 320 30.2 286 27.3
D 312 30.8 305 30.3 30.0 29.7 29.1 28,6 28.3
IRL 79 75 71 66 63 60 58 55 56
NL 183 182 181 178 178 17.7 176 169 17.1
UK 183 178 177 170 170 165 16.2 159 155
EU-5 Average 254 233 225 215 209 204 198 19.1 188
EU-5 Standard Deviation 150 120 111 103 98 95 90 8.7 84
D 2001 238 234 230 224 221 218 21.2 20.7 204
IRL 28% 16.8 164 159 154 15.0 150 14.7 141 141
USA 248 238 235 224 221 218 216 21.0 20.7
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Table6: Effective Average Tax Rate across 5 EU Member States and the USA
- Different industries
- Differences with reference to the average EATR of the 5 EU Member States
- Only corporate taxes

Differencesto ™ rt Commerce Service Buildingand Metal Engineerin Automotive Food and Electricall  Chemical Manufacturing
EU-5 anspo Trade Construction Production — 9 9 Vehicles Beverages Engineering Engineering  Industry
F 36.4 37.0 405 102.2 715 50.3 40.7 437 55.5 28.6 45.6
D 20.6 16.6 135 -10.1 11 139 12.8 4.4 14.7 16.2 26.9
IRL -26.2 -14.8 -215 -30.7 -26.5 -22.9 -21.4 -195 -26.7 -18.7 -60.6
NL 5.2 -35 -10.8 -25.2 -26.4 -14.2 -9.9 -16.1 -18.6 -7.2 -1.2
UK -35.9 -35.3 -21.7 -36.2 -19.7 -27.1 -22.3 -12.6 -24.9 -18.9 -10.6
EU-5 Standard

Deviation 274 25.0 24.0 51.8 37.1 28.9 24.0 23.3 316 19.2 36.3
USA 276 121 8.4 -12.7 -7.8 21 74 05 15 19.1 17.8
D 2001 33.3 11.4 12.3 -8.1 -10.0 7.2 18.6 0.9 8.4 17.4 18.0

Table 7: Effective Average Tax Rate across 5 EU Member States and the USA
- Variation of rate of distribution
- Corporate and personal taxes

Distribution rate % 0 25 50 75 100
F 458 473 515 56.7 619
D 374 374 401 428 46.7
IRL 123 182 248 323 411
NL 29.1 315 351 393 437
UK 227 256 28.7 323 36.0
EU-5 Average 295 32.0 36.0 40.7 459
EU-5 Standard Deviation 116 99 93 90 87
D 2005 276 30.0 322 353 381
IRL 28% 222 276 342 413 49.2
USA 26.6 31.0 351 40.3 457
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Table8: Effective Average Tax Rate across 5 EU Member States and the USA
- Variation of equity to total capital ratio
- Corporate and personal taxes

Equity to total capital ratio % 25 50 75 100
F 730 719 708 711
D 55.1 55.1 56.2 56.5
IRL 494 494 483 489
NL 59.6 57.3 55.1 53.3
UK 42.7 427 438 444
EU-5 Average 56.0 55.3 54.8 54.8
EU-5 Standard Deviation 102 9.7 92 91
D 2005 46.1 46.1 46.1 46.7
IRL 28% 539 55.1 56.2 589
USA 494 51.7 539 573




ANNEX J

Tax Analyser model:

SIMULATING HYPOTHETICAL POLICY SCENARIOS

Table1: Resultsfor simulations of reforming elements of the corporation tax base

- Effective average tax rates
- Only corporate taxes

EU-5
EU-5 D |IRL
F | D JIRL|NL | UK | poo | Stand. [US |00 | oo
Dev. A
e 9
Base case 397|301 | 83 240|210 246 | 104 |297|328/|205
1. Common depreciation | 347|351 | 83 |24.0|21.0| 246 | 104 | 297328205
on intangibles
2. Common depreciation | 45| 93| 83 | 236210 245 | 104 |288 328|205
on buildings
3. Common SL . laa1|306| 84 |245|21.4| 258 | 117 |323|36.7| 206
depreciation on tangible
fixed assets
4. Common DB . la10|284| 7.9 |223|19.7| 239 | 109 |2098|328| 192
depreciation on tangible
fixed assets
5. Commonvauationof | 491 597 | 79 | 218|192 233 | 101 |275|328] 188
Inventories
6. Common pension 445(301] 92 [271240] 270 | 113 |34.1|328|227
scheme (book reserve)
7. Common pension 39.7|262| 83 [24.0|21.0| 238 | 101 |29.7|275|205
scheme (pension fund)
8. Common book reserves | 555 | 56| 7.9 | 214|188 222 | 93 |266|288] 183
oo 2|26/ 7. 4|18, . . 6|288] 18.
9. Commonoverall tax | o7 1097 87 | 245|21.4| 262 | 124 |323|354] 210

base (IAS)
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Table2: Resultsfor simulations of reforming elements of the corporation tax base

- Effective average tax rates
- Corporate and personal taxes

EU-5
EU-5 D | IRL
F | D JIRLINL UK | oo | Stand. [US oo oo
Dev. | A
e 9
Base case 48.8|30.0(17.2|320|251| 306 | 104 |320|37.4|28.1
1. Common depreciation | 4g81300| 172|320 251| 306 | 104 |320|37.4| 281
on intangibles
2. Common deprecialion | 493|300 (172|315 | 256| 307 | 105 |315|37.4 281
on buildings
3. Common SL . |527|31.0/17.2|325|256| 318 | 117 |345|40.4|28.1
depreciation on tangible
fixed assets
4. Common DB . 149.8/29.1/167 305|241 300 | 110 |320|37.4|27.1
depreciation on tangible
fixed assets
5 Common valuation of - | 4681300 167|300|241| 205 | 99 |300|37.4|266
Inventories
6. Common pension 53.2|30.0|17.2(35.0|27.6| 326 | 11.8 |355|37.4|30.0
scheme (book reserve)
7. Common pension 488|27.1|17.7|320|256| 302 | 104 |320|33.0|28.1
scheme (pension fund)
8. Common book reserves | 45 51 576 167|296 | 236| 286 | 95 |29.6|340261
for bad debts i Ea el il g ' ' S
9. Commonoverall t&X | 5471300176325 256| 321 | 124 | 340|399 286

base (IAS)
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Table3: Resultsfor simulations of reforming tax rates and local taxes
- Effective average tax rates
- Only corporate taxes

EU-5
EU-5 D |IRL
F D |[IRL | NL | UK Averag Stand. | US 199 | 28%
Dev. A
e 9
Base case 39.7|130.1| 83 [24.0|210| 246 104 | 29.7|32.8|20.5

10. Common CT rate, at

36.71341(123.6|21.8|22.7| 278 6.3 284258 -
EU mean

11. Common CT rateincl.
local profit taxes, at EU | 37.1 | 24.0 | 245|231 | 24.0| 265 53 253|170 -
mean

12. Common CT rate of
25% incl. local profit
taxes

336|17.0|183|166|175| 20.6 65 |19.7|122| -

13. Common CT rate of

2505 indl. all local taxes 96 |170|16.2| 16.2|148| 148 27 162|122 -

Table4: Resultsfor simulations of reforming tax rates and local taxes
- Effective average tax rates
- Corporate and personal taxes

EU-5
EU-5 D |IRL
F D |[IRL | NL | UK Averag Stand. | US 199 | 28%
Dev. A
e 9
Base case 458|33.0/31.0[300(271| 334 6.5 31.0| 374|281

10. Common CT rate, at

458|33.0|31.0{300|27.1| 334 65 |31.0|310| -
EU mean

11. Common CT rateincl.
local profit taxes, at EU | 46.3 | 25.1 | 32.0| 31.0| 27.6| 324 74 286|236 -
mean

12. Common CT rate of
25% incl. local profit
taxes

433|20.2|26.1| 256|227 276 81 [236|19.7| -

13. Common CT rate of

2506 incl. all local taxes 2171202246251 |20.2| 224 21 |20.7|19.2| -
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Table5: Resultsfor corporation tax system reform simulations

- Effective average tax rates
- Corporate and personal taxes

EU-5
EU-5 D |IRL
F | D JIRLINL JUK | oo | Stand. |US oo | oane
Dev. A
e 9
gxaz)case(on'y corporate | 5971301 | 83 | 24.0|21.0| 246 | 104 | 297 328|205
Base case (corporateand | 455131 0|17.2 1320|256 309 | 104 | 320|374 281
personal taxes)
14. Common CT system,
classical system (only |48.0|30.1| 83 [240|21.0| 263 | 130 |29.7|384|205
corporate taxes)
15. Common CT system,
classical system 55.7|320|17.2|374| 266 338 | 128 |320|409|281

(corpo-rate and
personal taxes)
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Annex 1

The recommendations of the Ruding Committee and their follow-up

The following table gives a detailed overview about the recommendations of the Ruding
Committee and the follow-up thereto.

The Commission’s comments and immediate reactions are explained in detail in the
“Commission Communication to the Council and to Parliament subsequent to the
conclusions of the Ruding Committee indicating guidelines on company taxation linked
to the further development of the internal market" [Sec(92)1118] of 26 June 1992. In
this communication, the Commission basically indicated that

= priority should be given to the elimination of double taxation on cross-border
income flows;

» a more qualified assessment of the second part of recommendations was required, as
some of these seem to go beyond what is strictly necessary at Community level. The
proposed measures could have the effect of reducing the tax-base, which might
involve an increase in tax rates.

The Council considered both the Ruding recommendations and the Commission's
comments thereon and published a press release (10088/92 — Presse 216) after the
ECOFIN Council meeting of 23 November 1992: "Guidelines on Company Taxation
linked to the Further Development of the Internal Market — Council Conclusions"”.
Basically, the Council

» stressed the need to limit Community action on business taxation to the minimum
necessary to ensure that the internal market functions smoothly,

» introduced a number of criteria for deciding whether action is appropriate at
Community level; special measures should be only proposed if they

- take account of the general fiscal environment of the Member States as well as
the budgetary constraints;

- recognise that taxation is only one factor amongst others in investment
decisions;

- take account of the effect on trade and investment flows not only between the
Member States, but also between the Community and the rest of the world;

- take account of the importance of simplicity and administrative practicability;

- take account of the need to combat tax evasion and avoidance;

- follow comprehensive consultations with the Member States and appropriate
consultations with other interested parties.

» recognised the need to eliminate double taxation but, at the same time, underlined
the need to ensure effective single taxation.

= expressed concern about the phenomenon of "harmful tax competition".

Clearly, the Council's reaction and the stalemate reached on existing initiatives caused
some reluctance on the Commission's side to embark into new initiatives, although
suggested by the Ruding Committee and explicitly welcome by the Commission.
Moreover, the Ruding Committee logically structured its recommendations into three
subsequent phases.
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The Ruding Committee ...

Comment by the European
Commission

Follow-up / Comment

... recommends that the scope of the
parent-subsidiary directive be extended
cover all enterprises subject to corporat
income tax, irrespective of their legal
form (Phase I). Subsequently, the
directive should be extended to all othe

welcome by the Commissiol
t; its communication
eSEC(92)1118 (pt. 29) (+
extension of merger directiv
in pt. 30)

n Proposal for a Council
Directive extending the
scope of the merger and

eparent and subsidiary
directives [COM(93)293;
0OJ C 225, 20.8.1993, p.3];

enterprises subject to income tax (Phase pending in the Council but a

. stalemate was reached in
discussions in mid-1997

... recommends a substantial reduction|in

the participation threshold prescribed in

the parent-subsidiary directive (Phase ).

... recommends that the Commission
propose by way of a directive a uniform
withholding tax of 30% on the dividend
distributions by EC resident companies,
subject to waiver where appropriate tax
identification is provided (Phase II).

Discussion with Member
States in working group on
withholding tax procedures;
no immediate result

... recommends that the proposed ‘inter
and royalties’ directive be adopted, that
the scope of the directive be extended t
encompass all such payments between
enterprises, and that the directive inclug
accompanying measures to ensure that
corresponding income is effectively taxe
within the Community in the hands of th
beneficiary (Phase ).

eselcome by the Commissior
in its communication
0SEC(92)1118

e
the
2d
e

n Proposal for Council
directive on a common
system of taxation applicabl
to interest and royalty
payments made between
parent companies and
subsidiaries in different
Member States
[COM(91)571]; withdrawn
20.11.1996 (OJ C 2,
04.01.1997, p.6)].

Proposal for Council
directive on a common
system of taxation applicabl
to interest and royalty
payments made between
associated companies of
different Member States
[COM(98)67]

Reinforcement via the “tax
package” in the conclusions
98/C2/01 of the ECOFIN
Council of 1 December 1997

4%

1)

~
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The Ruding Committee ...

Comment by the European
Commission

Follow-up / Comment

... urges all Member States to ratify the
Arbitration Convention as soon as
possible (Phase I).

welcome by the Commissiol
in its communication
SEC(92)1118 (pt. 31)

n Convention on the

elimination of double
taxation in connection with
the adjustment of profits of
associated enterprises
(90/436/EEC)

On 25 May 1999 Member
States have signed a protocol
on the extension of the
Arbitration Convention.

... recommends that the Commission
together with the Member States take
action to establish appropriate rules or
procedures concerning transfer pricing
adjustments by Member States (Phase

endorsed by the Commissio
in its communication
SEC(92)1118 (pt. 31)

).

nDue to the Council's reactio

and the stalemate reached on
existing initiatives no
specific initiative was
undertaken.

... recommends that Member States ad
the draft directive dealing with losses of

permanent establishments and subsidia

in another Member State (Phase I).

in its communication
reEC(92)1118 (pt. 37)

optelcome by the Commission Proposal for a Council

Directive concerning
arrangements for the taking
into account by enterprises
the losses of their permanent
establishments and
subsidiaries situated in othe
Member States
[COM(90)95];

pending in the Council but
since discussions in technic
group in 1992 the work has
been interrupted because of
the request of a vast majority
of Member States to limit the
scope to losses of permane
establishments.

... recommends that all Member States
introduce full vertical and horizontal off-
setting of losses within groups of

enterprises at the national level (Phase

The Committee also recommends
extension of the draft directive to allow
full Community-wide loss offsetting
within groups of enterprises (Phase IlI).

pros and cons discussed by

the Commission in its

communication
IBEC(92)1118 (pt. 38)
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The Ruding Committee ...

Comment by the European
Commission

Follow-up / Comment

... urges Member States not only to
conclude bilateral income tax treaties
where none exist between them, but als
to complete those where their coverage
limited (Phase I).

welcome by the Commissiol
in its communication
OSEC(92)1118 (pt. 34)
is

n Due to the Council's reactio
and the stalemate reached ¢
existing initiatives no
specific initiative was
undertaken.

N

... recommends action by the
Commission in concert with Member
States aimed at defining a common
attitude with regard to policy on double
taxation agreements with respect to eag
other and also with respect to third
countries (Phase ).

welcome by the Commissiof
in its communication
SEC(92)1118 (pt. 34)

h

n Due to the Council's reactio
and the stalemate reached ¢
existing initiatives no
specific initiative was
undertaken.

N

... recommends that existing

discrimination in the taxation of divideng
distributed from profits earned in anothe
Member State be removed. To this end

(i) Member States which apply
imputation taxes on the distribution of
profits earned in another Member State
should be obliged, on a reciprocal basis
to allow such tax to be reduced by
corporate income tax paid in the other
Member State in respect of dividends
remitted by a subsidiary, or profits earné

by a permanent establishment (Phase I);

and

(i) Member States with various forms of
tax relief for dividends received by
domestic shareholders from domestic
companies should be obliged, on a
reciprocal basis, to provide equivalent

relief for dividends received by domestic

shareholders directly from companies in
other Member States (Phase I).

generally welcome (with
sexception of the reciprocity
rclause) by the Commission
its communication
SEC(92)1118

some discussion about
technicalities (pt. 40),

2d

Due to the Council's reactio
and the stalemate reached ¢
rexisting initiatives no
specific initiative was
undertaken.

-

N

... recommends that the Commission af
the Member States examine in the cour
of Phase | alternative approaches to

determine the most appropriate commo
corporation tax system for the Commun

ndenerally welcome by the

s€ommission in its
communication

NSEC(92)1118 (pt. 56)

ty

(Phase 1lI)
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The Ruding Committee ...

Comment by the European
Commission

Follow-up / Comment

... recommends that a draft directive be
prepared by the Commission prescribin
minimum statutory corporation tax rate
30% in all Member States for all
companies, regardless of whether profit
are retained or distributed as dividends
(Phase ).

cautiously welcome by the
j@ommission in its
pfcommunication
SEC(92)1118 ; requiring
sfurther discussion with
Member States; problems
(pts. 42, 43, 44)

Due to the Council's reactio
and the stalemate reached ¢
existing initiatives no
specific initiative was
undertaken.

N

... recommends adoption by all Membe
States of a maximum corporation tax ra
of 40% (Phase Il).

[ not seen as necessary by th
teCommission in its
communication
SEC(92)1118 (pt. 45)

... recommends that there should be on
one kind of tax on corporate income in
Member States. If this cannot be achieV
local income taxes should be taken into
account when fixing the statutory

corporation tax rate so that the combineg
rate of tax falls within the range of 30 to
40% prescribed by the Committee (Phal

).

Iydiscussed by the Commissig
in its communication

e8EC(92)1118 ; political
difficulties (pt. 46)

d

se

)]p]

... recommends the Commission to
establish an independent group of
technical experts to examine, and make
firm recommendations for action on,
various aspects of the tax base identifie
in this report for such study (Phase I).

Due to the Council's reactio
and the stalemate reached ¢
existing initiatives no
specific initiative was
undertaken.

N

... recommends the Commission to take

appropriate measures to reduce the
differences between commercial accout
and the accounts used for tax purposes
(Phase ll1).

D

nts

... recommends that the Commission
should propose measures by way of a
directive on depreciation practices. This
should provide for historic cost as the
basis for depreciation. It would allow a
free choice for the taxpayer between
declining-balance and straight-line
depreciation for all depreciable assets
other than buildings. Declining-balance
depreciation rates should not exceed th
times the rates applicable for straight-lin
depreciation. At the same time all speci
depreciation rules with an incentive effe

judged by the Commission &
too far-reaching in its
communication
SEC(92)1118 (pt. 48, 49)

AS

should be abolished (Phase |).
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The Ruding Committee ...

Comment by the European
Commission

Follow-up / Comment

... considers that there should be
harmonised rules regarding the
depreciation of buildings, and also as
regards the minimum life and maximum
rates of depreciation that should apply t
different categories of assets. The
Committee recommends that the

Commission present proposals on these

issues, by way of a directive, after
appropriate consultation with the
proposed group of technical experts
(Phase II).

O

too far-reaching in its
communication
SEC(92)1118 (pt. 48, 49)

judged by the Commission as

... recommends that the Commission
should propose measures by way of
directive to implement uniform tax
treatment for the depreciation of goodw

and other intangible assets. It should also

harmonise the basic income aspects of
leasing (Phase I).

judged by the Commission &
too far-reaching in its
communication
[ISEC(92)1118 (pt. 48, 49)

AS

... recommends the introduction of a fre
but irrevocable choice for business

enterprises to use the following methods communication

of stock valuation: FIFO, LIFO, average
cost or base stock (‘stock outil’) (Phase

too far-reaching in its

SEC(92)1118 (pt. 48, 49)
).

ejudged by the Commission as

... recommends that the technical grouf
of experts should elaborate the details ¢
these principles (to include for example
technical details of a uniform approach
stock valuation provisions for slowly
rotating stocks), after which the rules
should be implemented by way of
directive (Phase II).

ftoo far-reaching in its
communication
GSEC(92)1118 (pt. 48, 49)

judged by the Commission as

... recommends that the Commission

introduce by way of directive proposals
after consultation with the technical grol
to permit the deduction of provisions su
as those for bad debts, warranty charge
and foreign exchange in so far as they &
based on generally agreed accounting
practice, without no arbitrary limits being
set (Phase ll).

too far-reaching in its
Igommunication
CISEC(92)1118 (pt. 48, 49)
S,

are

)

judged by the Commission as
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The Ruding Committee ...

Commission

Comment by the European

Follow-up / Comment

... recommends that the Commission,
with the assistance of the group of
technical experts study, as a matter of

urgency, the implications of harmonising
the deductibility of companies’ provision

designed to meet their commitments
relating to the retirement of their
employees (Phase ).

7]

Green Paper on
supplementary pensions in
the Single Market
[COM(97)283]

Commission Communicatio
“Towards a Single Market

for Supplementary Pensions
[COM(99)134]

—

... recommends that the Commission
urgently study solutions to this problem
as to ensure that contributions paid to
pension schemes are tax-deductible,
regardless of where the pension fund is
situated or whether any subsequent

benefits paid out would be taxable in the

same Member State (Phase I).

Sim its communication
SEC(92)1118 (pt. 50)

D

welcome by the Commission Commission Communication

on the elimination of tax
obstacles to the cross-borde
provision of occupational
pensions [COM(01)214]

=

... recommends that the Commission

should propose common rules by way af a

directive for the deduction of business

expenses on the basis of that all expenses

related to a trade or business should be

deductible (Phase II).

... recommends that the Commission
should, by way of a directive, establish
rules for the allocation of headquarters’

costs and the invoicing for inter-comparny

pricing of centrally provided group
services. This should also include a

common definition of ‘shareholder costs’

to avoid non-deductibility of such costs

the country of both parent and subsidiarny

(Phase I).

in its communication
SEC(92)1118 (pt. 33)

welcome by the Commission Due to the Council's reactio

-

and the stalemate reached on
existing initiatives no
specific initiative was
undertaken.

... recommends that the Commission

should take action to co-ordinate with thein its communication

Member States a common approach to
definition and treatment of thin
capitalisation (Phase II).

tIREC(92)1118 (pt. 32)

welcome by the Commission
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The Ruding Committee ...

Comment by the European
Commission

Follow-up / Comment

... recommends that the Commission

propose by way of directive a proposal t

the effect that capital gains on deprecia
or non-depreciable fixed assets should
upon reinvestment within a fixed period

of time in such assets (both depreciable
and non-depreciable) be taxed but there
would be a roll-over of the tax base of tk

old assets into the new assets (Phase |

judged by the Commission &
aoo far-reaching in its
bleommunication
N&EC(92)1118 (pt. 48, 49)

ne

).

S

... recommends that the Commission

propose by way of directive a proposal t

the effect that upon reinvestment within

fixed period of time, either in fixed asset

or in another controlling shareholder,
capital gains realised on the disposal of]
controlling shareholding should not be
taxed but there would be a roll-over of t
tax base of the old assets into the new
assets. Under the proposal the concept
a controlling shareholding would be
harmonised (Phase II).

judged by the Commission &
aoo far-reaching in its
acommunication
SSEC(92)1118 (pt. 48, 49)
a
ne

of

AS

... recommends that the Commission

propose by way of directive a proposal t

the effect that in the absence of
reinvestment within a certain period of
time all capital gains realised on fixed

assets and controlling shareholdings be

taxed at the ordinary rate of corporate
income tax and that for all gains realise
on fixed assets and on all financial
holdings that do not constitute treasury
placements, inflation should be taken in
account by indexing the cost of
acquisition. At the same time losses
should be made deductible (Phase II).

judged by the Commission &
aoo far-reaching in its
communication
SEC(92)1118 (pt. 48, 49)

to

S

... recommends that the Commission
should seek to establish common rules
way of directive to harmonise the dates
which taxes of common application are
payable (Phase l).

judged by the Commission &
btoo far-reaching in its
atommunication

SEC(92)1118 (pt. 48, 49)

S

71




The Ruding Committee ...

Comment by the European
Commission

Follow-up / Comment

... recommends that Member States ad
the draft directive on the carry-forward
and carry-back of losses of enterprises
(Phase ).

optelcome by the Commissiot
in its communication
SEC(92)1118 (pt. 50)

n COM(84)404; proposal for a
directive on the
harmonisation of the laws of
Member Stateselating to tax
arrangements for the carry-
over of losses of
undertakings, OJ C 253,
20.09.1984, p.5 —the
proposal was discussed onl
once (and dismissed) in the
technical Council group in
1984 and withdrawn by the
Commission on 20.11.1996
(GJ C 2, 04.01.1997, p.6)]

... recommends that the Commission
should seek to establish common rules
which would permit unincorporated
enterprises the option of being taxed as
they were a company, with the provisior,
that such a regime should apply for a
minimum period of time (Phase II).

welcome by the Commissiol
in its communication
SEC(92)1118 (pt. 52)
if

I

n Commission

recommendation of
25 May 1994 on the taxatior
of small and medium-sized
enterprisef>’- 7" Pl
Commission

recommendation of
27 July 1994 concerning the
taxation of small and

medium-sized enterpris€s*
385, p.14]

Commission (communicatio
and) recommendation of

7 December 1994 on the
transfer of small and
medium-sized enterprises
[OJ C 400, p.1]

Commission Communicatio
on the improvement of the
tax environment of small an
medium-sized enterprises,
[COM(94)206, OJ C187, p.5

N

=

—_

... recommends that Member States
having such multibase local business
taxes replace them by an on-profits tax
levied on the same base as the central

government corporation tax (Phase II).

72



Annex 2

Estimates of compliance cost for international and cross-border economic activity

Compliance costs can be defined as costs incurred by taxpayers or third parties in
meeting the requirements of a given tax structure (time, documentation and lega
advice). These include both costs that are incurred because of the requirements of the
tax system and other costs incurred voluntarily in order to minimise taxes, for instance
in relation with "tax planning". For some taxpayers, notably large multinationals, the
latter may be substantial. This raises a methodological difficulty: Should tax planning
costs matter in awelfare analysis? Where should one draw the line between compliance
costs incurred to satisfy statutory requirements and costs incurred in a process of tax
minimising? For the purpose of this analysis, tax planning costs are taken into account
in the measure of compliance costs. Thisis because as a pure welfare cost to the society,
i.e. a directly unproductive activity, compliance costs, whatever they consist in, are
undesirable and should be minimised. However, the estimates of compliance costs
presented below do not include costs related to tax evasion. lllegal activities are
generally not included in the appropriate surveys and evaded taxes are, by definition,
not known and thus excluded from the measures of ratios of compliance costs to taxable
income or taxes raised.

Moreover, this definition of compliance costs does not include al costs linked to the
tax-raising process. There are a number of non-economic costs linked to compliance
(stress etc.). Administrative costs (or collection costs) incurred by the tax authority in
administering an existing tax code are also excluded, although they are evidently very
important for policy decisions and aso interlinked with the business compliance cost.
They are therefore addressed in the detailed analysis of the tax obstacles in the Single
Market.

Finally it is noteworthy that costs related to tax compliance may be necessary for other
reasons, such as accounting or management information systems, thus creating fixed or
"joint" costs in many cases. This can lead to over- or under-estimations of the
compliance costs.

On this basis, economic research has come forward with a number of estimates of
compliance costs for corporate taxation. The available estimates concerning relatively
large firms are presented in the following box. Most concern unfortunately non-
European countries (which are however economically broadly comparable to the EU
€conomies).
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Box 1:
Estimates of corporate income tax compliance costs

USA: $2.11 million for a Fortune 500 firm and $1.57 million, i.e. 3,2% of the tax revenue
raised for the 1.329 (usually large) corporationsincluded in the Coordinated Examination
Program (CEP) of the Internal Revenue Service (average annual compliance cost 1993)".

Australia: A$56.896 for a group of 77 companies with an annual turnover exceeding $100
million (annual mean compliance cost), i.e. a cost-to-revenue ratio of 3,206,

UK: 2,2 % of company income tax revenues'™.

Canada: C$507.000 for a Financial Post 500 company (average compliance cost), as
obtained from asurvey of 59 of the very largest Canadian corporations, i.e. 2,7% of tax
revenues raised. .

Netherlands: 4% of the tax revenues (compliance costs for the corporate income 1994)%.

These figures can be compared to the estimates for European countries presented in the
Ruding report?. The Ruding committee commissioned a survey of businessesin all the
EC and five EFTA countries®. In total, 965 companies of all branches of activity and
various sizes responded®’. As can be seen in the following table, more than 85% of
respondents estimated the compliance costs to represent less than 3% of the total income
of the company.”. Generally, the differences in the sample and in the methods used for
each survey do not allow for a clearcut comparison of compliance costs in the countries

20

21

22

23

24

25

Slemrod, J. and M. Blumenthal (1993), "The income tax compliance cost of big business", University
of Michigan, Office of tax policy research, Working paper, 93-11, July.

Pope, J., Fayle, R. and D.L. Chen (1990), "The compliance costs of public companies'income
taxation in Australia 1986-87", Australian Tax Research Foundation, Sydney.

Sandford, C. (1995), Tax compliance costs: measurement and policy, Fiscal Publications, Bath, cited in
Productivity Commission (1997), Compliance costs of taxation in Australia, July 1996

Erard, B. (1997a), "The income tax compliance burden on Canadian big business", Department of
economics, Carleton University, Working paper, 97-2.

Data for 1989. See Allers, M.A., Administrative and compliance costs of taxation and public transfers
in the Netherlands, Wolters-Noordhoff, Groningen, 1994

Report of the Committee of independent experts on company taxation (Ruding Committee),
European Commission 1992

The sample includes 17 countries: the cutrent EU members plus the two remaining EFTA countries.

The median turnover of the responding companies was £38,5 million for all companies and £281,5
million for those identified as parent companies of multinational groups. Slightly more than two-thirds
of the respondents were in the industrial sector.

In order to be compared, compliance costs in the US and in the EU (+2 EFTA) countties have to be
expressed both as a proportion of the income of the companies or as a proportion of the tax paid.
Blumenthal and Slemrod (1995), using the data of the Ruding report and their US survey, obtain a
cost-to-income ratio of 1,3% for US companies, compared to 1,7% for the European companies.
However, this comparison "ought to be treated with great caution due to the quite different survey
methodologies used in the two studies"; see Blumenthal, M. and J. B. Slemrod (1995), "The
Compliance Cost of Taxing Foreign-Source Income: Its Magnitude, Determinants and Policy
Implications", International Tax and Public Finance, 2(1) May 1995, pp. 37-54.
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presented here. However, the figures clearly indicate that compliance costs for large
companies usually amount to 2 - 4% of the tax revenues raised.

The research reveals that compliance costs are apparently regressive to the size of the
company. Small and medium enterprises ceteris paribus suffer from relatively higher
compliance cost that bigger firms. Thisis due to significant fixed compliance costs.

Box 2:
Estimates of compliance costs in relation to company size

Australia: Pope (1994), based on a survey among listed companies, notes that "compliance costs as a
percentage of tax paid are extremely regressive, falling from nearly ten times greater than tax paid for
the smallest (taxable) companiesto 0,5 % for the largest companies. The regressive pattern is also
confirmed when internal costs are expressed as a percentage of annual turnover, with costs falling
from 0,3 % to 0,01 %". %

USA: Blumenthal and Slemrod (1995) conclude that "while larger firms ... experience larger
compliance costs, there are clear economies of scale since the average cost per unit of size d

ecreases

as size increases". Turner (1996) concludes, based on the Ernst and Young survey of transfer-pricing

documentation 1996, that "compliance fall relatively more heavily on smaller companies"”

Canada: A study based on 8.823 surveys completed by small and medium-sized members of
Canadian Federation of Independent Businesses comes to a somewhat more contradictory

conclusion. It stresses that, unlike very large businesses, the vast majority of small and mediu
businesses rely on outside professional assistance to comply with their corporate income and

the

m-sized
capital

taxes, the high cost of this assistance being "the most commonly reported source of compliance

problems". But, "somewhat surprisingly”, the firm size does not seem to be relategdatheon

of corporate income tax compliance édstlowever, another Canadian study based on interview
accountants specialized in small businesses stresses that compliance costs do "not vary sign
by size of business or industry. This means that as a percentage of business revenue or profit
of the return is proportionally much higher for small firms than for larger comp&hies"

5 of
ficantly
, the cost

For the tasks defined in the mandate it is evidently of interest to determine, if possible,
specific (additional) compliance cost for cross-border economic activities. The available
studies are presented in the following box.
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Pope, J. (1994), "Compliance costs of taxation: policy implications", Australian tax forum, Vol. 11, pp.
85-121.

Turner, R. (1996), "Study on transfer pricing", Working papet, 96-10, Prepared for the Technical
committee on business taxation, December 1996, Toronto.

Erard, B. (1997b), "The income tax compliance burden on small and medium-sized Canadian
Business", Department of economics, Catleton University, Working paper, 97-12, Prepared for the
Technical committee on business taxation.

Plamandon and Associates Inc. (19906), "Compliance issues: small business and the corporate income
tax system", Working paper, 96-9, Prepared for the technical committee on business taxation.
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Box 3:
Estimates of compliance costs related to foreign activity

Canada: Erard (19974) finds that a 10 percent increase in the number of forms T106 (signifying a
corresponding increase in non arm’s-length transactions with foreign entities) increases compliance
costs by 2,6%. "In other words, corporate groups with a large number of foreign subsidiaries tend to
engage in relatively more research and planning activities"

USA: Blumenthal and Slemrod (1995) indicate in their in-depth US study of compliance costs [related
to foreign activity that compliance costs of foreign source operations (39,2% of the total for federal
taxes) are disproportionaltely high compared to either the foreign share of assets (21,1%), sales
abroad (24,1%), or employment abroad (17,7%). Further, they note that, for instance, for a firm of
given worldwide size, as measured by total employment, shifting employement abroad to raise the
foreign ratio by ten percentage points will increase total compliance costs by 6,5%. In other words,
"holding size constant, costs are higher with greater foreign predence"

EU: The Ruding report also deals with the specific compliance costs related to foreign activity|of
European firms. As can be seen in the table below, there is no clearcut evidence that the compliance-
cost ratio is higher for foreign-source compared to domestic income. Indeed, almost exactly the same
percentage of firms evaluate the costs to be less than 1% in both cases and 85,2% of the respondents
assess the cost to be less than 3% for foreign-source income, compared to 87,1% for domestic-source
income. Using these figures, Blumenthal and Slemrod (1995) estimate "the average compliance cost-
to-income ratio for all respondents to be very similar — 1,69% for foreign-source income compared to

1,74% for domestic-source inconfe" \

At first sight, the available studies do not allow for a clear conclusion on compliance
costs linked to foreign activity. On the one hand, the results from Canada and the USA
demonstrate that there is some measurable and statistically significative impact of
foreign operations on overall compliance costs of companies. Thisis, on the other hand,
not confirmed by the large survey of European firms presented in the Ruding report.
However, this somewhat surprising result for Europe could be explained by differences
in the methodology used or by the sample of respondent firms. In any event, the
Ruding-survey is relatively old and portrays a situation before the introduction of the
Single Market and when, for instance, documentation requirements for transfer-pricing
where much less developed than today. Moreover, it should be noted that the above
surveysrefer to large or very large companies. In view of the other survey findings there
are good reasons to believe that the results would have been different for small and
medium-sized enterprises.

30 Erard, B. (1997a), op. cit.

3 Blumenthal and Slemrod (1995), op. cit. These authors also relate to a study where compliance cost-

to-revenue ratio for foreign source income may be even higher than 8,5%. See Grubert, H. and J.
Mutti (1995), "Taxing multinationals in a world world with portfolio flows and R&D : is capital export
neutrality obsolete ?", International tax and public Finance.

52 Blumenthal and Slemrod (1995), op. cit.
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Table: Distribution of responses to Ruding Committee survey questions about compliance costs

Less than 1%-3% 3%-5% 5%-10% Over 10% | Number of

1% responses
1. With reference to foreign-source income, approximately what are the 57, 7% 27,5% 9,7% 4,2% 1,0% 714
costs incurred by your firm (e.g. tax accounting salaries, fees, etc.) in tax
planning and complying with the provisions of the domestic tax system ?
Express such costs as a percentage of the actual income flows net of foreign
tax from the foreign source.
2. With reference to domestic income, approximately what are the 57,4% 29,7% 7,6% 3,4% 2,0% 802
corresponding costs of tax planning and compliance with the provisions of
the domestic tax system ? Express such costs as a percentage of total
domestic source income.

0% 1%-10% 11%-20% | 21%-35% | Over 35% | Number of

responses

3. With reference to foreign-source income, approximately what proportion 37,0% 31,2% 12,4% 9,8% 9,6% 733
of income actually received from the foreign source (including all forms of
income net of foreign taxes) is taken in tax by your country of residence ?

0% 1%-25% 26%-50% | 51%-75% | 75%-99% 100% Number

of
responses

4. Insofar asit is possible to distinguish between compliance costs and tax 19,6% 50,4% 14,1% 10,1% 51% 0,7% 276
planning costs, what proportion of the total costs referred to in question (1)
go on tax planning ?
5. Insofar asit is possible to distinguish between compliance costs and tax 13,2% 58,5% 15,4% 9,2% 2,9% 0,7% 272

planning costs, what proportion of the total costs referred to in question (2)
go on tax planning ?

Source : Devereux, M. (1992), "The impact of taxation on international business

: evidence from the Ruding Committee Survey", EC tax review, 1992/2




Annex 3

Analysis of the responses to the Commission Services’ questionnaire addressed to
Member States on dispute resolving mechanisms in the area of transfer pricing

1. Introduction

In June 2000 the Commission Services circulated a questionnaire to the tax
administrations of the Member States on dispute resolving mechanisms in the area of

transfer pricing. This covered the mutual agreement procedures under double tax

treaties (MAP) and the EU Arbitration Convention (EUAC) for the period 1995 to

1999. A copy of the questionnaire forms part of this annex. The main objective of the
questionnaire was to compile an overview about the use of these transfer pricing

dispute settlement mechanisms. This note summarises and analyses Member States’
responses to the questionnaire.

Fourteen Member States provided responses, although because of some difficulties
with data classification for the most part the analysis is based on the responses of
thirteen Member States. The responses had to be prepared very quickly and as a result
were not always entirely complete nor directly comparable, therefore it has not been
possible to resolve all the inconsistencies. In addition some Member States had to base
their answers on certain assumptions, including for example the assumption that all
double taxation disputes are eventually resolved successfully.

As a result, in the view of the Commission Services, the responses to the questionnaire
tend to give a rather too optimistic picture of some of the key points, including for
example the actual number of cases resolved and the duration of the proceedings.
However, the responses still provide valuable information and a good overview of the
use of MAP and the EUAC in the EU during the period from 1995 to 1999.

2. Main findings

Number of cases, length of negotiations etc. on cases within tfie EU

» The total number of reported transfer pricing adjustments referred to MAP or to
the EUAC 1995-1999 was 126. As not all adjustments are referred to MAP/EUAC
the actual number of adjustment cases will be higher. According to a recent
survey’, 42% of all adjustments are not referred to MAP/EUAC. Extrapolating
from this, the actual figure, increased to take into account that the figure of 126
relates to 13 Member States, could be as high as 250.

» The number of annual reported adjustments being referred to MAP or to the EUAC
more than doubled in the period from 1995 to 1998. However in 1999 the number
remained at the 1998 level.

¥ Generally based on answers from 13 Member States.
3 Transfer Pricing — 1999 Global Survey, Released November 1999 by Ernst & Young
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The vast majority of taxpayers’ requests for MAP/EUAC are accepted by Member
States.

In approximately 85% of all MAP cases double taxation is relieved.

The calculated average duration of a MAP case is 18 months. This low figure is
partly because one Member State, which is involved in a substantial number of
cases, reports an average of only 13 months to resolve a case. However, for
methodological reasons relating to a number of Member States the average
duration is probably over 18 months.

In a number of individual cases it takes much longer than 18 months to complete a
MAP case. The longest period mentioned is 60 months.

A reasonably significant number of pending EUAC cases are more than 24 months
old, and as they have not reached the panel stage one objective of the Convention,
to resolve cases within 36 months, does not appear to be being achieved.

No EUAC cases have yet involved the establishment of an EU Arbitration Panel.

Number of cases, length of negotiations etc. on all cases, i.e. also with nhon-member

States

The number of total reported transfer pricing adjustments referred to MAP or to
the EUAC 1995-1999 was 414.

Generally, the patterns with respect to success ratio, length of procedure etc. are in
line with the cases within the EU.

Member States’ view on “problem areas”

Examples of areas where tax administrations have reported difficulties in reaching
agreement or which give rise to particular problems are:

disagreement over the use of comparables;
- transactions involving intangibles/royalties;

- use of profit methods (especially in the case where the whole group is loss
making); and

- lack of adequate information; particularly where under MAP cases concern
periods in the past for which enterprises do not have such detailed
documentation as they do currently.

One Member State mentioned that generally the reason for failure in the first phase
of EUAC is that the other Member States do not reply within the two-year period.

79



Members States’ view on scope for improvements/clarifications of the EU Arbitration
Convention

 One Member State requested a co-ordinated approach with respect to conducting
functional analysis. This Member State would also like a Code of Good Practice of
how to apply the panel phase.

 Member States express very different views on the starting point of the two-year
period of the first phase in the EUAC; many Member States would like this to be
clarified.

Co-operation between Member States - and other aspects

» The level of practical co-operation between tax authorities in terms of
simultaneous audits etc. is very modest.

* Domestic rules on penalties, possibilities for suspension of collection of taxes
when adjustments are referred to MAP etc. differ widely among Member States.

* This is also the case with respect to the question of whether a taxpayer, in order to
apply under the EUAC, must give up right to domestic appeal. In general, such
suspension rules are only available when adjustments are referred to national
courts, and not when referred to MAP or to the EUAC.

3. Number of cases, initiation of procedures, length of procedures and success
rates

3.1. Introduction

In the first partof the questionnaire Member States were asked about their experience
with MAP within the context of double tax agreements from 1995-1999.

Questions 1(1)-1(5) requested information about the number of MAPs tax
administrations had been involved in, the number of these relating to other Member
States, how many requests from the tax payer they had accepted, whether the MAP
was initiated by the Member State itself or by the treaty partner, to what extent it was
possible to reach an agreement and the length of the procedures (average, longest and
shortest period). Member states were asked to complete a table with their responses.

Similar information was requested in the second part (questions 2(W#itb)espect
to the EUAC plus some additional questions referring to the second phase (Panel) in
the Convention.

Section 3.2. includes summary tables of the information received from Member States.
Section 3.3. describes some assumptions and uncertainties, including methodology
issues which may affect the analysis and the conclusions. Section 3.4 analyses the
information in the summary tables.
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3.2. Summary tables™.

Table 1 summarises the information received from the individual Member States with

respect to the MAP. The number of the cases referred in each year which have been
successfully completed has been used to calculate ‘success’ rates - the ratios of
successfully completed to new requested cases, to those cases actually initiated and to
those cases closed respectively

Total | represent the number of total MAP cases reported 1995-1999. Total Il is an
estimate of the total number of adjustments made by the tax authorities, which led to
MAPSs. An intra-EU (both parties of the transaction are EU enterprises) income
adjustment will be registered as a MAP case in two Member States, notwithstanding
that there is in fact only one adjustment. For Total | intra-EU cases, the figure of 135
has simply been divided by two; thus the amount of adjustments is 67. For Total Il
cases, which also include non-member States, the total intra-EU adjustments has been
subtracted from the total cases. Thus Total | all cases: 421, less intra EU adjustment to
avoid double counting: 67, equals Total Il all cases: 354.

¥ The information from Austria (10 MAP) does not make a distinction between transfer pricing cases
and other cases. These MAP are therefore not included.
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Table 1 - Mutual agreement procedures (MAP)

Period Total number Procedure initiated Successful completion Closed cases™
Of new cases™ Intra EU/(AI)
Intra EU/(AII) Yes No Yes No
Intra Intra EU/(Al) Intra EU/(AIl) Intra
EU/(AID) EU/(AID)
1995 22 (74) 22 (73) 0(1) 17 (60) 5(13) 18 (63)
1996 15 (75) 15 (75) 0(0) 12 (60) 3 (15) 12 (67)
1997 26 (76) 25 (75) 11 11 (40) 14 (35) 13 (43)
1998 41 (111) 40 (110) 1(1) 12 (40) 28 (70) 12 (40)
1999 31 (85) 30 (84) 1(1 10 (38) 20 (46) 14 (42)
TOTAL I® 135 (421) 132 (417) 34 62 (238) 70(179) 69 (255)
TOTAL II® 67 (354) 64 (350) - - - -
Period Success-rate in % Duration (in month)
Of new cases Of initiated | Of closed cases Average™® Shortest Longest
Intra EU/(AII) cases Intra EU/(AII) Intra EU/(AII) Intra Intra EU/(AIl)
Intra EU/(AI)
EU/(AID)
1995 77 (82)% 77 (82) % 94 (95) %
1996 80 (80) % 80 (80) % 100 (90) %
1997 42 (53) % 44 (53) % 85 (93) %
1998 29 (36) % 30 (36) % 100 (100)%
1999 32 (49) % 33 (43) % 71 (90)%
TOTAL I/l 46% (57%) 47% (57%) 90%(93%) 18 (21) \ 1(1) |  60(72)

Table 2 summarises the information received from the individua Member States with
respect to the EUAC. As Table 1, it has been supplemented with calculated success
rates. Asfor Table 1, aTota Il has also been added in order to provide an estimate of
the total amount of transfer pricing adjustments.

Cases in brackets include cases from the Netherlands (16) and Portuga (4). The
information given from these Member States is not detailed enough to be included in
the rest of the table, as for instance no information is given on which 1995 cases have
been resolved/failed etc. These cases have therefore not been included in the rest of
the table.

% For Belgium (20 MAP), the Netherlands (16 MAP in total and 4 with Member States) and Portugal (1
MAP, which was with a Member State), the year of initiation was not listed. They have therefore been
“distributed” proportionately to each year (the Portuguese case has been placed in 1997). Belgium
don’t make a precise distinction between cases with Member States and total cases, but mention that
most cases ate with the U.S. — therefore all cases have been treated as non-EU cases. The Netherlands
also reported on cases requested in year 2000 and don’t mentions how many of the 7 cases with
Member States from 1995-2000 falling within the period 1995-1999, the figure of 4 cases with Member
States is therefore estimated.

37 The UK did not detail how many of the total cases (i.e. including cases with non-member states) were
still pending. It has therefore been assumed that the ratio of closed cases equals the ratio for intra-EU
cases (the adjustments have been done on a year per year basis).

%8 Total MAP cases.
¥ Total transfer pricing adjustments.

40 Does not include cases from Sweden (51 MAP in total; 19 with Member States), the Netherlands (20 &
7, including 6 cases from 2000) and Spain (5 all with Member States) as average duration not listed.
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Table 2 - The EU Arbitration Convention

Procedure initiated Number of cases End of the first phase
Period Tota Still inthefirst Solved Failed
number Yes No phase
of new
cases
Ex NL& P/
(Inc
NL&P)
1995 18 (19) 18 0 6 12 0
1996 25 (26) 22 3 10 12 0
1997 40 (44) 39 1 18 19 2
1998 36 (43) 36 0 24 11 1
1999 47 (54) 47 0 38 9 0
TOTAL I"* | 166 (186) | 162™ 4 96 63 3
Second phase Successratein %
Period Initiated In progress Solved Of requested Of initiated
Cases Cases
1995 0 0 0 67% 67%
1996 0 0 0 48% 55%
1997 2 0 0 48% 48%
1998 1 0 0 31% 31%
1999 0 0 0 19% 19%
TOTAL | 3 0 0 39% 40%
TOTAL Il - - - - -

4 Total amount of EUAC cases.
42 Includes one case where France refused to initiate the procedure as it abandoned the adjustment.
+ Total amount of transfer pricing adjustments.
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Table 3 — Total Mutual Agreement Procedures (including EU Arbitration Convention) of
Member States

Period Total number of new cases
Intra EU/(AII)
1995 30 (82)
1996 31 (92)
1997 52 (104)
1998 71 (141)
1999 68 (122)
TOTAL | 252 (540)
TOTAL I 126 (414)

Table 3 provides an overall figure of total cases (Total I) and total adjustments (Total
I1). Cases in brackets include cases with non-member States.

In principle, Table 3 simply merges Table 1 and Table 2. However, the UK reported
that they were unable to determine whether cases were MAP cases or EUAC cases
and therefore assumed that the taxpayer always filed a request for both procedures.
The cases reported by the UK have therefore been included in both Table 1 and Table
2. Table 3 adjusts for this to avoid double counting and for the intracEU cases these
UK cases have only been included once. This is also the case for Total | (total cases
including with non-member States). For the bracketed figure in Total Il (tota
adjustments including with non-member States), double counting of intra EU
adjustments has been avoided by removing Total EU Il (126) cases from the Total |
MAP of casesincluding non-member States (540).

3.3. Factors and assumptions relevant for the analysis

The following describes the main assumptions and uncertainties, including
methodology issues, which may affect the analysis, and findings based on the
responses from the Member States:

i) As indicated above fourteen Member States responded to the questionnaire. In
addition one Member States did not distinguish between transfer pricing cases and
other cases and their data has therefore been omitted. The analysis is therefore based
on data from thirteen Member States.

ii) It has been assumed that only the UK has reported each case as both a MAP case
and an EUAC case. Should this assumption be incorrect the amount of total cases or
total adjustments in Table 3 could overestimate the number of actual cases and
adjustments.

iii) The “true” success rate of a given number of requested or initiated cases in
principle can only be calculated when all the cases have been closed. This may explain
the declining success rates in the more recent years for new and initiated cases as a
number of these will not yet have been closed.
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It is not entirely clear to what extent ‘non’-successfully completed MAP cases include
only closed cases (i.e. competent authorities have ceased negotiations and closed their
files) or also include pending cases which are still under negotiation and may in the
future be successfully completed. For Denmark, Ireland, France, Luxembourg, the
Netherlands, Spain, Sweden and the UK it was possible to separate pending cases from
completed cases. Belgium takes a quite different approach and reports all cases as
successfully completed. This approach is presumably based on the assumption that all
pending cases will be successfully completed in the future. For Germany it cannot be
determined where pending cases (if any) have been reported.

iv) As the number of pending cases could not be identified with sufficient accuracy
some are included in the calculation of the average length of the MAP and accordingly
the true average will actually be longer than reported in Table 1. Even if these pending
cases were completely excluded, i.e. if all Member States in their calculations
disregarded pending cases, this would still underestimate the average duration of MAP
as such pending cases tend to be the longer running ones.

V) It should also be mentioned that with respect to_the average length of the MAP

Spain, the Netherlands and Sweden are not included, as they did not indicate any
average duration periods. However, the Netherlands did report the shortest period as
22 months but gave no indication of the longest period and Sweden reported the
shortest period as 20 months and the longest as 60 months but gave no average.

Taking into account the above the “true” average length is longer than the 18 months
calculated in Table 1.

vi) The UK did not identify accurately when MAPs were initiated and/or considered
successfully completed, and was not always able to determine whether a request was
accepted or refused: “Sometimes a case cannot be presented which includes
accounting periods that are out of time for being considered under the procedure”. The
UK also reported that: “In a few cases, the business withdrew the request. In all other
cases, agreement was reached, although in a few double taxationosAsly
eliminated” [emphasis added]. Similarly, Belgium states thdixcépr [emphasis
added] in cases where application had to be refused because they had not complied
with time limits laid down by the convention or administrative practice, agreement
was reached to eliminate double taxatiowimually [emphasis added] all cases”. All

UK MAP with third countries, and all Belgium MAP and EUAC cases, have been
treated as both initiated and successfully completed.

Taking into account the above the “true” figures of initiated and successfully
completed cases are lower than calculated in Table 1-2.

vii) It should also be noted that it is assumed that no Member States (other than the
UK) have listed MAP where double taxation was (only) partly successfully avoided as
successfully completed. To the extent this is not the case the actual figure of
successfully completed cases will again be lower that listed in Tables 1-2.

viii) Finally it should be noted that the German response, due to time constraints, is
partly based on assumptions, as is the UK response.
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3.4. Analysis
Number of cases

The tables reveal that 126 intra-EU transfer pricing adjustment cases have been
referred to MAP or to the EUAC from 1995-1999. The total figure, i.e. including MAP
with non-member States, is 414 adjustments in total. This gives an average of approx.
25 adjustments per year intra-EU, or approx. 2 adjustments per Member State™ (83
total cases per year).

At first sight this does not seem to be an alarming number of adjustments. However, it
is important to note that the questionnaire does not cover all transfer pricing
adjustments, as adjustments accepted by the taxpayer (or only domestically appealed
against) are not listed; nor does it take into account that although an adjustment may
cover a number of accounting periods it may only be treated as a single adjustment. A
recent Ernst & Young survey on transfer pricing™ indicated that 42% of all
adjustments led to double taxation, and the main reason given was that business did
not request the MAP. Extrapolating from this, the actual figure increased to take into
account that the figure of 126 relates to 13 Member States, could be as high as 250
(800).

The number of cases (including within the EUAC) tends to increase year by year.
From 30 (82) in 1995, 31 (91) in 1996, 52 (104) in 1997, 71 (141) in 1998 to 68 (122)
in 1999. This means that the number of intra-EU cases from 1995-1996 to 1998-1999
has increased by more than 100% (70% from 1995-1997 to 1997-1999). A similar
trend can be seen for cases involving non-member States. This development is
probably caused by the increasing focus on transfer pricing in a number of tax
authorities in the OECD countries, including Member States. However, this trend
seems to have stopped in 1998, as the number of cases fell from 1998 to 1999.

From the individual answers it can be seen that the UK is involved in a very large
percentage of the cases — 26 % of intra-EU cases and 39% of the total cases - followed
by France, Germany and Sweden. Belgium, Denmark, Luxembourg and the
Netherlands are involved in a modest number of cases, whereas Ireland, Finland,
Greece, Portugal and Spain either are involved in a few or in no cases at all.

The EUAC seems generally well known within the Community. Except for Austria,
Finland and Sweden where the Convention has not, or has only recently, entered into
force, all bar Luxembourg and Greece have been involved in cases within the EUAC.
The EUAC is initiated more often than the MAP; 186 EUAC cases vs. 135 MAP
cases, and this tendency clearly increased in the period 1995-1999.

Initiated cases — rejected cases

Member States have — positively reported - rejected only a few MAP requests (less
than 10). This is also the case for requests under the EUAC. However, as mentioned
above, the Belgium and UK cases include an unknown amount of rejected cases.

#  Calculation made on the basis of responses from the 13 Member States fully included in the table.

+ Transfer Pricing — 1999 Global Survey, Released November 1999.
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Resolved cases — relief of double taxation

Table 1 revealsthat quite alarge percentage of MAP transfer pricing cases from 1995-
1999 have not yet been resolved. Intra-EU the success rate is 46%; i.e. in 46% of all
cases where a taxpayer requested the MAP procedure, double taxation has been
resolved. The success rate of initiated MAP cases is 47%. However, the reason for
these low ratios is partly caused by the significantly number of MAP still pending.
Based on the relatively few cases positively reported closed unsuccessfully (intra-EU;
7 cases (3-4 adjustments) and in total 20 cases), most of these pending cases can be
expected to be resolved. If the success rate is calculated excluding pending cases the
rateis 90%.

The total MAP success rate is higher than the success rates intra-EU, respectively
57%, 57% and 93%. Thisis partly because the Belgium MAPs (Belgium has only had
MAP with non-member states) include pending cases which have been listed as
successfully completed.

The “true” success-rates of both initiated and successfully completed cases are most
likely less than 90% (93%) because resolved MAP from Belgium, Germany and the
UK to some extent include either closed or pending cases not successfully resolved.

With respect to the EUAC a large number of cases are still pending in the first phase.
Only France reports (three) cases that have failed in the first phase and therefore
consequently referred to the second phase. No other Member State seems to be a
counterpart. The explanation for this is however simple time: at the time of the
guestionnaire the other Member States concerned had maybe not yet received the
information from the French authorities that these consider the first phase as failed. In
two cases, despite the French position, the other Member States concerned considered
it still worthwhile pursuing the first phase. Interestingly enough one of these states is
apparently of the opinion that it is not possible to set up an arbitration panel as the
Convention is no longer in force since 1 January 2000 and as the prolonging protocol
is not yet in force (due to the slow ratification process).

Only 39% of requested cases have been successfully resolved (40% for initiated
cases); and of the 1995 cases only 67% have been resolved (1996 — 48%, 1997 - 48%),
which must be considered to be quite disappointing. Also, a total of 34 cases, of which
only 2 have proceeded to the second phase, are from 1995-97. It can be concluded that
as in practice the time period of the first-phase is often longer than two years the
objective of a maximum duration of 3 years has not been achieved; and that, for some
reason, Member States do not initiate and progress the panel phase after 2 years of
negotiation between the competent authorities. The responses do not reveal to what
extent this is because business has appealed cases to the national courts etc. (see
further below Section 8).

Length of procedures

The calculated average length of a MAP is 18 months intra-EU and 21 in total. This

must be considered to be a reasonable time period taking into account that transfer
pricing cases are often very complex. However, the average time of completing a

MAP in reality is likely to be longer.
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It this context it should also be mentioned that the main contributor to this calculated
average is the UK who account for more than 50% of all reported cases, and
apparently manage to resolve them in an average of 13 months.

The questionnaire reveals large variations between the Member States. The lowest
average is Luxembourg with 7 months; the UK comes close with 13 months. In the
middle group are Germany, Belgium, Ireland and Portugal (average 20 — 30 months),
whereas France, Finland and Denmark report averages of between 48 and 72 months.

The longest period mentioned is 72 months.

4. What are the main reasons for MAP and first phase of the EU Arbitration
Convention being unsuccessful — Which are the areas where tax administrations
have difficulties to agree?

In question 1(6) and 2(7)Member States were asked why the two competent
authorities were unable to resolve the double taxation.

France lists_disagreement over use of comparables (also Denmark), transactions
involving intangibles (also UK and Spain), the fact that MAP may concern periods in
the past, for which enterprises did not have such detailed documentation as today and
the use of profit-methods (also Finland and Sweden) especially in the case where the
whole group is loss making. Sweden also mentions lack of adequate information.

France also mentions that generally the reason for the first phase in the EUAC to fail is
that the other Member State does not reply within the two-year period. In this case,

France holds the opinion that the normal rules apply, i.e. either the first phase is

prolonged in agreement with the business concerned or the arbitration panel must be
set up.

Germany mentions 5 cases (with non-member States) where the treaty partner refused
to apply the double tax agreement.

5. What are the main reasons for refusal of the EU Arbitration Convention?

In question 2(7), Member States were asked what were the main reasons for refusing
the tax payer access to the EUAC (as seen in Section 3 above, taxpayers are only very
rarely rejected access to the Convention).

Denmark mentions a case where another Member State holds the opinion that thin
capitalisation rules do not fall within the scope of the EU Arbitration Convention.

France lists two cases where the request was not submitted within the time limits.

Member States do not report any case rejected due to Article 8 (penalty clause). This,
however, does not imply that one can conclude that the penalty clause does not restrict
the use of the Convention. If enterprises who have their taxable income adjusted are
penalised they may decide not to invoke the Convention at all in which case the tax

authorities have no need to deny its use.
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6. How would Member States like the EU Arbitration Convention to be
improved?

Member States were in question 2(8) asked to suggest possible improvements to the
EUAC.

France would like the development of a code good practice of how to apply the second
phase of the Convention, including how to set up the panel, appointment of the Chair
etc.

Germany, the Netherlands and Denmark suggest a clarification of the earliest date of
which a business may invoke the EU Arbitration Convention (see further on this issue
below at Section 7).

Denmark also suggests that it should be clarified whether rules on thin capitalisation
are covered by the EU Arbitration Convention.

Spain mentions that the EU Arbitration Convention works satisfactorily as it is. The
Netherlands also expresses this view.

The remaining Member States did not comment on this issue.

7. What is the starting point of the two-year period in Article 7(1) of the EU
Arbitration Convention?

An important question (question 2(9)) is of course when the taxpayer can make a
request for the EUAC triggering the beginning of the two-year period for the
competent authorities. Member States express very different views on the starting
point of this.

Denmark, Spain, Ireland and Belgium mention that the two-year period starts when the
tax authorities receive a request from the taxpayer.

This is aso the position of the UK and Germany. However, these Member States
express the view that a request cannot be made until the tax authorities have actually
made the adjustment, as no double taxation will occur until this point.

France takes the position that the two-year period does not start until all necessary
information has been provided to the tax authorities. In cases appealed to court or to
the tax authorities, the two-year period does not start until the appeal is withdrawn.

According to the Netherlands the two-year period does not start until the competent
authority of the state which has not imposed the adjustment formally announces that it
will not grant a corresponding adjustment and it is also a condition that the tax
assessment isfinal (i.e. that all appeal procedures are exhausted).

The remaining Member States do not comment on this issue.
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8. To what extent does the exercise of remedies in domestic courts prevent the use
of the EU Arbitration Convention?

According to Article 7(3) Member States whose internal law does not permit the
competent authority to derogate from decisions from their judicial bodies are not
obliged to set up a panel, unless the enterprise of that state gives up its possibility to
court appeal. The UK and France have in Declarations to Article 7(3) positively
declared that they will apply this provision. In question 2(10), Member States were
asked to provide information on the use of the clause.

In Germany, the Netherlands and Spain the exercise of remedies in the domestic court
does not prevent setting up a panel.

In Belgium, Denmark, France and the UK enterprises are not allowed to apply both
remedies. In Ireland, if a company took a transfer pricing issue to the Irish Courts and
the courts gave a judgement on the issue, it would not be possible by the way of the
setting up of a panel under the Convention to overturn that judgement. France also
mentions that if successful mutual agreement is reached before the case has been
settled at court this will not be implemented until the enterprise withdraws from
internal dispute remedies.

The remaining Member States do not comment on this issue.

9. Administrative issues (control, penalties)

Part 111 of the questionnaire concerned administrative issues about co-operation with
other tax administrations, the use of penalties and the possibilities of suspension of tax
collection in cases of income adjustment.

9.1. To what extent do the tax administrations co-operate?

Member States were in question 3(1) asked whether they co-operate on aregular basis
with other tax administrations in the assessment and/or auditing of international
transfer prices, including whether they carried out simultaneous tax auditsin this area
and if so with which Member States.

A number of Member States expressly state that they do not perform simultaneous
audits. Some Member States report that they do co-operate (e.g. exchange information,
perform simultaneous audits etc.) in the transfer pricing area. However, these answers
are quite general.

The clear overall impression is that Member States generally are aware of the
possibilities (and sometimes they might also have entered into working agreements
etc.) but that the actual the level of simultaneous audits etc. is very modest.

As mentioned above, France would like a co-ordinated approach with respect to
conducting functional analysis.
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9.2. Principles of fixing and enforcing transfer pricing penalties

Member States were in question 3(2) asked to explain the principles for fixing
penalties when transfer pricing adjustment are made, and explain whether penalties
were automatically applied following the adjustment. In the view of the Commission
Services the term “penalty” could be interpreted in either a limited or a broad context.

The first understanding would be reserved for sanctions that involve a (subjective)
punitive element for understating of income involving intent or negligence or non-
compliance with documentation requirements etc. Belgium, Ireland, Greece and the
UK appear to apply penalties in this strict sense in transfer pricing cases. Most other
Member States reserve the use of these types of penalties to cases which involve an
element of tax evasion or gross negligence, and report, that penalties are in practice
not levied in transfer pricing cases.

However, in a broader context penalties can also include the use of surcharges (e.g.
10% of the tax payable) and/or interest penalties for late payment. The main objective

of the latter will be to financially compensate the Member State for not having
received the correct amount of tax in due time. However surcharges and interest-
penalties can also involve a punitive element. Some Member States; France, Spain
report the use of surcharges and interest-penalties. Other Member States, e.g. Austria,
Denmark, and Luxembourg report that penalties are not levied, but this may be
because these Member States do not consider surcharges etc. to be penalties. The same
could be the case for the Netherlands, Sweden and the UK. Firdpods that in

reality further payments will not be required.

9.3. Are transfer pricing adjustments immediately followed by enforcement or
are there instruments allowing for suspension?

The following summarises the answers from Member States to question 3(3):

Belgium: Possibility of suspension exists. The Belgium answer does not mention any
conditions for granting a suspension or report on the percentage of cases where
suspension is actually granted.

Denmark: Possibility of suspension of four years in the case of a court appeal or
arbitration. No further details are provided.

France: Possibility of suspension by the tax authorities if MAP is requested; however
in some cases this is subject to guaranties.

Finland: The court of appeal can grant suspension. No further details are provided.

Ireland: Subject to two conditions suspension can be granted in case of appeal. First, a
full return must be submitted and, second, the taxpayer must pay the amount of tax due
on the basis of this return. In certain cases, interest on additional tax due on
determination of the appeal may be calculated from the original date of assessment.
Generally, to avoid interest the pre-appeal tax paid must be greater than 90% of the
final tax payable.
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Luxembourg: Tax authorities have discretionary power to suspend collection of tax in

case of appeal. The conditions are that the applicant’'s arguments prima facie can be
justified and that the taxpayer can show that immediate implementation will cause
serious and irreparable injury.

Greece: The rules provide partly for a suspension in case of appeal.
Netherlands: Tax claims are generally suspended in case of appeal or arbitration.

Portugal: Adjustments are immediately enforced, and there are no means for
suspension in case of appeal or arbitration.

Spain: Collection of tax can be suspended provided certain guaranties laid down by the
law are supplied.

Sweden: Suspension is not automatic in case of appeal or arbitration; a request is
required. The request can be met if it is likely that the tax payer will get release from
his tax debt, would case him great damage or seems unreasonable.

UK: Procedures are available to suspend collection of tax. No further details are
provided.

It can — with care - be concluded from the answers that some Member States in
principle provide for suspending of enforcement if the adjustment is appealed;
however the practical application of these rules is uncertain. In case of MAP requests
suspension instruments are only very rarely available.
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