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Foreword

The tax affairs of large 
companies remain an area 
of interest to a broad and 
diverse audience. No longer 
the preserve of revenue 
authorities and finance 
functions, public awareness 
of tax has been heightened 
through the efforts of 
campaign groups and 
ongoing media attention. 

Mandatory reporting regimes continue 
to develop and additional public 
disclosure is now a reality for many 
groups. Well-known companies are 
being held to account and finding that 
their principles and actions are being 
questioned. But has the debate moved 
on? Is the focus shifting towards 
creating a tax system fit for the future? 

Our experience of engaging with the 
public through our Paying for 
Tomorrow Citizens’ Jury has 
highlighted the demand for 
transparency from Government 
regarding how taxes are raised and 
spent. The Business Jury, another 
component of the same project, 
reached a similar conclusion 
recognising a need to do more to 
educate people on how the tax system 
works, the inherent trade-offs and 
purposes of tax policy. Additional 
voluntary tax reporting by corporates 
is one way of helping to improve the 
level of understanding. 

Building public trust remains a 
priority for companies aiming to 
increase their resilience in a turbulent 
world. Leading businesses 
demonstrate integrity and their core 
principles by offering openness and a 
willingness to engage. Tax 
transparency is more relevant than 
ever and through our Building Public 
Trust Awards we recognise the many 
companies which are choosing to 
enhance their mandatory reporting 
with well-considered insight into their 
tax affairs.

Tax transparency will continue to 
evolve as the mandatory reporting 
regimes develop and as companies 
respond to demands from a more 
varied group of stakeholders. As ever, 
we would be interested to hear your 
thoughts and understand how the 
changing tax landscape is impacting 
your business. 

Andrew Packman

Andrew Packman

Tax Transparency and Total Tax 
Contribution Leader

PwC UK

Paying for Tomorrow: 
the future of UK tax

www.pwc.co.uk/futuretax

Paying for Tomorrow: 
The future of UK tax

September 2014: A group of senior business figures met to debate the 
future of UK tax, and present their conclusions to Government.

www.pwc.co.uk/futuretax

A group of senior business figures has 
set out a string of recommendations 
on how the UK tax system should be 
reformed. From tiny start-ups to huge 
multinationals, the jury was a diverse 
group from different spheres of industry 
that might rarely come together in 
this way.

The Business Jury is a major component 
of PwC’s Paying for Tomorrow project on 
building a tax system fit for the future. It’s 
about facilitating debate on how the tax 
system must adapt for the modern economy 
to sustain the revenues it needs. In June we 
heard from a Citizens’ Jury, and we’ll soon 
see what future taxpayers have to say through 
a major student competition. The campaign 
is building momentum and we’ll be drawing 
together our research in the Spring – the hope 
is for some clear recommendations that truly 
reflect what UK taxpayers want to see from 
the tax system.

Business Jury delivers its 
verdicts to Government on 
UK tax reform
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Mandatory reporting
The past year has been pivotal in the development of 
mandatory regimes requiring details of companies’ taxes 
and in some cases profits and employee numbers on a 
country-by-country basis. We provide a summary of the 
mandatory country-by-country reporting regimes on 
pages 8-9 of this book.

The UK recently became the first 
country to agree to the OECD’s Base 
Erosion & Profit Shifting (BEPS) 
country-by-country reporting model 
which sets out the information 
multi-national companies will need to 
file with the relevant tax authorities. 
The EU’s CRDIV public reporting 
requirements for financial institutions 
has been implemented and we have 
seen banks employing a variety of 
methods to fulfil their obligations – 
some voluntarily choosing to disclose 
more information than is required 
at this stage. Extractive companies 
continue to watch developments unfold 
in the US regarding the Dodd-Frank 
reporting requirements whilst the UK’s 
Department for Business Information 
and Skills has released proposals 
outlining how it intends to implement 
chapter 10 of the EU Accounting 
Directive.

The objectives of the various initiatives 
differ, as do the types of companies 
involved, the information demanded 
and the intended audiences for the 
disclosures. In response, companies are 
adopting a range of different strategies, 
in both their internal data collection 
procedures and in their external 
communication plans. 

Voluntary reporting
Interest in companies’ tax affairs 
remains high from a range of 
stakeholders including customers, 
shareholders, media and campaign 
groups. For the first time, the Dow 
Jones Sustainability Indices included 
assessment criteria relating to tax 
strategy, tax reporting and tax 
risk. With the increased volume of 
mandatory reporting regulations, 
there are concerns that the data alone 
does not provide the full picture. As a 
result, more companies are choosing 
to say more about tax. 
 
This year, for the first time, we 
reviewed the tax reporting of every 
company in the FTSE100 – not 
just annual reports but corporate 
responsibility reports, tax reports and 
website pages as well. The results for 
2013 year-ends are discussed on pages 
12-13. What is clear is that voluntary 
tax transparency is increasing, both 
in terms of the number of companies 
making additional disclosures and 
also the breadth of information 
provided by those companies already 
engaged. But it is also clear that there 
is no “one size fits all”.

What’s new this year?

Tax transparency

A review of the FTSE100

 
www.pwc.co.uk/ftse100reporting

49 37

24 22 14 £
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About this publication
On pages 10-11 we explain our Tax 
Transparency Framework – the 
methodology developed over the nine 
years that we have been assessing 
good practice in tax reporting. Our 
review of public disclosure uses a 
range of criteria, broadly divided into 
tax strategy and risk management, 
tax numbers and performance and 
Total Tax Contribution and the wider 
impact of tax. We have introduced a 
new criterion to the framework, noting 
companies which make reference 
to their policy regarding low-tax 
jurisdictions.

This book provides examples of 
excellence in reporting for different 
types of listed companies in the 
FTSE100 and FTSE250. We have 
divided the publication into chapters 
dedicated to companies predominantly 
operating in the UK (pages 14-21), 
multi-national companies (MNCs) 
(pages 22-35) and a section about 
extractive companies which tend 
to operate mostly overseas (pages 
36-43). Each of these groups has 
different complexities in their tax 
affairs and different mandatory 
reporting requirements that must be 
met. Each group has a different set 
of stakeholders with different needs 
which may or may not be addressed by 
improving transparency. Each group 
has a different level of internal tax 
resource and technological capability 
to process data. The extracts reflect 
this diversity; each company will want 
to consider how best to respond given 
its own circumstances. 

For the first time, we also include 
examples from companies 
headquartered around the world 
which are leading voluntary tax 
reporting developments in other 
countries (pages 44-50). These 
extracts from Spanish, Danish and 
Finnish companies demonstrate that 
British businesses are not alone in 
advancing tax transparency.
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Country‑by‑country Update 

US: 
Section 1504 of the Dodd-Frank Act: 
Although currently suspended while detailed 
rules are being prepared, listed extractive 
companies regulated by the SEC will have to 
report payments to governments by project 
and by level of Government.

OECD transfer pricing documentation CBCR template: 
In September 2014 the OECD published its template for 
CBCR to tax authorities by MNCs. The reporting is by tax 
jurisdiction and covers corporate income taxes paid and 
accrued as well as financial data including profit, revenues 
and capital. OECD member countries are expected to 
implement the regimes in the coming months. 

Global:  
Extractive Industries Transparency Initiative: (EITI) Countries that decide to 
adopt the ETIT set up a local multi-stakeholder group to manage the country 
programme. Companies carrying our extractive activity in the country report to 
an independent assessor the amounts they pay to government. The assessor 
reconciles this to the amounts received by the Government. The UK is an EITI 
candidate country with first reporting likely to be in respect of 2014. 

2.

4.3.

Canada: 
Legislation is in the process of being 
adopted to introduce extractive reporting in 
Canada similar to the EU and US regimes for 
extractives.

1.
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EU Accounting Directive: 
Large and listed EU extractive 
companies will have to report 
publically all payments made to 
any government. This includes 
only payments from extractive 
activity and the reporting is by 
project and level of Government. 
For UK companies, the reporting 
applies to financial years beginning 
on or after 1 January 2015. 

EU Capital Requirements Directive: 
Banks and certain other financial 
institutions operating in the EU must 
report publically by country on the name 
and nature of their activity, number of 
employees, turnover, profit before tax, tax 
paid and public subsidies received. Full 
reporting is due from 1 January 2015. 

Australia:
A private member’s bill has been introduced 
which seeks to require Australian extractive 
companies to report payments to governments in 
a similar fashion to the EU and US rules. 

6.

7.

5.

Further information corresponding with the 
above initiatives can be found at:

1. http://www.pwc.com/ca/taxinsights and 
see ‘Tax Insights: The new Extractive Sector 
Transparency Measures Act: What it means 
for you’

2. PwC’s ‘Tax Transparency and 
country-by-country reporting: An ever 
changing landscape’

3. OECD’s ‘Guidance on Transfer Pricing 
Documentation and Country-by-Country 
Reporting’ 

4. www.eiti.org and https://www.gov.
uk/government/groups and see ‘UK 
Extractive Industries Transparency Initiative 
Multi-Stakeholder Group’

5. Department for Business Innovation & 
Skills’ ‘UK Implementation of the EU 
Accounting Directive’

6. PwC’s ‘A Practical Guide to the UK regulations: 
Country by country reporting under CRD IV’

7. See ‘Transparency and accountability of 
extractive companies’ in PwC Australia’s 
‘November 2014 TaxTalk Monthly’

Country-by-country reporting is a 
requirement for companies to report, either 
publicly or to tax authorities, their tax 
payments and, potentially, other financial 
data on a country-by-country basis.
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The Tax Transparency Framework

We use our Tax Transparency Framework each year to 
carry out a review of the tax reporting of the FTSE350. It 
includes the elements that we consider to be the basis of 
good practice in tax reporting. The framework was 
originally developed following discussions with FTSE 
companies and different stakeholder groups including 
governments, investors, analysts and Civil Society 
Organisations (CSOs). It is intended to help companies 
consider the risks and benefits of greater transparency 
and what they might want to communicate externally 
about their tax affairs.

The framework covers three areas of corporate tax 
affairs – tax strategy and risk management, tax numbers 
and performance and Total Tax Contribution and the 
wider impact of tax. 

Tax strategy and risk 
management
In reviewing a company’s tax 
reporting we are looking for 
discussion of the approach to tax, 
identification of risks and tax strategy. 
This includes disclosure of policy in 
areas which are key to that particular 
business such as tax planning, transfer 
pricing, low-tax jurisdictions and 
relationships with revenue authorities. 

Explanations of internal governance 
processes are recognised as well as 
well as evidence of oversight for tax at 
board or audit committee level. 

Generally found in the front end of 
annual reports, we are seeing more 
webpages and reports dedicated to 
companies approach to tax. 

Tax numbers and performance
The second pillar of the framework is 
most closely aligned to the required 
disclosures in the accounts under 
financial reporting standards and 
other applicable regulations. We 
look for a clear explanation as to why 
the current tax charge is not simply 
accounting profit at the statutory 
rate or some insight into the effective 
tax rate. We also look for a clear 
reconciliation from cash tax to the 
charge and forward looking measures 
such as forecast accounting or cash 
tax rate.

Usually placed in the annual report, 
some companies make innovative 
use of graphics to illustrate and 
contextualise the numbers. 

Total Tax Contribution and the 
wider impact of tax
The third area we review looks away 
from traditional accounting disclosures 
towards understanding of the wider 
picture. Discussion of how tax impacts 
the business strategy and details of 
advocacy or lobbying activity are 
recognised. We look for additional 
insight into taxes borne and collected 
other than corporation taxes and the 
company’s economic value add. 

This pillar of the framework also 
includes country-by-country reporting 
and discussion of taxes contributed 
to developing world countries – an 
area where we have seen an increase 
in both mandatory and voluntary 
reporting in recent years.



1.
Tax strategy and 
risk management

• Discussion of tax 
objectives and strategy.

• Disclosure of policies in 
key areas for the 
business, for example, tax 
planning and transfer 
pricing.

• How the tax strategy and 
function are managed 
and who has 
responsibility for 
governance and 
oversight.

• Discussion of material 
tax risks.

2.
Tax numbers 
and performance

• Clear reconciliation of 
the tax charge to the 
statutory rate.

• Discussion of cash tax 
payments and how they 
relate to the tax charge.

• Forward-looking 
measures for tax, such as 
an indication of the 
future direction of the 
company tax rate.

3.
Total Tax Contribution and 
the wider impact of tax

• Show how tax impacts 
wider business strategy 
and company results.

• Discussion of advocacy 
and lobbying activities on 
tax. 

• The impact of tax on 
shareholder value.

• Communication of the 
economic contribution of 
all taxes paid. 

11December 2014
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Approach to tax 

Approach to Tax

49

Scrutiny of tax affairs has 
reached unprecedented levels. 
The range of people interested, 
the number of companies being 
examined and the breadth 
of issues under the spotlight 
has steadily increased.

Companies have responded 
to this changing stakeholder 
interest by volunteering 
additional information about 
their approach to tax. Some 
give a high level statement 
of principles whilst others 
have explained their attitude 
towards tax planning, low-tax 
jurisdictions, transfer pricing 
or relationships with revenue 
authorities. 

Approach to tax was disclosed 
in some way by 49 companies, 
almost half of the FTSE100. 
This is more than a 50% 
increase from the 32 companies 
that explained their approach 
to tax in 2012. What each 
disclosure had in common was 
a statement of the principles the 
company adopts when it comes 
to tax. 

This ranged from a short 
paragraph in the annual 
report to a stand-alone tax 
policy paper, published on 
the company’s website. Some 
companies have compared their 
approach to tax to the CBI’s 
statement of tax principles.

Who discloses their 
approach to tax?

Companies which seek to:
• address interest 

from stakeholders 
in the principles the 
company applies 

• demonstrate how 
their tax strategy 
aligns with the wider 
business strategy

Cash tax reconciliation

14
Cash tax reconciliation

£
Reconciliation of cash tax to 
the tax charge is a voluntary 
disclosure which can enhance 
understanding of factors driving 
the company’s cash tax paid.

This reconciliation helps to 
explain why the corporation 
tax paid in the year is not the 
same as the charge in the profit 
and loss account. Cash tax is 
particularly meaningful when 
measuring the contribution of a 
company to the economy in any 
particular year.

Still relatively unusual, we 
found that 14 of the 100 
companies gave a numerical or 
a descriptive explanation for the 
difference between these two 
measures of tax. 

Who discloses 
their cash 
tax reconciliation?

Companies which 
seek to:
• explain how actual 

tax paid to revenue 
authorities relates to 
the financial results 
of the operations

• give greater visibility 
over tax paid

Tax governance 

37
Tax Governance 

Tax governance refers to 
the company’s approach 
to risk management and 
the responsibility for 
oversight of tax affairs. We 
identified 37 companies 
providing some details of tax 
governance procedures. 

Stakeholders are increasingly 
looking for confirmation of 
whether tax strategy and risks 
are being discussed outside 
the tax department. Many 
companies state specifically 
that the board or audit 
committee has discussed tax 
during the year. 

More companies are setting out 
details of the risk management 
framework that governs 
their approach to tax. This 
can include the role that the 
internal audit function plays in 
providing comfort to the board 
and audit committee that the 
company’s tax affairs are being 
managed appropriately.

As the level of publicly available 
information increases, 
companies also need to be 
ready to meet challenges 
from tax authorities and other 
regulators. For example, 
whether underlying processes, 
controls and systems are 
supporting the extraction and 
consolidation of accurate data.

Who discloses 
their approach to 
tax governance?

Companies which 
seek to:
• give comfort to 

investors that 
tax affairs are 
overseen at an 
appropriate level

Discussion of tax strategy and 
governance has traditionally 
been found in the business 
review section of the annual 
report. Increasingly, we are 
beginning to see more detailed 
tax policy documents, 
published together with other 
codes of conduct. 

Source: http://www.pwc.co.uk/en_UK/uk/
tax/assets/tax-transparency-interactive1.pdf

Tax strategy and risk management

Tax strategy and risk management

Tax numbers and performance
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Total Tax Contribution

24
Total Tax Contribution

Companies pay far more in 
taxes than just corporation 
tax. Total Tax Contribution 
quantifies the total amount of 
taxes generated by a company 
and contributed to the public 
finances. It clearly distinguishes 
between taxes borne by 
companies and taxes collected 
on behalf of others. 

We found that 24 companies 
provided some information 
about taxes other than 
corporation tax, often giving a 
breakdown. This has increased 
since 2012 when 19 companies 
made this form of disclosure. 

Some companies use charts 
and graphs to illustrate the 
taxes they generate. There are 
several examples of Total Tax 
Contribution being combined 
with territory-by-territory 
reporting to provide a 
breakdown of the different 
taxes borne and collected by 
geographic region. 

Total Tax Contribution data is 
compiled on a cash paid basis. 
The cash tax reconciliation 
explored overleaf explains the 
difference between corporation 
tax paid and charged.

Almost a third of the extractive 
companies in the FTSE100 gave 
some Total Tax Contribution 
information, as did more than a 
third of the financial services 
groups. These sectors have faced 
deeper scrutiny over their tax 
affairs for longer than many of 
their peers in other industries. 
Many of these companies have 
been “pioneers” in publishing 
more transparent information. 

Total Tax Contribution can 
be combined with economic, 
social and environmental 
impact measures to present a 
holistic picture of businesses’ 
contribution to the economy. 
We are increasingly seeing 
tax disclosure as part 
of corporate and social 
responsibility reporting.

Our survey of the 100 
Group explores the Total 
Tax Contribution and wider 
economic impact of the UK’s 
largest listed companies. 

Who discloses their 
Total Tax Contribution?

Companies which seek to:
• highlight the breadth 

and amount of 
taxes generated by 
the business

• explain tax as part 
of an economic 
impact measurement 
disclosure

Geographic reporting 
Geographic reporting is now on 
the agenda of the UK’s biggest 
companies. Several mandatory 
reporting regimes are making 
transparent global disclosure 
a reality for some industries.

We found that 22 companies are 
currently providing some 
breakdown of their taxes 
around the world, either by 
region or by country. Some are 
combining this with Total Tax 
Contribution, breaking down 
the different taxes borne and 
collected globally.

It is worth noting that some 
companies operate their 
businesses almost entirely 
within the UK. As such, very 
little tax – corporation tax or 
other – is generated in other 
countries. A company may 
choose not to give a global 
breakdown of taxes because it is 
simply not meaningful. 

Almost two thirds of the 
FTSE100 extractive companies 
made some geographic 
reporting disclosures. This is 
unsurprising given that three 
of the mandatory reporting 
regimes are aimed at the oil and 
gas and mining sectors. The 
majority of these companies 
will have some experience of 
reporting under the Extractive 
Industry Transparency Initiative 
and will be preparing for the 
EU Accounting Directive and 
the Dodd-Frank Act, if it applies 
to them.

Similarly, the majority of 
the banks provide greater 
disclosure of the geographic 
make-up of their taxes. With 
the rapid implementation 
of the CRDIV transparency 
requirements for EU credit 
institutions, banks are preparing 
to extract and communicate 
detailed figures on a 
country-by-country basis. 

Who discloses taxes on 
a geographic basis?

Companies which seek to:
• highlight their 

contribution to the 
public finances in 
different territories

• supplement any 
corporate and social 
responsibility reporting 
around specific 
territories

22
Geographic reporting 

Our recent tax transparency 
and country-by-country 
reporting publication gives 
details of all the tax reporting 
initiatives developing 
in this area.

What are the UK’s biggest listed companies reporting?
This double page shows the results of our May 2014 transparency review of the FTSE100, looking broadly at 2013 year ends. We 
looked for five specific disclosures that are included in our Tax Transparency Framework, reviewing annual reports, corporate 
responsibility reports and websites. The number of companies in the FTSE100 reporting each specific disclosure is shown.

www.pwc.co.uk/100group

November 2014: There was record participation in the
10th Total Tax Contribution survey with 103 companies
providing data.

Total Tax Contribution and the wider impact of tax

Total Tax Contribution and the wider impact of tax
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1.  UK domestic companies 
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Many of the UK’s largest companies remain essentially British 
businesses with staff, operations and customers predominantly 
located onshore. Across a range of sectors, these companies 
have relatively simple group structures and fewer overseas 
tax entities. 

Complex policy areas such as transfer pricing and low-tax 
jurisdictions are less relevant in the day-to-day operations of the 
tax function. As such, tax may be lower risk in comparison to 
multi-national peers and so strategy and governance disclosures 
need not be as detailed.

The statutory disclosures and commentary on effective tax rate 
are not significantly affected by differing overseas tax rates. 

There is no substantive geographic split of taxes paid that can 
be disclosed. However, a Total Tax Contribution analysis and 
economic impact reporting can give a clear and quantifiable 
message about what that company contributes to the UK.
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J Sainsbury plc Annual Report and Financial Statements 2014 75

Employment policies
The Company is committed to equal opportunities for recruitment and 
selection, through training and development, performance reviews and 
promotion through our ‘A great place to work’ strategy. The Company has  
well developed policies for the fair and equal treatment of all colleagues  
and the employment of disadvantaged persons. During the year, a number  
of training courses have been held to ensure that our policies are understood 
throughout the organisation. We will endeavour to adapt the work 
environment and retrain colleagues who have become disabled during their 
employment. See page 46 for further information on our diversity strategy.

As well as creating jobs we are committed to providing a workplace where 
people feel they are given the right opportunities to succeed in a safe, healthy 
and respectful environment. We know this is important and this is the reason 
why A great place to work is one of our five values, with a number of 
employment related commitments within our 20x20 Sustainability Plan.  
For further information see our website (http://www.j-sainsbury.co.uk/
responsibility/factsheets).

The Company is committed to colleague involvement throughout the 
business. Colleagues are kept informed of the performance and strategy of 
the Company and quarterly trading statements, interim and annual results 
are presented to all senior management and are communicated to all 
colleagues. 

Colleagues have always been encouraged to hold shares in the Company.  
One of our 20x20 commitments is to increase the number of colleagues with 
shares in our business by 25 per cent by 2020.

Human rights
The Company does not have a specific human rights policy but fairness 
and integrity are an important part of the way we run the business as  
shown by the values and policies described above and throughout this  
report. In addition, our customers want to be confident that the people who 
make and sell our products are not being exploited, or exposed to unsafe 
working conditions. Our Code of Conduct for Ethical Trade covers the 
employment practices we expect from our suppliers, both in the UK and 
abroad. As founder members of the Ethical Trading Initiative (‘ETI’), our 
Code of Conduct is consistent with the ETI Base Code and national and 
international laws. For further information on this Code of Conduct see 
our website (http://www.j-sainsbury.co.uk/suppliers/ethical-trading).

Donations
The Company made no political donations in 2014 (2013: £nil).

See page 23 for details of the Company’s charitable donations.

Essential contracts
Sainsbury’s has contractual and other arrangements with numerous third 
parties in support of its business activities. None of the arrangements is 
individually considered to be essential to Sainsbury’s business. 

Taxation
The Company complies with relevant tax laws, regulations and obligations 
regarding the filing of tax returns, payment and collection of tax. Sainsbury’s 
does not undertake any tax planning schemes that seek to use so-called ‘tax 
havens’ for aggressive tax planning and for the purpose of tax avoidance. 
Sainsbury’s aims to develop an open, honest relationship with the tax 
authorities and involve them at an early stage should any complex tax issues 
arise. The taxation policy is reviewed annually by the Board. Tax is a key item 
on the Audit Committee agenda and is discussed quarterly where large or 
complex tax items will feature, together with compliance and key risk 
management updates.

All of Sainsbury’s stores are based in the UK, and all our sales are generated 
here. As such substantially all (more than 99 per cent) of our taxes are paid 
here. The Group also includes companies based in the following jurisdictions: 
Hong Kong and China – our offices in Hong Kong and China source many 
of our non-food products. Local taxes of £1 million were paid in the year 
(2012/13 £1 million), Isle of Man – our insurance company is based here for 
regulatory reasons, as are many other insurance companies. Ireland, Jersey, 
Guernsey, USA – these companies are all dormant and accordingly do not pay 
any tax. There are also other Group companies that were incorporated in 
Ireland, USA, Jersey and the Cayman Islands that are UK tax resident, 
meaning that all relevant taxes are payable to the UK Government.

Post balance sheet events
There are no post balance sheet events.

Financial risk management
The financial risk management and policies of the Group are disclosed in note 
28 on pages 114 to 120 to the financial statements.

Going concern 
The Group’s business activities, together with the factors likely to affect its 
future development, performance and position are set out in the Strategic 
Report on pages 1 to 35, 46, 49, 75 and inside front cover. The financial 
position of the Group, its cash flows and liquidity are highlighted in the 
Financial Review on pages 28 to 35. The Group manages its financing by 
diversifying funding sources, structuring core borrowings with long-term 
maturities and maintaining sufficient levels of standby liquidity. Full details 
of the Group’s financing arrangements can be found in note 20 on pages 106 
and 107 to the financial statements. In addition, notes 28 and 29 on pages 
114 to 126 to the financial statements include the Group’s objectives, policies 
and processes for managing its capital; its financial risk management 
objectives; details of its financial instruments and hedging activities;  
and its exposures to credit risk and liquidity risk. 

Management are satisfied that stress tests on the future liquidity of the Group 
do not indicate a going concern risk.

As a consequence, the Directors believe that the Group is well placed to 
manage its business risks successfully despite the current challenging 
economic outlook. The Directors have a reasonable expectation that the 
Company has sufficient resources to continue in operation for the foreseeable 
future. Accordingly, they continue to adopt the going concern basis in 
preparing the financial statements which are shown on pages 80 to 138.

Disclosure of information to auditors
Each of the Directors has confirmed that, so far as he/she is aware, there is no 
relevant audit information of which the auditors are unaware. Each Director 
has taken all steps that he/she ought to have taken as a Director in order to 
make himself/herself aware of any relevant audit information and to 
establish that the auditors are aware of that information. 

Independent auditors
PricewaterhouseCoopers LLP have expressed their willingness to be 
reappointed as auditors of the Company. Upon the recommendation of the 
Audit Committee, resolutions to reappoint them as auditors and to authorise 
the Directors to determine their remuneration will be proposed at the AGM. 

By order of the Board

Tim Fallowfield
Company Secretary and Corporate Services Director

6 May 2014
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environment and retrain colleagues who have become disabled during their 
employment. See page 46 for further information on our diversity strategy.

As well as creating jobs we are committed to providing a workplace where 
people feel they are given the right opportunities to succeed in a safe, healthy 
and respectful environment. We know this is important and this is the reason 
why A great place to work is one of our five values, with a number of 
employment related commitments within our 20x20 Sustainability Plan.  
For further information see our website (http://www.j-sainsbury.co.uk/
responsibility/factsheets).

The Company is committed to colleague involvement throughout the 
business. Colleagues are kept informed of the performance and strategy of 
the Company and quarterly trading statements, interim and annual results 
are presented to all senior management and are communicated to all 
colleagues. 

Colleagues have always been encouraged to hold shares in the Company.  
One of our 20x20 commitments is to increase the number of colleagues with 
shares in our business by 25 per cent by 2020.

Human rights
The Company does not have a specific human rights policy but fairness 
and integrity are an important part of the way we run the business as  
shown by the values and policies described above and throughout this  
report. In addition, our customers want to be confident that the people who 
make and sell our products are not being exploited, or exposed to unsafe 
working conditions. Our Code of Conduct for Ethical Trade covers the 
employment practices we expect from our suppliers, both in the UK and 
abroad. As founder members of the Ethical Trading Initiative (‘ETI’), our 
Code of Conduct is consistent with the ETI Base Code and national and 
international laws. For further information on this Code of Conduct see 
our website (http://www.j-sainsbury.co.uk/suppliers/ethical-trading).

Donations
The Company made no political donations in 2014 (2013: £nil).

See page 23 for details of the Company’s charitable donations.

Essential contracts
Sainsbury’s has contractual and other arrangements with numerous third 
parties in support of its business activities. None of the arrangements is 
individually considered to be essential to Sainsbury’s business. 

Taxation
The Company complies with relevant tax laws, regulations and obligations 
regarding the filing of tax returns, payment and collection of tax. Sainsbury’s 
does not undertake any tax planning schemes that seek to use so-called ‘tax 
havens’ for aggressive tax planning and for the purpose of tax avoidance. 
Sainsbury’s aims to develop an open, honest relationship with the tax 
authorities and involve them at an early stage should any complex tax issues 
arise. The taxation policy is reviewed annually by the Board. Tax is a key item 
on the Audit Committee agenda and is discussed quarterly where large or 
complex tax items will feature, together with compliance and key risk 
management updates.

All of Sainsbury’s stores are based in the UK, and all our sales are generated 
here. As such substantially all (more than 99 per cent) of our taxes are paid 
here. The Group also includes companies based in the following jurisdictions: 
Hong Kong and China – our offices in Hong Kong and China source many 
of our non-food products. Local taxes of £1 million were paid in the year 
(2012/13 £1 million), Isle of Man – our insurance company is based here for 
regulatory reasons, as are many other insurance companies. Ireland, Jersey, 
Guernsey, USA – these companies are all dormant and accordingly do not pay 
any tax. There are also other Group companies that were incorporated in 
Ireland, USA, Jersey and the Cayman Islands that are UK tax resident, 
meaning that all relevant taxes are payable to the UK Government.

Post balance sheet events
There are no post balance sheet events.

Financial risk management
The financial risk management and policies of the Group are disclosed in note 
28 on pages 114 to 120 to the financial statements.

Going concern 
The Group’s business activities, together with the factors likely to affect its 
future development, performance and position are set out in the Strategic 
Report on pages 1 to 35, 46, 49, 75 and inside front cover. The financial 
position of the Group, its cash flows and liquidity are highlighted in the 
Financial Review on pages 28 to 35. The Group manages its financing by 
diversifying funding sources, structuring core borrowings with long-term 
maturities and maintaining sufficient levels of standby liquidity. Full details 
of the Group’s financing arrangements can be found in note 20 on pages 106 
and 107 to the financial statements. In addition, notes 28 and 29 on pages 
114 to 126 to the financial statements include the Group’s objectives, policies 
and processes for managing its capital; its financial risk management 
objectives; details of its financial instruments and hedging activities;  
and its exposures to credit risk and liquidity risk. 

Management are satisfied that stress tests on the future liquidity of the Group 
do not indicate a going concern risk.

As a consequence, the Directors believe that the Group is well placed to 
manage its business risks successfully despite the current challenging 
economic outlook. The Directors have a reasonable expectation that the 
Company has sufficient resources to continue in operation for the foreseeable 
future. Accordingly, they continue to adopt the going concern basis in 
preparing the financial statements which are shown on pages 80 to 138.

Disclosure of information to auditors
Each of the Directors has confirmed that, so far as he/she is aware, there is no 
relevant audit information of which the auditors are unaware. Each Director 
has taken all steps that he/she ought to have taken as a Director in order to 
make himself/herself aware of any relevant audit information and to 
establish that the auditors are aware of that information. 

Independent auditors
PricewaterhouseCoopers LLP have expressed their willingness to be 
reappointed as auditors of the Company. Upon the recommendation of the 
Audit Committee, resolutions to reappoint them as auditors and to authorise 
the Directors to determine their remuneration will be proposed at the AGM. 

By order of the Board

Tim Fallowfield
Company Secretary and Corporate Services Director

6 May 2014

Governance 
continued

Provident Financial plc 
Annual Report and Financial Statements 2013

91

Strateg
ic rep

ort
G

overnance
R

em
uneration

F
inancial statem

ents
Sharehold

er inform
ation

LIQUIDITY RISK

The risk that the group will have insufficient liquid resources available to fulfil its operational plans and/or meet its financial obligations as they fall due.

MITIGATION PROGRESS IN 2013

•  The model of ‘borrowing long and lending short’ results in a positive maturity mismatch, which means 
the duration of the receivables book is significantly less than the average duration of the group’s 
funding. This profile significantly reduces the liquidity risk for the group. 

•  A board-approved policy is in place to maintain committed borrowing facilities which provide funding 
headroom for at least the following 12 months, after assuming that Vanquis Bank will fund 90% of its 
receivables book through retail deposits. 

•  The group’s strategy of maintaining committed facility headroom and diversifying funding sources has 
resulted in a strong balance sheet position. 

•  Liquidity is managed by an experienced central treasury department. 

•  Vanquis Bank maintains a liquid assets buffer in line with the PRA’s liquidity guidelines. 

• There is daily monitoring of liquid resources.

•  The group has continued to make excellent progress in 
strengthening its funding base in 2013. 

•  On 31 January 2014, the group renewed its syndicated bank 
facility of £382.5m through to May 2017. 

•  Successful issue of a fourth retail bond of £65m in March 2013. 

•  Retail deposits base increased from £327m to £435m during 
2013, representing 51% of Vanquis Bank’s receivables against a 
permitted target ratio of 90%. 

•  Headroom on committed facilities of £235m as at 31 December 
2013 which, together with the retail deposits programme at 
Vanquis Bank, is sufficient to meet growth and contractual 
maturities until the seasonal peak in 2017. 

•  The group remains an investment grade credit, with a credit 
rating maintained at BBB with a stable outlook. 

FINANCIAL RISK

The risk that the group suffers a loss as a result of unexpected tax liabilities. 

•  Tax authorities are placing greater emphasis on taxation controls in assessing tax risk and the associated level of scrutiny placed on companies.

MITIGATION PROGRESS IN 2013

•  The group has a board-approved tax strategy which is aligned with its mission and core values and 
which has been shared with HMRC. The strategy sets out the group’s overall approach to tax, including 
its tax governance framework, how tax risk management is embedded within the group's overall 
corporate governance structure and how the group ensures it complies with the tax obligations in the 
territories in which it operates. 

•  Policies and procedures are in place which support the management of key tax risks, along with 
documented systems, processes and controls to support the UK taxes which the group pays and the 
preparation and submission of related tax returns. This includes policies and procedures which seek 
to ensure that the agents engaged by the home credit business maintain their self-employed status. 
Processes and controls supporting the calculation of UK taxes and preparation of related returns is 
subject to annual internal audit review.

•  The group is committed to building open and straightforward relationships with tax authorities, 
including having a regular and constructive dialogue with HMRC. This regularly includes advance 
discussion of transactions and keeping HMRC informed of key business developments, particularly 
those that could potentially impact on self-employed status of agents.

•  An experienced in-house team, supported by tax-aware personnel in the businesses, deals with all of 
the group's tax matters. Advice is sought from external advisors on material transactions and whenever 
the necessary expertise is not available in-house.

•  Procedures for verifying compliance with self-employed agent 
policies have continued to be improved and embedded, and 
the group has continued to seek advance HMRC approval on 
a number of business developments potentially impacting on 
self-employed status. 

•  Worked positively and constructively with HMRC as part of 
HMRC's review of the group's tax governance structure.

•  Continued the work which commenced in 2012 to ensure that 
Vanquis Bank's expansion into Poland complies with local 
tax obligations.

•  Confirmed the unconditional adoption of HMRC’s Code of 
Practice on Taxation for Banks, which sets out the principles and 
behaviours expected of banks with regard to tax.

PENSION RISK

The risk that there may be insufficient assets to meet the liabilities of the group’s defined benefit pension scheme.

The current economic environment results in increased volatility in equity markets and corporate bond yields.

Improving mortality rates in the UK.

MITIGATION PROGRESS IN 2013

•  The defined benefit pension scheme was substantially closed to new members from 1 January 2003. 

•  Cash balance arrangements are now in place within the defined benefit pension scheme to reduce the 
exposure to improving mortality rates. 

•  The pension investment strategy aims to maintain an appropriate balance of assets between equities 
and bonds. 

•  New employees since 2003 have been invited to join the group’s defined contribution pension schemes 
which carry no investment or mortality risk for the group. 

•  The defined benefit pension scheme was amended in 2012 so that accrued pension benefits are now 
linked to increases in CPI rather than future salary increases. This reduces the future liabilities of the 
scheme. 

•  The group’s pension asset for accounting purposes stands at 
£29.2m as at 31 December 2013 (2012: £23.0m). 

•  Annual contributions to the defined benefit scheme increased 
from £10m to £16m in 2013, following the triennial funding 
valuation performed as at 1 June 2012.

•  A revised investment strategy which includes an element of 
liability-driven investments was developed and implemented 
in 2013.

=

=

=Provident Financial lists unexpected tax liabilities as a key risk and notes a greater emphasis by revenue authorities 
on controls as a way to assess tax risk. The strategy disclosure is not limited to corporation tax – it refers to the 
tax risks around the status of self-employed agents. As well as explaining its risk mitigation strategies, it describes 
progress made during the year.

J Sainsbury sets out the 
domestic nature of its business 
in terms of sales and taxes 
paid. It explains the scope and 
commercial rationale for its 
offshore entities.

1.

2.

Tax strategy and risk management

1. UK domestic companies 
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and meet the demand from the 
approximately 30% of our customers who 
use an exchange account regularly. This was 
only possible through integrating with the 
Betdaq betting exchange which we 
purchased in February 2013.

We also took further steps to broaden our 
international reach with further progress 
in China and in taking our Digital offer to 
Australia where we see considerable 
growth potential.

Our capability in Digital was further enhanced 
through the creation of a separate Digital 
team with dedicated expert management, 
all of whom have clear areas of expertise 
and accountability.

The focus for 2014 is simple; mobilise our 
business, deliver a single wallet and then 
deliver best in class CRM and growth in 
customer lifetime value.

The Digital offer, particularly Mobile, of 
Ladbrokes is pivotal to our competitiveness 
going forward and the business remains 
absolutely focused on delivering a product 
that attracts customers and delivers for 
shareholders. 

Brand strength offers firm foundations
Our brand is still one of the most recognised 
in the UK and the number one choice for 
people when looking at the betting and 
gaming sector. It has a natural resonance 
with the customer but has been poorly 
served by the product, particularly in Digital. 
2013 was a year when we have begun to 
address this weakness of product and we 
believe the steps taken in 2013 to reposition 
our offer can see the brand act as a catalyst 
to growth, particularly with the growth of 
multi-channel customers. 

Responsible Gambling
The end of 2013 and recent events have 
meant the industry has been firmly in the 
eye of a media and political storm and our 
share price performance has reflected the 
uncertainty. At the centre of this storm has 
been the issue of responsible gambling 
with the catalyst for the debate being the 
Government’s triennial review into stakes 
and prizes. Although this found no evidence 
to change current stake and prize limits, 
the industry was effectively ‘put on review’ 
pending further research over concerns 
the role machines play in causing problem 
gambling. 

Our view is very simple, responsible 
gambling is not a passing regulatory issue 
but a fact of life for all operators. The 
long-term sustainability of any business in 
the sector is intrinsically linked to this issue. 

We rolled out the industry code for harm 
minimisation across our retail estate and 
will fully support further industry-wide 
initiatives on this important topic.

In addition, we are taking actions to reinforce 
responsible gambling’s position at the heart 
of the business. There will be a Board 
committee dedicated to the topic and from 
2015, we will formalise responsible gambling 
measures into Executive remuneration. 
We also have considerable data from our 
Odds On loyalty card and believe this has 
a significant role to play in managing 
responsible gambling. We will look to trial 
new initiatives and use our insights to learn 
more about at risk behaviour and how to 
target information at individual players. 
We will continue to share these learnings 
across the industry.

The wider debate on machines has grown 
to include much comment on the perceived 
increase of betting shops on the UK high 
street. While betting shops generally are 
half the number they were in the 1970s it 
is true that high streets have become more 
accessible and affordable for bookmakers. 

We have always worked closely with local 
authorities and local communities. We have 
always said we understand their need to 
have some say over how their high streets 
feel. The feedback we get is that in the vast 
majority of cases our shops benefit the high 
streets they serve.

Our view is the current level of competition 
in certain locations is unsustainable, rising 
operating costs including taxation and 
content costs and the prospect of rising 
rents will drive some operators out of 
certain locations. While this offers local 
market share growth opportunities we will 
not be afraid to walk away from certain 
shops if we do not see a long-term 
sustainable income. 

2013 also saw a high level of industry 
engagement on the Gambling Act 
regulations which will see a 15% place of 
consumption tax introduced on all online 
sportsbook transactions undertaken by 
UK residents with a likely start date of 
December this year. 

How the tax impacts the wider market is as 
yet unclear. A poorly enforced tax will create 
an uncompetitive environment for 
established UK operators while strict 
enforcement through IP blocking or action 
on payment processing would create 
opportunity for more established players. 
We will continue to make this case at the 
highest level.

Outlook
2014 is a pivotal year for Ladbrokes. 
We will see our competitive offer continue 
to evolve and improve. Key to this will 
be mobilising our business and delivering 
a single customer wallet and improved 
CRM capability.

We remain confident in the business and the 
progress we are making to deliver a more 
competitive and sustainable business in a 
rapidly evolving market. We are very mindful 
of the journey our shareholders have been 
on. We remain highly cash generative and 
have a strong balance sheet with which 
we underwrite a healthy dividend.

We are well placed to maximise on the 
opportunities available to us as we align 
more competitive products with proven 
technology and greater capability behind 
our significant brand presence. We can see 
early, but encouraging, signs of customer 
confidence in the new products, and are 
focused on turning that into benefits 
for our shareholders.

Richard Glynn
Chief Executive Officer

  

The long-term 
sustainability of any 
business in the 
sector is intrinsically 
linked to this issue.
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UK Retail

After a record level of net revenue in 2012, 
UK Retail has faced a challenging year in 
2013, with cost and taxation headwinds 
exacerbated by slower than expected 
machines growth in an increasingly 
competitive market. 
Small decline in OTC
OTC gross win declined by 1.0% (£4.2 million) 
in 2013, a year which did not benefit from 
a major football tournament (Euro 2012 
generated £5.9 million gross win). We have 
continued to experience a slow decline in 
OTC stakes, down 2.1% for the year (down 
5.0% on a like for like number of shops) 
though encouragingly positive during the 
second half.

Gross win margin for the year was 16.9% 
(2012: 16.7%), up slightly on 2012 supported 
by our investment in the trading platform 
and despite a well publicised poor third 
quarter for bookmakers across the market, 
driven largely by particularly customer 
friendly football results during the early 
months of the new football season. 

After a record level of net revenue in 2012, 
UK Retail has faced a challenging year in 
2013, with cost and taxation headwinds 
exacerbated by slower than expected 
machines growth in an increasingly 
competitive market.

Competitive machines market
The growth of machines has been a major 
contributor to UK Retail operating profit over 
the last three years. It was expected after 
such a prolonged period of growth and with 
our machine cabinets approaching the end 
of their lifespan that performance would 
slow during 2013. The slowdown in the 
market has however, been more marked 
than expected. Although the period of hot 
weather in the UK during July and early 
August undoubtedly contributed to this with 
footfall significantly down, it is clear that 
competition in the machines market has 
intensified. Interestingly, lower stake games 
(B3) grew in popularity year on year while 
higher stake (B2) were broadly flat.

In 2013 there were an average 8,874 
gaming machines sited in the estate (2012: 
8,345). At 31 December 2013 there were 
9,091 machines (2012: 8,583).

Cost and taxation pressures
Operating costs increased by 6.6% (or  
£33.1 million). Costs on a like for like basis  
rose by 3.0% with an increase in content 
costs representing the largest part of this, 
driven by a significant increase in the cost  

of horseracing picture rights applied across 
the sector. 

In February the Government changed  
the way in which machine revenues are 
taxed, with a new Machine Games Duty 
replacing the previous system of VAT and 
Amusement Machine Licensing Duty 
(AMLD). This change resulted in additional 
tax of £12.9 million during the year. 

Managing the estate
Shop openings have proven a compelling 
investment (circa 200 new shops added 
since 2012) with growth in profit per shop 
across the estate driving a strong return  
on investment.

The potential for growth in the sector 
remains, particularly from untapped 
opportunities in local markets. However, 
it is clear that although revenue growth 
during 2013 has been suppressed by one 
off and results driven factors, the market as 
a whole is becoming more competitive, with 
a number of shops now finding it harder to 
contribute. We expect this to continue in 2014.

At 31 December 2013 there were 2,297 
shops in Great Britain (2012: 2,196). During 
the year we opened 113 new licenses, 
acquired a further eight and closed 20.

Focus in 2014
In October we agreed a new contract with our 
machine supplier, Global Draw (a division of 
Scientific Games), with new gaming 
machines rolling out to all shops by the 
end of the first half of 2014. With our current 
gaming machines having been introduced 
back at the start of 2011 and competitors 
having upgraded during the intervening 
period, the rollout of a more sophisticated 
and modern gaming machine is key to us 
maintaining a strong offer in what 
has become a very competitive area. Ending 
the former gaming machine agreement 
early has led to an exceptional charge of 
£6.2 million.

During 2013 we extended the range of 
sporting content we are able to broadcast to 
customers through new deals with SIS and 
Sky. During 2014, we will provide our 
customers with more ways to bet as well as 
innovative offers and competitive prices, 

using our expanded and flexible coverage to 
provide customers with the sports they want 
to watch and bet on. We will also be looking 
to drive returns from the investment made in 
SSBTs and the rollout of in shop Wifi, both 
designed to give customers more choice than 
traditional OTC in how they choose to interact 
with us in the shop environment.

We have enlarged our estate footprint over 
the past few years, expanding into areas 
of high footfall and unmet demand. 
Going forward we expect rationalisation in 
the market in response to the imbalance 
between shorter-term increases in taxes 
and content, and slower revenue growth per 
unit. We will be a net closer of shops during 
2014, as we optimise the estate including 
reducing any tail of unprofitable sites to 
improve our quality of earnings.

Year ended
31 December

2013
£m

Proforma 
Year ended

31 December 
2012 

£m

 
Year on year  

change 
%

–  OTC  
amounts 
staked 2,360.0 2,409.8 (2.1)

–   Machines 
amounts 
staked 11,671.9 11,846.7 (1.5)

Amounts  
staked 14,031.9 14,256.5 (1.6)

–  OTC gross 
win 403.6 407.8 (1.0)

–   Machines 
gross win 422.6 412.7 2.4

Gross win 826.2 820.5 0.7

Adjustments 
to GW(1) (25.3) (17.5) (44.6)

–  OTC net 
revenue 392.5 399.6 (1.8)

–   Machines 
net revenue 408.4 403.4 1.2

Net revenue 800.9 803.0 (0.3)

Machine 
Games Duty (76.4) (63.5) (20.3)
Gross 
profits tax (59.0) (59.7) 1.2
Associate 
income 4.0 3.4 17.6
Operating  
costs (535.6) (502.5) (6.6)

Operating 
profit(2) 133.9 180.7 (25.9)
NOTE – Proforma 2012 reflects the change from 
VAT on machines to MGD which took effect from 
1 February 2013.
(1) Fair value adjustments, free bets and VAT. 
(2) Before exceptional items.
(3)  Greyhound tracks account for £11.5 million of amounts 

staked and £7.4 million of gross win in 2013 (2012: £11.5 
million amounts staked and £7.4 million gross win).

The Football World Cup is expected to provide 
an excellent revenue and new customer 
opportunity. With the migration to our new 
digital services expected to complete 
towards the end of the first half we will be 
focusing on promoting these with our shop 
customers, many of whom already use 
digital betting services but have not remained 
loyal to Ladbrokes given the more 
sophisticated products offered by our 
competitors in recent years.
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Ladbrokes highlights the new Machine 
Games Duty regime and quantifies the 
additional tax cost in its strategic report. 
In explaining the proposed changes 
to the Gambling Act regulations, it 
gives some indication of the issues for 
the market, although they cannot yet 
be quantified.

Pennon states that its board-approved 
tax strategy is in line with the CBI’s tax 
principles. It also provides a breakdown 
of cash corporation tax paid by year and 
the key division it relates to. 

The Group’s financing structure gives us the scope and flexibility 
we need to implement our strategic objectives with a view to 
maximising value for our shareholders.

The Group’s and South West Water’s interest rates on average 
net debt for the year to 31 March 2014 are both 3.8% (after 
adjusting for capitalised interest of £21.8 million, notional 
interest items totalling £4.8 million and interest received from 
shareholder loans to joint ventures of £9.8 million, as detailed in 
note 9 to the financial statements).

Just under half of the Group’s gross debt is finance leasing 
giving us a long maturity profile. Interest payable benefits from 
the fixed credit margins which were secured at the inception of 
each lease.

The £125 million convertible bond matures in August 2014. It is 
expected that full conversion to equity will take place and up to 
23 June 2014; notices of conversion for £61.3 million have 
already been received.

At 31 March 2014 the fair value of the Group’s non-current 
borrowings was £275 million less than its book value (2013 
£208 million) as detailed in note 29 to the financial statements. 
This reflects the benefit of securing interest rates below the 
current market rate.

Capital structure – overall position
At the end of the financial year the Group’s net debt of £2,194 
million gave a gearing ratio of net debt to (equity plus net debt) 
of 64.7% at 31 March 2014 (2013 65.2%).

In March 2013 the Group issued a £300 million hybrid capital 
security recognised as equity as set out in note 38 to the 
financial statements.

During the year the Company continued to benefit from offering 
a scrip dividend alternative. £34.5 million of potential cash 
dividend was retained in the business and instead distributed by 
issuing five million shares.

South West Water’s debt to Regulatory Capital Value (RCV) was 
56% at 31 March 2014 (2013 55%) which compares to Ofwat’s 
optimum range of 55%–65%.

Viridor is funded by a combination of Pennon Group equity and 
debt (raised by Pennon Group) and direct borrowing by Viridor. 
At the year end Viridor’s net debt was £901 million (2013 £676 
million) equivalent to 11.8 times EBITDA (2013 8.7 times). 

Treasury policies
The role of the Group’s treasury function is to ensure that we 
have the funding to meet foreseeable needs to maintain 
reasonable headroom for future contingencies and to manage 
interest rate risk. The Group enters into certain structured 
financing transactions that have and are expected to provide an 
improved return on surplus funds and overall interest rate 
performance. It operates only within policies approved by the 
Board and undertakes no speculative trading activity.

The Board regularly monitors expected financing needs for at 
least the next 12 months. These are intended to be met for the 
coming year from existing cash balances, loan facilities and 
operating cash flows.

The Group has considerable financial resources and a broad 
spread of business activities. The Directors therefore believe that 
it is well placed to manage its business risks.

Financial review Continued

Internal borrowing
South West Water’s funding is treated for regulatory purposes 
as ring-fenced. This means that funds raised by, or for, the 
company are not available as long-term funding for other areas 
of the Group.

Going concern
The Directors have a reasonable expectation that the Group 
has adequate resources to continue its operational existence 
for the foreseeable future. They therefore have continued to 
adopt the going concern basis in preparing the financial 
statements.

Taxation objectives and policies
Our tax strategy, as approved by the Board, is to fulfil our 
statutory obligations by the application of relevant tax legislation 
in a reasonable way, engaging in tax planning only when it is 
aligned with the commercial and economic activity of the 
Company. This is in line with the principles published by the 
Confederation of British Industry (CBI) in 2013.

The Group made a net payment of £58.1 million of UK 
corporation tax in the year (2012/13 £18.5 million). The main 
elements of the payment were £36.1 million in relation to 
2013/14 and £21.3 million in relation to 2012/13. South West 
Water paid £44.1 million (2012/13 £34.0 million) of UK 
corporation tax on profit before tax of £162.5 million (2012/13 
£159.1 million).

The total tax charge for the year (before exceptional net charges) 
of £9.5 million was less than the charge which would have arisen 
had the accounting profit before tax after exceptional net 
charges been taxed at the statutory rate of 23%. A reconciliation 
is provided in note10 to the financial statements.

The Group’s total tax contribution extends significantly beyond 
the UK corporation tax charge.

Total taxes amounted to £347 million of which a net amount of 
£6 million was collected on behalf of the authorities for employee 
payroll taxes and VAT. 
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Tax contribution 2013/14

Landfill tax
£215m
Employment taxes
£48m
Business rates
£32m
UK corporation tax
£58m
Fuel Excise Duty
£10m
Environmental payments
£10m
Carbon Reduction  
Commitment
£1m
Other
£2m

Source: 
1. J Sainsbury plc, Annual Report and Financial Statements 2014 – Page 75
2. Provident Financial Group, Annual Report & Financial Statements 2013 – Page 91
3. Pennon Group plc, Annual Report and Accounts 2014 – Page 28
4. Ladbrokes plc, Annual Report and Accounts 2013 – Pages 15 & 16

3.

4.
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Next confirms that its effective tax rate was in line with expectations 
and provides succinct explanation. It forecasts a ceiling for the 
effective tax rate over the next two years.

St James’s Place provides an additional footnote to its tax 
reconciliation note to clarify a difference in tax rates which is 
unusual outside of its industry.

Tax numbers and performance

23158.04 - Proof 2 - 14/03/2014

CENTRAL COSTS AND OTHER ACTIVITIES
The table below sets out other Group and non-trading activities.

£m 2014 2013

Property management 1.8 3.5
Central costs (33.3) (35.3)
Pension variation 2.6 3.6
Unrealised foreign exchange (5.9) 3.4
Associates 2.5 0.6
Total (32.3) (24.2)

UNREALISED FOREIGN EXCHANGE IAS 39
The £6m loss for the year compares with a £3m gain in the prior year.  At this time it is not possible to predict the 
year ahead, so group profit guidance assumes no IAS 39 gain or loss.

INTEREST AND TAXATION
The interest charge was £28m, £1m less than last year.  For the coming year we expect net debt to  
again range between £500m and £750m.  This will result in an interest charge of £30m due to the higher  
level of bond debt and low interest rates available on cash deposits.

Our tax rate reduced as expected to 20.4%, due to the reduction in headline UK corporation tax rates and 
agreement of prior year items with HMRC.  We expect our effective rate will be no higher than 21% in each  
of the next two years.

BALANCE SHEET AND ORDINARY DIVIDENDS
The balance sheet remains strong, with year end net debt of £517m and forecast peak borrowing requirements 
being very securely financed by our bonds and committed bank facilities of £1,088m.  During the last six  
months we repaid the 2013 bond, issued a new 12 year bond and extended our bank facility, all as set out below.

£m

2016 bonds 213
2021 bonds 325
2026 bonds 250
Total bonds nominal value 788
2019 committed bank facility 300
Total debt facilities available 1,088

FINAL DIVIDEND
We have proposed raising our final dividend to 93p, taking the total dividend for the year to 129p.  The increase  
of 23% is in line with growth in underlying EPS.  Dividend cover remains at 2.8 times.
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8. INCOME TAXES continued

deferred tax

year ended
31 december

2013

Year Ended
31 December

2012

£’ million £’ Million

Balance at 1 January 78.1  (29.6)
Charge through the consolidated statement of comprehensive income 232.6  107.7 
Arising on acquisitions during the year 4.1  – 
balance at 31 december 314.8  78.1 

The deferred tax components to which movements above relate to are disclosed in Note 14 Deferred Tax Assets and Note 25 Deferred 
Tax Liabilities.

Included within the deferred tax current year charge is a credit of £1.7 million (2012: £0.1 million credit) relating to share based 
payments. Details of share based payments are disclosed in Note 31 Share-based Payments.

The change in the corporation tax rate from 23% to 21% effective from 1 April 2014 and from 21% to 20% effective from 1 April 2015 
have been incorporated into the deferred tax balances and is quantified in the reconciliation of the tax charge below and on page 123.

Reconciliation of tax charge

year ended
31 december

2013

Year Ended
31 December

2012

£’ million £’ Million

Profit before tax 461.2  251.8 
Tax at 23.25% (2012: 24.5%) 107.2  61.7 
Effects of:
Overseas withholding tax in unit linked funds –  6.1 
Overseas rates of tax (2.4) (1.4)
Deferred tax in respect of unit linked funds –  47.9 
Shareholder deduction for policyholder tax 207.6  38.2 
Policyholder tax rate differential –  2.1 
Group company capital losses (27.9) – 
Share options (2.7) – 
Disallowable expenses 1.4  – 
Adjustment in respect of prior year 0.8  (2.6)
Change in tax rate (12.0) (8.2)
Other adjustments (1.1) 0.9 

total tax charge for the year 270.9  144.7 

The policyholder tax rate differential relates to the effect of the difference between the shareholder tax rate of 23.25% (2012: 24.5%) 
and the policyholder tax rate of 20%.

Notes to the Consolidated Accounts
under International Financial Reporting Standards continued

1.

2.

1. UK domestic companies 
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7 Taxation continued
The tax on the Group’s profit before taxation on continuing operations differs from the standard rate of UK corporation  
tax in the period of 23.75% (18 months ended 30 June 2012: 26.0%). The differences are explained below:

12 months  
ended 

30 june 
2013 

£m 

18 months  
ended 

30 June 
2012 

(restated) 
£m

Profit before taxation on continuing operations 42.7 222.3
Tax charge calculated at 23.75% on profit before taxation on continuing operations  
(18 months ended 30 June 2012: 26.0%) (10.1) (57.8)
Effects of:
Expenses not deductible for tax purposes (3.1) (2.6)
Difference in overseas tax rates – 0.3
Restatement of deferred tax from 24.0% to 23.0% – (1.1)
Adjustments relating to prior periods (0.3) 7.2
Deferred tax not recognised in period (0.3) –
Utilisation of previously unrecognised tax losses – 0.2
Tax charge in the income statement on continuing operations (13.8) (53.8)

Tax on exceptional items – continuing operations
The taxation impacts of continuing exceptional items are disclosed below:

12 months ended 30 june 2013 18 months ended 30 June 2012

Current 
income tax 

£m
Deferred tax 

£m
Total 

£m

Current 
income tax 

£m
Deferred tax 

£m
Total 

£m

Impairment charges – 0.7 0.7 – 4.5 4.5
Impairment reversals – (0.8) (0.8) (0.1) (0.1) (0.2)
Net charge from provision for onerous leases 0.4 – 0.4 2.4 – 2.4
Acquisition and integration costs 0.5 – 0.5 – – –
Restructuring costs – – – 1.2 0.6 1.8
Charge for indirect taxation 1.7 – 1.7 – – –
VAT refund net of gross profits tax and associated costs – – – (35.0) – (35.0)
Exceptional finance costs 0.6 – 0.6 – – –
Amounts under provided in respect of previous years (0.4) – (0.4) – – –
Tax credit (charge) on exceptional items  
– continuing operations 2.8 (0.1) 2.7 (31.5) 5.0 (26.5)

The Rank Group Plc: Annual Report and Financial Statements 2013

103

Tax on exceptional items – discontinued operations
The taxation impacts of discontinued exceptional items are disclosed below:

12 months ended 30 june 2013 18 months ended 30 June 2012

Current 
income tax 

£m
Deferred tax 

£m
Total 

£m

Current 
income tax 

£m
Deferred tax 

£m
Total 

£m

Tax refunds arising on previously disposed 
subsidiary undertakings 6.6 (0.2) 6.4 – – –
Provision for indirect taxation 1.6 – 1.6 – – –
Disposal of Blue Square Bet and related costs 1.1 – 1.1 – – –
Release of provisions relating to overseas tax audits 2.1 – 2.1 – – –
VAT refunds – – – (1.2) – (1.2)
Finance income (0.3) – (0.3) – – –
Tax credit (charge) on exceptional items  
– discontinued operations 11.1 (0.2) 10.9 (1.2) – (1.2)

Tax effect of items within other comprehensive income

12 months  
ended 

30 june 
2013 

£m

18 months  
ended 

30 June 
2012 

£m

Current income tax credit on exchange movements offset in reserves 0.2 0.6
Deferred tax credit on actuarial movement on retirement benefits – 0.1
Total tax credit on items within other comprehensive income 0.2 0.7

The credit in respect of employee share schemes included within the Statement of Changes in Equity includes a deferred  
tax credit of £0.3m (18 months ended 30 June 2012: £0.2m) and a current tax credit of £0.2m (18 months ended 30 June 
2012: £0.7m).

Factors affecting future taxation
UK corporation tax is calculated at 23.75% (18 months ended 30 June 2012: 26%) of the estimated assessable profit for the 
period. Taxation for overseas operations is calculated at the local prevailing rates.

On 20 March 2013, the Chancellor of the Exchequer announced the reduction in the main rate of UK corporation tax to 
21% with effect from 1 April 2014 and a further 1% reduction to 20% from 1 April 2015. These changes were substantively 
enacted in July 2013.

The rate reductions will reduce the amount of cash tax payments to be made by the Group. Overall the reduction in the 
corporate tax rate from 23% to 20% is expected to reduce the Group’s net UK deferred tax liability by approximately £3.0m. 

8 Results attributable to the parent company
The Company has elected to take the exemption under section 408 of the Companies Act 2006 not to present the parent 
company income statement. The loss for the 12 months ended 30 June 2013 for the Company was £27.2m (18 months 
ended 30 June 2012: profit of £123.5m). The prior year profit included an impairment reversal of £157.5m in respect  
of its investment in subsidiary undertakings. Further details are provided in note 14. 
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A reconciliation of total net financing charge to adjusted net interest included in adjusted profit is disclosed below:

12 months 
ended 

30 june 
2013 

£m

18 months 
ended 

30 June 
2012 

£m

Total net financing charge for continuing operations before exceptional items (5.3) (8.0)
Adjust for:
Unwinding of discount in disposal provisions 0.2 0.4
Other financial losses – including foreign exchange 0.3 0.4
adjusted net interest payable (4.8) (7.2)

Details of financing for the 12 months to 30 June 2013 and the 12 months to 30 June 2012 are provided in the unaudited 
appendix to the financial statements on pages 134 to 142. 

7 Taxation
12 months ended 30 june 2013 18 months ended 30 June 2012

Continuing 
operations 

£m

Discontinued 
operations 

£m
Total 

£m

Continuing 
operations 

(restated) 
£m

Discontinued 
operations 

(restated) 
£m

Total 
£m

Current income tax
Current income tax – UK (12.7) 1.8 (10.9) (7.6) 1.8 (5.8)
Current income tax – overseas (0.6) – (0.6) (0.8) – (0.8)
Current income tax (charge) credit (13.3) 1.8 (11.5) (8.4) 1.8 (6.6)
Current income tax on exceptional items 3.1 0.4 3.5 (38.5) (1.1) (39.6)
Amounts over provided in previous period 1.3 – 1.3 – – –
Amounts (under) over provided in previous period  
on exceptional items (0.3) 10.7 10.4 7.0 (0.1) 6.9
Total current income tax (charge) credit (9.2) 12.9 3.7 (39.9) 0.6 (39.3)
Deferred tax
Deferred tax – UK (3.0) – (3.0) (18.1) – (18.1)
Deferred tax – overseas (0.2) – (0.2) 0.1 – 0.1
Restatement of deferred tax from 24.0% to 23.0% – – – (1.1) – (1.1)
Deferred tax on exceptional items (0.1) – (0.1) 5.0 – 5.0
Amounts (under) over provided in previous period (1.3) – (1.3) 0.2 – 0.2
Amounts (under) provided in previous period  
on exceptional items – (0.2) (0.2) – – –
Total deferred tax charge (note 21) (4.6) (0.2) (4.8) (13.9) – (13.9)

Tax (charge) credit in the income statement (13.8) 12.7 (1.1) (53.8) 0.6 (53.2)

3.

The Rank Group gives a clear 
overview of its corporate tax 
performance through the statutory 
tax disclosure. The notes break 
down the tax performance between 
continuing and discontinued 
operations as well as between 
current tax and deferred tax. 
The note ends by explaining factors 
affecting future taxation, primarily 
the change in the UK statutory rate.

Source: 
1. Next plc, Annual Report and Accounts January 2014 – Page 13
2. St. James’s Place Plc, Annual Report & Accounts 2013 – Page 122
3. The Rank Group Plc, Annual Report and Financial Statements 2013 – Pages 101-103
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Draft 

SSE’s contribution to tax revenue  

PwC 31 

Section 4 – SSE’s contribution to tax revenue 

“SSE does not take an aggressive 
stance in its interpretation of tax 
legislation, or use so-called ‘tax 
havens’ as a means of reducing its 
tax liability.” 

SSE Annual Report 2013 

In FY13, SSE’s Total Tax Contribution was 
over £536m, from which £310m were 
taxes borne.   
 
SSE ranked 22nd among 100 Group 
companies in terms of taxes borne.   
 

Focus: Business rates in FY13 (page 34)  

SSE paid £127m in business rates to UK local 
authorities, which made up the largest 
proportion of SSE’s tax payments. 

Of this, £66m was paid Scottish local 
authorities. This is equivalent to 3% of all 
business rates payments received by Scottish 
local authorities in that year. 

In addition, SSE paid £58m of business rates 
to English local authorities.  

SSE highlights the 
impact of its business 
rates contribution to 
Scottish and English local 
authorities. 

Lloyds Banking Group 
explains the UK focus of 
its business and places 
the amount of overseas 
tax it pays into context. 
It focuses on how tax 
principles apply to the 
commercial strategy of the 
group. 

Total Tax Contribution and the wider impact of tax 

6702

Responsible business  
in context

12 

Introducing our new Helping 
Britain Prosper Plan

20 

Our performance as a  
responsible business in 2013

68 

How we do  
business responsibly

Paying and collecting 
tax

As a responsible business we 
understand how important it is 
to explain our approach to tax as 
clearly as we possibly can. Doing 
so reassures our stakeholders, 
including UK taxpayers, customers, 
colleagues and others, that our tax 
affairs comply fully with the law and 
are consistent with our approach to 
managing risk.

Paying tax
The Group’s approach to tax is governed 
by a tax strategy and tax policy that has 
been approved by the Group Board.

The tax system applicable to the Group is 
complex and wide ranging; consequently 
we ensure that our decisions and actions 
regarding tax always reflect a considered 
assessment of the long-term costs and risks 
involved, including their impact on our 
relationships with stakeholders and the 
Group’s reputation. We do not interpret tax 
laws in ways that we believe to be contrary 
to their intention and do not promote tax 
avoidance products to our customers. 

The Group acts in accordance with 
HM Revenue & Customs (HMRC) Banking 
Code of Practice and the Confederation 
of British Industry’s statement of tax 
principles. We are open and transparent in 
our dealings with HMRC and all other tax 
authorities. Our tax policy has been shared 
with HMRC. The Group engages with 
HMRC in real time on all significant 
transactions to ensure a quick assessment 
of the tax position. As with any large group 
there are, from time to time, issues that may 
arise where we have a different view to 
HMRC and these are dealt with in a 
transparent, honest and professional 
manner. 

Our Group Tax team supports the Group 
in ensuring our policies, procedures and 
controls relating to tax are appropriate 
and implemented in full. 

Our contribution to tax revenues 
in 2013
We’re one of the largest contributors to 
UK tax revenues. In the Pricewaterhouse 
Coopers LLP 2013 Total Tax Contribution 
Survey for the Hundred Group, we were 
rated as the third highest UK taxpayer, 
having paid taxes of £1.5 billion in 2012. In 
2013, we paid a total of £1.7 billion in UK tax.

2013 taxes paid

■ £946m Irrecoverable VAT
■ £364m Employers’ NIC
■ £230m Business rates, stamp duty and other levies
■ £202m Bank levy 

£1.7bn

The Group is now a UK-focused retail 
and commercial bank. Tax paid outside the 
UK totalled £7 million in 2013. We have 
exited, or announced our intention to exit, 
21 countries and now operate in fewer than 
ten. As part of these exits we are closing 
down entities incorporated in territories 
that may be considered tax havens. For 
those that remain, for example in Jersey, 
there are non-tax reasons for having entities 
in these locations such as having customers 
and branches. UK tax rules ensure that as a 
UK-based business we pay full UK tax on 
profits arising in low tax jurisdictions unless 
there is a specific exemption. 

Collecting tax
In addition to our own obligations as a 
taxpayer, we also collect tax on behalf of 
the UK Government. In 2013 we collected 
£2.2 billion, a small increase compared with 
£2.1 billion collected in 2012.

2013 taxes collected

■ £1,074m PAYE
■ £607m Tax deducted from interest paid
■ £245m VAT
■ £222m Employees’ NIC
■ £59m Insurance premium tax
■ £24m Stamp duty

£2.2bn
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■ £230m Business rates, stamp duty and other levies
■ £202m Bank levy 

£1.7bn

The Group is now a UK-focused retail 
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UK totalled £7 million in 2013. We have 
exited, or announced our intention to exit, 
21 countries and now operate in fewer than 
ten. As part of these exits we are closing 
down entities incorporated in territories 
that may be considered tax havens. For 
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there are non-tax reasons for having entities 
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and branches. UK tax rules ensure that as a 
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profits arising in low tax jurisdictions unless 
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In addition to our own obligations as a 
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to explain our approach to tax as 
clearly as we possibly can. Doing 
so reassures our stakeholders, 
including UK taxpayers, customers, 
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affairs comply fully with the law and 
are consistent with our approach to 
managing risk.

Paying tax
The Group’s approach to tax is governed 
by a tax strategy and tax policy that has 
been approved by the Group Board.

The tax system applicable to the Group is 
complex and wide ranging; consequently 
we ensure that our decisions and actions 
regarding tax always reflect a considered 
assessment of the long-term costs and risks 
involved, including their impact on our 
relationships with stakeholders and the 
Group’s reputation. We do not interpret tax 
laws in ways that we believe to be contrary 
to their intention and do not promote tax 
avoidance products to our customers. 

The Group acts in accordance with 
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of British Industry’s statement of tax 
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our dealings with HMRC and all other tax 
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transactions to ensure a quick assessment 
of the tax position. As with any large group 
there are, from time to time, issues that may 
arise where we have a different view to 
HMRC and these are dealt with in a 
transparent, honest and professional 
manner. 

Our Group Tax team supports the Group 
in ensuring our policies, procedures and 
controls relating to tax are appropriate 
and implemented in full. 

Our contribution to tax revenues 
in 2013
We’re one of the largest contributors to 
UK tax revenues. In the Pricewaterhouse 
Coopers LLP 2013 Total Tax Contribution 
Survey for the Hundred Group, we were 
rated as the third highest UK taxpayer, 
having paid taxes of £1.5 billion in 2012. In 
2013, we paid a total of £1.7 billion in UK tax.

2013 taxes paid

■ £946m Irrecoverable VAT
■ £364m Employers’ NIC
■ £230m Business rates, stamp duty and other levies
■ £202m Bank levy 

£1.7bn

The Group is now a UK-focused retail 
and commercial bank. Tax paid outside the 
UK totalled £7 million in 2013. We have 
exited, or announced our intention to exit, 
21 countries and now operate in fewer than 
ten. As part of these exits we are closing 
down entities incorporated in territories 
that may be considered tax havens. For 
those that remain, for example in Jersey, 
there are non-tax reasons for having entities 
in these locations such as having customers 
and branches. UK tax rules ensure that as a 
UK-based business we pay full UK tax on 
profits arising in low tax jurisdictions unless 
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In addition to our own obligations as a 
taxpayer, we also collect tax on behalf of 
the UK Government. In 2013 we collected 
£2.2 billion, a small increase compared with 
£2.1 billion collected in 2012.
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■ £607m Tax deducted from interest paid
■ £245m VAT
■ £222m Employees’ NIC
■ £59m Insurance premium tax
■ £24m Stamp duty
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1. UK domestic companies 



21December 2014

Barratt Developments quantifies the amount of tax generated through 
its operations during the year. Together with employment, housing, 
social facilities and other economic indicators, this infographic 
provides a powerful picture of the company’s contribution to the UK. 

3.

Source: 
1. SSE’s Economic Contribution to the UK – Page 31
2. Lloyds Banking Group plc, Responsible Business Report 2013 – Page 67
3. Barratt Developments plc, Economic Footprint 2013 – Website
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2.  Multi‑National      
   Companies (MNCs)
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The majority of FTSE100 companies have operations overseas, 
many still with a strong UK presence. Some have addressed 
increased interest from Civil Society Organisations (CSOs) and 
the media with greater transparency around tax affairs.

Varying from paragraphs in the front-end of the annual report 
to standalone tax reports, MNCs are providing more information 
about their tax principles and how they identify and respond to 
tax risks. 

Tax performance numbers are being enhanced with narrative 
around the reconciling items or some forecasting of effective and 
cash tax rates. Some use a weighted average statutory rate to 
reflect the geographic mix of tax bases. 

Even companies which are outside the mandatory reporting 
regimes offer insight into the geographic makeup of the taxes 
they pay – often accompanying a Total Tax Contribution 
disclosure. Some give commentary and opinion around 
voluntary transparency as well as global tax policy initiatives. 
Those with operations in the developing world can link tax with 
economic impacts such as jobs and capital investment. 
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2. MNCs 

Tax strategy and risk management
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tax 

The Group’s approach to tax 
the Group’s approach to tax matters is to comply with all relevant tax 
laws and regulations, wherever we operate in the world, whilst managing 
our overall tax burden. We look to pay the right and fair amount of taxes 
in accordance with the letter and spirit of the laws in the countries in 
which we do business. 

We consider the ‘right’ amount of tax as being in accordance with the 
letter of the law and the ‘fair’ amount of tax as being in accordance  
with the government policy intention for which the law was introduced.

Context
The effective tax rate on the Group’s underlying profit before tax for 
2013 was 27%. the Group paid cash income taxes of £110m. We 
consider the cash taxes that we pay to governments are an important 
source of revenue for them in providing a stable infrastructure and 
environment in which we operate our businesses.

the Group’s businesses operate in 180 countries. this geographical 
diversity leads to considerable complexity in our tax affairs, and tax 
authorities around the world are subjecting the tax affairs of large 
companies to ever greater scrutiny. We look to manage our tax affairs in 
a manner to support our business operations with the aim of ensuring 
that the tax consequences of our business operations match with the 
economic and commercial consequences of those business operations. 
For example, we look to ensure that the same profits are not taxed twice 
by different countries, and that transactions between subsidiary and 
associate companies are conducted on arm’s length terms and prices. 

Where a tax rule, regulation or incentive exists that may convey a tax 
advantage to our operations, such as using losses incurred in prior years 
or tax depreciation from investing in our business, we will use that rule, 
regulation or incentive to support our businesses. In many countries, 
such rules operate automatically by law, for example, using uK losses 
incurred in prior years to offset current year UK taxable profits.

the Group uses the services of external, expert tax advisors to provide 
input into the Group’s tax affairs, such as the management of compliance 
in some overseas jurisdictions and the impact of changes in tax 
legislation on the Group.

Tax governance
the Group’s tax strategy is determined by the Board of Directors  
as a sub-set of the Group’s overall business strategy and is approved 
annually by the Audit committee. operational responsibility for the 
execution of the Group’s tax strategy rests with the chief Financial 
Officer and the Group Tax Director who report the Group’s tax 
position to the Audit committee on a regular basis.

the Group Risk Management committee considers tax risks that  
may arise as a result of our business operations, on a quarterly basis, 
through the Group’s risk management framework. the consideration 
of such tax risks includes actions to mitigate the risks or to prevent 
their occurrence or recurrence.

The location of our businesses 
tuI travel operates across 31 key source markets. these source 
markets are ‘home’ to our tour operators and airlines. It is from these 
source markets that our 30 million customers wish to travel. our 
inbound services companies and associates operate in key leisure 
travel destinations. 

As a leisure travel group, we take people on holiday to some countries 
that have low or zero tax rates. this means that we may have 
subsidiary companies in such locations, for example, we have a legal 
entity in the British Virgin Islands which operates a yacht base for our 
Moorings business and is one of the island’s largest employers. We also 
have legal entities in other caribbean islands for the same purpose and 
for operating hotels that our customers visit. 

10_Tax_v20 copy.indd   64 13/12/2013   17:51

Risk and description Key mitigation Assessment Trend

Counterparty default
Risk of counterparty failure including, for 
example, bank, insurer, customer or supplier, 
resulting in financial exposure for Rexam.  
The continued challenging macro-economic 
environment in certain regions or countries  
in which Rexam operates requires focus  
in this area.

A range of financial counterparties are used and strict limits on our 
exposure are applied to each of them. These limits are determined by 
a range of qualitative and quantitative measures that are embedded 
into our treasury procedures and systems such that any breaches are 
automatically reported, independently reviewed and approved. 
The limits are automatically updated by factors such as credit 
rating change and also reviewed regularly for any qualitative 
changes. During the year, enhancement to the treasury system for 
further defining bank counterparty limits by geography has been 
implemented to increase effectiveness of Rexam’s limits methodology. 
The risk of insurer failure is monitored by our insurance broker and 
reported to Rexam immediately if an issue arises. Customer credit 
limits are imposed and their credit risk, as well as suppliers’, is 
reviewed and monitored. In addition, we have implemented 
procedures across the business to manage working capital  
tightly, including customers’ overdue debts reporting.

Medium

Tax risks
In an increasingly complex international tax 
environment, some uncertainties are inevitable 
in estimating our tax liabilities.

We seek to plan and manage our tax affairs efficiently, in the 
jurisdictions in which we operate. Tax planning will complement 
and be based around the needs of our operating businesses. 
Using internal tax experts and external tax advisors where 
required, we exercise our judgement in assessing the required 
level of provision for tax risk and allocate resources appropriately 
to protect our position. 

Medium

Pension deficit
Risk relates to cash contributions, charges to the 
income statement and balance sheet volatility.

Rexam’s retirement benefit risk management is overseen by  
the Retirement Benefits Committee (RBC) which is chaired by the 
finance director. The RBC reviews all proposed new undertakings 
and improvements to retirement benefits. Managing pension 
deficit volatility on the balance sheet and general de-risking of 
funded plans, which includes equity, interest rate and inflation 
risks, are undertaken by pension plan fiduciaries in consultation 
with the RBC. Cash contributions are paid to the respective  
plans to ensure that there are adequate assets to meet the  
plans’ obligations. 

Medium

Fraud, bribery and  
internal control failure
The risk of an internal control failure such as a 
Rexam employee committing fraud or bribery 
due to lack of integrity or awareness could  
result in both financial loss and reputational 
damage to the business. 

The Rexam Code of Conduct provides a framework for all of our 
policies at Group, sector and individual businesses. During the 
year, improvements on compliance training were implemented to 
ensure and increase employees’ awareness of their responsibilities. 
A Group control framework, setting out key financial controls to be 
applied across the Group, is in place to ensure consistency and 
further enhance the control environment. Rexam’s Raise Your 
Concern hotline also allows employees to raise any concerns 
regarding behaviour that does not conform to Rexam policies. 

Medium

Summary of principal risks  
and uncertainties  
continued
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1.

2.

Tui Travel sets out its tax 
governance responsibilities, 
reporting lines and review 
schedule in their annual report. 
It explains the commercial 
reasons for locating subsidiaries 
in low-tax jurisdictions.

Rexam, a business to business supplier, notes the risk 
in estimating tax liabilities in its strategic report. 
It provides a short paragraph outlining how it 
approaches tax planning and provisioning matters. 
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• Taxation is local. Taxes generally fall due wherever profits 
are generated, and the tax liabilities that arise as a result are 
decided under the rules of the country that is host to the 
business in question. So, for example, a company operating 
in South Africa pays taxes to the South African government 
under tax rules determined by that country’s government and 
a company operating in Italy pays taxes under Italian rules to 
the Italian government. Vodafone pays all taxes due under 
the law in all our countries of operation; in 2012/13, these 
amounted to more than £4 billion. For further details, see 
‘Multinationals, governments and tax’.

• Taxation is not the only route used by governments to raise 
revenue from businesses. Governments also use other 
mechanisms to derive revenues from business activities, 
including a wide range of licensing regimes, revenue or 
production-sharing agreements and, for communications 
companies, radio spectrum fees and auction proceeds. 
These additional sources of government revenue are often 
substantial – sometimes exceeding the monies raised 
through taxation – and represent a critically important 
contribution to public finances. It is therefore essential to take 
those government revenue-raising mechanisms into account 
when assessing the extent to which a company is playing its 
part in funding wider civil society.

• Large companies are an important source of investment 
and employment. Governments seeking to stimulate 
investment often develop corporate taxation regimes which 
are intended to attract the capital necessary to deliver key 
policy objectives. Those measures also have the effect of 
stimulating job creation, in turn leading to higher government 
revenues from employment taxes and increased levels of 
consumer spending on the part of an expanded workforce. 
This is particularly relevant when considering multi-billion 
pound, multi-year programmes to build critical national 
infrastructure, such as the UK government’s target for 
universal broadband coverage by 2015. Political leaders 
make an active choice to incentivise corporate investment 
by offering capital allowances – to be offset against future 
corporate tax liabilities – in order to achieve a wider national 
benefit that would otherwise have to be funded directly 
by the state, invariably through public borrowing. These 
allowances are not ‘loopholes’: they reflect the public policy 
choices made by governments and also – wholly intentionally 
– have the effect of reducing tax liabilities for companies 
whose investment decisions support those policy choices.

Tax and our total economic contribution to public finances

In focus: Multinationals, governments and tax

Within the European Union and in many other territories, 
companies have a legal right to set up businesses in 
different countries and to trade freely across borders. 
All governments therefore seek to balance the need for 
tax revenues with the need to encourage companies to 
do business in and from their jurisdictions, through the 
development of competitive tax regimes.

Multinational companies choose from a range of locations 
when setting up certain centralised global operations, 
such as procurement or IT support. Their decisions are 
influenced by a wide range of factors beyond the local tax 
environment, including:

• the stability and predictability of the political, regulatory 
and social environment, including respect for the rule 
of law and compliance with international human rights 
conventions

• the availability of relevant skills within the local labour 
force

• labour costs, and the cost of operations

• the effectiveness of transport links

• the quality and reliability of communication networks

• the range and value of the real estate market.

In an international context, various treaties and inter-
governmental agreements ensure multinational 
companies are not subject to ‘double taxation’ by paying 
tax twice over in two different countries in relation to 
the same economic activity. Governments also maintain 
measures that restrict companies from entering into 
artificial arrangements to move profits from one country 
to another lower-tax destination. These include requiring 
multinational companies to apply ‘transfer pricing’ rules 
to inter-company activities to ensure that profits are 
allocated to countries where the relevant economic 
activity takes place. Vodafone does not enter into artificial 
arrangements – for example, by artificially diverting profits 
to minimise tax payments to the UK Exchequer – and will 
only adopt business structures that reflect genuine and 
substantive commercial and operational activities.

3.

Vodafone uses its Sustainability Report to inform and educate those interested in the wider 
discussion around tax. As well as publishing detailed and transparent insight into the way it 
manages tax and the amounts it pays globally, Vodafone seeks to explain the tax landscape in 
which MNCs operate. 

Source: 
1. TUI Travel plc, Annual Report & Accounts for the year ended 30 September 2013 – Page 67
2. Rexam plc, Annual report 2013 – Page 32
3. Vodafone Group plc, Sustainability Report 2013/14 – Page 87
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Note to SB. Please keep coloured gradient on the 
buttons for both normal and rollover actions please.

Our approach  
to tax

Businesses are increasingly being 
challenged to ensure they contribute through 
the tax system to the societies in which they 
operate, and to provide information on their 
tax management principles and policies.

We understand our responsibility to pay  
an appropriate amount of tax. At the same 
time we have a responsibility to our 
shareholders to be financially efficient and 
deliver a sustainable tax rate. We fully 
support efforts to ensure companies are 
appropriately transparent about how their  
tax affairs are managed.

Our contribution: we have a substantial 
business and employment presence in many 
countries around the globe and we pay  
a significant amount of tax, including 
corporation and other business taxes, as 
well as tax associated with our employees. 
For example, since the formation of GSK  
we have paid more than £24 billion in 
corporation tax globally.

In 2013, our global corporation tax charge 
on core profits was approximately  
£1.7 billion equating to a Group tax rate on 
profits of 23%. This means that the corporate 
tax due on our core profits around the world 
amounted to nearly one quarter of the total 
core profit we made during the year. Further 
details about our corporate tax charges for 
the year are set out in our Annual Report.

We pay a considerable amount of tax in the 
UK given that only 5% of Group sales are 
generated in the country. This is because a 
significant proportion of our global corporate 
functions and R&D and manufacturing 

activities are located in the UK, where we 
are currently increasing our investment. In 
addition to corporation tax on the profits 
generated, the employment and value that 
these activities create are subject to a 
number of other UK taxes, including indirect 
tax and employment taxes.

We’ve continued our programme of 
centralising Pharmaceutical intellectual 
property and product inventory ownership 
into the UK, which was started in 2012. The 
change to our IP ownership structure is 
made possible by the introduction of new 
‘patent box’ tax rules by the UK Government 
which came into force in 2013, making the 
UK a more attractive place to locate IP and 
investment. Our decision to centralise IP 
and fund more R&D from the UK means that 
over the medium term we expect to pay 
more corporation tax in the UK, as more of 
the value we generate from sales of our 
pipeline products will have been created in 
the UK and be subject to UK tax.

Relationship with tax authorities
GSK seeks to maintain open, positive 
relationships with governments and tax 
authorities worldwide and we welcome 
constructive debate on taxation policy. In 2012, 
we entered into a bilateral Advance Pricing 
Agreement with the IRS and HMRC14 and in 
2013 we have started bilateral discussions 
with Tax Authorities in a number of other 
countries with the intention of agreeing further 
Advance Pricing Agreements. These 
agreements provide long-term certainty for 
both tax authorities and for GSK over the  
tax treatment of GSK’s business.

Transparency with Tax Authorities
GSK supports calls for multinationals to 
provide greater transparency to Tax 
Authorities. During 2013 we participated  
in consultations on the proposed Country 
by Country Reporting Disclosure to Tax 
Authorities, which was announced in the 
Organisation for Economic Co-operation 
and Development’s (OECD) Base Erosion 
and Profit Shifting Action Plan in July. 

International tax framework
As a multinational business we believe we 
should contribute to the debate regarding 
global tax policy, and in particular the 
current debate on whether the existing 
international tax law framework, which is set 
by the OECD, is fit for purposes in today’s 
environment. GSK supports the work that 
the OECD has commissioned, supported 
by the G8, in its Base Erosion and Profit 
Shifting paper, and is committed to 
providing relevant business input. 

Transfer pricing15

In line with current OECD guidelines we 
base our transfer pricing policy on the arm’s 
length principle and support our transfer 
prices with economic analysis and reports. 
The worldwide nature of our operations 
means that our R&D and manufacturing 
operations are centred in a number of key 
locations. A consequence of this is that our 
cross-border supply routes, necessary to 
ensure supplies of medicines into numerous 
end-markets, can be complex.

Tax Havens 
We do not engage in artificial tax 
arrangements – those without business  
or commercial substance – and our policy  
is to use locations only where we have 
substantial business presence. We have a 
substantial local business presence in the 
vast majority of the territories where we 
operate whether through business offices, 
sales force, manufacturing, R&D facilities  
or local distribution of our products, all of 
which contribute to economic development 
and create shared value for the region and 
our business.

Internal processes
We have robust internal policies, processes, 
training and compliance programmes  
to ensure we have alignment across our 
business and meet our tax obligations.  
Our Audit and Risk Committee, and the 
Board, are responsible for approving our  
tax strategy and management.
14 This is an agreement between a tax payer and a tax 

authority on an appropriate transfer pricing methodology 
for certain transactions over a fixed period of time.

15 An underlying principle of transfer pricing is that even 
though two companies are within the same group,  
they have to act as if they were independent enterprises. 
This means that companies must be appropriately 
rewarded for the assets they employ, and the risks they 
assume, when entering into intra-group transactions,  
to ensure profits generated are taxed in the countries 
where the value arises. An appropriate reward is 
considered to be the reward which would be obtained from 
a third party. This is known as the ‘arm’s length principle’.

Our behaviourOur approach Health for all Our people Our planet Governance and engagement

GSK includes a one-page summary of its approach to tax within its corporate 
responsibility report. It explains tax in the context of its business structure, 
particularly with regard to UK sales and operations. Specific mention is made 
of the patent box regime, UK-US Advance Pricing Agreement and the OECD’s 
BEPS consultation on country-by-country reporting disclosure. 

1.

2. MNCs 
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Tax Principles:

Our businesses pay a significant amount of tax to local and national governments including corporate 
taxes on profits, social taxes on employment, taxes on property, customs and excise duty on purchases, 
withholding taxes and environmental taxes. Our businesses also collect sales taxes charged to our 
customers and taxes paid by our employees. These are all paid in full and on time in the territories  
in which we operate. 

The principles governing the management of our tax affairs are fully aligned with the group’s wider 
commercial, reputational and business practices and are consistent with our commitment to corporate 
responsibility. They consist of the following:

• complying with applicable tax laws, rules, regulations and disclosure requirements;

•  paying the right amount of tax based on the tax laws, rules and regulations of the territories in which 
we operate;  

•  interpreting tax law using relevant guidance and discussing such interpretation with tax authorities 
where appropriate; 

•  managing our tax affairs so as to enhance shareholder value, whilst ensuring the wider reputation  
of the group is not compromised; 

• only undertaking tax planning which is aligned with a genuine commercial rationale; 

•  seeking to have constructive and transparent working relationships with tax authorities based  
on mutual respect and trust; and 

• proactively managing and monitoring compliance with the above tax principles.

The board-adopted tax policy, and compliance with it, is regularly reviewed. The underlying tax 
principles are actively monitored by the tax department, internal audit, our external advisors and the 
board. We are completely transparent in all of our dealings and disclosures with all tax authorities. 

Associated British Foods uses 
a single webpage to set out its 
high level tax principles. It 
refers to the different groups 
which monitor compliance with 
the policy including the board 
and the internal audit function.

Unilever has a website 
which is dedicated to its 
approach to tax. It discloses 
a comprehensive set of tax 
principles, which take into 
account different stakeholder 
interests. Transfer pricing is 
explained using clear language. 

Source: 
1. GSK, Corporate Responsibility Report 2013 – Page 49
2. Associated British Foods plc, Tax Principles
3. Unilever plc, Our Approach to Tax – website
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TAX

As part of our continuing progress towards sustainable growth, we recognise the
key role that tax plays in the area of advancing economic development.

GLOBAL TAX PRINCIPLES

In 2013, we published our Global Tax Principles. We believe these Principles
illustrate good corporate practice in the area of tax management and tax
transparency, balancing the interests of our various stakeholders. These include
consumers, investors, and the governments and communities in the countries in
which we operate.

OUR BUSINESS MODEL
As a consumer goods business, there is considerable value in our brands.
Managing these brands effectively requires a global strategy. Centralising parts
of our business enables us to offer consumers innovative products quickly. By
bringing together activities in one location, we create efficiencies and economies
of scale, which create value for both consumers and shareholders. As a result,
there are many transactions between Unilever Group companies, and the
transfer pricing for these transactions needs to reflect an arm’s-length price. Our
pricing is driven by the activities undertaken and the value created in each part of
our business.

EXTERNAL ENGAGEMENT

We seek active and constructive engagement with governments, tax authorities,
international organisations and NGOs.

We develop co-operative compliance relationships with tax authorities, which
result in a fair and transparent exchange of information regarding the way in
which our business operates and in our tax affairs.

We look for constructive dialogue with governments regarding all aspects of
taxation and regularly respond to government consultations on proposed
changes to legislation to help with the development of good tax policy. We also
engage through industry bodies and chambers of commerce.

In addition, we provide input to the OECD, governments and other multi-
stakeholder international bodies about our business models and the potential
impact of changes to the international tax system. We believe that this is
essential to rebuild public trust in the proper operation of the tax system for
companies.

We recognise that tax authorities and governments around the world have
different levels of expertise and experience. As business becomes more and
more international, we support working with tax authorities to build capability and
understanding of how businesses operate.

TAX IN THE ANNUAL REPORT AND ACCOUNTS
Unilever’s business generates considerable tax income for the governments in
the countries in which we operate. In addition to corporation taxes, we pay and
collect numerous other taxes. These include employee taxes, sales taxes,
customs duties and local transaction taxes.

During 2013, we made global tax payments of €7.9 billion (our Total Tax
Contribution). This comprised €3.2 billion of taxes paid by Unilever, and €4.7
billion of taxes collected from employees and customers on behalf of
governments. The chart below shows a breakdown of the taxes paid.

TOTAL TAXES PAID BY TYPE 2013

Our Effective Tax Rate (ETR) in 2013 was 26%. This is our worldwide corporate
tax charge in the Unilever Annual Report and Accounts of €1,851 million, shown
as a percentage of the worldwide Group profit before tax. The chart below shows
the corporate tax paid (€1,805 million) by Unilever by region and by the top three
largest countries within these regions.

CORPORATE TAX PAID BY REGION 2013

In 2013 an aggregate standard rate of 28% applied in the countries where we
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made our profits. The difference between this figure and 26% is reconciled in
Note 6A: Income Tax (page 106 in the Accounts).

There are a number of reasons why the corporate tax cash payments in a
particular year will be different from the corporate tax charge in the Accounts:

Timing differences: Tax payments relating to a particular year’s profits will
typically be due partly in the current year and partly in the following year.
Deferred tax: The Group tax charge includes deferred tax which is an
accounting adjustment arising from timing differences. Timing differences occur
when an item has to be included in the financial statements in one year but is
required to be taxed/deducted for tax in another year.
Uncertain tax positions: Unilever is subject to taxation in the many countries in
which it operates. The tax legislation of these countries differs, is often complex
and is subject to interpretation by management and the government authorities.
These matters of judgment give rise to the need to create provisions which may
result in a tax payment in future years.

OUR GLOBAL TAX PRINCIPLES

Compliance

Transparency

Transfer pricing

Structure

Tax havens
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Accountability and governance
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Tax Principles:

Our businesses pay a significant amount of tax to local and national governments including corporate 
taxes on profits, social taxes on employment, taxes on property, customs and excise duty on purchases, 
withholding taxes and environmental taxes. Our businesses also collect sales taxes charged to our 
customers and taxes paid by our employees. These are all paid in full and on time in the territories  
in which we operate. 

The principles governing the management of our tax affairs are fully aligned with the group’s wider 
commercial, reputational and business practices and are consistent with our commitment to corporate 
responsibility. They consist of the following:

• complying with applicable tax laws, rules, regulations and disclosure requirements;

•  paying the right amount of tax based on the tax laws, rules and regulations of the territories in which 
we operate;  

•  interpreting tax law using relevant guidance and discussing such interpretation with tax authorities 
where appropriate; 

•  managing our tax affairs so as to enhance shareholder value, whilst ensuring the wider reputation  
of the group is not compromised; 

• only undertaking tax planning which is aligned with a genuine commercial rationale; 

•  seeking to have constructive and transparent working relationships with tax authorities based  
on mutual respect and trust; and 

• proactively managing and monitoring compliance with the above tax principles.

The board-adopted tax policy, and compliance with it, is regularly reviewed. The underlying tax 
principles are actively monitored by the tax department, internal audit, our external advisors and the 
board. We are completely transparent in all of our dealings and disclosures with all tax authorities. 
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As part of our continuing progress towards sustainable growth, we recognise the
key role that tax plays in the area of advancing economic development.

GLOBAL TAX PRINCIPLES

In 2013, we published our Global Tax Principles. We believe these Principles
illustrate good corporate practice in the area of tax management and tax
transparency, balancing the interests of our various stakeholders. These include
consumers, investors, and the governments and communities in the countries in
which we operate.

OUR BUSINESS MODEL
As a consumer goods business, there is considerable value in our brands.
Managing these brands effectively requires a global strategy. Centralising parts
of our business enables us to offer consumers innovative products quickly. By
bringing together activities in one location, we create efficiencies and economies
of scale, which create value for both consumers and shareholders. As a result,
there are many transactions between Unilever Group companies, and the
transfer pricing for these transactions needs to reflect an arm’s-length price. Our
pricing is driven by the activities undertaken and the value created in each part of
our business.

EXTERNAL ENGAGEMENT

We seek active and constructive engagement with governments, tax authorities,
international organisations and NGOs.

We develop co-operative compliance relationships with tax authorities, which
result in a fair and transparent exchange of information regarding the way in
which our business operates and in our tax affairs.

We look for constructive dialogue with governments regarding all aspects of
taxation and regularly respond to government consultations on proposed
changes to legislation to help with the development of good tax policy. We also
engage through industry bodies and chambers of commerce.

In addition, we provide input to the OECD, governments and other multi-
stakeholder international bodies about our business models and the potential
impact of changes to the international tax system. We believe that this is
essential to rebuild public trust in the proper operation of the tax system for
companies.

We recognise that tax authorities and governments around the world have
different levels of expertise and experience. As business becomes more and
more international, we support working with tax authorities to build capability and
understanding of how businesses operate.

TAX IN THE ANNUAL REPORT AND ACCOUNTS
Unilever’s business generates considerable tax income for the governments in
the countries in which we operate. In addition to corporation taxes, we pay and
collect numerous other taxes. These include employee taxes, sales taxes,
customs duties and local transaction taxes.

During 2013, we made global tax payments of €7.9 billion (our Total Tax
Contribution). This comprised €3.2 billion of taxes paid by Unilever, and €4.7
billion of taxes collected from employees and customers on behalf of
governments. The chart below shows a breakdown of the taxes paid.

TOTAL TAXES PAID BY TYPE 2013

Our Effective Tax Rate (ETR) in 2013 was 26%. This is our worldwide corporate
tax charge in the Unilever Annual Report and Accounts of €1,851 million, shown
as a percentage of the worldwide Group profit before tax. The chart below shows
the corporate tax paid (€1,805 million) by Unilever by region and by the top three
largest countries within these regions.
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In 2013 an aggregate standard rate of 28% applied in the countries where we
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As part of our continuing progress towards sustainable growth, we recognise the
key role that tax plays in the area of advancing economic development.

GLOBAL TAX PRINCIPLES

In 2013, we published our Global Tax Principles. We believe these Principles
illustrate good corporate practice in the area of tax management and tax
transparency, balancing the interests of our various stakeholders. These include
consumers, investors, and the governments and communities in the countries in
which we operate.

OUR BUSINESS MODEL
As a consumer goods business, there is considerable value in our brands.
Managing these brands effectively requires a global strategy. Centralising parts
of our business enables us to offer consumers innovative products quickly. By
bringing together activities in one location, we create efficiencies and economies
of scale, which create value for both consumers and shareholders. As a result,
there are many transactions between Unilever Group companies, and the
transfer pricing for these transactions needs to reflect an arm’s-length price. Our
pricing is driven by the activities undertaken and the value created in each part of
our business.

EXTERNAL ENGAGEMENT

We seek active and constructive engagement with governments, tax authorities,
international organisations and NGOs.

We develop co-operative compliance relationships with tax authorities, which
result in a fair and transparent exchange of information regarding the way in
which our business operates and in our tax affairs.

We look for constructive dialogue with governments regarding all aspects of
taxation and regularly respond to government consultations on proposed
changes to legislation to help with the development of good tax policy. We also
engage through industry bodies and chambers of commerce.

In addition, we provide input to the OECD, governments and other multi-
stakeholder international bodies about our business models and the potential
impact of changes to the international tax system. We believe that this is
essential to rebuild public trust in the proper operation of the tax system for
companies.

We recognise that tax authorities and governments around the world have
different levels of expertise and experience. As business becomes more and
more international, we support working with tax authorities to build capability and
understanding of how businesses operate.

TAX IN THE ANNUAL REPORT AND ACCOUNTS
Unilever’s business generates considerable tax income for the governments in
the countries in which we operate. In addition to corporation taxes, we pay and
collect numerous other taxes. These include employee taxes, sales taxes,
customs duties and local transaction taxes.

During 2013, we made global tax payments of €7.9 billion (our Total Tax
Contribution). This comprised €3.2 billion of taxes paid by Unilever, and €4.7
billion of taxes collected from employees and customers on behalf of
governments. The chart below shows a breakdown of the taxes paid.

TOTAL TAXES PAID BY TYPE 2013

Our Effective Tax Rate (ETR) in 2013 was 26%. This is our worldwide corporate
tax charge in the Unilever Annual Report and Accounts of €1,851 million, shown
as a percentage of the worldwide Group profit before tax. The chart below shows
the corporate tax paid (€1,805 million) by Unilever by region and by the top three
largest countries within these regions.
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Tax numbers and performance

38 | Centrica plc Annual Report and Accounts 2013

Strategic Report
Group Financial Review 
continued The Group takes its obligations to pay and collect the correct amount of tax very 

seriously. Responsibility for tax governance and strategy lies with the Group Finance 
Director, with the oversight of the Board and the Audit Committee. 

tAxES PAID In tHE Uk
A more detailed explanation of the way the Group’s tax liability is calculated and  
the timing of cash payments is provided on our website at centrica.com/values.

The Group’s tax strategy is consistent with its wider Business Principles which  
are set out in the Chairman’s Statement on page 05. 

•	 We maintain a transparent and constructive relationship with HMRC in the UK. 
This includes regular, open dialogue on issues of significance to HMRC and  
Centrica. Our relationship with fiscal authorities in other countries where we  
do business is conducted on the same principles.

•	 We carefully manage the tax risks and costs inherent in every commercial  
transaction, in the same way as any other cost. However, we do not enter into  
artificial arrangements in order to avoid taxation nor to defeat the stated purpose  
of tax legislation.

•	 We actively engage in consultation with government on tax policy where we  
believe we are in a position as a group to provide valuable commercial insight.
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56%
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37%

North 
America 

£64m
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£12m
1%
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9. TAXATION  
Differences between current tax charged and taxes paid arose principally due to the following factors:  

 corporation tax payments are generally based on estimated profits, partly during the year and partly in the following year and cash tax balancing 
on agreement with tax authorities will also occur in future periods. Fluctuations in profits from year to year may therefore give rise to divergence 
between the charge for the current year and taxes paid; and 

 petroleum revenue tax payments are based on income realised in the preceding period, with subsequent adjustments to reflect actual profits. 
Variations in production from period to period may therefore lead to temporary differences between the tax charged and the tax paid. 

10. EARNINGS PER ORDINARY SHARE 

Earnings per share (EPS) is the amount of profit attributable to each share. Basic EPS is the amount of profit for the year divided by the number 
of shares in issue during the year. Diluted EPS includes the impact of outstanding share options as if they were exercised at the year end. 

 
Basic earnings per ordinary share has been calculated by dividing the earnings attributable to equity holders of the Company for the year of 
£950 million (2012: £1,245 million) by the weighted average number of ordinary shares in issue during the year of 5,150 million (2012: 5,183 million). 
The number of shares excludes 50 million ordinary shares (2012: 6 million), being the weighted average number of the Company’s own shares held in 
the employee share trust and treasury shares purchased by the Group as part of the share repurchase programme.  

The Directors believe that the presentation of adjusted basic earnings per ordinary share, being the basic earnings per ordinary share adjusted for 
certain re-measurements, exceptional items and the impact of the Strategic Investments acquired in 2009, assists with understanding the underlying 
performance of the Group, as explained in note 2.  

During the year, the Group purchased 137.3 million ordinary shares of 614/81 pence each, representing 2.7% of the called up share capital as at  
31 December 2013 at an average price of £3.64 per share for a total consideration including expenses of £502 million. The shares were purchased  
as part of the £500 million share repurchase programme announced on 4 February 2013. These shares are held as treasury shares once purchased 
and are deducted from equity (see note S4). 

In addition to basic and adjusted basic earnings per ordinary share, information is presented for diluted and adjusted diluted earnings per ordinary 
share. Under this presentation, no adjustments are made to the reported earnings for either 2013 or 2012, however the weighted average number 
of shares used as the denominator is adjusted for potentially dilutive ordinary shares. 

Weighted average number of shares 

 

2013
Million
shares 

 2012
Million
shares 

Weighted average number of shares – basic 5,150 5,183 
Dilutive impact of share-based payment schemes  33 33 
Weighted average number of shares – diluted 5,183 5,216 
 

Basic to adjusted basic earnings per share reconciliation 

  
2013 

   
2012

(restated) (i) 

Year ended 31 December £m 

Pence per 
ordinary 

share  £m 

Pence per
ordinary

share 

Earnings – basic (i) 950 18.4  1,245 24.0 
Net exceptional items after taxation (notes 2 and 7) 667 13.0  481 9.3 
Certain re-measurement gains after taxation (notes 2 and 7) (284) (5.5)  (404) (7.8)
Depreciation of fair value uplifts to property, plant and equipment from 
the Strategic Investments acquired in 2009, net of taxation 37 0.7  56 1.1 
Earnings – adjusted basic (i) 1,370 26.6  1,378 26.6 

     
Earnings – diluted (i) 950 18.3  1,245 23.9 

     
Earnings – adjusted diluted (i) 1,370 26.4  1,378 26.4 
 
(i) See note 1(a). 
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Notes to the consolidated financial statements continued 

6. Taxation 

The tax charge for the year comprises: 
2013

£m 
2012

£m 

Current year tax charge 188 118
Adjustments to tax charge in respect of prior years (19) (8)
Total current tax charge 169 110
Deferred tax charge: origination and reversal of temporary differences 11 28
Tax charge 180 138

An exceptional tax credit of £10 million was recorded in relation to exceptional charges in 2013 (2012: credit £6 million). The overall prior 
year tax credit on continuing operations taking into account prior year movements in deferred tax is £18 million. The deferred tax charge of 
£11 million includes  £14 million resulting from changes in tax rates. 

Tax on items (charged)/credited to the statement of other comprehensive income: 
2013

£m 
2012

£m 

Deferred tax (charge)/credit on actuarial gain/loss on retirement benefits (45) 1
Deferred tax credit on losses 29 –
Current tax credit on actuarial gain/loss on retirement benefits – 20
Total tax on items (charged)/credited to other comprehensive income (16) 21

£6 million of the £45 million charge relating to the actuarial gain on retirement benefits results from changes in tax rates. 

Tax on items credited to equity: 
2013

£m 
2012

£m 

Deferred tax credit on share-based payments 4 5
 
 
 
Tax reconciliation: 

2013
% 

2012
% 

Weighted average tax rate 25 20
Prior year amounts (2) (2)
Non-deductible amortisation and exceptional items 10 56
Tax rate change 3 (2)
Other non-deductible and non-taxable items 2 (2)
Tax rate on profit before tax 38 70

The increase in the weighted average tax rate is due to the Group’s international operations and growth in the USA segment in the period. 

7. Discontinued operations 
The results from the discontinued operations, which have been included in the Group income statement, are as follows: 

   2013    2012 

 

Before
exceptional

items 
£m 

Exceptional 
items 

£m 
Total 

£m 

 Before 
exceptional  

items  
£m 

Exceptional 
items 

£m 
Total 

£m 

Profit/(loss)  – 11 11 – (3) (3)
Tax credit – 1 1 – – –
Profit/(loss) from discontinued operations – 12 12 – (3) (3)

Amounts credited or charged to discontinued operations are generated from movements in tax, provisions and other items arising from the 
sale of Stock Building Supply in 2009.  

  

Centrica uses a “waterfall chart” 
to illustrate and explain the 
differences between its tax charge 
per the accounts and the cash 
tax it paid during the year. In 
this instance, the graph and the 
notes to the accounts enhance 
transparency by highlighting the 
items which can cause reconciling 
differences. 

Wolseley uses an internationally weighted average tax rate in 
its tax reconciliation note rather than the UK statutory rate. 
The note explains why the weighted average rate changes 
depending on the status of the business each year. 

1.

2.

2. MNCs 



29December 2014

Source: 
1. Centrica plc, Annual Report and Accounts 2013 – Pages 38 & 109
2. Wolseley plc, Annual Report and Accounts 2013 – Page 118
3. HSBC Holdings plc, Annual Report and Accounts 2013 – Page 469
4. Tate & Lyle plc, Annual Report 2014 – Page 26

HSBC uses a table to break out the movement in the recognised deferred tax balance by both category 
and accounting treatment. The accompanying narrative explores the balances by territory and 
considers recoverability of assets. 
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Movement of deferred tax assets and liabilities before offsetting balances within countries 

Retirement 
benefits 

Loan
impairment

provisions 

Unused tax
losses and 
tax credits 

Accelerated
capital

allowances
and assets

leased to
customers 

Available- 
for-sale 

investments 

Cash 
flow 

hedges 

Share- 
based 

payments 
Fee

income 

Derivatives,
FVOD1

 and other
investments 

Insurance
technical

provisions 
Expense

provisions Other Total 
 US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m 
2013              
Assets  .........................................  469 3,912 617 473 – 285 305 – 1,530 – 1,457 (22) 9,026 
Liabilities  ...................................  – – – (226) (1,203) (44) – (105) (162) (815) – (10) (2,565) 

At 1 January  ...............................  469 3,912 617 247 (1,203) 241 305 (105) 1,368 (815) 1,457 (32) 6,461 
Acquisitions and disposals  ........  – – (9) – (3) 1 – – – – – (26) (37) 
Income statement  .......................  (419) (985) 399 123 (53) (91) (49) 42 (165) (72) 47 399 (824) 
Other comprehensive income  ....  169 – – – 1,026 38 – – (12) – – – 1,221 
Equity  .........................................  – – – – – – (2) – – – – – (2) 
Foreign exchange and other  

adjustments  ............................  55 (90)
 

(29) 35 (65) (2) (1) 4 (21) 47 (106) (100) (273) 

At 31 December  ........................  274 2,837 978 405 (298) 187 253 (59) 1,170 (840) 1,398 241 6,546 

Assets  .........................................  274 2,837 978 549 – 211 253 – 1,383 – 1,398 461 8,344 
Liabilities  ...................................  – – – (144) (298) (24) – (59) (213) (840) – (220) (1,798) 

2012              
Assets  .........................................  742 4,448 1,328  131 – 487 286 – 302 35 1,389 (17) 9,131 
Liabilities  ...................................  (107) – –  (595) (557) (137) –   (737) (329) (627) (68) 234 (2,923) 

At 1 January  ...............................  635 4,448 1,328  (464) (557) 350 286  (737) (27) (592) 1,321 217 6,208 
Acquisitions and disposals  ........  – – – – – – –  (2) (1) (4) 10 3 
Income statement  .......................  (313) (590) (692)  737 (270) (9) (52)  616 1,337 (214) 102 (157) 495 
Other comprehensive income  ....  174 – (33) – (395) (90) – – – – – – (344) 
Equity  .........................................  – – – – – – 45 – – – – – 45 
Foreign exchange and other  

adjustments  ............................  (27) 54 
 

14  (26) 19 (10) 26  16 60 (8)
 

38 (102) 54 

At 31 December  .........................  469 3,912 617  247 (1,203) 241 305  (105) 1,368 (815) 1,457 (32) 6,461 

Assets  .........................................  469 3,912 617  473 – 285 305  – 1,530 – 1,457 (22) 9,026 
Liabilities  ...................................  – – –  (226) (1,203) (44) –  (105) (162) (815) – (10) (2,565) 

1 Fair value of own debt. 

3.

Tate & Lyle explains the impact of its 
geographic profits mix on effective tax rates as 
well as items which can offset the tax charge. It 
offers a forecast effective tax rate for the year 
ahead, based on its changing business model.

4.
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Tax numbers and performance

Alent is a global 
chemicals and 
materials business 
with significant 
markets in 
America and Asia. 
It provides a clear 
tax reconciliation 
note and enhances 
the figures with 
commentary 
in the financial 
review.
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NOTES TO THE  
FINANCIAL STATEMENTS
CONTINUED

11. INCOME TAX (CONTINUED)

11.3 RECONCILIATION OF INCOME TAX COSTS TO PROFIT BEFORE TAX 

2013 
£m 

2012  
£m 

Profit before tax 77.7 73.2 

Tax at the UK corporation tax rate of 23.25% (2012: 24.5%) 18.1 17.9 
Overseas tax rate differences 4.4 2.9 
Withholding taxes 2.7 5.6 
Deferred tax on goodwill 3.2 4.5 
Recognition of US deferred tax asset (6.1)  – 
Expenses not deductible for tax purposes (principally demerger costs in 2012) 0.2 2.6 
Utilisation of unrecognised deferred tax asset (6.8) (6.8) 
Adjustments in respect of prior years 0.4 1.5 

Total income tax costs 16.1 28.2 

11.4 DEFERRED TAX 

Accelerated 
capital 

allowances  
£m 

Other 
operating 

losses  
£m 

Pension  
costs  

£m 

Intangible 
assets  

£m 

Timing 
differences  

£m 
Total  

£m 

As at 1 January 2012 (0.9) 4.6 0.3 (25.8) 2.4 (19.4) 
Exchange adjustments – (0.5) 0.2 1.4 0.4 1.5 
Credit to Group statement  
of comprehensive income – – 0.2 – – 0.2 
Credit/(charge) to Group  
income statement 0.4 (1.4) (0.1) (4.5) (1.4) (7.0) 

As at 1 January 2013 (0.5) 2.7 0.6 (28.9) 1.4 (24.7)
Exchange adjustments – (0.3) – 0.6 (0.1) 0.2
Credit/(charge) to Group  
income statement 0.3 6.4 (0.1) (3.2) (0.1) 3.3

As at 31 December 2013 (0.2) 8.8 0.5 (31.5) 1.2 (21.2)

2013  
£m 

2012  
£m 

Recognised in the Group balance sheet as: 
Non-current deferred tax assets 11.2 5.2 
Non-current deferred tax liabilities (32.4) (29.9) 

Net total deferred tax liabilities (21.2) (24.7) 

Tax loss carry-forwards and other temporary differences of £0.2m (2012: £0.5m) were recognised by subsidiaries 
reporting a loss in 2012 or 2013. On the basis of approved business plans of these subsidiaries, the Directors consider it 
probable that the tax loss carry-forwards and temporary differences can be offset against future taxable profits.

The total deferred tax asset not recognised as at 31 December 2013 was £128.7m (2012: £139.3m) as analysed below. 

2013  
£m 

2012  
£m 

Operating losses 67.9 76.1 
Capital losses available to offset future US capital gains (due to expire 2017) 18.5 18.8 
Other timing differences 42.3 44.4 

Total deferred tax asset not recognised 128.7 139.3 
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FINANCIAL
REVIEW
 CONTINUED

NET FINANCE COSTS
Net finance costs in the year were £6.9m, a decrease of 
£1.6m or 18.8% on the adjusted proforma net finance cost 
for 2012. Interest on net borrowings of £5.7m (2012: £7.6m) 
was lower than 2012 due to lower gross debt levels on the 
back of stronger cash generation and lower interest rates. 
The net interest cost associated with the net liabilities of the 
Group’s defined benefit pension and other post-retirement 
benefit plans was £1.1m (2012: £0.5m). 

ADJUSTED PROFIT BEFORE TAX
Adjusted profit before tax decreased 1.1% to £88.0m (2012: 
£89.0m) whilst on a constant currency basis, the decrease 
was 3.5%.

TAX CHARGE
The adjusted tax charge on ordinary activities was £20.9m 
(2012: £20.8m), on an adjusted profit before tax of £88.0m 
(2012: £89.0m). The effective tax rate (ETR) (before share of 
post-tax profit of joint ventures) was 24.0% (2012: 23.4%).  
The 2013 ETR is slightly higher than the prior year due 
primarily to higher withholding tax on the repatriation  
of dividends from overseas territories.

The tax credit on exceptional items was £4.8m (2012: 
charge £4.9m). Included within the 2013 tax credit is the 
recognition of a deferred tax asset of £6.1m (2012: £nil)  
in respect of a portion of the accumulated US tax losses. 
Prior to 2013 the accumulated tax losses in the US were  
not recognised as a deferred tax asset due to uncertainty 
in the future profitability from our US operations. As at  
31 December 2013 there were approximately US$240m  
of gross US tax losses available to Alent. Further details are 
provided in note 11 of the Annual Report and Accounts. 

As a result of an anticipated change in the geographic 
split of profit before tax and the continued repatriation of 
dividends from overseas territories, we expect the ETR for 
the full year 2014 to be between 25% and 26%. This assumes 
no change in the ETR from utilisation of our deferred tax 
asset associated with our US tax losses.

ADJUSTED PROFIT FOR THE YEAR
Adjusted profit for the year decreased by 1.6% to £67.1m 
(2012: £68.2m).

ADJUSTED EARNINGS PER SHARE
Adjusted earnings per share decreased by 2.0% to  
24.1 pence per share (2012: 24.6 pence per share).  
The weighted average number of shares was 278.4m  
(2012: 277.5m).

Group NSV increased 0.8% to £420.1m (2012: £416.7m), 
generally outperforming weak end-markets. NSV in our 
Assembly Materials business increased 0.7% to £209.5m 
(2012: £208.0m), with growth impacted by underlying weak 
end-markets, limited new product launches from a number 
of global OEMs and subdued consumer confidence. NSV in 
our Surface Chemistries business increased 0.9% to £210.6m 
(2012: £208.7m) with solid growth in both our Performance 
Coatings and electronic segments through share capture 
offset by lower sales of copper damascene.

Group adjusted operating profit decreased by £3.1m (3.2%) 
to £94.1m (2012: £97.2m). On a constant currency basis the 
decrease was 5.4%. Group NSV margin decreased 0.9pts, 
both on a reported and constant currency basis to 22.4% 
(2012: 23.3%). 

Assembly Materials adjusted operating profit decreased 
0.9% (down 2.7% at constant currency rates) to £58.2m 
(2012: £58.7m) with the NSV margin decreasing 0.4pts to 
27.8% (2012: 28.2%). Lower smartphone, personal computer 
and European automotive volumes impacted profit and 
NSV margin during the year. Despite weak end-market 
demand, pricing discipline was maintained and tight cost 
control continued.

Surface Chemistries adjusted operating profit decreased 
7.2% (down 9.7% at constant currency rates) to £42.7m  
(2012: £46.0m) with the NSV margin decreasing 1.7pts to 
20.3% (2012: 22.0%). Whilst we increased NSV and margin 
contribution from our Performance Coatings and Printed 
Circuit Board chemistry business through market share 
gains and disciplined pricing, this was more than offset  
by the impact of lower sales of high margin copper 
damascene additive. Excluding the mix effect of the  
lower copper damascene sales, NSV margin was  
broadly maintained.

Corporate costs of £6.8m (2012: £7.5m) are marginally  
down on the prior year largely due to lower incentive costs.

EXCEPTIONAL ITEMS
Total exceptional costs for the Group were £10.3m (2012: 
£15.8m), and were restructuring related charges, principally 
arising in connection with initiatives that included 
redundancy programmes, the downsizing or closure of 
facilities, the streamlining of manufacturing processes  
and the rationalisation of product lines. The net tax credit 
attributable to these restructuring charges was £1.9m (2012: 
£0.6m). We would expect an exceptional cost relating to 
restructuring of c£3m-£5m for full year 2014 as we continue 
to right size and streamline the business structures.

DEMERGER COSTS
There were no demerger costs in the year (2012: £10.7m). 
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FINANCIAL
REVIEW
 CONTINUED

NET FINANCE COSTS
Net finance costs in the year were £6.9m, a decrease of 
£1.6m or 18.8% on the adjusted proforma net finance cost 
for 2012. Interest on net borrowings of £5.7m (2012: £7.6m) 
was lower than 2012 due to lower gross debt levels on the 
back of stronger cash generation and lower interest rates. 
The net interest cost associated with the net liabilities of the 
Group’s defined benefit pension and other post-retirement 
benefit plans was £1.1m (2012: £0.5m). 

ADJUSTED PROFIT BEFORE TAX
Adjusted profit before tax decreased 1.1% to £88.0m (2012: 
£89.0m) whilst on a constant currency basis, the decrease 
was 3.5%.

TAX CHARGE
The adjusted tax charge on ordinary activities was £20.9m 
(2012: £20.8m), on an adjusted profit before tax of £88.0m 
(2012: £89.0m). The effective tax rate (ETR) (before share of 
post-tax profit of joint ventures) was 24.0% (2012: 23.4%).  
The 2013 ETR is slightly higher than the prior year due 
primarily to higher withholding tax on the repatriation  
of dividends from overseas territories.

The tax credit on exceptional items was £4.8m (2012: 
charge £4.9m). Included within the 2013 tax credit is the 
recognition of a deferred tax asset of £6.1m (2012: £nil)  
in respect of a portion of the accumulated US tax losses. 
Prior to 2013 the accumulated tax losses in the US were  
not recognised as a deferred tax asset due to uncertainty 
in the future profitability from our US operations. As at  
31 December 2013 there were approximately US$240m  
of gross US tax losses available to Alent. Further details are 
provided in note 11 of the Annual Report and Accounts. 

As a result of an anticipated change in the geographic 
split of profit before tax and the continued repatriation of 
dividends from overseas territories, we expect the ETR for 
the full year 2014 to be between 25% and 26%. This assumes 
no change in the ETR from utilisation of our deferred tax 
asset associated with our US tax losses.

ADJUSTED PROFIT FOR THE YEAR
Adjusted profit for the year decreased by 1.6% to £67.1m 
(2012: £68.2m).

ADJUSTED EARNINGS PER SHARE
Adjusted earnings per share decreased by 2.0% to  
24.1 pence per share (2012: 24.6 pence per share).  
The weighted average number of shares was 278.4m  
(2012: 277.5m).

Group NSV increased 0.8% to £420.1m (2012: £416.7m), 
generally outperforming weak end-markets. NSV in our 
Assembly Materials business increased 0.7% to £209.5m 
(2012: £208.0m), with growth impacted by underlying weak 
end-markets, limited new product launches from a number 
of global OEMs and subdued consumer confidence. NSV in 
our Surface Chemistries business increased 0.9% to £210.6m 
(2012: £208.7m) with solid growth in both our Performance 
Coatings and electronic segments through share capture 
offset by lower sales of copper damascene.

Group adjusted operating profit decreased by £3.1m (3.2%) 
to £94.1m (2012: £97.2m). On a constant currency basis the 
decrease was 5.4%. Group NSV margin decreased 0.9pts, 
both on a reported and constant currency basis to 22.4% 
(2012: 23.3%). 

Assembly Materials adjusted operating profit decreased 
0.9% (down 2.7% at constant currency rates) to £58.2m 
(2012: £58.7m) with the NSV margin decreasing 0.4pts to 
27.8% (2012: 28.2%). Lower smartphone, personal computer 
and European automotive volumes impacted profit and 
NSV margin during the year. Despite weak end-market 
demand, pricing discipline was maintained and tight cost 
control continued.

Surface Chemistries adjusted operating profit decreased 
7.2% (down 9.7% at constant currency rates) to £42.7m  
(2012: £46.0m) with the NSV margin decreasing 1.7pts to 
20.3% (2012: 22.0%). Whilst we increased NSV and margin 
contribution from our Performance Coatings and Printed 
Circuit Board chemistry business through market share 
gains and disciplined pricing, this was more than offset  
by the impact of lower sales of high margin copper 
damascene additive. Excluding the mix effect of the  
lower copper damascene sales, NSV margin was  
broadly maintained.

Corporate costs of £6.8m (2012: £7.5m) are marginally  
down on the prior year largely due to lower incentive costs.

EXCEPTIONAL ITEMS
Total exceptional costs for the Group were £10.3m (2012: 
£15.8m), and were restructuring related charges, principally 
arising in connection with initiatives that included 
redundancy programmes, the downsizing or closure of 
facilities, the streamlining of manufacturing processes  
and the rationalisation of product lines. The net tax credit 
attributable to these restructuring charges was £1.9m (2012: 
£0.6m). We would expect an exceptional cost relating to 
restructuring of c£3m-£5m for full year 2014 as we continue 
to right size and streamline the business structures.

DEMERGER COSTS
There were no demerger costs in the year (2012: £10.7m). 

InterContinental 
Hotels Group 
discloses its tax 
reconciliation for 
a three year period 
both before and 
after exceptional 
items. The 
accompanying 
footnotes explain 
the drivers for the 
effective tax rate. 
There is also a 
reference within 
the tax note to 
the location of 
information 
regarding tax 
governance in the 
Strategic Report.

7. Tax continued

Total2
Before

exceptional items4

2013
%

2012 
(restated1)

%

20113 
(restated1)

%
2013

%

2012 
(restated1)

%

2011 
(restated1)

%

Reconciliation of tax charge, including gain on disposal of assets
UK corporation tax at standard rate 23.3 24.5 26.5 23.3 24.5 26.5
Non-deductible expenditure and non-taxable income 16.6 2.0 1.9 1.9 1.0 2.7
Non-recoverable withholding taxes 1.2 2.0 4.5 1.2 2.0 5.1
Net effect of different rates of tax in overseas businesses 11.6 7.7 4.5 11.9 7.8 4.9
Effect of changes in tax rates (0.1) (0.3) (0.5) (0.1) (0.1) (0.4)
Benefit of tax reliefs on which no deferred tax previously recognised (15.0) (5.6) (2.9) (1.1) (5.6) (3.3)
Effect of adjustments to estimated recoverable deferred tax assets (6.4) (19.4) (2.2) (4.9) (0.2) (0.3)
Adjustment to tax charge in respect of prior periods (2.2) (9.8) (18.4) (2.1) (2.5) (12.4)
Deferred tax provision on unremitted earnings 10.5 – – – – –
Other (1.8) 0.4 0.8 (0.6) 0.5 1.2

37.7 1.5 14.2 29.5 27.4 24.0

Tax paid
Total net tax paid during the year of $97m (2012 $122m, 2011 $90m) comprises $92m (2012 $119m, 2011 $89m) paid in respect of operating 
activities and $5m (2012 $3m, 2011 $1m) paid in respect of investing activities.

Tax paid represents an effective rate of 16% (20121 22%, 20111 16%) on total profits and is lower than the effective income statement tax 
rate of 29% (2012 27%, 2011 24%) primarily due to the impact of deferred taxes (including the realisation of assets such as tax losses),  
the receipt of refunds in respect of prior years and provisions for tax for which no payment of tax has currently been made.

Corporation tax liabilities did not arise in 2013 in the UK and are not expected to arise for a number of years thereafter due to expenses 
and associated tax losses attributable principally to employment matters, in particular additional shortfall contributions made to the UK 
pension plan in the years 2007 to 2013.

Tax risks, policies and governance
Information concerning the Group’s tax governance can be found in the Taxation section of the Strategic Report on page 51.

1 Restated for the adoption of IAS I9R ‘Employee Benefits’ (see page 111).
2 Calculated in relation to total profits including exceptional items.
3 See note on ‘Comparatives for 2011’ on page 111.
4 Calculated in relation to profits excluding exceptional items.

8. Dividends and shareholder returns

2013
cents per

share

2012
cents per

share

2011
cents per

share
2013

$m
2012

$m
2011
$m

Paid during the year:
Final (declared for previous year) 43.0 39.0 35.2 115 113 102
Interim 23.0 21.0 16.0 63 61 46
Special (note 29) 133.0 172.0 – 355 505 –

199.0 232.0 51.2 533 679 148

Proposed (not recognised as a liability at 31 December):
Final 47.0 43.0 39.0 121 115 113

The final dividend of 28.1p (47.0¢ converted at the closing exchange rate on 14 February 2014) is proposed for approval at the Annual 
General Meeting (AGM) on 2 May 2014 and is payable on the shares in issue at 21 March 2014.

Under the $500m share repurchase programme announced 7 August 2012, 9,773,912 shares were repurchased in the year to 31 December 
2013 for a consideration of $283m, increasing the total amount repurchased to $390m. All of the shares repurchased in 2013 were held  
as treasury shares at 31 December 2013, the cost of which has been deducted from retained earnings. There were no treasury shares  
held at 31 December 2012 or earlier.
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Melrose Group, which buys and improves manufacturing businesses, includes a tax section in its FD’s review. 
The paragraph highlights key indicators and explains the accounting or commercial reasons for the results.

Finance Director’s review 
continued

Finance costs and income
The net headline finance cost in 2013 was £48.8 million (2012: 
£31.4 million).

In 2013 the Group had a blended interest rate of 3.1% (2012: 
2.7%). The increase in the absolute value of finance costs results 
from the full year effect of the higher net debt following the 
acquisition of Elster on 23 August 2012. 

Net interest on external bank loans, overdrafts and cash balances 
was £34.4 million (2012: £21.9 million). Melrose uses interest rate 
swaps to fix the majority of the interest rate exposure on its drawn 
debt. More detail on these swaps is given in the finance cost risk 
management section of this review. 

Also included in the net headline finance cost is a £4.7 million 
(2012: £2.4 million) amortisation charge relating to the 
arrangement costs of raising the bank facility, a net interest cost 
on pension liabilities of £9.0 million (2012: £6.2 million) and a 
charge for the unwinding of discounts on long-term provisions of 
£0.7 million (2012: £0.9 million). 

The introduction of IAS 19 (revised): “Employee benefits” in 2013 
has resulted in the pension interest charge being £5.1 million 
higher than it would have been under the previous accounting 
standard and increased the 2012 pension interest charge by 
£2.7 million.

Tax
The headline Income Statement tax rate was 27% (2012: 27%). 
The headline tax rate was expected to increase in 2013, where a 
full year of 2013 Elster results are included, but the disposal of 
FKI businesses with tax rates higher than the Group average 
offset this expected increase.

The reason that the headline tax rate for the Group is lower than 
the weighted blend of the statutory tax rates around the world is 
the recognition of deferred tax assets that were not previously 
thought to be recoverable. There is also a small benefit from the 
release of provisions previously held against potential overseas 
tax audits which have been successfully cleared for less cost 
than expected. 
 
The tax rate after exceptional items and intangible asset 
amortisation is 29% (2012: 210%). The main reason for the higher 
rate after exceptional items than the headline rate is the 
£8.1 million exceptional tax charge on Group reorganisations 
against which there is no income.

The cash tax rate on headline continuing operations of 21% 
(2012: 24%) is again below the headline Income Statement rate 
due to the benefit arising from the utilisation of pre-existing 
Melrose Group tax losses and other deferred tax assets. The rate 
includes £9 million paid during the year in settlement of tax audits 
of the Elster businesses relating to tax periods ended prior to our 
ownership of Elster.

The deferred tax liability of £287.4 million (2012: £347.2 million) in 
respect of intangible assets is not expected to represent a future 
cash tax payment and will unwind as the brand names and 
customer relationships are amortised.

The total amount of tax losses in the Group has decreased 
during the year due to their utilisation against taxable profits and 
also as a result of some forfeiture on Group reorganisations. 
The total gross tax losses within the Group are shown below:

Tax  
losses

Recognised
£m

Unrecognised
£m

Total
£m

UK 22.5 124.8 147.3
North America 0.3 3.1 3.4
Rest of World 19.2 47.2 66.4
Total 2013 42.0 175.1 217.1
Total 2012 35.5 215.1 250.6 

Exceptional items and amortisation of intangible assets
In the year ended 31 December 2013 the Group incurred 
exceptional operating costs of £19.3 million (2012: £70.8 million). 
These include £14.1 million of restructuring costs in Elster, which 
are expected to deliver further cost savings in the future, and 
other restructuring costs of £4.7 million which occurred in FKI. 
The Group benefited from exceptional income of £28.9 million 
(2012: £7.0 million) mainly as a result of success in resolving a 
number of warranty issues inherited with the acquisition of Elster 
for less expense than expected. There were no exceptional 
finance costs in the year (2012: £16.3 million).

In addition, intangible asset amortisation of £64.6 million (2012: 
£31.5 million) was charged. A net tax credit on these exceptional 
costs, exceptional income and intangible asset amortisation, of 
£18.9 million (2012: £24.1 million), and an exceptional tax charge 
of £8.1 million (2012: £5.8 million) has been taken in the year.

Overall, the net exceptional items and intangible asset 
amortisation, after tax, shows a net expense of £44.2 million 
(2012: £93.3 million).

Fair value exercise
Upon the acquisition of Elster, on 23 August 2012, in accordance 
with IFRS 3: “Business Combinations”, an extensive review of the 
Elster assets, liabilities and accounting policies commenced and 
this was completed by the half year in 2013. Certain fair value 
adjustments were identified in the first half of 2013 which 
increased goodwill by £29.3 million with corresponding increases 
to provisions of £32.9 million, deferred tax assets of £5.2 million, 
and other Balance Sheet items of £1.6 million. The 2012 Balance 
Sheet was restated for these items in accordance with IFRS 3.

Earnings per share (EPS) and number of shares in issue
In accordance with IAS 33, two sets of basic and diluted EPS 
numbers are disclosed on the face of the Income Statement, one 
for continuing operations and one that also includes discontinued 
operations. In the year ended 31 December 2013, the diluted 
EPS for continuing operations was 9.3p (2012: loss of 0.9p). For 
continuing and discontinued operations the diluted EPS for 2013 
was 43.7p (2012: 4.1p).
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Finance Director’s review 
continued

Finance costs and income
The net headline finance cost in 2013 was £48.8 million (2012: 
£31.4 million).

In 2013 the Group had a blended interest rate of 3.1% (2012: 
2.7%). The increase in the absolute value of finance costs results 
from the full year effect of the higher net debt following the 
acquisition of Elster on 23 August 2012. 

Net interest on external bank loans, overdrafts and cash balances 
was £34.4 million (2012: £21.9 million). Melrose uses interest rate 
swaps to fix the majority of the interest rate exposure on its drawn 
debt. More detail on these swaps is given in the finance cost risk 
management section of this review. 

Also included in the net headline finance cost is a £4.7 million 
(2012: £2.4 million) amortisation charge relating to the 
arrangement costs of raising the bank facility, a net interest cost 
on pension liabilities of £9.0 million (2012: £6.2 million) and a 
charge for the unwinding of discounts on long-term provisions of 
£0.7 million (2012: £0.9 million). 

The introduction of IAS 19 (revised): “Employee benefits” in 2013 
has resulted in the pension interest charge being £5.1 million 
higher than it would have been under the previous accounting 
standard and increased the 2012 pension interest charge by 
£2.7 million.

Tax
The headline Income Statement tax rate was 27% (2012: 27%). 
The headline tax rate was expected to increase in 2013, where a 
full year of 2013 Elster results are included, but the disposal of 
FKI businesses with tax rates higher than the Group average 
offset this expected increase.

The reason that the headline tax rate for the Group is lower than 
the weighted blend of the statutory tax rates around the world is 
the recognition of deferred tax assets that were not previously 
thought to be recoverable. There is also a small benefit from the 
release of provisions previously held against potential overseas 
tax audits which have been successfully cleared for less cost 
than expected. 
 
The tax rate after exceptional items and intangible asset 
amortisation is 29% (2012: 210%). The main reason for the higher 
rate after exceptional items than the headline rate is the 
£8.1 million exceptional tax charge on Group reorganisations 
against which there is no income.

The cash tax rate on headline continuing operations of 21% 
(2012: 24%) is again below the headline Income Statement rate 
due to the benefit arising from the utilisation of pre-existing 
Melrose Group tax losses and other deferred tax assets. The rate 
includes £9 million paid during the year in settlement of tax audits 
of the Elster businesses relating to tax periods ended prior to our 
ownership of Elster.

The deferred tax liability of £287.4 million (2012: £347.2 million) in 
respect of intangible assets is not expected to represent a future 
cash tax payment and will unwind as the brand names and 
customer relationships are amortised.

The total amount of tax losses in the Group has decreased 
during the year due to their utilisation against taxable profits and 
also as a result of some forfeiture on Group reorganisations. 
The total gross tax losses within the Group are shown below:

Tax  
losses

Recognised
£m

Unrecognised
£m

Total
£m

UK 22.5 124.8 147.3
North America 0.3 3.1 3.4
Rest of World 19.2 47.2 66.4
Total 2013 42.0 175.1 217.1
Total 2012 35.5 215.1 250.6 

Exceptional items and amortisation of intangible assets
In the year ended 31 December 2013 the Group incurred 
exceptional operating costs of £19.3 million (2012: £70.8 million). 
These include £14.1 million of restructuring costs in Elster, which 
are expected to deliver further cost savings in the future, and 
other restructuring costs of £4.7 million which occurred in FKI. 
The Group benefited from exceptional income of £28.9 million 
(2012: £7.0 million) mainly as a result of success in resolving a 
number of warranty issues inherited with the acquisition of Elster 
for less expense than expected. There were no exceptional 
finance costs in the year (2012: £16.3 million).

In addition, intangible asset amortisation of £64.6 million (2012: 
£31.5 million) was charged. A net tax credit on these exceptional 
costs, exceptional income and intangible asset amortisation, of 
£18.9 million (2012: £24.1 million), and an exceptional tax charge 
of £8.1 million (2012: £5.8 million) has been taken in the year.

Overall, the net exceptional items and intangible asset 
amortisation, after tax, shows a net expense of £44.2 million 
(2012: £93.3 million).

Fair value exercise
Upon the acquisition of Elster, on 23 August 2012, in accordance 
with IFRS 3: “Business Combinations”, an extensive review of the 
Elster assets, liabilities and accounting policies commenced and 
this was completed by the half year in 2013. Certain fair value 
adjustments were identified in the first half of 2013 which 
increased goodwill by £29.3 million with corresponding increases 
to provisions of £32.9 million, deferred tax assets of £5.2 million, 
and other Balance Sheet items of £1.6 million. The 2012 Balance 
Sheet was restated for these items in accordance with IFRS 3.

Earnings per share (EPS) and number of shares in issue
In accordance with IAS 33, two sets of basic and diluted EPS 
numbers are disclosed on the face of the Income Statement, one 
for continuing operations and one that also includes discontinued 
operations. In the year ended 31 December 2013, the diluted 
EPS for continuing operations was 9.3p (2012: loss of 0.9p). For 
continuing and discontinued operations the diluted EPS for 2013 
was 43.7p (2012: 4.1p).

42  Melrose Industries PLC 
Annual Report 2013

Strategic Report

3.

4.

Source: 
1. Alent plc, Annual Report & Accounts 2013 – Page 108
2. InterContinental Hotels Group plc, Annual Report and Form 20-F 2013 – Page 126
3. Melrose Industries plc, Annual Report for the year ended 31 December 2013 – Page 42
4. SABMiller plc, Annual Report 2014 – Page 35

SABMiller provides a reconciliation to both the 
adjusted tax expense and adjusted profit before 
tax, which is the basis of their effective tax rate 
calculation. The table is supported by detailed 
narrative of cash tax payments and movement in 
the rates.

Finance Director’s review 
continued

Finance costs and income
The net headline finance cost in 2013 was £48.8 million (2012: 
£31.4 million).

In 2013 the Group had a blended interest rate of 3.1% (2012: 
2.7%). The increase in the absolute value of finance costs results 
from the full year effect of the higher net debt following the 
acquisition of Elster on 23 August 2012. 

Net interest on external bank loans, overdrafts and cash balances 
was £34.4 million (2012: £21.9 million). Melrose uses interest rate 
swaps to fix the majority of the interest rate exposure on its drawn 
debt. More detail on these swaps is given in the finance cost risk 
management section of this review. 

Also included in the net headline finance cost is a £4.7 million 
(2012: £2.4 million) amortisation charge relating to the 
arrangement costs of raising the bank facility, a net interest cost 
on pension liabilities of £9.0 million (2012: £6.2 million) and a 
charge for the unwinding of discounts on long-term provisions of 
£0.7 million (2012: £0.9 million). 

The introduction of IAS 19 (revised): “Employee benefits” in 2013 
has resulted in the pension interest charge being £5.1 million 
higher than it would have been under the previous accounting 
standard and increased the 2012 pension interest charge by 
£2.7 million.

Tax
The headline Income Statement tax rate was 27% (2012: 27%). 
The headline tax rate was expected to increase in 2013, where a 
full year of 2013 Elster results are included, but the disposal of 
FKI businesses with tax rates higher than the Group average 
offset this expected increase.

The reason that the headline tax rate for the Group is lower than 
the weighted blend of the statutory tax rates around the world is 
the recognition of deferred tax assets that were not previously 
thought to be recoverable. There is also a small benefit from the 
release of provisions previously held against potential overseas 
tax audits which have been successfully cleared for less cost 
than expected. 
 
The tax rate after exceptional items and intangible asset 
amortisation is 29% (2012: 210%). The main reason for the higher 
rate after exceptional items than the headline rate is the 
£8.1 million exceptional tax charge on Group reorganisations 
against which there is no income.

The cash tax rate on headline continuing operations of 21% 
(2012: 24%) is again below the headline Income Statement rate 
due to the benefit arising from the utilisation of pre-existing 
Melrose Group tax losses and other deferred tax assets. The rate 
includes £9 million paid during the year in settlement of tax audits 
of the Elster businesses relating to tax periods ended prior to our 
ownership of Elster.

The deferred tax liability of £287.4 million (2012: £347.2 million) in 
respect of intangible assets is not expected to represent a future 
cash tax payment and will unwind as the brand names and 
customer relationships are amortised.

The total amount of tax losses in the Group has decreased 
during the year due to their utilisation against taxable profits and 
also as a result of some forfeiture on Group reorganisations. 
The total gross tax losses within the Group are shown below:

Tax  
losses

Recognised
£m

Unrecognised
£m

Total
£m

UK 22.5 124.8 147.3
North America 0.3 3.1 3.4
Rest of World 19.2 47.2 66.4
Total 2013 42.0 175.1 217.1
Total 2012 35.5 215.1 250.6 

Exceptional items and amortisation of intangible assets
In the year ended 31 December 2013 the Group incurred 
exceptional operating costs of £19.3 million (2012: £70.8 million). 
These include £14.1 million of restructuring costs in Elster, which 
are expected to deliver further cost savings in the future, and 
other restructuring costs of £4.7 million which occurred in FKI. 
The Group benefited from exceptional income of £28.9 million 
(2012: £7.0 million) mainly as a result of success in resolving a 
number of warranty issues inherited with the acquisition of Elster 
for less expense than expected. There were no exceptional 
finance costs in the year (2012: £16.3 million).

In addition, intangible asset amortisation of £64.6 million (2012: 
£31.5 million) was charged. A net tax credit on these exceptional 
costs, exceptional income and intangible asset amortisation, of 
£18.9 million (2012: £24.1 million), and an exceptional tax charge 
of £8.1 million (2012: £5.8 million) has been taken in the year.

Overall, the net exceptional items and intangible asset 
amortisation, after tax, shows a net expense of £44.2 million 
(2012: £93.3 million).

Fair value exercise
Upon the acquisition of Elster, on 23 August 2012, in accordance 
with IFRS 3: “Business Combinations”, an extensive review of the 
Elster assets, liabilities and accounting policies commenced and 
this was completed by the half year in 2013. Certain fair value 
adjustments were identified in the first half of 2013 which 
increased goodwill by £29.3 million with corresponding increases 
to provisions of £32.9 million, deferred tax assets of £5.2 million, 
and other Balance Sheet items of £1.6 million. The 2012 Balance 
Sheet was restated for these items in accordance with IFRS 3.

Earnings per share (EPS) and number of shares in issue
In accordance with IAS 33, two sets of basic and diluted EPS 
numbers are disclosed on the face of the Income Statement, one 
for continuing operations and one that also includes discontinued 
operations. In the year ended 31 December 2013, the diluted 
EPS for continuing operations was 9.3p (2012: loss of 0.9p). For 
continuing and discontinued operations the diluted EPS for 2013 
was 43.7p (2012: 4.1p).
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Exceptional items
Items that are material either by size or incidence are classified 
as exceptional items. Further details on these items can be 
found in note 4 to the consolidated financial statements.

Net exceptional charges of US$202 million before finance 
costs and tax were reported during the year (2013: US$203 
million) and included net exceptional charges of US$5 million 
(2013: US$3 million) related to the group’s share of associates’ 
and joint ventures’ exceptional charges. The net exceptional 
charges included:

•	 US$47 million profit on the disposal of a milk and juice 
business in Latin America;

•	 US$25 million additional gain on the prior disposal of  
our Angolan businesses to the Castel group in Africa;

•	 US$133 million charge related to the capability programmes;
•	 US$103 million charge related to integration and 

restructuring costs in Asia Pacific; and
•	 US$33 million Broad-Based Black Economic Empowerment 

(BBBEE) related charges in South Africa.

Our share of joint ventures’ and associates’ exceptional items 
in the year comprised a US$5 million charge relating to 
restructuring associated with the group’s new efficiency and 
cost saving programme in MillerCoors in North America.

Finance costs 
Net finance costs were US$645 million, an 11% decrease  
on the prior year’s US$726 million (restated) primarily as a 
result of the reduction in net debt over the course of the year 
including the repayment of some higher interest rate bonds 
that matured in the year. Finance costs in the prior year 
included a net gain of US$12 million from the mark to market 
adjustments of various derivatives on capital items for which 
hedge accounting cannot be applied which was excluded  
from adjusted finance costs and adjusted EPS. Adjusted  
net finance costs are reconciled to net finance costs in  
the table below. They were 13% lower than the prior year. 
Interest cover increased to 10.3 times from 8.9 times  
in the prior year (restated).

2014
US$m

2013
US$m

(restated)

Net finance costs 645 726
Mark to market gain on capital items – 12
Adjusted finance costs 645 738

 
We expect finance costs in the 2015 financial year to be 
broadly similar to those in 2014.

Tax
The effective rate of tax for the year (before amortisation  
of intangible assets other than computer software and 
exceptional items) was 26.0% compared with a rate of 27.0% 
in the prior year. This change in the rate resulted from a 
combination of factors including:

•	 beneficial foreign exchange deductions on refinancing;
•	 the resolution of various uncertain tax positions; and 
•	 a positive geographic mix of profits across the group.

In the medium term we continue with our expectation that the 
effective tax rate will be between 27% and 29%. This is a level 
which we believe is sustainable based upon the current 
structure of the group.

The effective rate of tax is calculated as the ratio of adjusted 
tax expense to adjusted profit before tax as shown below.

2014
US$m

2013
US$m

(restated)
%

change

Taxation expense 1,173 1,192 (2)
Tax on amortisation 123 135 (9)
Tax on exceptional items 27 20 33
Share of associates’ and joint 

ventures’ taxation
162 164 (1)

Adjusted tax expense 1,485 1,511 (2)

Profit before tax 4,823 4,679 3
Exceptional items 202 205 (1)
Adjustments to finance costs – (12)
Amortisation (excluding 

computer software)
436 483 (10)

Share of associates’ and joint 
ventures’ tax and non-
controlling interests

251 242 4

Adjusted profit before tax 5,712 5,597 2

Effective tax rate 26.0% 27.0% (4)

The statutory corporate tax charge for the year was  
US$1,173 million, a small decrease compared with  
US$1,192 million (restated) in the prior year. 

Corporate income taxes paid can be distorted relative to the 
annual tax charge as a result of the payment of a tax liability 
falling outside the financial year, and because of deferred  
tax accounting treatment. Uncertainty of interpretation and 
application of tax law in some jurisdictions also contributes  
to differences between the amounts paid and those charged 
to the income statement. The amount of tax paid in the year 
increased to US$1,596 million from US$683 million in the prior 
year. The increase was largely as a result of the anticipated tax 
prepayment in Australia. Approximately US$440 million was 
received in 2012 from the Australian Tax Office as a result  
of tax audit settlements and tax losses. Under specific local 
legislation we were required to repay this in April 2013, as  
a prepayment of tax which will be recovered in future years 
against tax liabilities that arise in Australia. 
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Exceptional items
Items that are material either by size or incidence are classified 
as exceptional items. Further details on these items can be 
found in note 4 to the consolidated financial statements.

Net exceptional charges of US$202 million before finance 
costs and tax were reported during the year (2013: US$203 
million) and included net exceptional charges of US$5 million 
(2013: US$3 million) related to the group’s share of associates’ 
and joint ventures’ exceptional charges. The net exceptional 
charges included:

•	 US$47 million profit on the disposal of a milk and juice 
business in Latin America;

•	 US$25 million additional gain on the prior disposal of  
our Angolan businesses to the Castel group in Africa;

•	 US$133 million charge related to the capability programmes;
•	 US$103 million charge related to integration and 

restructuring costs in Asia Pacific; and
•	 US$33 million Broad-Based Black Economic Empowerment 

(BBBEE) related charges in South Africa.

Our share of joint ventures’ and associates’ exceptional items 
in the year comprised a US$5 million charge relating to 
restructuring associated with the group’s new efficiency and 
cost saving programme in MillerCoors in North America.

Finance costs 
Net finance costs were US$645 million, an 11% decrease  
on the prior year’s US$726 million (restated) primarily as a 
result of the reduction in net debt over the course of the year 
including the repayment of some higher interest rate bonds 
that matured in the year. Finance costs in the prior year 
included a net gain of US$12 million from the mark to market 
adjustments of various derivatives on capital items for which 
hedge accounting cannot be applied which was excluded  
from adjusted finance costs and adjusted EPS. Adjusted  
net finance costs are reconciled to net finance costs in  
the table below. They were 13% lower than the prior year. 
Interest cover increased to 10.3 times from 8.9 times  
in the prior year (restated).

2014
US$m

2013
US$m

(restated)

Net finance costs 645 726
Mark to market gain on capital items – 12
Adjusted finance costs 645 738

 
We expect finance costs in the 2015 financial year to be 
broadly similar to those in 2014.

Tax
The effective rate of tax for the year (before amortisation  
of intangible assets other than computer software and 
exceptional items) was 26.0% compared with a rate of 27.0% 
in the prior year. This change in the rate resulted from a 
combination of factors including:

•	 beneficial foreign exchange deductions on refinancing;
•	 the resolution of various uncertain tax positions; and 
•	 a positive geographic mix of profits across the group.

In the medium term we continue with our expectation that the 
effective tax rate will be between 27% and 29%. This is a level 
which we believe is sustainable based upon the current 
structure of the group.

The effective rate of tax is calculated as the ratio of adjusted 
tax expense to adjusted profit before tax as shown below.

2014
US$m

2013
US$m

(restated)
%

change

Taxation expense 1,173 1,192 (2)
Tax on amortisation 123 135 (9)
Tax on exceptional items 27 20 33
Share of associates’ and joint 

ventures’ taxation
162 164 (1)

Adjusted tax expense 1,485 1,511 (2)

Profit before tax 4,823 4,679 3
Exceptional items 202 205 (1)
Adjustments to finance costs – (12)
Amortisation (excluding 

computer software)
436 483 (10)

Share of associates’ and joint 
ventures’ tax and non-
controlling interests

251 242 4

Adjusted profit before tax 5,712 5,597 2

Effective tax rate 26.0% 27.0% (4)

The statutory corporate tax charge for the year was  
US$1,173 million, a small decrease compared with  
US$1,192 million (restated) in the prior year. 

Corporate income taxes paid can be distorted relative to the 
annual tax charge as a result of the payment of a tax liability 
falling outside the financial year, and because of deferred  
tax accounting treatment. Uncertainty of interpretation and 
application of tax law in some jurisdictions also contributes  
to differences between the amounts paid and those charged 
to the income statement. The amount of tax paid in the year 
increased to US$1,596 million from US$683 million in the prior 
year. The increase was largely as a result of the anticipated tax 
prepayment in Australia. Approximately US$440 million was 
received in 2012 from the Australian Tax Office as a result  
of tax audit settlements and tax losses. Under specific local 
legislation we were required to repay this in April 2013, as  
a prepayment of tax which will be recovered in future years 
against tax liabilities that arise in Australia. 
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32 PwC – Tax Transparency

Total Tax Contribution and the wider impact of tax

Legal & General Group uses its annual report and corporate responsibility report to discuss its 
engagement on tax matters with a wide group of stakeholders.
Its new app provides facts and information about tax for financial advisors and individuals. 

Read a textual description of the above chart

Netherlands

Read a textual description of the above chart

France

Read a textual description of the above chart

Improving tax disclosure and influence
As part of our on-going commitment to tax transparency, 2013 saw continued engagement with a
number of NGOs on how we improve our transparency and disclosure in this area. This
encompassed discussions with Action Aid, UKSIF and Responsible 100 amongst others;
participation in public consultations such as that issued by the House of Lords Economics Affairs
Committee as well as speaking at seminars on the Legal & General journey in developing our
own approach to tax transparency.

Responsible 100 is an organisation working on a tool for companies committed to real openness,
honesty and dialogue in sharing how they manage their business and the competing demands of
different stakeholders. As a pilot member we contribute to the development of the tool, its
questions and discussions with other pilot members and interested stakeholders and will
continue to provide responses on questions as they are released.

In our capacity as a significant investor in other companies we hosted a seminar with other
investors to discuss current tax practices and future expectations. We started to engage with
companies about their tax policy and management as part of our overall ESG engagement and
continue to refine our understanding and approach on this issue.

Our success in moving towards increased tax transparency is reflected in PwC’s “Building Public
Trust” award where we were recognised for the third year running this year for tax reporting in
the FTSE 100.

Helping Consumers understand Tax better
Tax can be a complicated concept to grasp for many customers and can lead to confusion and
distress. We work with the charity Tax Help for Older People (TOP). TOP provides free, expert,
caring and independent advice for older people (60 years+) who live in households with an
income of less that £20,000 a year. The partnership between L&G Retirement and TOP provide
insights into our customers common tax questions regarding pensions. TOP have trained our
employees to better deal with customers in these circumstances and have also dealt directly with
customers whose pension tax affairs that needed negotiating with HMRC.

Mr F’s story
Mr F wrote to us in August 2013 asking for our help as he had received a demand from HMRC
for underpaid tax. This caused Mr F great concern, distress and financial worry.

We began by making sure we had done everything we should have for Mr F, writing to confirm
that everything was correct our side and better explaining how the taxation of his pension works.

Mr F phoned shortly after to thank us for the letter and our help and given how concerned and
distressed he was about the demand, we wrote to HMRC on his behalf to help clarify and explain
matters. With Mr F’s permission we also referred his case to the charity - Tax Help, who took his
case on and challenged the tax demand directly with HMRC.

The result – HMRC admitted fault, wrote off over £3,000 of underpayments and paid Mr F £75 by
way of apology. Mr F was very grateful to Tax Help and our colleagues in Retirements.

Mrs C' story
Mrs C, an elderly lady who complained about an underpayment of tax on her annuity, struggled
to understand or deal with such matters after losing her husband. She was very distressed, when

1.

2. MNCs 
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Vodafone provides a comparison of its Total 
Economic Contribution to the prior year. This 
includes contribution in direct and indirect 
taxes together with non-tax contributions, 
capital investment and direct employment.

British American Tobacco discusses its industry’s worldwide economic impact. It publishes its own global Total 
Tax Contribution and places it into context as a multiple of post-tax earnings. Its broader messaging explains 
and quantifies the lost tax contribution due to the illegal tobacco trafficking.

Global cigarette market
Globally, around 6,000 billion1 cigarettes are sold each year.  
The four biggest international tobacco companies – British American 
Tobacco, Imperial Tobacco, Japan Tobacco and Philip Morris 
International – account for some 45% of the global market, which is 
around 75% of the market outside China.

China is the biggest single tobacco market, with some 350 million 
smokers who account for more than 40% of global consumption. 
The state-owned China National Tobacco Corporation (CNTC) is the 
world’s largest tobacco company.

Growth in tobacco and beyond
The value of the global tobacco market is estimated at 
£450–500 billion1. While cigarette volumes in developed countries 
continue to decline year on year, the overall value of the tobacco 
market continues to grow.

Longer-term trends will see fewer smokers as a percentage of the 
population, but we believe that global population growth, consumer 
demand for premium and innovative tobacco products, and 
emerging next-generation product categories will provide strong 
growth opportunities in the years to come.

Tobacco’s economic contribution
The global tobacco industry contributes substantially to the 
economies of more than 100 countries, and millions of people 
worldwide depend on it for employment. Even in countries that do 
not have tobacco manufacturing or leaf growing, tobacco retail and 
distribution is an important source of economic activity.

Tobacco taxes are a major source of revenue for almost every 
government in the world and have been an especially important 
source of funds during difficult economic conditions in recent 
years. It is estimated that governments worldwide collect around 
£150 billion in excise on the sale of tobacco products each year.

British American Tobacco alone contributed more than £33 billion to 
governments in excise and other taxes in 2013 – that’s eight times 
the Group’s profit after tax.

The choice to grow tobacco
Less than 1% of the world’s agricultural land is used for tobacco 
farming and only for part of the year, yet it is an important 
contributor to the agricultural economy in many countries. 
Farmers choose to grow tobacco because it’s hardy, does well 
in poorer soils, can cope with volatile weather and is known for 
fetching stable prices.

To help farmers make better use of their land and to help ensure 
the long-term sustainability of our leaf supply, at British American 
Tobacco we’ve built up a skilled network of local field technicians. 
They visit farmers and show them how to improve their tobacco 
yields from small plots, while using the rest of their land to grow 
other crops such as maize, cereals, fruit and vegetables.

Tobacco litigation
There are a number of different types of claim that have been 
brought against the tobacco industry over the past few decades. 
The three most common are third-party reimbursement cases, 
class actions and individual lawsuits. In some cases, the plaintiff or 
plaintiffs may seek to recover what are known as punitive damages 
in addition to compensatory damages.

In the US and Canada, several special factors lead to litigation that 
are not replicated in other countries, which is why large volume 
and high value litigation has largely not spread to other parts of 
the world.

Tobacco companies worldwide continue to defend themselves 
against litigation, drawing confidence from the industry’s 
exceptionally good record.

The global tobacco industry 
contributes substantially to 
the economies of more than 
100 countries, and millions 
of people worldwide depend 
on it for employment.

Regulating the tobacco market
Much of the tobacco regulation being proposed and introduced 
around the world is driven by the World Health Organization’s 
Framework Convention on Tobacco Control. However, excessive 
regulation can have unintended consequences.

Measures such as sudden increases in excise can distort competition 
among tobacco companies and often result in consumers switching 
to cheaper, illegally trafficked products. Where evidence-based 
regulation of the tobacco industry is developed with all stakeholders 
involved – including the industry itself – it can help to ensure an 
orderly marketplace that serves the interests of both consumers 
and governments.

Australia is the only country to have introduced plain packaging. 
Since it was introduced in December 2012 there has been no 
real evidence that plain packaging has achieved its aims of 
reducing consumption or been effective in preventing youth 
smoking. What we have seen is an increase in the illegal market. 
Plain packaging also breaches intellectual property rights and 
international trade agreements. The governments of Ukraine, Cuba, 
Honduras, the Dominican Republic and Indonesia are challenging 
Australia’s plain packaging laws at the World Trade Organization.
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Industry trends

Tobacco trafficking
The illegal market in tobacco products accounts for up to 
660 billion2 cigarettes every year globally, depriving governments of 
around £30 billion in legitimate taxes. This illegal trade is also a huge 
competitor for the legal tobacco industry itself, and takes away a 
significant amount of legitimate business each year. The profits often 
end up in the hands of criminals who don’t pay tax and sell their 
products to anyone, including children.

Tobacco trafficking also has a negative impact on consumers, 
retailers and regulators. Counterfeit cigarettes mean no quality 
controls and no health warnings, while smuggled genuine 
products are unlikely to carry health warnings that meet local 
government regulations.

The industry has worked together on initiatives across the whole 
supply chain that are designed to stop criminals. These include 
technological developments such as digital coding and tax 
verification, which help governments ensure taxes and duties are 
paid, and a track and trace system, which means we can monitor 
the movement of our products.

These measures will be most effective if the industry, regulators and 
enforcement authorities work together, supported by appropriate 
excise policies, sound regulation and effective enforcement.

The case for next-generation products
Scientists widely agree that it is the toxicants in tobacco smoke, 
not the nicotine, that causes the overwhelming majority of 
smoking-related diseases. Conventional cigarettes carry the 
most risks to health, while some forms of low-toxicant smokeless 
tobacco products, although not risk-free, are much less risky. 
Regulatory-approved nicotine products that contain no tobacco 
or smoke toxicants are almost risk-free.

The development and bringing to market of a range of products 
that meet the needs of adult smokers seeking safer alternatives to 
cigarettes, would help to meet the objectives of many leading public 
health professionals. It would also make good commercial sense to 
a business like ours.

At British American Tobacco, our aim is to improve e-cigarettes 
and other nicotine products to make them more satisfying for 
consumers. Our experience and capabilities also mean we can make 
improvements in areas such as product quality. While for regulators 
and governments, endorsing less risky, alternative products could 
be a positive move towards making tobacco harm reduction a key 
public health policy objective.

Our world – 
responsible, open 
and transparent

The world of the 
illegal tobacco market

18 £

Harm reduction 
is core to our 
business strategy 
and we invested 
£161 million in 
2013 in research 
and development.

Responsible 
marketing aimed 
only at existing 
adult smokers and 
a global approach 
to youth smoking 
prevention.

Products highly 
regulated and 
we have strict 
quality and 
safety standards.

We paid more 
than £33 billion 
to governments 
globally in excise 
and other taxes 
in 2013.

Fair treatment of 
farmers, suppliers 
and employees. 
We also provide 
direct agronomy 
support to over 
100,000 farmers 
worldwide.

No contribution to 
harm reduction.

Active marketing 
and selling of 
tobacco products 
to children.

Poor quality 
products with 
no regulation or 
standards and 
potentially higher 
health risks than 
legal cigarettes.

Large-scale 
tax evasion.

Poor working 
standards, 
financial security 
and negotiating 
powers for farmers 
and workers 
throughout the 
supply chain.

The choice between the legal tobacco industry and the illegal market

Notes:
1. Source: Euromonitor International and our internal estimates.

2. Source: Euromonitor International.
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2.

3.

Source: 
1. Legal & General Group plc, Annual Report And Accounts 2013 – Page 30 & Website
2. Vodafone Group plc, Sustainability Report 2013/14 – Pages 93 & 94
3. British American Tobacco plc, Annual Report 2013 – Pages 8 & 9
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Tax and our total economic contribution to public finances

• Direct employment. Vodafone is an important source 
of employment and skills transfer worldwide. We provide 
incomes, benefits and the potential for a high-technology 
sector career path for 91,272 people in more than 30 
countries as of end March 2013 (2011/12: 86,373). In 
addition, we have contractual relationships with many 
thousands of suppliers and partner companies around the 
world, each of which relies to a greater or lesser extent on 
revenues from Vodafone to pay their employees’ wages.

This data is intended to provide a broader insight into 
Vodafone’s significant economic contribution to the societies 
in which we operate. We have no view on the merits of direct 

versus indirect taxation, nor on the distinction between the 
revenues that flow to governments from taxation versus 
those obtained through other means, such as spectrum fees. 
Governments – not companies – determine the rules.

The figures set out in the table below will vary widely from 
country to country and from year to year as a result of local 
differences between, and annual movements in, factors such 
as levels of profit and capital investment. There are also wide 
variations in local taxation regimes and other government 
revenue-raising mechanisms, many of which change from year 
to year.

Total Economic Contribution – country by country

Direct revenue 
contribution: 
taxation

Direct revenue 
contribution: 
other non-tax

Indirect revenue 
contribution

Capital 
investment

Direct 
employment

FY 
12/13 

£m

FY 
11/12 

£m

FY 
12/13 

£m

FY 
11/12 

£m

FY 
12/13 

£m

FY 
11/12 

£m

FY 
12/13 

£m

FY 
11/12 

£m
FY 

12/13
FY 

11/12

Europe1

Albania 4 6 1 1 16 12 20 22 420 438

Czech Republic 25 43 9 8 66 74 69 85 2,517 2,974

Germany 106 160 0 0 1,068 892 1,246 1,044 11,088 12,115

Greece 25 25 6 6 178 217 66 78 1,756 2,1225

Hungary 43 33 61 0 70 45 52 55 1,454 1,543

Ireland 24 22 149 8 92 84 102 117 1,081 1,122

Italy 425 668 12 1,069 903 1,333 579 653 5,750 5,838

Malta 37 5 2 2 9 6 26 9 312 312

Netherlands 65 43 1,124 0 233 217 219 243 3,456 3,034

Portugal 65 71 7 91 133 149 129 151 1,484 1,505

Romania 68 64 195 13 91 92 79 80 3,308 3,515

Spain 172 225 255 71 314 334 367 429 4,223 4,379

UK 275 338 825 21 776 523 1,076 767 7,850 8,151

Total 1,334 1,703 2,646 1,290 3,949 3,978 4,030 3,733 49,4693 47,151

Notes:

1.  For example, see CBI – Tax and British Business: Making the Case and CBI – UK Corporation Tax system: 12 misunderstood concepts
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Tax and our total economic contribution to public finances

Direct revenue 
contribution: 
taxation

Direct revenue 
contribution: 
other non-tax

Indirect revenue 
contribution

Capital 
investment

Direct 
employment

FY 
12/13 

£m

FY 
11/12 

£m

FY 
12/13 

£m

FY 
11/12 

£m

FY 
12/13 

£m

FY 
11/12 

£m

FY 
12/13 

£m

FY 
11/12 

£m
FY 

12/13
FY 

11/12

AMAP Region2

Australia 7 7 26 26 33 49 281 347 2,060 2,656

DR Congo 23 54 16 5 25 3 49 24 606 585

Egypt 108 100 54 57 173 170 211 209 5,091 4,4254

Fiji 2 1 1 0 2 2 7 4 120 114

Ghana 6 6 3 2 38 46 36 57 1,279 1,392

India 289 257 442 414 986 802 555 815 11,996 11,234

Kenya 80 98 8 29 18 92 12 71 2,666 2,701

Lesotho 5 6 2 2 1 2 8 7 123 131

Mozambique 1 1 0 0 4 3 47 45 284 236

New Zealand 46 57 1 1 78 57 117 106 2,531 1,922

Qatar 1 0 0 1 0 0 69 69 420 378

South Africa 375 374 20 18 318 291 506 603 5,118 5,147

Tanzania 42 16 8 1 40 31 92 43 480 477

Turkey 454 299 0 19 375 446 247 266 3,340 3,312

Total 1,439 1,276 581 575 2,091 1,994 2,237 2,666 36,114 34,710

Non-OpCo 1,466 400 2 0 38 10 11 13 600 494

Global total 4,239 3,379 3,229 1,865 6,078 5,982 6,278 6,412 86,1386 82,3556

Notes:

The table above includes all contributions from countries within the Group’s Europe and AMAP regions, as set out on page 5 of the Group’s 2012/13 Annual Report and 
Accounts. Non-controlled interests and common functions are included within the ‘Non-OpCo’ line, unless the contribution is from a country already listed in the regions 
above.

1.  Europe is now a combination of N&CE Europe and SE Europe, with the exception of Turkey which has moved to AMAP region

2.  AMAP now includes Turkey, which was originally in N&CE region, along with Australia and Fiji, which are new countries to be included in this edition

3.   The total figure for Europe includes 4,524 Cable and Wireless employees that cannot be apportioned by country

4.  Egypt – the 11/12 figure was under-reported – it is corrected here (an increase of 41 people)

5.  Greece – the 11/12 figure was over-reported – it is corrected here (a decrease of 103 people)

6.  The global total direct employment numbers do not include some roles in global functions and some joint venture/non-controlled assets

‘Non-OpCo’ includes (i) subsidiaries in countries where the Group does not have an equity interest in a company which holds a licence to provide mobile 
telecommunications services and (ii) the US group which owns the 45% shareholding in Verizon Wireless.

‘Non-OpCo’ includes a direct revenue contribution of £17 million and an indirect revenue contribution of £29 million attributable to our activities in Luxembourg in 2013.

The source data is predominantly drawn from information included within the publicly available Vodafone Group Annual Report & Accounts, the public accounts of the 
Group’s listed operating company subsidiaries and the accounts of various non-listed Group operating company subsidiaries. The Vodafone Group public accounts are 
certified by the Group’s external auditors Deloitte and the public accounts of the Group’s listed operating company subsidiaries are certified by those companies’ external 
auditors. Additional data is subject to assurance by EY, in line with the approach taken for other metrics disclosed in this Sustainability Report.
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The flow of tax

The diagram below shows how governments  
levy different taxes on the brewing of beer.

The main taxes involved are corporate income tax charged on our profits, excise duties levied on the 
production of beer, employment taxes and the VAT we collect from customers.

In addition to the taxes directly generated by our operations, they also produce a multiplier effect in the 
form of the tax contributions made by our suppliers and by the retailers, restaurants and bars that sell 
our products. These are taxes, we indirectly generate and which are not included in this diagram.

Brewing 

W
ithholding tax

Tax on profit

C
orporate and other tax

VAT collected

Community 
investments

$32m
community investments

Shareholders 
and investors

$2.9bn
in interest and dividends  

to providers of capitalCommunity

Taxes
$10.8bn

total tax contribution

Tax on production

Employees
$2.3bn

employee 
remuneration

Suppliers
$9.1bn

operating costs

Retail and 
consumers
$24.3bn
economic value

E
m

ploym
ent taxes

Value chain

Economic value

Tax flows
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Total Tax Contribution and the wider impact of tax

2. MNCs 

SABMiller uses a full‑page flowchart to illustrate the Total Tax Contribution through its 
global brewing supply chain. The economic impact of the group is quantified.

1.
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Source: 
1. SABMiller plc, Tax and Development 2014 – Page 5
2. Royal Bank of Scotland Group plc, RBS Sustainability Review 2013 – Page 28
3. Unilever plc, Our Approach to Tax – website

Royal Bank of Scotland features 
tax as part of its sustainability 
review. Simple graphs are 
used to illustrate taxes paid in 
the UK and globally, by type. 
This enhances the detailed 
country-by-country disclosures it 
makes in a separate section of its 
website, in accordance with the 
CRDIV regulations introduced for 
European financial institutions. 

Unilever includes tax principles and wider tax 
reporting on its Approach to Tax webpage. 
It uses graphs to illustrate total taxes paid 
globally, and corporate tax paid by geographic 
region, as well as by the most significant 
individual territories. 

Tax contributions Tax conduct and principles 
Responsible tax practices and fairness in the 
system continue to be debated globally. The 
Organisation for Economic Cooperation and 
Development (OECD) along with other bodies, 
is currently reviewing multinational taxation 
practices, including transfer pricing between 
countries, tax information exchange, and 
financial transaction taxes. 

RBS is committed to responsible management 
of its tax affairs, including a transparent 
and compliant approach to tax law. We do 
not see compliance with tax law as optional 
and believe taxpayers should not seek to 
exploit weaknesses in the system to gain an 
advantage. We employ tax specialists in most 
of the countries in which we operate, seeking 
specialist external advice in the rest. Our tax 
specialists ensure we comply with the law in 
an accurate and timely manner, and our risk-
based approach ensures a rigorous review and 
approval process. 

We manage tax in accordance with local laws 
and we are transparent in our interaction with 
tax authorities. In the UK, we have signed the 
Government’s Code of Practice on Taxation for 
Banks which commits us to obeying the spirit 
and letter of the law, and to maintaining an 
open dialogue with HM Revenue & Customs 
(HMRC). We also consult with HMRC on any 
transactions with tax implications to meet the 

principles of the Code and all of RBS worldwide 
is expected to follow this. 

RBS has substantial commercial operations in 
both high and low tax jurisdictions and we do 
not divert profits to low tax jurisdictions. Where 
we operate in low tax locations (such as the 
Channel Islands and the Isle of Man), we also 
have a significant number of businesses  
and employees. 

Tax payments in 2013
In 2013, we contributed £1.9 billion in tax 
globally, £1.3 billion of which went to the UK 
Government. In 2012, we paid £1.4 billion in UK 
tax, making us the largest UK taxpayer (ranked 
against companies participating in PwC’s most 
recent survey). Despite a fall in UK corporation 
tax payments since the financial crisis, overall 
taxes paid in the UK are not substantially below 
pre-crisis levels. The largest tax payment in the 
UK relates to irrecoverable VAT.

Below is an analysis of our total global tax 
payments in 2013. Taxes collected on behalf 
of Governments, such as employee taxes 
are not included. Our full country-by-country 
information in accordance with the European 
Commission’s Capital Requirement Directive IV 
is available at www.rbs.co.uk/sustainability/tax. 
Please note that because of the way tax law 
operates, there is often a substantial difference 
between taxable profits and accounting profits. 

Global tax paid (£m)
In total, RBS paid £1.9bn in tax globally in 2013

 1. Corporation tax 346

 2. Irrecoverable VAT/sales tax  714

 3. Bank levies  148

 4. Employer payroll taxes  547

 5. Other taxes  149

UK tax paid (£m)
In total, RBS paid £1.3bn in UK tax in 2013

Analysis of 2013 tax paid
by geographical region (£m)

 1. UK 1,259

 2. EMEA  212

 3. Asia-Pacific  55

 4. Americas  378

1

 1. Corporation tax 43

 2. Irrecoverable VAT/sales tax  639

 3. Bank levies  148

 4. Employer payroll taxes  314

 5. Other taxes  115
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made our profits. The difference between this figure and 26% is reconciled in
Note 6A: Income Tax (page 106 in the Accounts).

There are a number of reasons why the corporate tax cash payments in a
particular year will be different from the corporate tax charge in the Accounts:

Timing differences: Tax payments relating to a particular year’s profits will
typically be due partly in the current year and partly in the following year.
Deferred tax: The Group tax charge includes deferred tax which is an
accounting adjustment arising from timing differences. Timing differences occur
when an item has to be included in the financial statements in one year but is
required to be taxed/deducted for tax in another year.
Uncertain tax positions: Unilever is subject to taxation in the many countries in
which it operates. The tax legislation of these countries differs, is often complex
and is subject to interpretation by management and the government authorities.
These matters of judgment give rise to the need to create provisions which may
result in a tax payment in future years.

OUR GLOBAL TAX PRINCIPLES

Compliance

Transparency

Transfer pricing

Structure

Tax havens

Relationships with governments

Relationships with tax authorities

Accountability and governance
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OUR APPROACH TO
TAX

As part of our continuing progress towards sustainable growth, we recognise the
key role that tax plays in the area of advancing economic development.

GLOBAL TAX PRINCIPLES

In 2013, we published our Global Tax Principles. We believe these Principles
illustrate good corporate practice in the area of tax management and tax
transparency, balancing the interests of our various stakeholders. These include
consumers, investors, and the governments and communities in the countries in
which we operate.

OUR BUSINESS MODEL
As a consumer goods business, there is considerable value in our brands.
Managing these brands effectively requires a global strategy. Centralising parts
of our business enables us to offer consumers innovative products quickly. By
bringing together activities in one location, we create efficiencies and economies
of scale, which create value for both consumers and shareholders. As a result,
there are many transactions between Unilever Group companies, and the
transfer pricing for these transactions needs to reflect an arm’s-length price. Our
pricing is driven by the activities undertaken and the value created in each part of
our business.

EXTERNAL ENGAGEMENT

We seek active and constructive engagement with governments, tax authorities,
international organisations and NGOs.

We develop co-operative compliance relationships with tax authorities, which
result in a fair and transparent exchange of information regarding the way in
which our business operates and in our tax affairs.

We look for constructive dialogue with governments regarding all aspects of
taxation and regularly respond to government consultations on proposed
changes to legislation to help with the development of good tax policy. We also
engage through industry bodies and chambers of commerce.

In addition, we provide input to the OECD, governments and other multi-
stakeholder international bodies about our business models and the potential
impact of changes to the international tax system. We believe that this is
essential to rebuild public trust in the proper operation of the tax system for
companies.

We recognise that tax authorities and governments around the world have
different levels of expertise and experience. As business becomes more and
more international, we support working with tax authorities to build capability and
understanding of how businesses operate.

TAX IN THE ANNUAL REPORT AND ACCOUNTS
Unilever’s business generates considerable tax income for the governments in
the countries in which we operate. In addition to corporation taxes, we pay and
collect numerous other taxes. These include employee taxes, sales taxes,
customs duties and local transaction taxes.

During 2013, we made global tax payments of €7.9 billion (our Total Tax
Contribution). This comprised €3.2 billion of taxes paid by Unilever, and €4.7
billion of taxes collected from employees and customers on behalf of
governments. The chart below shows a breakdown of the taxes paid.

TOTAL TAXES PAID BY TYPE 2013

Our Effective Tax Rate (ETR) in 2013 was 26%. This is our worldwide corporate
tax charge in the Unilever Annual Report and Accounts of €1,851 million, shown
as a percentage of the worldwide Group profit before tax. The chart below shows
the corporate tax paid (€1,805 million) by Unilever by region and by the top three
largest countries within these regions.

CORPORATE TAX PAID BY REGION 2013

In 2013 an aggregate standard rate of 28% applied in the countries where we
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made our profits. The difference between this figure and 26% is reconciled in
Note 6A: Income Tax (page 106 in the Accounts).

There are a number of reasons why the corporate tax cash payments in a
particular year will be different from the corporate tax charge in the Accounts:

Timing differences: Tax payments relating to a particular year’s profits will
typically be due partly in the current year and partly in the following year.
Deferred tax: The Group tax charge includes deferred tax which is an
accounting adjustment arising from timing differences. Timing differences occur
when an item has to be included in the financial statements in one year but is
required to be taxed/deducted for tax in another year.
Uncertain tax positions: Unilever is subject to taxation in the many countries in
which it operates. The tax legislation of these countries differs, is often complex
and is subject to interpretation by management and the government authorities.
These matters of judgment give rise to the need to create provisions which may
result in a tax payment in future years.
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As part of our continuing progress towards sustainable growth, we recognise the
key role that tax plays in the area of advancing economic development.

GLOBAL TAX PRINCIPLES

In 2013, we published our Global Tax Principles. We believe these Principles
illustrate good corporate practice in the area of tax management and tax
transparency, balancing the interests of our various stakeholders. These include
consumers, investors, and the governments and communities in the countries in
which we operate.

OUR BUSINESS MODEL
As a consumer goods business, there is considerable value in our brands.
Managing these brands effectively requires a global strategy. Centralising parts
of our business enables us to offer consumers innovative products quickly. By
bringing together activities in one location, we create efficiencies and economies
of scale, which create value for both consumers and shareholders. As a result,
there are many transactions between Unilever Group companies, and the
transfer pricing for these transactions needs to reflect an arm’s-length price. Our
pricing is driven by the activities undertaken and the value created in each part of
our business.

EXTERNAL ENGAGEMENT

We seek active and constructive engagement with governments, tax authorities,
international organisations and NGOs.

We develop co-operative compliance relationships with tax authorities, which
result in a fair and transparent exchange of information regarding the way in
which our business operates and in our tax affairs.

We look for constructive dialogue with governments regarding all aspects of
taxation and regularly respond to government consultations on proposed
changes to legislation to help with the development of good tax policy. We also
engage through industry bodies and chambers of commerce.

In addition, we provide input to the OECD, governments and other multi-
stakeholder international bodies about our business models and the potential
impact of changes to the international tax system. We believe that this is
essential to rebuild public trust in the proper operation of the tax system for
companies.

We recognise that tax authorities and governments around the world have
different levels of expertise and experience. As business becomes more and
more international, we support working with tax authorities to build capability and
understanding of how businesses operate.

TAX IN THE ANNUAL REPORT AND ACCOUNTS
Unilever’s business generates considerable tax income for the governments in
the countries in which we operate. In addition to corporation taxes, we pay and
collect numerous other taxes. These include employee taxes, sales taxes,
customs duties and local transaction taxes.

During 2013, we made global tax payments of €7.9 billion (our Total Tax
Contribution). This comprised €3.2 billion of taxes paid by Unilever, and €4.7
billion of taxes collected from employees and customers on behalf of
governments. The chart below shows a breakdown of the taxes paid.

TOTAL TAXES PAID BY TYPE 2013

Our Effective Tax Rate (ETR) in 2013 was 26%. This is our worldwide corporate
tax charge in the Unilever Annual Report and Accounts of €1,851 million, shown
as a percentage of the worldwide Group profit before tax. The chart below shows
the corporate tax paid (€1,805 million) by Unilever by region and by the top three
largest countries within these regions.

CORPORATE TAX PAID BY REGION 2013

In 2013 an aggregate standard rate of 28% applied in the countries where we
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3.  Extractives
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Many of the London-listed extractive companies (notably the 
mining companies) manage their central functions in the UK 
with substantial operations overseas, in the territories where 
the natural resources are located.

 Extractive companies have been central to the advances made 
in tax transparency over recent years through exposure to the 
EITI, EU and US country-by-country reporting initiatives. 

Mining companies, in particular, have become increasingly 
open about their tax strategy and governance procedures 
and how they manage the risk of operating in territories with 
developing tax regimes. 

Some explain the impact of sector specific taxes on the effective 
tax rate by providing additional information or calculations 
showing necessary adjustments. 

Even before disclosure becomes mandatory, companies in this 
sector have opted to report taxes paid by country, region and, 
for the first time, by project. 
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Tax strategy and risk management
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Risks and risk management
continued

Risk category Risk description and potential effect Risk response

2.4
Production risks –  
reliance on 
contractors

Risk of underperformance against production 
plan, of exceeding available resources: budget 
overspending, delayed results.

A contractors’ performance control system is designed, implemented 
and applied.

3
Tax risk

Due to frequent changes in tax legislation in 
Russia and Kazakhstan, a lack of established 
practices in tax law means that additional costs 
such as taxes or penalties may arise.

The most recent Russian government initiatives 
include significant amendments to tax law 
governing operations with entities from  
off-shore jurisdictions.

The taxation risk level correlates with legal and 
political risks levels.

The Company’s policy is to comply fully with the requirements  
of applicable tax laws, providing adequate controls over tax accounting 
and tax reporting.

Given the prevailing practice accepted by arbitration courts when 
deciding on certain cases in tax disputes in 2012-13, as well as 
particular outcomes of tax disputes involving Kazakh and Russian 
subsidiaries of the Group, the tax risk is assessed as ‘High’.

The consolidated financial statements reflect provisions booked  
in connection with the Company’s evaluation of tax risks.

To date the Company is not aware of any significant outstanding tax 
claims which could lead to additional taxes accruing in the future 
(except for amounts already booked or disclosed in the Group’s 
financial statements).

4
Exploration risks

Exploration and development are time- and 
capital-intensive activities and may involve a high 
degree of risk, but are necessary for future 
growth. Failure to discover new reserves of 
sufficient magnitude could adversely affect the 
Company’s results.

Exploration risks include exploration site 
selection, defining the optimal method of 
exploration, licensing and permits, exploration 
process supply (staff, equipment etc.), exploration 
contractors’ performance control and reporting.

Potential effects include financial losses due to 
poor exploration results on selected properties, 
financial losses or unreliable exploration results 
due to use of incorrect exploration methods, 
inefficient use of the resources available or/and 
not achieving the reserve/resource targets set.

Risk and uncertainty are inherent in exploration and  
development activities.

The Group invests considerable amounts in focused exploration 
projects to obtain sufficient information about the quantity and  
quality of expected reserves and to estimate expected cash flows. 
The Group’s team of geologists and engineering specialists has  
a track record of successful greenfield and brownfield exploration 
leading to subsequent development of exploration fields for  
commercial production.

5
Construction and 
development risk

Failure to achieve the return required from major 
capital expenditure projects, such as building  
new mines and processing facilities or production 
capacity increase/renovation at existing mines,  
as a result of failure to meet project delivery 
timeline and budgets, could adversely affect the 
Group’s financial results, cash flow position and 
increase capital costs.

The Company implements global best practice in project management. 
The Group’s engineering team is responsible for the oversight of capital 
expenditure projects, including project support, co-ordination of service 
organisations, contractors, constructors and co-operation with 
regulatory bodies.

Significant elements of our exploration and development projects  
are performed by the Group in-house by Polymetal Engineering,  
a subsidiary company with significant expertise and a strong track 
record of designing and commissioning mines and processing plants.

Our techniques for construction risk management are constantly 
improved including the employment of world-class consultants with 
recognised international experience.

6
Logistics and  
supply chain risk

The Company operates in remote locations that 
require complex and significant transportation of 
ore and gold/silver concentrates, most of which is 
conducted by third-party contractors. Production 
targets may not be reached if any element of the 
logistics chain is disrupted.

To improve procurement management, in 2013 the Group restructured 
the procurement function by creating regional branches.

To mitigate the logistics risk the Group invests considerable resources 
in the construction and maintenance of permanent and temporary 
winter roads at exploration and production sites. The Group exercises 
effective control over the whole logistics chain, including selection and 
operation of contractors.

7
Health and  
safety risk

Health, safety and environment risk includes 
regulatory compliance, environmental pollution 
and damage, and personal safety.

There is labour and industrial safety control system in place that 
includes risk assessment of individual workplaces/functions, protection 
of personnel with safety equipment etc.

The Company has tightened responsibility for implementation of safety 
procedures by raising employees awareness of risk, and has developed 
additional safety measures in relation to any identified weaknesses.

Risk category Risk description and potential effect Risk response

8
Environmental risk

Major pollution arising from operations could 
include deforestation, air and water pollution  
and land contamination. Potential impacts  
include fines and penalties, statutory liability for 
environmental redemption and other financial 
consequences, which may be significant.

The Company has implemented an eco-management system  
with meets international standards, and compliance certificates  
have been received.

The Company implements a number of initiatives to monitor and limit 
the impact of its operations on the environment, including external 
expert assessment of pollution generated and adopting best practice  
in the industry for its corporate policies and procedures.

9
Mergers and 
acquisitions risks

The Group invests considerable resources in gold 
mining assets and operations in the Russian 
Federation and Kazakhstan. There is a risk  
of failure to achieve the expected benefits from 
any acquisition in the case of adverse changes  
in assumptions or any inaccuracy of estimates 
made, or where the information used for  
decision-making was incomplete or inaccurate.

Failure to deliver expected benefits from an 
acquisition can results in adverse financial 
performance, lower planned production  
volumes or problems with product quality.

Rigorous due diligence procedures are applied to the evaluation  
and execution of all acquisitions to assess the consequences of the 
acquisition, based on economic, ecological, political and social factors.

Board and/or shareholder approval is required for any acquisition.

10
Legal risk

Operating in developing countries such as Russia 
and Kazakhstan involves the risk that changes  
in tax and other legislation may occur from time  
to time. The most sensitive areas are regulation  
of foreign investments, private property, 
environmental protection and taxation. 

In recent years, however, the governments  
of both Russia and Kazakhstan have become 
more consistent regarding the introduction  
of new regulations and taxes, demonstrating  
an awareness of investment climate issues. 
However, in the application of existing legislation 
requiring interpretation, courts often uphold the 
more assertive position of the tax authorities,  
which does not always coincide with the 
Company’s position.

Polymetal has a successful track record of operating in both the 
Russian and Kazakh jurisdictions, having developed its own expertise 
in corporate, tax, licensing and other legal areas. 

The Group’s financial and legal teams monitor current legislation  
and proposed changes and incorporate these into their practice.

Corporate and operational management teams are responsible for 
meeting legal requirements in their operating activities. Head office  
and on-site legal teams ensure appropriate controls over  
compliance issues.

The Group takes into account the results of tax audits and court rulings 
when interpreting taxation rules and determining future tax positions.

11
Political risk

Operating in Russia and Kazakhstan involves 
some risk of political instability, which may include 
changes in government, negative policy shifts, 
international sanctions and civil unrest. These may 
have an adverse effect on the Group’s market 
value and operating environment.

The Group actively monitors political developments on an ongoing basis.

We aim to maintain open working relationships with local authorities  
in the countries where we operate.

12.1
Financial risks –  
cash and  
liquidity risk

The inability to raise sufficient funds to meet 
current operating or ongoing financial needs,  
to develop new projects and fund growth.

Inadequate cash management in terms of cash 
flow forecast, available resources and future 
requirements.

The Group’s treasury function is responsible for ensuring that there  
are sufficient funds in place, including loan facilities, cash flow from 
operating activities and cash on hand, to meet short-term business 
requirements. Long-term credit lines are used to finance new projects 
and organic growth.

12.2
Financial risks –  
currency risk

Currency risk arises from the Company’s  
receipts from metal sales and foreign  
currency-denominated debt, as well as the  
foreign currency-denominated cost of imported 
capital goods and consumables.

Natural hedging is used to reduce the risk exposure: revenue  
is matched with US Dollar-denominated debt.

Flexible budgeting is used to monitor the effect of exchange rate 
fluctuations on the Group’s financial results.

12.3
Financial risks –  
interest rate risk

The Group is exposed to interest rate risk,  
as a significant part of the Group’s debt portfolio  
is US Dollar and Euro-denominated floating  
rate borrowings.

Based on analysis of the current economic situation, the Group has 
decided to accept the risk of floating interest rates rather than hedge  
it or borrow at fixed rates.

However the Group does not rule out the possibility of fixing the  
interest rate on its borrowings in the future, should assessment  
of the ongoing economic situation suggest this may be profitable.

12.4
Financial risks –  
inflation rate risk

A higher rate of inflation may increase future 
operational costs and have a negative impact on 
the Company’s financial results if there is no 
related depreciation of the local currency against 
the US Dollar, or an increase in LBMA gold and 
silver fixings.

As part of the budgeting process, the Group estimates possible 
inflation levels and incorporates them into its cost planning.

Residual risk level

High  Medium  Low 

Residual risk level

High  Medium  Low 
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Risks and risk management
continued

Risk category Risk description and potential effect Risk response

2.4
Production risks –  
reliance on 
contractors

Risk of underperformance against production 
plan, of exceeding available resources: budget 
overspending, delayed results.

A contractors’ performance control system is designed, implemented 
and applied.

3
Tax risk

Due to frequent changes in tax legislation in 
Russia and Kazakhstan, a lack of established 
practices in tax law means that additional costs 
such as taxes or penalties may arise.

The most recent Russian government initiatives 
include significant amendments to tax law 
governing operations with entities from  
off-shore jurisdictions.

The taxation risk level correlates with legal and 
political risks levels.

The Company’s policy is to comply fully with the requirements  
of applicable tax laws, providing adequate controls over tax accounting 
and tax reporting.

Given the prevailing practice accepted by arbitration courts when 
deciding on certain cases in tax disputes in 2012-13, as well as 
particular outcomes of tax disputes involving Kazakh and Russian 
subsidiaries of the Group, the tax risk is assessed as ‘High’.

The consolidated financial statements reflect provisions booked  
in connection with the Company’s evaluation of tax risks.

To date the Company is not aware of any significant outstanding tax 
claims which could lead to additional taxes accruing in the future 
(except for amounts already booked or disclosed in the Group’s 
financial statements).

4
Exploration risks

Exploration and development are time- and 
capital-intensive activities and may involve a high 
degree of risk, but are necessary for future 
growth. Failure to discover new reserves of 
sufficient magnitude could adversely affect the 
Company’s results.

Exploration risks include exploration site 
selection, defining the optimal method of 
exploration, licensing and permits, exploration 
process supply (staff, equipment etc.), exploration 
contractors’ performance control and reporting.

Potential effects include financial losses due to 
poor exploration results on selected properties, 
financial losses or unreliable exploration results 
due to use of incorrect exploration methods, 
inefficient use of the resources available or/and 
not achieving the reserve/resource targets set.

Risk and uncertainty are inherent in exploration and  
development activities.

The Group invests considerable amounts in focused exploration 
projects to obtain sufficient information about the quantity and  
quality of expected reserves and to estimate expected cash flows. 
The Group’s team of geologists and engineering specialists has  
a track record of successful greenfield and brownfield exploration 
leading to subsequent development of exploration fields for  
commercial production.

5
Construction and 
development risk

Failure to achieve the return required from major 
capital expenditure projects, such as building  
new mines and processing facilities or production 
capacity increase/renovation at existing mines,  
as a result of failure to meet project delivery 
timeline and budgets, could adversely affect the 
Group’s financial results, cash flow position and 
increase capital costs.

The Company implements global best practice in project management. 
The Group’s engineering team is responsible for the oversight of capital 
expenditure projects, including project support, co-ordination of service 
organisations, contractors, constructors and co-operation with 
regulatory bodies.

Significant elements of our exploration and development projects  
are performed by the Group in-house by Polymetal Engineering,  
a subsidiary company with significant expertise and a strong track 
record of designing and commissioning mines and processing plants.

Our techniques for construction risk management are constantly 
improved including the employment of world-class consultants with 
recognised international experience.

6
Logistics and  
supply chain risk

The Company operates in remote locations that 
require complex and significant transportation of 
ore and gold/silver concentrates, most of which is 
conducted by third-party contractors. Production 
targets may not be reached if any element of the 
logistics chain is disrupted.

To improve procurement management, in 2013 the Group restructured 
the procurement function by creating regional branches.

To mitigate the logistics risk the Group invests considerable resources 
in the construction and maintenance of permanent and temporary 
winter roads at exploration and production sites. The Group exercises 
effective control over the whole logistics chain, including selection and 
operation of contractors.

7
Health and  
safety risk

Health, safety and environment risk includes 
regulatory compliance, environmental pollution 
and damage, and personal safety.

There is labour and industrial safety control system in place that 
includes risk assessment of individual workplaces/functions, protection 
of personnel with safety equipment etc.

The Company has tightened responsibility for implementation of safety 
procedures by raising employees awareness of risk, and has developed 
additional safety measures in relation to any identified weaknesses.

Risk category Risk description and potential effect Risk response

8
Environmental risk

Major pollution arising from operations could 
include deforestation, air and water pollution  
and land contamination. Potential impacts  
include fines and penalties, statutory liability for 
environmental redemption and other financial 
consequences, which may be significant.

The Company has implemented an eco-management system  
with meets international standards, and compliance certificates  
have been received.

The Company implements a number of initiatives to monitor and limit 
the impact of its operations on the environment, including external 
expert assessment of pollution generated and adopting best practice  
in the industry for its corporate policies and procedures.

9
Mergers and 
acquisitions risks

The Group invests considerable resources in gold 
mining assets and operations in the Russian 
Federation and Kazakhstan. There is a risk  
of failure to achieve the expected benefits from 
any acquisition in the case of adverse changes  
in assumptions or any inaccuracy of estimates 
made, or where the information used for  
decision-making was incomplete or inaccurate.

Failure to deliver expected benefits from an 
acquisition can results in adverse financial 
performance, lower planned production  
volumes or problems with product quality.

Rigorous due diligence procedures are applied to the evaluation  
and execution of all acquisitions to assess the consequences of the 
acquisition, based on economic, ecological, political and social factors.

Board and/or shareholder approval is required for any acquisition.

10
Legal risk

Operating in developing countries such as Russia 
and Kazakhstan involves the risk that changes  
in tax and other legislation may occur from time  
to time. The most sensitive areas are regulation  
of foreign investments, private property, 
environmental protection and taxation. 

In recent years, however, the governments  
of both Russia and Kazakhstan have become 
more consistent regarding the introduction  
of new regulations and taxes, demonstrating  
an awareness of investment climate issues. 
However, in the application of existing legislation 
requiring interpretation, courts often uphold the 
more assertive position of the tax authorities,  
which does not always coincide with the 
Company’s position.

Polymetal has a successful track record of operating in both the 
Russian and Kazakh jurisdictions, having developed its own expertise 
in corporate, tax, licensing and other legal areas. 

The Group’s financial and legal teams monitor current legislation  
and proposed changes and incorporate these into their practice.

Corporate and operational management teams are responsible for 
meeting legal requirements in their operating activities. Head office  
and on-site legal teams ensure appropriate controls over  
compliance issues.

The Group takes into account the results of tax audits and court rulings 
when interpreting taxation rules and determining future tax positions.

11
Political risk

Operating in Russia and Kazakhstan involves 
some risk of political instability, which may include 
changes in government, negative policy shifts, 
international sanctions and civil unrest. These may 
have an adverse effect on the Group’s market 
value and operating environment.

The Group actively monitors political developments on an ongoing basis.

We aim to maintain open working relationships with local authorities  
in the countries where we operate.

12.1
Financial risks –  
cash and  
liquidity risk

The inability to raise sufficient funds to meet 
current operating or ongoing financial needs,  
to develop new projects and fund growth.

Inadequate cash management in terms of cash 
flow forecast, available resources and future 
requirements.

The Group’s treasury function is responsible for ensuring that there  
are sufficient funds in place, including loan facilities, cash flow from 
operating activities and cash on hand, to meet short-term business 
requirements. Long-term credit lines are used to finance new projects 
and organic growth.

12.2
Financial risks –  
currency risk

Currency risk arises from the Company’s  
receipts from metal sales and foreign  
currency-denominated debt, as well as the  
foreign currency-denominated cost of imported 
capital goods and consumables.

Natural hedging is used to reduce the risk exposure: revenue  
is matched with US Dollar-denominated debt.

Flexible budgeting is used to monitor the effect of exchange rate 
fluctuations on the Group’s financial results.

12.3
Financial risks –  
interest rate risk

The Group is exposed to interest rate risk,  
as a significant part of the Group’s debt portfolio  
is US Dollar and Euro-denominated floating  
rate borrowings.

Based on analysis of the current economic situation, the Group has 
decided to accept the risk of floating interest rates rather than hedge  
it or borrow at fixed rates.

However the Group does not rule out the possibility of fixing the  
interest rate on its borrowings in the future, should assessment  
of the ongoing economic situation suggest this may be profitable.

12.4
Financial risks –  
inflation rate risk

A higher rate of inflation may increase future 
operational costs and have a negative impact on 
the Company’s financial results if there is no 
related depreciation of the local currency against 
the US Dollar, or an increase in LBMA gold and 
silver fixings.

As part of the budgeting process, the Group estimates possible 
inflation levels and incorporates them into its cost planning.

Residual risk level

High  Medium  Low 

Residual risk level

High  Medium  Low 

Polymetal International describes the specific risks 
regarding tax stability in the territories in which it 
operates. The risk responses refer to the tax provisioning 
and internal monitoring of the regimes. 

3. Extractives 
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Source: 
1. Polymetal international plc, Annual Report 2013 – Pages 72 & 73
2. Rio Tinto plc, Taxes paid in 2013 – Page 5
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Taxes paid in 2013

3 Our tax strategy and governance
In support of our overall business strategy and objectives, Rio Tinto pursues a tax strategy 
that is principled, transparent and sustainable in the long term. The Group has established 
principles governing its tax strategy which have been reviewed and approved by the board of 
directors. These remain unchanged from previous years and include the following key points:

•  A tax strategy that is aligned with our 
business strategy and conforms with 
our global code of business conduct, 
“The Way We Work”.

•  Commitment to ensure full compliance 
with all statutory obligations, and full 
disclosure to tax authorities.

•  Maintenance of documented policies 
and procedures in relation to tax 
risk management and completion 
of thorough risk assessments before 
entering into any tax planning strategy.

•  Sustaining good relations with tax 
authorities, and actively considering 
the implications of tax planning for the 
Group’s wider corporate reputation.

•  Management of tax affairs in a pro-
active manner that seeks to maximise 
shareholder value, while operating in 
accordance with the law.

Within this governance framework, the 
conduct of the Group’s tax affairs and 
the management of tax risk are delegated 
to a global team of tax professionals. 
Management certifies our adherence 
to these principles to the Rio Tinto 
board of directors on an annual basis. 
The suitability of the tax strategy and 
principles is kept under regular review.

There has been increased public and 
press interest in the use of “tax havens” 
by multinational companies in recent 
years. There are sound commercial 
reasons for a multinational group to use 
companies located in territories that offer 
a stable government and a clear legal and 
regulatory framework. Such territories 
may also offer low tax rates. A neutral 
tax territory is often required for joint 
ventures between companies that are 
headquartered in different countries.

Rio Tinto has over 550 subsidiaries of 
which about 30 are located in countries 
which might be considered to be “tax 
havens”. Of these, several are inactive. 
The remainder are subject to the UK or 
Australia’s international tax rules 
or other similar international tax rules. 
The activities of these entities are fully 
disclosed to all relevant tax authorities. 
The Group regularly reviews the activities 
of all entities to ensure compliance with all 
tax requirements and other regulations.

In accordance with our tax strategy, 
all transfers of goods and services 
between companies within the Group 
are conducted on an arm’s length basis. 
The pricing of such transactions between 
Group companies is based on fair market 
terms and reflects the commercial nature 
of the transactions.

Rio Tinto locates certain of its activities 
in the areas of marketing, procurement 
and freight close to external customers, 
suppliers and a relevant skills base, rather 
than at the site of the mine or operating 
site. Centralising activities also delivers 
benefits in the form of economies of scale 
and skill.

Marketing, procurement, freight, debt 
finance, management services and other 
similar services provided to other Group 
companies (related party transactions) 
are charged at an arm’s length price in 
accordance with relevant international 
tax principles and are subject to review 
and audit by the relevant tax authorities.

Where required the tax returns contain 
schedules that provide details of related 
party transactions, and we provide the 
tax authorities all necessary information 
to determine whether to make further 
enquiries on audit.

Pilbara – locomotives and rail cars
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terms and reflects the commercial nature 
of the transactions.

Rio Tinto locates certain of its activities 
in the areas of marketing, procurement 
and freight close to external customers, 
suppliers and a relevant skills base, rather 
than at the site of the mine or operating 
site. Centralising activities also delivers 
benefits in the form of economies of scale 
and skill.

Marketing, procurement, freight, debt 
finance, management services and other 
similar services provided to other Group 
companies (related party transactions) 
are charged at an arm’s length price in 
accordance with relevant international 
tax principles and are subject to review 
and audit by the relevant tax authorities.

Where required the tax returns contain 
schedules that provide details of related 
party transactions, and we provide the 
tax authorities all necessary information 
to determine whether to make further 
enquiries on audit.

Pilbara – locomotives and rail cars

Rio Tinto has been a forerunner 
for tax transparency through 
the publication of its Taxes Paid 
Report, now in its third year. It sets 
out the tax principles which have 
been approved by its board and 
then adds more details to explain 
the practicalities of managing 
specific issues such as group 
structure and transfer pricing.

2.
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3.6.2 Consolidated results – Underlying EBIT continued
New and acquired operations
We classify assets as new and acquired operations until there is  
a full-year period for comparison. New and acquired operations 
reduced Underlying EBIT by US$86 million in FY2012. Iron Ore’s 
acquisition of the HWE Mining business in Western Australia 
increased Underlying EBIT by US$97 million, which was more than 
offset by a decrease in Underlying EBIT for the Onshore US Asset  
of US$183 million – being a loss of US$140 million in FY2012 compared 
with a profit of US$43 million in FY2011. 

The additional revenue of US$2.1 billion for Onshore US in FY2012 
did not result in additional EBIT due to the impact of lower realised 
gas prices in the United States. 

Exploration and business development
Exploration expense increased by US$662 million to US$1.7 billion  
in FY2012. Within Minerals (US$928 million expense), greenfield 
exploration was focused on copper targets in South America,  
nickel and copper targets in Australia, and iron ore and potash 
targets globally.

Petroleum exploration expense was US$818 million and included  
a US$144 million impairment of exploration previously capitalised. 
Our activities focused on offshore Western Australia, the Gulf of 
Mexico, South East Asia and our recently acquired Onshore US Asset.

A general increase in the level of business development expenditure 
reduced Underlying EBIT by a further US$157 million in FY2012.

Other
The absence of specific provisions and non-cash charges that  
were reported in the Aluminium, Manganese and Nickel and  
Copper Businesses in FY2011, largely accounted for a  
US$472 million increase in Underlying EBIT in the period.

3.6.3 Net finance costs
Year ended 30 June 2013 compared with year ended 30 June 2012
Net finance costs increased to US$1.4 billion from US$730 million  
in the corresponding period. This was primarily attributable to an 
increase in net interest expense on higher net debt and financing 
charges of US$280 million incurred managing interest rate exposure 
on recently issued debt securities. The US$280 million was composed 
of realised fair value losses of US$97 million on non-hedging 
derivatives recognised in interest on borrowings and unrealised  
fair value losses of US$183 million on similar instruments.  
At 30 June 2013, net debt, comprising interest bearing liabilities  
less cash and cash equivalents, was US$29.1 billion, which 
represented an increase of US$5.5 billion compared with the  
net debt position at 30 June 2012.

Year ended 30 June 2012 compared with year ended 30 June 2011
Net finance costs increased to US$730 million from US$561 million 
in the corresponding period. This was primarily driven by increased 
net interest expense on higher net debt, partially offset by exchange 
rate variations on net debt. 

At 30 June 2012, net debt, comprising interest bearing liabilities less 
cash and cash equivalents, was US$23.6 billion, which represented 
an increase of US$17.8 billion compared with the net debt position 
at 30 June 2011.

3.6.4 Taxation expense
Year ended 30 June 2013 compared with year ended 30 June 2012
Total taxation expense, including royalty-related taxation, 
exceptional items and exchange rate movements, was US$6.8 billion, 
representing an effective tax rate of 38.0 per cent (2012: 
32.5 per cent). 

Exceptional items decreased taxation expense by US$980 million 
(2012: decrease of US$1.7 billion), predominately due to the  
income tax benefit on impairments of US$1.4 billion, which  
more than offset the income tax expense associated with 
divestments of US$376 million, as detailed in section 3.6.5. 
Excluding exceptional items, the Group’s effective tax rate  
was 39.3 per cent (2012: 34.8 per cent).

Government imposed royalty arrangements calculated by reference 
to profits are reported as royalty-related taxation. Royalty-related 
taxation, excluding exceptional items, contributed US$1.2 billion  
to taxation expense representing an effective tax rate of 6.0 per cent 
(2012: US$889 million and 3.4 per cent). The Minerals Resource  
Rent Tax (MRRT) came into effect in Australia on 1 July 2012 and  
the Group expensed US$454 million of MRRT in FY2013. This was 
partially offset by the recognition of deferred tax assets associated 
with the MRRT, which reduced taxation expense by US$133 million. 

Exchange rate movements increased taxation expense by 
US$315 million, representing an effective tax rate of 1.6 per cent 
(2012: increase of US$250 million and 0.9 per cent). 

Excluding the impacts of royalty-related taxation, exceptional  
items and exchange rate movements, taxation expense was 
US$6.3 billion, representing an Underlying effective tax rate  
of 31.7 per cent (2012: 30.5 per cent). Underlying effective tax  
rate is not an IFRS measure and comprises total taxation expense 
excluding royalty-related taxation, exceptional items and exchange 
rate movements included in taxation expense divided by Profit 
before taxation and exceptional items.

Other royalty and excise arrangements, which are not profit  
based, are recognised as operating costs within Profit before 
taxation. These amounted to US$2.7 billion during the period 
(2012: US$3.1 billion).

Year ended 30 June 2012 compared with year ended 30 June 2011
Total taxation expense, including royalty-related taxation, exceptional 
items and exchange rate movements, was US$7.5 billion, representing 
an effective rate of 32.5 per cent (2011: 23.4 per cent).

Exchange rate movements increased taxation expense by 
US$250 million (2011: decrease of US$1.5 billion). The reduced 
impact compared with FY2011 was predominantly due to eligible 
Australian entities electing to adopt a US dollar tax functional 
currency from 1 July 2011.

Exceptional items decreased taxation expense by US$1.7 billion 
(2011: decrease of US$2.1 billion), predominantly due to the 
recognition of tax benefits of US$1.2 billion arising from the 
impairments of goodwill and other assets in relation to the 
Fayetteville shale gas assets, Nickel West and the Olympic Dam 
expansion project, and the recognition of a net income tax benefit  
of US$637 million on enactment of the MRRT and PRRT extension 
legislation in Australia. 

Government imposed royalty arrangements calculated by reference 
to profits after adjustment for temporary differences are reported  
as royalty-related taxation. Royalty-related taxation (excluding 
exceptional items) contributed US$889 million to taxation expense, 
representing an effective tax rate of 3.9 per cent (2011: US$828 million 
and 2.6 per cent). 

Other royalty and excise arrangements that did not have these 
characteristics are recognised as operating costs within Profit  
before taxation. These amounted to US$3.1 billion during the  
period (2011: US$2.9 billion). 
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3.6.2 Consolidated results – Underlying EBIT continued
New and acquired operations
We classify assets as new and acquired operations until there is  
a full-year period for comparison. New and acquired operations 
reduced Underlying EBIT by US$86 million in FY2012. Iron Ore’s 
acquisition of the HWE Mining business in Western Australia 
increased Underlying EBIT by US$97 million, which was more than 
offset by a decrease in Underlying EBIT for the Onshore US Asset  
of US$183 million – being a loss of US$140 million in FY2012 compared 
with a profit of US$43 million in FY2011. 

The additional revenue of US$2.1 billion for Onshore US in FY2012 
did not result in additional EBIT due to the impact of lower realised 
gas prices in the United States. 

Exploration and business development
Exploration expense increased by US$662 million to US$1.7 billion  
in FY2012. Within Minerals (US$928 million expense), greenfield 
exploration was focused on copper targets in South America,  
nickel and copper targets in Australia, and iron ore and potash 
targets globally.

Petroleum exploration expense was US$818 million and included  
a US$144 million impairment of exploration previously capitalised. 
Our activities focused on offshore Western Australia, the Gulf of 
Mexico, South East Asia and our recently acquired Onshore US Asset.

A general increase in the level of business development expenditure 
reduced Underlying EBIT by a further US$157 million in FY2012.

Other
The absence of specific provisions and non-cash charges that  
were reported in the Aluminium, Manganese and Nickel and  
Copper Businesses in FY2011, largely accounted for a  
US$472 million increase in Underlying EBIT in the period.

3.6.3 Net finance costs
Year ended 30 June 2013 compared with year ended 30 June 2012
Net finance costs increased to US$1.4 billion from US$730 million  
in the corresponding period. This was primarily attributable to an 
increase in net interest expense on higher net debt and financing 
charges of US$280 million incurred managing interest rate exposure 
on recently issued debt securities. The US$280 million was composed 
of realised fair value losses of US$97 million on non-hedging 
derivatives recognised in interest on borrowings and unrealised  
fair value losses of US$183 million on similar instruments.  
At 30 June 2013, net debt, comprising interest bearing liabilities  
less cash and cash equivalents, was US$29.1 billion, which 
represented an increase of US$5.5 billion compared with the  
net debt position at 30 June 2012.

Year ended 30 June 2012 compared with year ended 30 June 2011
Net finance costs increased to US$730 million from US$561 million 
in the corresponding period. This was primarily driven by increased 
net interest expense on higher net debt, partially offset by exchange 
rate variations on net debt. 

At 30 June 2012, net debt, comprising interest bearing liabilities less 
cash and cash equivalents, was US$23.6 billion, which represented 
an increase of US$17.8 billion compared with the net debt position 
at 30 June 2011.

3.6.4 Taxation expense
Year ended 30 June 2013 compared with year ended 30 June 2012
Total taxation expense, including royalty-related taxation, 
exceptional items and exchange rate movements, was US$6.8 billion, 
representing an effective tax rate of 38.0 per cent (2012: 
32.5 per cent). 

Exceptional items decreased taxation expense by US$980 million 
(2012: decrease of US$1.7 billion), predominately due to the  
income tax benefit on impairments of US$1.4 billion, which  
more than offset the income tax expense associated with 
divestments of US$376 million, as detailed in section 3.6.5. 
Excluding exceptional items, the Group’s effective tax rate  
was 39.3 per cent (2012: 34.8 per cent).

Government imposed royalty arrangements calculated by reference 
to profits are reported as royalty-related taxation. Royalty-related 
taxation, excluding exceptional items, contributed US$1.2 billion  
to taxation expense representing an effective tax rate of 6.0 per cent 
(2012: US$889 million and 3.4 per cent). The Minerals Resource  
Rent Tax (MRRT) came into effect in Australia on 1 July 2012 and  
the Group expensed US$454 million of MRRT in FY2013. This was 
partially offset by the recognition of deferred tax assets associated 
with the MRRT, which reduced taxation expense by US$133 million. 

Exchange rate movements increased taxation expense by 
US$315 million, representing an effective tax rate of 1.6 per cent 
(2012: increase of US$250 million and 0.9 per cent). 

Excluding the impacts of royalty-related taxation, exceptional  
items and exchange rate movements, taxation expense was 
US$6.3 billion, representing an Underlying effective tax rate  
of 31.7 per cent (2012: 30.5 per cent). Underlying effective tax  
rate is not an IFRS measure and comprises total taxation expense 
excluding royalty-related taxation, exceptional items and exchange 
rate movements included in taxation expense divided by Profit 
before taxation and exceptional items.

Other royalty and excise arrangements, which are not profit  
based, are recognised as operating costs within Profit before 
taxation. These amounted to US$2.7 billion during the period 
(2012: US$3.1 billion).

Year ended 30 June 2012 compared with year ended 30 June 2011
Total taxation expense, including royalty-related taxation, exceptional 
items and exchange rate movements, was US$7.5 billion, representing 
an effective rate of 32.5 per cent (2011: 23.4 per cent).

Exchange rate movements increased taxation expense by 
US$250 million (2011: decrease of US$1.5 billion). The reduced 
impact compared with FY2011 was predominantly due to eligible 
Australian entities electing to adopt a US dollar tax functional 
currency from 1 July 2011.

Exceptional items decreased taxation expense by US$1.7 billion 
(2011: decrease of US$2.1 billion), predominantly due to the 
recognition of tax benefits of US$1.2 billion arising from the 
impairments of goodwill and other assets in relation to the 
Fayetteville shale gas assets, Nickel West and the Olympic Dam 
expansion project, and the recognition of a net income tax benefit  
of US$637 million on enactment of the MRRT and PRRT extension 
legislation in Australia. 

Government imposed royalty arrangements calculated by reference 
to profits after adjustment for temporary differences are reported  
as royalty-related taxation. Royalty-related taxation (excluding 
exceptional items) contributed US$889 million to taxation expense, 
representing an effective tax rate of 3.9 per cent (2011: US$828 million 
and 2.6 per cent). 

Other royalty and excise arrangements that did not have these 
characteristics are recognised as operating costs within Profit  
before taxation. These amounted to US$3.1 billion during the  
period (2011: US$2.9 billion). 
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7 Income tax and deferred tax continued

  2013 2012 2011 

 % US$M % US$M % US$M

Factors affecting income tax expense for the period      
Income tax expense differs to the standard rate of corporation tax as follows:      
Profit before taxation  17,872  23,022  31,255

Tax on profit at standard rate of 30 per cent 30.0 5,362 30.0 6,907 30.0 9,377

Investment and development allowance (1.5) (260) (1.2) (283) (1.0) (298)
Amounts (over)/under provided in prior years (a)  (0.3) (51) 0.3 70 (1.3) (397)
Initial recognition of tax assets (b)  (2.1) (370) (0.6) (136) – (13)
Non-deductible depreciation, amortisation and exploration expenditure (c) 1.2 222 0.7 150 0.4 109
Tax rate differential on foreign income 0.4 77 (1.0) (219) (0.1) (32)
Tax on remitted and unremitted foreign earnings 0.6 109 0.8 182 0.8 251
Non-tax-effected operating losses and capital gains (0.5) (91) 0.7 168 0.3 108
Exchange variations and other translation adjustments 1.8 315 1.1 250 (4.7) (1,473)
Tax rate changes 0.3 48 – – 0.1 17
Other (d)  1.6 280 0.6 149 (3.7) (1,168)

Income tax expense 31.5 5,641 31.4 7,238 20.8 6,481

Royalty-related taxation (net of income tax benefit) (e) 6.5 1,156 1.1 252 2.6 828

Total taxation expense 38.0 6,797 32.5 7,490 23.4 7,309

(a) Includes exceptional benefit of US$ nil (2012: US$ nil; 2011: US$718 million). Refer to note 3 Exceptional items.
(b) Includes exceptional benefit of US$367 million (2012: US$ nil; 2011: US$ nil). Refer to note 3 Exceptional items.
(c) Includes exceptional expense of US$152 million (2012: US$ nil; 2011: US$ nil). Refer to note 3 Exceptional items.
(d) Includes exceptional benefit of US$ nil (2012: US$ nil; 2011: US$1,455 million). Refer to note 3 Exceptional items. 
(e) Includes exceptional benefit of US$33 million (2012: US$637 million; 2011: US$ nil). Refer to note 3 Exceptional items.

Income tax recognised in other comprehensive income is as follows:

  2013  2012 2011 
  US$M US$M US$M

Income tax effect of:   
Items that may be reclassified subsequently to the income statement:   
Available for sale investments:   

Net valuation losses/gains taken to equity 13 (12) 37
Net valuation gains transferred to the income statement – – –

Cash flow hedges:   
Gains/losses taken to equity (67) 96 –
Unrealised losses transferred to the income statement  (22) (61) –

Exchange fluctuations on translation of foreign operations taken to equity – – –

Income tax (charge)/credit relating to items that may be reclassified subsequently to the income statement (76) 23 37

Items that will not be reclassified to the income statement:   
Actuarial gains/losses on pension and medical schemes (23) 76 26
Employee share awards transferred to retained earnings on exercise 49 46 70
Net accrued employee entitlement for share awards (42) (56) (13)

Income tax (charge)/credit relating to items that will not be reclassified to the income statement (16) 66 83

Total income tax (charge)/credit relating to components of other comprehensive income (a) (92) 89 120

(a) Included within total income tax relating to components of other comprehensive income is (US$139 million) relating to deferred taxes and US$47 million relating  
to current taxes (2012: US$43 million and US$46 million; 2011: US$47 million and US$73 million).
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BHP Billiton provides narrative around key tax numbers in its financial review. The tax note 
to the accounts includes figures for three financial years. It uses percentage differences as 
well as absolute numbers to emphasise the key drivers to differences between statutory and 
effective tax rate. 

3. Extractives 
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SOUTH AFRICA TAX FACTSHEET 2013 

 

Anglo American plc 

HEAD OFFICE  
20 Carlton House Terrace 
London 
SW1Y 5AN 
UK 

T + 44 (0)20 7968 8888 
F + 44 (0)20 7968 8500 

www.angloamerican.com 

 

PAYMENTS TO GOVERNMENT 
The need for companies to publicly disclose their tax payments is high 
on the public agenda and is a key theme being widely discussed by 
governments around the world. We have long supported such 
transparency when it comes to our tax payments where it meets the 
needs of our stakeholders in a clear and meaningful way. We have for 
many years gone beyond any legal requirements and we have 
voluntarily published the taxes that we pay and collect on behalf of 
governments.  

 

 
R billions 

Corporate tax, 
STC and 
royalties 

Employee 
Payroll 

taxes TOTAL 
Anglo American Platinum 3.8 8.3 12.1 
Kumba Iron Ore 30.9 3.0 33.9 
De Beers 3.8 2.3 6.1 
Anglo American Thermal Coal 
and others 6.6 4.9 11.5 
Total paid by companies 45.1 

  Collected by companies on 
behalf of government  18.5  
Total taxes   63.6 
   

R64bn 
Taxes and royalties paid to 
the South African 
government as a result of 
Anglo American operations 
over the last 5 years.(1) 

South African tax 
regime 2013 
 Corporate income tax at 

28% of taxable profits. 
 Royalty at a rate of 

between 0.5% and 5% 
for refined minerals and 
between 0.5% and 7% 
for unrefined minerals, 
with the level of royalty 
being determined by the 
profitability of the 
operation. The base for 
the royalty is a measure 
of revenues set out in 
the legislation. 

 Withholding tax on 
dividends of 15%. 

 
For more details see 

http://www.sars.gov.za/Client
Segments/Businesses 

28.0% 28.0% 31.0% 
37.7% 

4.4% 6.5% 

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

40.0%

Up to March
2012

Up to March
2012

From April
2012

From April
2012

TAXES PAID 2008 – 2012 (1)(2) 

5 YEAR AVERAGE EFFECTIVE TAX 
RATES (“ETR”)  2008 – 2012 (1) 

(1) This information is based on tax payments made over the 5 years from 1 
January 2008 to 31 December 2012 by Anglo American managed 
businesses as at 31 December 2012, on a 100% basis.  
For further details of the methodology used in generating this information, 
please see www.angloamerican.com/factsheets 

(2) Excluding any mining license or similar payments. 
(3) Excludes STC 

Statutory corporate tax rate 
applicable to company 

Statutory STC assuming full 
distribution of profits by way 
of dividend 

Actual ETR on an 
undistributed basis (from 
April 2012, excludes 
withholding tax on dividends 
which is payable by 
shareholders upon 
distribution by the South 
African company) 

Actual STC is based on 
actual distributions which 
were less than the full 
amount possible, due in part 
to reinvestment in South 
Africa 

43% 
Anglo American’s 
contribution to the total 
income tax and royalty 
payments received by the 
South African government 
from the mining sector 
over the last 5 years.(1)(3) 
(Source: National Budget 
2013, Chapter 4, Table 4.3) 

Statutory         Actual                             Statutory         Actual 

Anglo American have 
introduced a new series of Tax 
Factsheets, available on its 
website, which provide detailed 
analysis of taxes paid and 
effective tax rates for the key 
territories in which it operates. 
The chart compares the effective 
tax rate that Anglo American 
incurred in South Africa 
compared to the statutory rate 
for a five year period.
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15. Income taxes 
(a) Income statement 
Major components of income tax expense for the years presented are: 
 

$ million 2013 2012 

Current income tax   
Corporate income tax – current period (UK)  –  7 
Corporate income tax – current period (overseas)  62  148 
Corporate income tax – prior periods  (18)  23 
Excess profits tax – prior periods  –  (60)
Deferred income tax  
Corporate income tax – current period temporary differences  76  (32)
Corporate income tax – prior period temporary differences  7  – 
Income tax expense attributable to continuing operations  127  86 
Current income tax attributable to discontinued operations  1  (7)
Deferred income tax attributable to discontinued operations  –  – 
Income tax expense/(credit) attributable to discontinued operations  1  (7)
Total income tax expense  128  79 

A reconciliation of the income tax expense applicable to the accounting (loss)/profit before tax at the statutory income tax rate to the 
income tax expense at the Group’s effective income tax rate is as follows: 
 

$ million 2013 2012 

(Loss)/profit before tax from continuing operations  (681)  151 
At UK statutory income tax rate of 23.25% (2012: 24.5%)1  (158)  37 
(Over)/underprovided in prior periods – current income tax  (18)  23 
Underprovided in prior periods – deferred income tax  7  – 
Unrecognised tax losses  27  16 
Impairment of deferred tax assets in respect of the Zhezkazgan Region  98  – 
Effect of domestic tax rates applicable to individual Group entities  21  11 
Non-deductible items:  

Transfer pricing  5  6 
Impairment charge recognised against the Zhezkazgan Region  95  – 
Other non-deductible expenses  50  53 

Refund of past excess profits tax payments  –  (60)
Income tax expense attributable to continuing operations  127  86 
Income tax attributable to discontinued operations  1  (7)
Total income tax expense  128  79 
1 For 2013, the UK statutory rate for January to March 2013 was 24.0% and for April to December 2013 was 23.0%, giving a weighted average full year rate of 23.25%.  

For 2012, the UK statutory income tax rate for January to March 2012 was 26.0% and for April to December 2012 was 24.0%, giving a weighted average full year rate  
of 24.5%. 

Corporate income tax (‘CIT’) is calculated at 23.25% (2012: 24.5%) of the assessable profit for the year for the Company and its UK 
subsidiaries, 20.0% for the operating subsidiaries in Kazakhstan (2012: 20.0%) and 10.0% for the Group’s Kyrgyzstan based subsidiary 
(2012: 10%). MKM, which was included as part of discontinued operations, had a tax rate of 28.5% (2012: 28.5%) which relates  
to German corporate income tax and trade tax. 

Effective tax rate 
Tax charges are affected by the mix of profits and tax jurisdictions in which the Group operates. The lower CIT rate in Kazakhstan will 
have the effect of lowering the Group’s overall future effective tax rate below the current UK statutory corporate tax rate. The impact 
of transfer pricing provisions and non-deductible items, including impairment losses, will increase the Group’s overall future effective  
tax rate. 

The following factors impact the Group’s effective tax rate for the year ended 31 December 2013: 

Unrecognised tax losses 
The Group has incurred tax losses during the year, primarily related to certain subsoil use contracts, which are not expected  
to generate sufficient taxable profits for these losses to be utilised in the foreseeable future. As a result, deferred tax assets  
of $27 million (2012: $16 million) in respect of these losses have not been recognised. 
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Notes to the consolidated financial statements continued 
Year ended 31 December 2013 

15. Income taxes continued 
Impairment of deferred tax assets in respect of the Zhezkazgan Region 
The $98 million deferred tax asset in the Zhezkazgan Region primarily related to the employee benefits obligation. Following the 
impairment review performed on the Zhezkazgan Region, it is not expected that sufficient taxable income will be generated to utilise 
these assets. As a result, the deferred tax assets have been fully impaired. 

Transfer pricing 
Notwithstanding recent changes to Kazakhstan’s transfer pricing legislation to closer align it with international trading practices, 
inconsistencies still arise between the transfer pricing requirements in Kazakhstan and the UK. Consequently, certain of the Group’s 
profits are taxed in both jurisdictions due to intercompany sales and purchase contracts that have been put in place within the Group 
which places upward pressure of $2 million (2012: $3 million) on the Group’s effective tax rate. In addition, following confirmation from 
the tax authorities on the appropriateness of the Group’s transfer pricing calculations on certain by-products, the previous provision  
of $18 million has been reversed. This amount is shown as an overprovision in prior periods. 

In addition, certain sales contracts entered into by Kazakhmys LLC with European and Russian customers included trading terms that  
are not fully acceptable under Kazakhstan transfer pricing legislation. Consequently, a provision of $3 million has been recognised  
based on this anticipated exposure at 31 December 2013 (2012: $3 million). 

Other non-deductible expenses 
Included within non-deductible expenses are impairment charges and provisions recognised against various assets and other ongoing 
business expenses within Kazakhmys Mining of $50 million (2012: $53 million). In addition, the impairment charges recognised against  
the Zhezkazgan Region’s assets are not deductible and have a $95 million impact on the tax charge. The reversal of the provision for 
environmental pollution charges (see note 32(c)) and the related fines and penalties amounting to $38 million in aggregate was non-
taxable and offset non-deductible expenses for the year ended 31 December 2012. 

The following additional factor impacted the Group’s effective tax rate for the year ended 31 December 2012 only: 

Excess profits taxation 
In 2012, following the Supreme Court’s ruling, Kazakhmys LLC lodged a claim with the Ministry of Finance to seek reimbursement  
of past EPT payments amounting to $108 million for the periods up to and including 2008. In the second half of 2012, the Ministry  
of Finance refunded $60 million which was set-off against the income tax and mineral extraction tax liabilities for the year ended  
31 December 2012. The remaining $48 million was challenged by the tax authorities who believe that this amount relates to periods 
beyond the Kazakhstan statute of limitations (see note 37(b)). The reimbursement of $60 million in 2012 reduced the income tax  
and mineral tax payments for the year and lowered the Group’s effective income tax rate. 

(b) Recognised deferred tax assets and liabilities 
The amounts of deferred taxation assets/(liabilities) provided in the consolidated financial statements are as follows: 
 

$ million 

As at
1 January

2013

Charged to 
income 

statement
Charged to 

equity 
Net exchange 

translation 

As at
31 December

2013

Intangible assets  (8)  1  –   –   (7)
Property, plant and equipment  (78)  11  –   1   (66)
Mining assets  10  4  –   –   14 
Trade and other receivables  11  4  –   –   15 
Provisions and employee benefits  82  (68)  5   (1)  18 
Trade and other payables  60  (34)  –   (1)  25 
Tax losses  6  (1)  –   –   5 
Share-based payment schemes  3  –  –   –   3 
Deferred tax asset, net  86  (83)  5   (1)  7 
Analysed as:   

Deferred tax asset  87  (70)  5   (1)  21 
Deferred tax liability  (1)  (13)  –   –   (14)

 

  

KAZ Minerals (formally 
Kazakhmys) enhances its tax 
note with a more detailed 
commentary. The narrative 
provides tax rate figures for 
the different territories in 
which the company operates. 
The reconciling items are 
explained and the impact of the 
adjustments are quantified. 



42 PwC – Tax Transparency

Total Tax Contribution and the wider impact of tax

REVENUE TRANSPARENCY
INTRODUCTION FROM THE CFO

“ WE EXPECT TO PAY TAX ON  
OUR ACTIVITIES IN THE COUNTRY 
WHERE THEY TAKE PLACE”

Our operations generate revenue 
through taxes and royalties for 
governments around the world.   
In 2013, we paid globally $20.3 
billion in corporate taxes, and $4.1 
billion in royalties. We collected 
$80.9 billion in excise duties and 
sales taxes on our fuel and other 
products on behalf of governments.

Our effective tax rate1 over the past 
year was 51%.

TRANSPARENCY
An efficient tax system that enjoys 
broad public trust and confidence  
is a cornerstone of a healthy society.

Transparency is an essential tool 
to build this trust in the tax system. 
Society expects to be clear about 
the revenues that extractive industries 
pay to governments, and at the 
same time expects governments to 
be open about how they use these 
incomes.

For this reason, Shell has made a 
voluntary commitment to publish 
payments to governments. This is  
the third consecutive year that we 
have done so.

We believe that such transparency 
promotes good entrepreneurship as 
well as good government, helping to 
ensure that the billions of dollars the 
energy industry pays in tax benefits 
society as a whole.

TAX TRANSPARENCY  
TRACK RECORD
We are proud of our tax 
transparency history.

In 2003 we became the first 
company to publish the royalties, 
taxes and other payments made  
to the Nigerian government, with 
their permission and support.

Shell is a founder and board 
member of the Extractive Industries 
Transparency Initiative (EITI).

The UK government announced 
the EITI in 2002 to increase 
the transparency of revenues 
governments receive from oil and 
mineral activities. This includes 
payments made by companies like 
Shell, such as signature bonuses, 
taxes and royalties, and receipts 
from state-owned companies. 

We believe that the EITI’s  
multi-stakeholder approach 
(which includes governments, 
non-governmental organisations 
(NGOs) and companies) remains 
the most effective way of providing 
transparency regarding government 
revenues. www.eiti.org

We also work together with 
industry and commercial partners to 
modernise international tax principles, 
including the Confederation of British 
Industry, the European Roundtable 
of Industrialists and the International 
Chamber of Commerce.

EXTERNAL DEVELOPMENTS
Shell actively advocates for proper 
transparency legislation. We aim 
for a global level playing field 
and the avoidance of a conflict 
of law between extraterritorial 
legislation and the legal frameworks 
of countries where we operate. 
The US Securities and Exchange 
Commission is redrafting the US 
regulation in accordance with the US 
Federal District Court’s decision. We 
expect this to include an exemption 
for conflicts of law, and we would 
support a similar approach by the 
EU, ensuring a level playing field. 

CO-OPERATIVE COMPLIANCE
Shell complies with the tax laws 
wherever we operate – that’s our 
corporate obligation. It’s relatively 
straightforward: we expect to pay 
tax on our activities in the country 
where they take place. 

Shell supports simple, efficient, 
predictable and stable tax regimes 

that incentivize long-term investment.
I would therefore like to echo the 
2013 OECD report highlighting 
“co-operative compliance” between 
companies and tax authorities. This 
collaboration improves transparency 
about our tax affairs.

At Shell, we’re working with the 
tax authorities in the UK, the 
Netherlands, in Singapore, and, 
as a pilot, in Austria. And we’re 
delighted to be exploring potential 
partnerships with other authorities.

We provide the authorities 
with timely and comprehensive 
information on potential tax issues – 
in return for treatment that is open, 
impartial, proportionate, responsive 
and grounded in an understanding 
of our commercial environment.

We have found this level of 
transparency is strongly in our 
interest: it helps us to comply with 
the law, and to manage our tax-
related risks.

As the OECD’s report also 
highlights, this transparency also 
brings important benefits to the 
tax authorities. One is flexibility: 
it allows them to monitor business 
activities on a “real-time” - or 
continuous - basis. 

Co-operative compliance has 
certainly helped to improve 
trust between Shell and the tax 
authorities. Of course, that trust 
cannot be unconditional. There must 
be what’s called “justified trust”: 
trust that’s underpinned by rigorous 
controls to make sure companies 
report accurately. 

We believe that more collaboration 
among business, government and 
civil society is necessary to achieve 
true transparency.

Simon Henry
Chief Financial Officer

1  Effective Tax Rate is our taxation charge  
for the year divided by the income before 
taxation for that year

REVENUE TRANSPARENCY

The table below reflects income taxes and royalties paid in 2013 by our subsidiaries to their host governments,  
sales taxes collected on behalf of these governments, and these governments’ share of production through  
activities involving our subsidiaries. 

We also undertake activities through companies in which we do not have financial control, and for which we  
do not generally have access to detailed information. Our share of the income tax charges incurred by these 
companies in 2013 was around $3.4 billion, mainly arising in Brunei, the Netherlands, Russia and the USA.

$ MILLION MILLION BOE

Income taxes[A] Royalties[B] Sales taxes[C] Total By Segment Volumes[D]

Upstream Downstream/
Corporate[E]

Total 20,309 4,149 80,919 105,377 28,659 76,718 487

LARGEST AMOUNTS BY COUNTRY [F] [G]

Australia 585 224 6,126 6,935 920 6,015 –

Brazil 123 78 90 291 200 91 4

Canada 144 430 5,891 6,465 580 5,885 –

Denmark 1,083 – 714 1,797 1,083 714 –

Gabon 221 119 – 340 340 – 1

Germany 134 162 21,365 21,661 761 20,900 –

Italy 658 143 2,986 3,787 1,189 2,598 –

Malaysia 487 607 22 1,116 1,037 79 171

Nigeria 3,161 844 – 4,005 4,005 – 116

Norway 2,457 – 2,176 4,633 2,502 2,131 –

Philippines 182 – 534 716 154 562 8

Turkey 26 – 6,511 6,537 – 6,537 –

United Kingdom 93 – 15,182 15,275 3,476 11,799 –

USA (40) 856 2,808 3,624 875 2,749 –

[A]   Paid on the profits of our activities in compliance with the relevant laws and contracts in the countries reported. 
Includes corporate income tax and governments’ share of production paid in cash, where applicable. 

[B]   Based on hydrocarbons produced or sold from areas under the relevant government’s jurisdiction. Unless materially 
different from a cash basis, this is generally provided on an accruals basis which means it is based on the amounts 
produced or sold in the period, which may be different from the period in which the related cash payments are 
made. It excludes royalties paid in kind (oil and gas), and royalties paid to private parties.

[C]   Sales taxes, excise duties and similar levies collected on behalf of governments or local authorities. This is provided 
on an accruals basis, which we estimate is not materially different from a cash basis. 

[D]   The share in millions of barrels of oil equivalent (BOE) that governments or national state-owned companies 
receive through production entitlement contracts, royalty in kind arrangements and service contracts involving our 
subsidiaries, irrespective of our percentage interest in the venture. 

[E]  The total for the Corporate segment (our key support functions) was a credit of $33 million. 
[F]   The Netherlands has been excluded from the above table because, to a significant extent, operations occur in joint 

ventures and associates rather than subsidiaries. The 2013 total amount of income taxes and royalties paid and 
accrued sales tax collected on behalf of the government amounts to $ 9.5 billion (Shell share). 

[G]   The above table excludes countries whose governments have prohibited or have otherwise indicated that we should 
not make such disclosure. 

This table has not been subject to external assurance or audit. The financial information it contains is consistent  
with that used to prepare our 2013 Consolidated Financial Statements, which were presented in US dollars. 

Shell produces a Revenue 
Transparency Report. It 
explains why it has volunteered 
greater transparency and 
provides details of its wider 
stakeholder engagement. The 
numerical analysis details 
income taxes, sales taxes and 
royalties paid by country and 
a split between upstream and 
downstream activities. 

1.

3. Extractives 
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Source: 
1. Royal Dutch Shell plc, Revenue Transparency – Pages 1 & 2
2. BP plc, Financial Transparency – website
3. Tullow Oil plc, 2013 Annual Report & Accounts – Pages 176 & 177

2.

3.

Sustainability Society Managing our impact on society Financial transparency

Financial transparency
BP works with governments, non-governmental organizations and
international agencies to improve transparency in revenue flows from
oil and gas activities in resource-rich countries

This helps citizens of those countries to access the information to hold public authorities to account for the way they
spend revenues.

BP and taxation
The taxes that BP pays are a significant part of BP’s economic contribution to the countries in which we operate. We
believe that tax systems should balance the generation of tax revenues with the encouragement of business investment
through simple and efficient systems designed to allow competitiveness, while maintaining transparency and good
governance in business and government.

Taxes to governments 2009
$m

2010
$m

2011
$m

2012
$m

2013
$m

Total 10,309 12,071 16,339 15,033 13,904

of which UK 1,297 1,946 1,040 1,106 313

The decline in the total amount of taxes for 2012 onwards reflects the lower profits as a consequence of costs related to
the Gulf of Mexico spill and the impact of divestments. The variance in the amount of tax we have paid to the UK
government over the past few years is a result of changes to our business in the North Sea. We have divested non-core
assets, reducing our production levels in the short term, and have deepened our investment in fewer, high value fields,
which increases our tax-deductible costs.

BP also bears other taxes, such as import and export taxes, employers’ taxes, withholding taxes and indirect taxes. In
addition, BP collects and then pays to governments VAT and sales taxes and withholding taxes, which in total are greater
than taxes borne by BP.

BP supports the statement of tax principles that was published by the Confederation of British Industry (CBI) in May 2013
and is intended to promote and affirm responsible business tax management by UK businesses.

CBI's seven tax principles

BP and the Extractive Industries Transparency Initiative
As a founding member of the Extractive Industries Transparency Initiative (EITI) and an alternate member of the
initiative’s board, BP works with governments, non-governmental organizations and international agencies to improve
transparency and disclosure of payments to governments.

We have supported governments’ efforts towards EITI certification in countries where we operate. We have worked with
many countries on implementation of their EITI commitments, including most recently with the US and UK administrations
following their decision to join the initiative.

We believe that the comprehensive, multi-stakeholder approach of EITI is the best approach for the extractive industries.
The EITI is an inclusive process, involving governments, civil society and companies, that is tailored to fit the local fiscal
and legal regimes.

Australia
BP is a founding member of the multi-stakeholder group for the Australian EITI pilot which was established in late 2011.
The group plans to deliver its pilot report to the government in 2014. 

Sustainability Society Managing our impact on society Financial transparency

Financial transparency
BP works with governments, non-governmental organizations and
international agencies to improve transparency in revenue flows from
oil and gas activities in resource-rich countries

This helps citizens of those countries to access the information to hold public authorities to account for the way they
spend revenues.

BP and taxation
The taxes that BP pays are a significant part of BP’s economic contribution to the countries in which we operate. We
believe that tax systems should balance the generation of tax revenues with the encouragement of business investment
through simple and efficient systems designed to allow competitiveness, while maintaining transparency and good
governance in business and government.

Taxes to governments 2009
$m

2010
$m

2011
$m

2012
$m

2013
$m

Total 10,309 12,071 16,339 15,033 13,904

of which UK 1,297 1,946 1,040 1,106 313

The decline in the total amount of taxes for 2012 onwards reflects the lower profits as a consequence of costs related to
the Gulf of Mexico spill and the impact of divestments. The variance in the amount of tax we have paid to the UK
government over the past few years is a result of changes to our business in the North Sea. We have divested non-core
assets, reducing our production levels in the short term, and have deepened our investment in fewer, high value fields,
which increases our tax-deductible costs.

BP also bears other taxes, such as import and export taxes, employers’ taxes, withholding taxes and indirect taxes. In
addition, BP collects and then pays to governments VAT and sales taxes and withholding taxes, which in total are greater
than taxes borne by BP.

BP supports the statement of tax principles that was published by the Confederation of British Industry (CBI) in May 2013
and is intended to promote and affirm responsible business tax management by UK businesses.

CBI's seven tax principles

BP and the Extractive Industries Transparency Initiative
As a founding member of the Extractive Industries Transparency Initiative (EITI) and an alternate member of the
initiative’s board, BP works with governments, non-governmental organizations and international agencies to improve
transparency and disclosure of payments to governments.

We have supported governments’ efforts towards EITI certification in countries where we operate. We have worked with
many countries on implementation of their EITI commitments, including most recently with the US and UK administrations
following their decision to join the initiative.

We believe that the comprehensive, multi-stakeholder approach of EITI is the best approach for the extractive industries.
The EITI is an inclusive process, involving governments, civil society and companies, that is tailored to fit the local fiscal
and legal regimes.

Australia
BP is a founding member of the multi-stakeholder group for the Australian EITI pilot which was established in late 2011.
The group plans to deliver its pilot report to the government in 2014. 

BP discloses and explains the corporate and product taxes contributed over a five year period on its 
dedicated financial transparency webpage. The figures are provided for global and UK governments. 
Further details are provided in the sustainability report with insight into its global tax policy.
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TRANSPARENCY DISCLOSURE 2013 (UNAUDITED)

European transparency directive disclosure

Licence / Corporate level

Production
 entitlements

bbl (000s)

Production
 entitlements

USD (000s)
Income taxes

USD (000s)

Royalties  
(cash only)
USD (000s)

Dividends 
USD (000s)

Bonus 
payments 

USD (000s)

Licence 
fees 

USD (000s)

Infrastructure 
improvement 

payments 
USD (000s)

M’Boundi  294  –  –  –  –  –  –  – 
Total Congo  294  –  –  –  –  –  –  – 
CI-26 Espoir  282 11,379  –  –  –  –  –  – 
Corporate  –  –  –  –  –  –  –  367 
Total Cote d’Ivoire  282 11,379  –  –  –  –  –  367 
Ceiba  202  –  –  –  –  –  –  – 
Okume Complex  508  –  –  –  –  –  –  – 
Corporate  –  –  139,039  –  –  –  –  – 
Total Equatorial Guinea  710  –  139,039  –  –  –  –  – 
Echira  –  –  –  2,153  –  –  –  – 
Etame  152  –  –  –  –  –  –  – 
Limande  –  –  –  8,960  –  –  –  – 
Niungo  –  –  –  5,967  –  –  –  – 
Tchatamba  533  –  –  12,618  –  –  –  – 
Turnix -  –  1,366  –  –  –  – 
Corporate – Tullow Oil Gabon SA -  – 62,050  –  –  – 63  – 
Oba  –  –  –  2,406  –  –  –  – 
Obangue  21  –  –  –  –  –  –  – 
Onal  314  –  –  5,446  –  –  –  – 
Tsiengui  76  –  –  –  –  –  –  – 
Corporate – Tulipe Oil SA -  – 8,994  –  –  –  –  – 
Total Gabon  1,096  –  71,044  38,916  –  – 63  – 
Jubilee  812  –  –  –  –  –  –  5,268 
Company level  –  –  106,909  –  –  –  64  688 
Total Ghana  812  –  106,909  –  –  –  64  5,956 
Company level  –  –  –  –  –  –  –  – 
Total Guinea  –  –  –  –  –  –  –  – 
Block 1  –  –  –  –  –  2,000  –  – 
Block C-3  –  –  –  –  –  1,600  –  – 
Block C-6  –  –  –  –  –  1,760  –  – 
PSC B (Chinguetti EEA)  69  –  –  –  –  –  258  – 
Corporate  –  –  –  –  –  –  89  – 
Total Mauritania  69  –  –  –  –  5,360  347  – 
South Omo  –  –  –  –  –  –  176  – 
Corporate  –  –  –  –  –  –  –  107 
Total Ethiopia  –  –  –  –  –  –  176  107 
Corporate  –  –  –  –  –  –  212  – 
Total Kenya  –  –  –  –  –  –  212  – 
Corporate  –  –  –  –  –  –  –  – 
Total Madagascar  –  –  –  –  –  –  –  – 
Corporate  –  –  1  –  –  –  –  – 
Total Mozambique  –  –  1  –  –  –  –  – 
Production Licence 003  –  –  –  –  –  –  667  – 
Company level  –  –  –  –  –  –  –  – 
Total Namibia  –  –  –  –  –  –  667  – 
Corporate  –  –  1  –  –  –  –  – 
Total South Africa  –  – 1  –  –  –  –  – 
Corporate  –  –  4,138  –  –  –  11  – 
Total Uganda  –  –  4,138  –  –  –  11  – 
Block 9  505  –  –  –  –  –  –  – 
Total Bangladesh  505  –  –  –  –  –  –  – 
Corporate  –  –  –  –  –  –  –  – 
Total Ireland  –  –  –  –  –  –  –  – 
Corporate  –  –  557  –  –  –  625  – 
Total Netherlands  –  –  557  –  –  –  625  – 
Corporate  –  –  (105,689)  –  –  –  75  – 
Total Norway  –  –  (105,689)  –  –  –  75  – 
Corporate  –  –  93  2  –  –  25  14 
Total Pakistan  –  –  93  2  –  –  25  14 
Corporate  –  –  –  –  –  –  –  – 
Total Suriname  –  –  –  –  –  –  –  – 
Ketch  –  –  –  –  –  –  718  – 
Schooner  –  –  –  –  –  –  867  – 
Corporate  –  –  25,698  –  –  –  700  11,106 
Total UK  –  –  25,698  –  –  –  2,285  11,106 
Corporate  –  –  –  –  –  –  –  – 
Total Uruguay  –  –  –  –  –  –  –  – 
TOTAL  3,768 11,379  241,791  38,918  –  5,360  4,550  17,550 
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Voluntary disclosure

VAT 
USD (000s)

Withholding 
tax 

USD (000s)

PAYE & 
national 

insurance 
USD (000s)

Carried 
interests 

USD (000s)

Customs 
duties 

USD (000s)

Training 
allowances 
USD (000s)

TOTAL 
USD (000s)

TOTAL 
bbl (000s)

 –  –  –  –  –  –  –  294 
 –  –  –  –  –  –  –  294 
 –  –  –  –  –  – 11,379  282 
 –  105  2,408  –  –  –  2,880  – 
 –  105  2,408  –  –  –  14,259  282 
 –  –  –  –  –  –  –  202 
 –  –  –  –  –  –  –  508 
 –  –  –  –  –  –  139,039  – 
 –  –  –  –  –  –  139,039  710 
 –  –  –  –  –  –  2,153  – 
 –  –  –  –  –  –  –  152 
 –  –  –  –  –  –  8,960  – 
 –  –  –  –  –  –  5,967  – 
 –  –  –  –  –  –  12,618  533 
 –  –  –  –  –  –  1,366 -

 (144)  703  831  –  –  50  63,553  – 
 –  –  –  –  –  –  2,406 -
 –  –  –  –  –  – - 21 
 –  –  –  –  –  –  5,446 314 
 –  –  –  –  –  – -  76 

( 5)  4  17  –  –  –  9,010  – 
 (149)  707  848  –  –  50  111,479  1,096 

 –  –  –  –  –  –  5,268  812 
 2,326  61,017  14,734  18,572  4,688  250  209,248  – 
 2,326  61,017  14,734  18,572  4,688  250  214,516  812 

- -  8 - - -  8  – 
 –  –  8  –  –  –  8  – 
 –  –  –  –  –  –  2,000  – 
 –  –  –  –  –  –  1,600  – 
 –  –  –  –  –  –  1,760  – 
 –  –  –  –  –  –  258 69
 –  2,662  –  –  –  2,062  4,813  – 
 –  2,662  –  –  –  2,062  10,431 69 
 –  –  –  –  –  –  176  – 
 –  232  126  –  –  150  615  – 
 –  232  126  –  –  150  791  – 

1,159  8,919  10,882  –  272  248  21,692  – 
 1,159  8,919  10,882  –  272  248  21,692  – 

 291  –  5  –  –  –  296  – 
 291  –  5  –  –  –  296  – 

 –  –  –  –  –  –  1  – 
 –  –  –  –  –  –  1  – 
 –  –  –  –  –  –  667  – 
 –  9  197  –  –  –  206  – 
 – 9  197  –  –  –  873  – 

 (1)  –  6  –  –  –  6  – 
 (1)  –  6  –  –  –  6  – 

 4,870  1,861  12,100  –  –  50  23,030  – 
 4,870  1,861  12,100  –  –  50  23,030  – 

 –  –  –  –  – 45 45  505 
 –  –  –  –  –  45  45  505 

 (2,774)  –  7,415  –  –  –  4,641  – 
 (2,774)  –  7,415  –  –  –  4,641  – 
 4,150  –  663  –  –  –  5,995  – 
 4,150  –  663   –  –  5,995  – 

 (4,373)  7,116  2,378  –  –  – (100,493)  – 
 (4,373)  7,116  2,378  –  –  – (100,493)  – 

 1  181  1  –  –  7  324  – 
 1  181  1  –  –  7  324  – 
 –  –  411  –  –  19  430  – 
 –  –  411  –  –  19  430  – 
 –  –  –  –  –  –  718  – 
 –  –  –  –  –  –  867  – 

 10,147  –  21,820  –  –  –  69,471  – 
 10,147  –  21,820  –  –  –  71,056  – 

 –  –  –  –  –  104  104  – 
 –  –  –  –  –  104  104  – 

 15,647  82,809  74,002  18,572  4,960  2,985  518,523  3,768 
Payments in kind in USD 351,870

TOTAL 870,393

Tullow Oil is the first UK‑listed extractive company to publish payments to government on a 
project by project and company by company basis. The disclosure is in line with the EU Accounting 
Directive ahead of the 2015 reporting requirement commencement date. In addition, Tullow has 
included a break-down of VAT, withholding taxes and people taxes across their global operations.
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Spotlight
Overseas companies
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Outside the UK, voluntary tax transparency is 
increasing. Some companies may be affected by the 
international mandatory reporting regimes. Some are 
responding to domestic requirements or stakeholder 
demands. For the first time this year, we launched a 
Building Public Trust Reporting Award in South Africa. 

In this section we focus on three countries where we 
have seen examples of excellence in tax disclosure on 
a par with some of the UK leading reporters. These 
Finnish, Danish and Spanish companies, from a range 
of industries will perhaps be the early adopters in a 
continuing trend around the world. 
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Spotlight on Spain 
Telefonica and BBVA

Telefonica, a 
telecommunications 
company, discloses the 
cash tax paid in the 
year. It states the drivers 
behind the movement of 
the cash tax rate from the 
previous year.

Telefonica discloses its 
Total Tax Contribution. 
Graphs are used to show 
the breakdown of taxes 
borne and collected by 
type of tax. The table 
shows the breakdown of 
taxes borne and collected 
by country, ordered by 
total contribution. The 
supporting narrative 
explains that the levels 
of contribution are in 
line with the significance 
of its operations in each 
territory.

1.

Telefonica

Spotlight – Overseas companies

Telefónica | Annual Report 2013 Telefónica | Annual Report 2013

Telefónica Integrated report 2013 6. Appendices

Breakdown by components:

➜  Supplies grew 2.0% year-on-year in organic terms (-5.7% reported) 
in 2013 mainly as a result of the increased commercial momentum 
at T. Latinoamérica both in the mobile segment, with an increase in 
the weighting of smartphone sales, and in the fixed business, mainly 
pay TV, which offset the decline in handset purchases in Europe and 
the lower interconnection costs at Group level. In the fourth quarter 
organic growth eased to 4.3% (+7.0% in the third quarter). 

➜  Personnel costs increased 4.5% in organic terms compared with 
2012 (-15.9% reported), reflecting the negative impact of inflation 
in some Latin American countries, despite the higher reduction 
registered at T. Europe (savings from restructuring programmes, 
mainly in Spain, Czech Republic and the United Kingdom). This item 
also reflected non-recurrent restructuring expenses amounting to 
156 million euros in 2013 (52 million euros in the fourth quarter, 
primarily in Brazil) compared with 67 million euros in 2012 (42 
million euros in the fourth quarter). Year-on-year organic growth in 
personnel costs slowed to 4.2% in the fourth quarter. 

The average headcount in 2013 was 129,893 employees, 3.9% 
lower than the average in 2012 excluding the impact of the 
deconsolidation of Atento. 

➜  Subcontract expenses fell 1.4% year-on-year in 2013 in organic 
terms (-4.9% reported) due to the reduction in commercial costs 
in Europe (mainly commercial, IT and network costs) thanks to 
the efficiency measures implemented, and despite the increased 
commercial activity and higher network costs at T. Latinoamérica. 
Subcontract expenses advanced by 0.3% year-on-year in organic 
terms in the fourth quarter (-6.7% reported).

Gains on sales of fixed assets in 2013 totalled 161 million euros 
(58 million euros in the fourth quarter) mainly associated with 
the sale of non-strategic towers in Latin America and Spain (111 
million euros of impact on OIBDA in 2013; 71 million euros in the 
fourth quarter, mainly in Spain); the capital gain from the disposal 
of the assets relating to the fixed consumer business in the United 
Kingdom (83 million euros, mainly in the second quarter); the 
capital gain from the sale of assets in Germany (76 million euros 
in the fourth quarter); the capital gain from the sale of the stake 
in Hispasat (21 million euros in the second quarter); the value 
adjustment of Telefónica Ireland (-16 million euros in the second 
quarter); and the value adjustment of Telefónica Czech Republic 
(-176 million euros in 2013; -120 million euros in the fourth quarter). 

In 2012 this item amounted to 782 million euros (493 million euros 
in the fourth quarter), mainly explained by the sale of non-strategic 
towers in Latin America and Spain with an impact on OIBDA of 643 
million euros (354 million euros in the fourth quarter); the gain from 

the sale of applications in the second quarter (39 million euros); the 
capital loss from the sale of the stake in China Unicom in the third 
quarter (-97 million euros); and the capital gains in the fourth quarter 
from the sale of the Atento group (61 million euros), of Rumbo (27 
million euros) and the partial sale of Hispasat (26 million euros).

Impairment of goodwill and other assets amounted to -39 million 
euros, and included the value adjustment of certain assets of T. 
Digital for a total of -25 million euros. In 2012 this item amounted 
to -564 million euros, mainly explained by a value adjustment in 
relation to Telefónica Ireland amounting to -527 million euros.

Operating income before depreciation and amortisation (OIBDA) 
in 2013 amounted to 19,077 million euros, stable in organic terms 
compared with 2012 (-10.1% reported). In the fourth quarter, OIBDA 
grew 1.2% year-on-year in organic terms and continued the sequential 
year-on-year organic improvement (-0.3% in the third quarter; -0.7% 
in the second), resulting from steady revenue growth and on-going cost 
containment, along with efficiency improvements stemming from the 
operational transformation process. By region and in organic terms, T. 
Latinoamérica year-on-year OIBDA growth accelerated in the fourth 
quarter to 6.1% (+4.8% in the third quarter; +2.7% in the second) while 
T.Europe fell 6.4% year-on-year in the fourth quarter (-5.2% in 2013) in 
a context of increased commercial effort in the period. 

The OIBDA margin stood at 33.4% at the end of 2013 and at 34.5% in 
the fourth quarter, both figures virtually stable year-on-year in organic 
terms (-0.2 percentage points in the year and in the fourth quarter).

Depreciation and amortisation totalled 9,627 million euros in 2013, 
up 0.6% year-on-year in organic terms (-7.7% reported) mainly due 
to higher depreciation on new spectrum, to accelerated amortization 
of MMDS TV assets in Brazil and to higher depreciable and amortisable 
assets in Venezuela, the United Kingdom and Argentina. In the 
fourth quarter depreciation and amortisation fell 3.6% year-on-
year in organic terms (-16.8% reported). The total depreciation and 
amortisation charges arising from purchase price allocation processes 
amounted to 856 million euros in 2013 (-11.1% year-on-year). 

Operating income (OI) in 2013 stood at 9,450 million euros, 
virtually unchanged year-on-year (-0.5% in organic terms; -12.5% 
reported), while in the fourth quarter, operating income growth 
accelerated to 5.5% year-on-year in organic terms (-0.9% reported). 

Share of profit (loss) of investments accounted for by the equity 
method totalled -304 million euros in 2013 (-186 million euros 
in the fourth quarter) and it is mainly explained by Telco, S.p.A.’s 
adjustments of the value of its investment in Telecom Italia (-350 
million euros). In 2012 losses amounted to 1,275 million euros (-789 
million euros in the fourth quarter), with Telco, S.p.A.’s adjustments 
of the value of its investment in Telecom Italia and the recovery of 
all the operating synergies considered at the time of the investment, 
amounting to 1,355 million euros. It should be pointed out that 
these effects were non-cash impacts. 

Net financial expenses amounted to 2,866 million euros in 2013, of 
which 111 million euros were due to net negative foreign exchange 
differences. Excluding this effect, net financial expenses fell 11.8% 
year-on-year, mainly due to a 11.4% reduction in the average debt. 

The effective cost of debt over the last twelve months, excluding 
exchange rate differences was 5.34%, 3 b.p. lower than December 
2012, with savings from management improvements over the gross 
cost of debt in euros offsetting the impact on the effective cost from 
the fact that most of the debt reduction has been in euros (with 
below-average costs).

Corporate income tax in 2013 stood at 1,311 million euros, 
implying an effective tax rate of 20.9%, 4.0 percentage points lower 
year-on-year. This is mainly due to the accounting in 2012 of tax 
assessments in Spain.

Profit attributable to minority interests reduced net income in 2013 
by 376 million euros, down 20.7% year-on-year, mainly as a result of 
the lower profit attributed to minority interests in Brazil, affected by the 
exchange rate. In the fourth quarter this item grew 1.4%, mainly due to 
the higher profit attributed to minority interests in the Czech Republic 
and the impact of minority interests in Central America. 

As a result, consolidated net income in 2013 totalled 4,593 million 
euros (+16.9% year-on-year; -8.1% underlying) and basic earnings 
per share amounted to 1.01 euros per share (+15.6% year-on-year; 
-9.0% underlying). In the fourth quarter of 2013, net income totalled 
1,448 million euros and basic earnings per share stood at 0.31 euros, 
nearly tripling the figures registered in the same period of 2012. In 
underlying terms net income fell 7.1% and basic earnings per share 
fell 9.9%. 

It is important to note that year-on-year comparisons are affected 
by extraordinary impacts including, in 2013 the Telco impairment 
(-245 million euros) and, in 2012 the Telco impairment (-949 million 
euros), the value adjustment of Telefónica Ireland (-513 million 
euros) and the provision of net financial assets in Venezuelan 
bolivars (-417 million euros). 

CapEx in 2013 amounted to 9,395 million euros and included 1,224 
million euros relating to the acquisition of spectrum, primarily in the 
United Kingdom, Brazil, Peru, Colombia, Spain and Uruguay (226 
million euros in the fourth quarter, mainly in Peru and Colombia). 
In organic terms, investments rose 3.8% year-on-year (-0.7% 
reported) with nearly 68% of total investments devoted to business 
transformation and growth. 

Thus, CapEx (excluding spectrum) to sales organic ratio stood at 
14.5% in 2013, 0.4 percentage point higher than in 2012 mainly due 
to higher investments devoted to network quality improvements in 
Venezuela.

Operating cash flow (OIBDA-CapEx) totalled 9,682 million euros in 
2013, down 2.7% year-on-year in organic terms (-17.8% reported). 

Interest payments in 2013 stood at 2,415 million euros, down 
15.8% year-on-year mainly due to the aforementioned 11.4% 
reduction in average debt and other one-off impacts.

Payment of taxes amounted to 1,806 million euros, down 10.8% 
year-on-year, affected by exchange rates and non-recurrent new 
Spanish tax measures, which over an income before taxes of 6,280 
million euros implied a cash tax rate of 28.8% up to December.

Working capital made a positive contribution of 656 million 
euros to cash flow generation in 2013, thanks to the management 
measures implemented. 935 million euros were due to proceeds 
from asset sales and OIBDA monetisation, on the back of factoring 
deferred payments from handset sales, generating savings in VAT 
payments by anticipating savings from Corporate Income Tax, 
and managing collection and payment periods. Furthermore, the 
Company managed to equal CapEx (excluding licenses) payments 
to accruals, resulting in nil working capital from CapEx, despite the 
lower CapEx accrued in 2013 vs. 2012 (700 million euros). This 
impact was lessened due to the payment of 275 million euros for the 
acquisition of licenses, as payments were higher than accruals due 
to payments pending from the previous year. The strong working 
capital generation in the fourth quarter of 2013 (1,805 million euros) 
was driven by the seasonality of investments and the measures 
implemented in this period, with CapEx payments lower than 
accruals for a total of 1,219 million euros.

The positive contribution to annual cash generation was less than in 
2012 (772 million euros), mainly due to the acquisition of licenses 
(with accruals 46 million euros lower than payments in 2012 vs. 
275 million in 2013) and the lower activity (less supplier and client 
financing, and lower inventories, with a 2013 vs. 2012 differential of 
112 million euros).

Operations with minority shareholders in 2013 totalled 604 
million euros, 119 million euros more than in the same period of 
2012 due to the payment of the Telefónica Deutschland dividend in 
the second quarter of 2013. 

As a result, free cash flow amounted to 5,391 million euros in 2013 
(6,951 million in 2012), including spectrum payments of 1,499 
million euros (632 million in 2012). Excluding this impact, free cash 
flow totalled 6,890 million euros (-9.1% year-on-year).

Net financial debt was reduced by 5,878 million euros in 2013 to 
45,381 million euros at year-end as a result of the Company’s focus 
on enhancing financial flexibility. Including post-closing events 
(disposal of T. Czech Republic, completed in January 2014, and of T. 
Ireland), net debt stood at 42,325 million euros.
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Corporate Income 
Taxes accounted 
for 38% of borne 
tax, while 32% 
refers to other 
taxes and fees 
associated with 
our economic 
activity

Telefónica makes quantifiable economic and 
social contributions by paying taxes to the 
authorities of the different countries where it 
operates. The countries where tax payments are 
largest are precisely the jurisdictions in which 
Telefónica obtains its main income, namely Brazil, 
Spain and Argentina.

The total tax contributions of Telefónica in the 
financial year 2013 were 14,060 million euros, 
4,792 million euros of which corresponds to 
taxes borne and 9,267 million euros to taxes 
collected. This means that for every 100 euros of 
Company turnover, 24.6 euros was dedicated to 
the payment of taxes, or 8.4 to taxes borne and 
16.2 to taxes collected. These figures include the 
payment of taxes and other local fees such as 
operator general taxes, numbering fees, charges 
for using the public domain, fees to finance the 
Public Radio and Television in Spain, and other 
similar taxes in other countries. Payments 

spectrum is not included due to their different 
classification and accounting treatment.

Taxes on profits represent 38% of the total 
tax borne. Taxes on goods and services, which 
are mostly special levies on the telecoms 
sector, made up 32%, and taxes associated to 
employment made up 21%. Among the taxes 
collected, VAT stands out, representing 83% of 
the total.

The Company's tax contributions in Spain in 2013 
were 3,443 million euros, or 24.5% of the total. 
The tax contribution ratio for Telefónica in Spain 
was 35.67%: that is, during 2013, Telefónica paid 
36 euros out of every 100 euros of pre-tax profits 
generated in Spain, in taxes.

Out of every 100 euros of Total Value Distributed (*) 
by Telefonica in 2013, 51 euros were used to taxes.

FISCAL TRANSPARENCY

Contributions to public 
administrations _
A total of 24.6 euros out of every 100 that Telefónica collects 
overall is paid in taxes

Breakdown of Telefónica’s global tax contribution
Thousand euros

Taxes borne (1) Taxes collected (2) Total contribution (3)Country
Brazil 1,197,612 4.222,062 5,419,674
Spain 1,094,284 2,349,171 3,443,455
Argentina 507,294 687,723 1,195,017
Central America 774,087 221,836 995,922
Germany 170,834 454,200 625,034
Peru 299,364 299,648 599,012
United Kingdom 43,742 319,308 363,050
Chile 158,961 192,036 350,997
Colombia 160,654 170,907 331,561
Czech Republic 130,231 200,423 330,653
Ecuador 84,650 20,536 105,186
Mexico 47,035 48,044 95,079
Ireland 38,494 38,154 76,648
Uruguay 41,047 16,719 57,767
Slovakia 7,377 19,021 26,398
Luxembourg 18,394 2 18,396
Puerto Rico 7,881 8,220 16,101
Netherlands 7,203 146 7,349
Israel 1,826 1,534 3,359
Others 1,951 2,191 240
Total 4,792,921 9,267,499 14,060,419

Breakdown of the total tax contribution in the world
Distribution of taxes paid by 
geographical areas

Taxes borne (1)

Thousand euros Thousand euros

Taxes collected (2)

Brazil 
39%

Taxes on 
profits

1,805,801

Taxes on
profits*

588,621

Spain 
24%

Taxes on propriety
465,433

Taxes on propriety 
11,308

Rest of 
Latam
27%

Taxes associated to 
employment
996,836

Taxes 
associated to 
employment

940,794

Rest 
of Europe
10%

Taxes on 
products and 
services
1,524,850

Taxes on products and 
services
7,726,777

14,060 M€ 4,792 M€ 9,267 M€

(*)  According to the methodology of the CTT of PwC, distributed tax value of a company consists of the sum of the  
following elements: shareholder value (dividends, reserves, etc.), wages and salaries (net of tax raised to employees), net interest  
and tax (borne and collected).

(1) Taxes borne. Those taxes paid by Telefonica to the administrations of the various states in which it operates, and have been a cash cost to the Company.
(2)  Taxes collected. Those taxes collected by Telefonica that have been entered on behalf of other taxpayers as a result of the economic activity of the Company, 

i.e. tax revenues are obtained thanks to the economic value generated by it.
(3) Total contribution. CT measures the total impact represented by taxes.
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our economic 
activity
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employment made up 21%. Among the taxes 
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Out of every 100 euros of Total Value Distributed (*) 
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A total of 24.6 euros out of every 100 that Telefónica collects 
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Germany 170,834 454,200 625,034
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Chile 158,961 192,036 350,997
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Uruguay 41,047 16,719 57,767
Slovakia 7,377 19,021 26,398
Luxembourg 18,394 2 18,396
Puerto Rico 7,881 8,220 16,101
Netherlands 7,203 146 7,349
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Others 1,951 2,191 240
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and tax (borne and collected).

(1) Taxes borne. Those taxes paid by Telefonica to the administrations of the various states in which it operates, and have been a cash cost to the Company.
(2)  Taxes collected. Those taxes collected by Telefonica that have been entered on behalf of other taxpayers as a result of the economic activity of the Company, 

i.e. tax revenues are obtained thanks to the economic value generated by it.
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Corporate Income 
Taxes accounted 
for 38% of borne 
tax, while 32% 
refers to other 
taxes and fees 
associated with 
our economic 
activity

Telefónica makes quantifiable economic and 
social contributions by paying taxes to the 
authorities of the different countries where it 
operates. The countries where tax payments are 
largest are precisely the jurisdictions in which 
Telefónica obtains its main income, namely Brazil, 
Spain and Argentina.

The total tax contributions of Telefónica in the 
financial year 2013 were 14,060 million euros, 
4,792 million euros of which corresponds to 
taxes borne and 9,267 million euros to taxes 
collected. This means that for every 100 euros of 
Company turnover, 24.6 euros was dedicated to 
the payment of taxes, or 8.4 to taxes borne and 
16.2 to taxes collected. These figures include the 
payment of taxes and other local fees such as 
operator general taxes, numbering fees, charges 
for using the public domain, fees to finance the 
Public Radio and Television in Spain, and other 
similar taxes in other countries. Payments 

spectrum is not included due to their different 
classification and accounting treatment.

Taxes on profits represent 38% of the total 
tax borne. Taxes on goods and services, which 
are mostly special levies on the telecoms 
sector, made up 32%, and taxes associated to 
employment made up 21%. Among the taxes 
collected, VAT stands out, representing 83% of 
the total.

The Company's tax contributions in Spain in 2013 
were 3,443 million euros, or 24.5% of the total. 
The tax contribution ratio for Telefónica in Spain 
was 35.67%: that is, during 2013, Telefónica paid 
36 euros out of every 100 euros of pre-tax profits 
generated in Spain, in taxes.

Out of every 100 euros of Total Value Distributed (*) 
by Telefonica in 2013, 51 euros were used to taxes.

FISCAL TRANSPARENCY

Contributions to public 
administrations _
A total of 24.6 euros out of every 100 that Telefónica collects 
overall is paid in taxes

Breakdown of Telefónica’s global tax contribution
Thousand euros

Taxes borne (1) Taxes collected (2) Total contribution (3)Country
Brazil 1,197,612 4.222,062 5,419,674
Spain 1,094,284 2,349,171 3,443,455
Argentina 507,294 687,723 1,195,017
Central America 774,087 221,836 995,922
Germany 170,834 454,200 625,034
Peru 299,364 299,648 599,012
United Kingdom 43,742 319,308 363,050
Chile 158,961 192,036 350,997
Colombia 160,654 170,907 331,561
Czech Republic 130,231 200,423 330,653
Ecuador 84,650 20,536 105,186
Mexico 47,035 48,044 95,079
Ireland 38,494 38,154 76,648
Uruguay 41,047 16,719 57,767
Slovakia 7,377 19,021 26,398
Luxembourg 18,394 2 18,396
Puerto Rico 7,881 8,220 16,101
Netherlands 7,203 146 7,349
Israel 1,826 1,534 3,359
Others 1,951 2,191 240
Total 4,792,921 9,267,499 14,060,419

Breakdown of the total tax contribution in the world
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(*)  According to the methodology of the CTT of PwC, distributed tax value of a company consists of the sum of the  
following elements: shareholder value (dividends, reserves, etc.), wages and salaries (net of tax raised to employees), net interest  
and tax (borne and collected).

(1) Taxes borne. Those taxes paid by Telefonica to the administrations of the various states in which it operates, and have been a cash cost to the Company.
(2)  Taxes collected. Those taxes collected by Telefonica that have been entered on behalf of other taxpayers as a result of the economic activity of the Company, 

i.e. tax revenues are obtained thanks to the economic value generated by it.
(3) Total contribution. CT measures the total impact represented by taxes.
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associated with 
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operates. The countries where tax payments are 
largest are precisely the jurisdictions in which 
Telefónica obtains its main income, namely Brazil, 
Spain and Argentina.

The total tax contributions of Telefónica in the 
financial year 2013 were 14,060 million euros, 
4,792 million euros of which corresponds to 
taxes borne and 9,267 million euros to taxes 
collected. This means that for every 100 euros of 
Company turnover, 24.6 euros was dedicated to 
the payment of taxes, or 8.4 to taxes borne and 
16.2 to taxes collected. These figures include the 
payment of taxes and other local fees such as 
operator general taxes, numbering fees, charges 
for using the public domain, fees to finance the 
Public Radio and Television in Spain, and other 
similar taxes in other countries. Payments 

spectrum is not included due to their different 
classification and accounting treatment.

Taxes on profits represent 38% of the total 
tax borne. Taxes on goods and services, which 
are mostly special levies on the telecoms 
sector, made up 32%, and taxes associated to 
employment made up 21%. Among the taxes 
collected, VAT stands out, representing 83% of 
the total.

The Company's tax contributions in Spain in 2013 
were 3,443 million euros, or 24.5% of the total. 
The tax contribution ratio for Telefónica in Spain 
was 35.67%: that is, during 2013, Telefónica paid 
36 euros out of every 100 euros of pre-tax profits 
generated in Spain, in taxes.

Out of every 100 euros of Total Value Distributed (*) 
by Telefonica in 2013, 51 euros were used to taxes.

FISCAL TRANSPARENCY

Contributions to public 
administrations _
A total of 24.6 euros out of every 100 that Telefónica collects 
overall is paid in taxes

Breakdown of Telefónica’s global tax contribution
Thousand euros

Taxes borne (1) Taxes collected (2) Total contribution (3)Country
Brazil 1,197,612 4.222,062 5,419,674
Spain 1,094,284 2,349,171 3,443,455
Argentina 507,294 687,723 1,195,017
Central America 774,087 221,836 995,922
Germany 170,834 454,200 625,034
Peru 299,364 299,648 599,012
United Kingdom 43,742 319,308 363,050
Chile 158,961 192,036 350,997
Colombia 160,654 170,907 331,561
Czech Republic 130,231 200,423 330,653
Ecuador 84,650 20,536 105,186
Mexico 47,035 48,044 95,079
Ireland 38,494 38,154 76,648
Uruguay 41,047 16,719 57,767
Slovakia 7,377 19,021 26,398
Luxembourg 18,394 2 18,396
Puerto Rico 7,881 8,220 16,101
Netherlands 7,203 146 7,349
Israel 1,826 1,534 3,359
Others 1,951 2,191 240
Total 4,792,921 9,267,499 14,060,419

Breakdown of the total tax contribution in the world
Distribution of taxes paid by 
geographical areas

Taxes borne (1)

Thousand euros Thousand euros

Taxes collected (2)

Brazil 
39%

Taxes on 
profits

1,805,801

Taxes on
profits*

588,621

Spain 
24%

Taxes on propriety
465,433

Taxes on propriety 
11,308

Rest of 
Latam
27%

Taxes associated to 
employment
996,836

Taxes 
associated to 
employment

940,794

Rest 
of Europe
10%

Taxes on 
products and 
services
1,524,850

Taxes on products and 
services
7,726,777

14,060 M€ 4,792 M€ 9,267 M€

(*)  According to the methodology of the CTT of PwC, distributed tax value of a company consists of the sum of the  
following elements: shareholder value (dividends, reserves, etc.), wages and salaries (net of tax raised to employees), net interest  
and tax (borne and collected).

(1) Taxes borne. Those taxes paid by Telefonica to the administrations of the various states in which it operates, and have been a cash cost to the Company.
(2)  Taxes collected. Those taxes collected by Telefonica that have been entered on behalf of other taxpayers as a result of the economic activity of the Company, 

i.e. tax revenues are obtained thanks to the economic value generated by it.
(3) Total contribution. CT measures the total impact represented by taxes.
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Source: 
1. Telefonica, Integrated report 2013 – Pages 28, 29 & 107
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2.

BBVA, a Spanish bank, 
explains its approach to 
taxes and its commitment 
to tax transparency. It 
states that it has adopted 
the Code of Good Tax 
Practices in Spain and 
the Code of Practice 
on Taxation for Banks 
launched by HMRC in UK. 

BBVA publishes a 
break-down of the different 
taxes it bears and collects 
across the territories 
in which it operates. 
The report also includes 
simple charts showing the 
total taxes paid by region. 

BBVA
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Spotlight on Denmark 
Carlsberg and  
A.P. Møller-Maersk

1.

We will continue to develop 
and grow our business in a 
way that benefits Carlsberg 
as well as the environment 
and society upon which we 
depend for future growth.

JØRN P. JENSEN
Deputy CEO & CFO

WIDER ECONOMIC CONTRIBUTION
We have quantified the indirect and induced 
impact on society of our generated economic 
value and taxes. Based on calculations by EY, 
in 2013 Carlsberg indirectly generated DKK 
47.4bn through income tax and social contri-
butions from employees, supplier and retail/
wholesale employees, VAT and hospitality.

Our direct and indirect/induced economic 
contributions have a positive impact on the 
societies in which we operate. We are proud 
of this contribution, and also aware that it 
comes with a responsibility to continue to 
develop and grow our business in a way 
that benefits Carlsberg as well as the envi-
ronment and society upon which we depend  
for future growth. 

EMPLOYMENT GENERATED TO SOCIETY

Total Carlsberg 
employees 
(40,435)

  Sales & Marketing 
30%

  Production 
36%

  Logistics 
21%

  Administration 
13%

Total  
employment  
generated 
(indirect/induced) 
(368,471)

  Hospitality 
51%

  Retail/wholesale 
15%

  Suppliers (including agriculture)  
34%

ECONOMIC CONTRIBUTION GENERATED TO GOVERNMENTS

1 Corporate income taxes including withholding taxes.   2 Within KPMG’s assurance scope.  

Total tax  
contribution by 
Carlsberg 
(DKK 42.5bn)

  VAT 
21.2%  
(DKK 9.0bn)

  Income tax and social contributions from employees 
in all sectors (suppliers, hospitality and retail)

 46%

   VAT withheld by 
hospitality and retail  
54%

  Employee taxes 
7.3%  
(DKK 3.1bn)

  Corporate  
income tax 1 
5.4% (DKK 2.3bn2)

  Other taxes 
2.3%  
(DKK 1.0bn)

  Excise duties 
63.8%  
(DKK 27.1bn2)

Total value added in industry sectors  
incl. Carlsberg
(DKK 79.2bn)

Total government 
revenue generated 
(indirect/induced) 
(DKK 47.4bn)

  Carlsberg 
24%

  Retail/
wholesale 
8%

  Suppliers (including 
agriculture) 
24%

  Hospitality 
44%

Carlsberg Group CSR Report 2013 8Economic value generated

Carlsberg brings tax into the economic 
value generated section of the CSR report. 
As well as Total Tax Contribution, it 
gives insight into indirect and induced 
government revenue generated and total 
value added. 

Carlsberg, a Danish brewing company, uses a weighted 
average statutory tax rate in its reconciliation note 
and explains how this has been calculated. The note of 
accounting policy for tax is placed next to the statutory 
disclosure in the financial statements. A format which 
is used throughout the accounts. 
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Corporation taxTax

2013 2012

% DKK million % DKK million

Nominal weighted tax rate  
for the Carlsberg Group 21.0% 1,645 21.4% 1,737

Change in tax rate -1.3% -108 0.3% 27

Adjustments to tax  
for previous years -0.2% -16 -0.8% -62

Non-capitalised tax assets,  
net movements 2.0% 160 -1.0% -84

Non-taxable income -0.7% -55 -0.3% -26

Non-deductible expenses 3.0% 239 2.8% 226

Tax incentives etc. -0.6% -45 -1.3% -109

Special items -0.4% -30 -1.1% -90

Withholding taxes 1.5% 115 3.3% 269

Other, and tax in associates -0.2% -11 -0.3% -27

Effective tax rate for the year 24.1% 1,894 23.0% 1,861

RECONCILIATION OF THE EFFECTIVE TAX RATE FOR THE YEAR

The nominal weighted tax rate for the Group 
is calculated as domestic tax rates applic-
able to profits in the entities as a proportion 
of each entity’s share of the Group’s profit 
before tax.

1,894m
Tax totalled DKK 1,894m against DKK 
1,861m in 2012.

24.1%
Tax rate of 24.1%, positively impacted 
by reduction in domestic tax rates.

Key developments 2013
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SECTION 6.1 Corporation tax

6.1 ACCOUNTING POLICIES

Tax for the year comprises current tax and chang-
es in deferred tax for the year, including changes 
as a result of a change in the tax rate. The tax 
expense relating to the profit/loss for the year 
is recognised in the income statement, and the 
tax expense relating to items recognised directly 
in other comprehensive income is recognised in 
other comprehensive income.

If the Group obtains a tax deduction on computa-
tion of the taxable income in Denmark or in foreign 
jurisdictions as a result of share-based payment 
programmes, the tax effect of the programmes is 
recognised in tax on the profit/loss for the year. 
However, if the total tax deduction exceeds the total 
tax expense, the tax benefit for the excess deduction 
is recognised in other comprehensive income.

TAX RECOGNISED IN OTHER COMPREHENSIVE INCOME

2013 2012

DKK million
Recognised  

item before tax
Tax income/ 

expense After tax
Recognised  

item before tax
Tax income/ 

expense After tax

Foreign exchange adjustments -7,499 - -7,499 1,904 - 1,904

Hedging instruments 10 -8 2 111 133 244

Retirement benefit obligations 822 -195 627 -741 131 -610

Share of other comprehensive income in associates 4 - 4 4 - 4

Effect of hyperinflation 61 - 61 75 - 75

Other -29 - -29 -2 -176 -178

Total -6,631 -203 -6,834 1,351 88 1,439

CORPORATION TAX

2013 2012

DKK million
Income  

statement

Other  
comprehensive 

income

Total  
comprehensive 

income
Income  

statement

Other  
comprehensive 

income

Total  
comprehensive 

income

Tax for the year can be specified as follows

Current tax 2,261 15 2,276 1,553 189 1,742

Change in deferred tax during the year -243 188 -55 343 -194 149

Change in deferred tax from change in tax rate -108 - -108 27 - 27

Adjustments to tax for previous years -16 - -16 -62 -83 -145

Total 1,894 203 2,097 1,861 -88 1,773

An interest ceiling maximises the tax deduc-
tion accumulated for fair value adjustments of 
hedging instruments recognised in other com-
prehensive income. Tax on such adjustments 
therefore fluctuates from year to year.

Adjustment to tax for previous years of DKK 
0m (2012: DKK 83m) is included in the tax 
benefit/expense for hedging instruments.

Consolidated financial statements  SECTION 6: TAX 114Carlsberg Group Annual Report 2013

Carlsberg

Spotlight – Overseas companies
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Source: 
1. Carlsberg group, CSR Report 2013 – Pages 8 

Carlsberg group, Annual Report 2013 – Pages 113 & 114
2. A.P. Møller-Maersk Group’s, Sustainability Report 2013 – Page 49 

A.P. Møller-Maersk Group’s, Annual Report 2013 – Page 85

2.

Maersk, a Danish 
shipping, oil and drilling 
company, explains how 
its approach to tax 
supports group policy 
of maintaining good 
corporate citizenship. It 
explains how it manages 
its relationship with 
revenue authorities 
and with regard to tax 
incentive schemes. 

Maersk discloses its total 
tax payments in the key 
territories in which it 
operates, and facilitates 
an easy comparison with 
revenues and assets for a 
two year period. 

Sustainability Report 2013 492013 performance

Implementation
Business and Group CEOs are responsible for implementation of and compliance with the Group rule on tax. 

Progress
We continuously evaluate our processes and organisation to ensure that we stay up to date with the significant volume of 
 complex rules and interpretations we must comply with. Group tax centres will be established in 11 locations in 2014, ensuring 
competency, governance and controls. 

 HOW WE MANAGE RESPONSIBLE TAX

(USD million) 2011 2012 2013

Profit before tax 8,274 6,914 6,620

Tax 5,932 3,161 3,237

Percentage of profit before tax 72% 46% 49%

Maintaining good  
corporate citizenship

The policy of the Group is to maintain good cor-

porate citizenship by complying with applicable 

tax regulations, being upright towards public 

 authorities and paying taxes as required by law.

The Group is committed to living up to this policy 

in all countries where we operate. Our policy 

implies identifying applicable tax laws and regu-

lations, ensuring compliance with local require-

ments and practices, disclosing all relevant facts 

to the authorities and adopting a justifiable tax 

position where tax regulations allow for different 

interpretations or choices. 

Complying with tax rules can be very complex. Not 

only does legislation change over time, but so too 

does interpretation of legislation and common 

practices. Consequently, authorities may some-

times disagree with our choices, and sometimes 

even if they have previously agreed with us. In 

these situations, we will resolve our disagree-

ments in the tribunals or courts responsible for 

tax to ensure that the appropriate practices are 

determined and implemented. 

Tax rules are often made to incentivise certain 

behaviours such as encouraging companies to 

increase investments and create jobs. In these in-

stances, the Group will use the tax rules to reduce 

the tax cost as permitted by the law.

The Group’s tax expenses

USD 
3,237m
The Group’s tax expenses 
in 2013. 

USD 
3,004m
Tax expenses in Maersk Oil.

FACTS

It is our view that a responsible approach to tax is essential to 
the long-term sustainability of our business activities in the 
countries where we operate.

A responsible  
approach to tax 

RESPONSIBLE TAX

Increasing public inter-

est in the tax strategies 

employed by large 

 companies is creating 

pressure on taxpayers  

to demonstrate their 

contribution to society. 

THE ISSUE

Sustainability Report 2013 492013 performance

Implementation
Business and Group CEOs are responsible for implementation of and compliance with the Group rule on tax. 

Progress
We continuously evaluate our processes and organisation to ensure that we stay up to date with the significant volume of 
 complex rules and interpretations we must comply with. Group tax centres will be established in 11 locations in 2014, ensuring 
competency, governance and controls. 

 HOW WE MANAGE RESPONSIBLE TAX

(USD million) 2011 2012 2013

Profit before tax 8,274 6,914 6,620

Tax 5,932 3,161 3,237

Percentage of profit before tax 72% 46% 49%

Maintaining good  
corporate citizenship

The policy of the Group is to maintain good cor-

porate citizenship by complying with applicable 

tax regulations, being upright towards public 

 authorities and paying taxes as required by law.

The Group is committed to living up to this policy 

in all countries where we operate. Our policy 

implies identifying applicable tax laws and regu-

lations, ensuring compliance with local require-

ments and practices, disclosing all relevant facts 

to the authorities and adopting a justifiable tax 

position where tax regulations allow for different 

interpretations or choices. 

Complying with tax rules can be very complex. Not 

only does legislation change over time, but so too 

does interpretation of legislation and common 

practices. Consequently, authorities may some-

times disagree with our choices, and sometimes 

even if they have previously agreed with us. In 

these situations, we will resolve our disagree-

ments in the tribunals or courts responsible for 

tax to ensure that the appropriate practices are 

determined and implemented. 

Tax rules are often made to incentivise certain 

behaviours such as encouraging companies to 

increase investments and create jobs. In these in-

stances, the Group will use the tax rules to reduce 

the tax cost as permitted by the law.

The Group’s tax expenses

USD 
3,237m
The Group’s tax expenses 
in 2013. 

USD 
3,004m
Tax expenses in Maersk Oil.

FACTS

It is our view that a responsible approach to tax is essential to 
the long-term sustainability of our business activities in the 
countries where we operate.

A responsible  
approach to tax 

RESPONSIBLE TAX

Increasing public inter-

est in the tax strategies 

employed by large 

 companies is creating 

pressure on taxpayers  

to demonstrate their 

contribution to society. 

THE ISSUE

A.P. Moller - Maersk Group Annual Report 2013 85

APM Terminals and Maersk Line have entered into a commercial agreement whereby Maersk Line is secured dedicated capacity in certain 

strategically important terminals. Under the terms of the agreement, substantially all of the risks and benefits associated with ownership of 

these terminals are transferred to Maersk Line. Management has chosen not to apply finance lease accounting for the internal reporting and 

accordingly these terminals are still reported as part of APM Terminals in the segment information.

The effect for APM Terminals is an increase of USD 70m in revenue and USD 42m in EBIT excluding any gains or losses in connection with  

the de-recognition of non-current assets. Maersk Line is affected by the same amount on cost and EBIT.

The agreement has no effect on the Group as the transactions are eliminated in the consolidation.

Geographical information

Revenue for the shipping activities is based on the destination for ships operated by the Group and on customer location for ships on time 

charter. The majority of the Group’s ships, drilling rigs and containers are registered in Denmark, Singapore, United Kingdom and the USA.  

These types of assets are allocated to countries based on legal ownership.

 External revenue Tax paid Non-current assets 1

Geographical split 2013 2012 2013 2012 2013 2012

Denmark

Algeria

Brazil

China and Hong Kong

Qatar

Singapore

United Kingdom

USA

Other

Total

1 Comprise intangible assets and property, plant and equipment.

Amounts in DKK million

Notes to the consolidated financial statements

1 Segment information – continued

104,089

3,155

15,067

19,104

5,161

51,438

26,128

11,248

40,683

276,073

86,170

3,056

14,150

19,566

3,400

37,078

25,350

15,988

44,664

249,422

8,745

1,194

289

197

8,629

-3

400

465

782

20,698

6,280

681

188

127

8,129

81

93

-33

313

15,859

25,202

7,492

8,147

11,204

24,827

2,450

17,312

32,480

157,639

286,753

19,468

7,412

7,748

11,662

22,435

2,573

16,800

29,071

149,067

266,236

A.P. Møller-Maersk
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Spotlight on Finland 
Fortum

Fortum illustrates 
its effective tax 
rate for a two 
year period using 
clear bar charts. It 
also forecasts the 
effective tax rate for 
the next financial 
year.
It explains and 
quantifies the 
impact of changes 
in tax legislation on 
its financial results. 

Fortum, a Finnish 
energy production 
company, features tax 
in the sustainability 
section of its annual 
report. As well as 
explaining the 
different taxes borne 
and collected, Fortum 
provides a total tax 
rate figure.

Spotlight – Overseas companies

TaxationTaxation

The effective corporate tax rate for Fortum in
2014 is estimated to be 19–21%, excluding
the impact of the share of profits of
associated companies and joint ventures,
non-taxable capital gains and non-recurring
items. In Finland, the corporate tax rate was
reduced from 24.5% to 20% as of 1 January
2014. In Sweden, the corporate tax rate was
decreased from 26.3% to 22% as of 1 January
2013.

The Finnish Parliament approved the power
plant tax (previously called windfall tax) in
December 2013. It will be enacted later and
will be applied from the beginning of 2014,
provided that the EU Commission approves it.

Fortum has filed a complaint on the tax to the
Commission, arguing that it is not in line with
general tax principles in Finland and that it
constitutes illegal state aid for those plants
that are not subject to the tax. If
implemented, the estimated impact on
Fortum would be approximately EUR 25
million annually.

HedgingHedging

At the end of December 2013, approximately
60% of the Power Division's estimated Nordic
power sales volume was hedged at
approximately EUR 43 per MWh for the
calendar year 2014. The corresponding
figures for the calendar year 2015 were about
20% at approximately EUR 41 per MWh.

The hedge price for the Power Division's
Nordic generation excludes hedging of the
condensing power margin. In addition, the
hedge ratio excludes the financial hedges and
physical volume of Fortum's coal-condensing
generation as well as the division’s imports
from Russia.

The reported hedge ratios may vary
significantly, depending on Fortum's actions
on the electricity derivatives markets. Hedges
are mainly financial contracts, most of them
Nord Pool forwards.

Research and developmentResearch and development
Sustainability is at the core of Fortum’s
strategy, and Fortum's research and
development activities promote
environmentally-benign energy solutions.
Investments in the development of renewable
energy production, like wave and solar power,
are an important part of Fortum’s strategy
implementation.

In 2013, Fortum decided to participate in the
Sustainable Bioenergy Solutions for
Tomorrow (BEST) research programme
established by two Strategic Centres for
Science, Technology and Innovation (SHOK),
CLEEN Oy and FIBIC Oy, in Finland and India.
The programme's goal is to encompass a
completely new kind of collaboration
between forestry and energy know-how.

Fortum is also a co-signer along with DCNS
and AW-Energy of a development agreement

in wave power research and development
with the support of La Région Bretagne. As
part of the agreement, the companies will
develop a joint 1.5-MW wave power
demonstration project. Fortum will be
responsible for project development and will
be the owner of the demonstration park. The
agreement is an extension to the wave power
research and development collaboration
initiated in 2011 by DCNS and Fortum.

In addition, Fortum received a special award
for innovation from the Global District Energy
Climate Awards organisation. The prize was
awarded to Fortum for its investment project
using fast pyrolysis technology to produce
bio-oil in connection with existing district
heating production and a combined heat and
power plant. Commissioned at the end of the
year, the commercial plant is the first of its
kind in the world and integrated with

Fortum’s Joensuu CHP plant. The use of bio-
oil has significant positive environmental
impacts because energy produced with bio-
oil reduces greenhouse gas emissions by as
much as 90% or more compared to fossil
fuels.

Fortum acquired a solar power plant in the
state of Rajasthan, in north-western India.
The company's short-term ambition is to
build a small photo-voltaic (PV) solar portfolio
in order to gain further experience in different
solar technologies.

The Group reports its R&D expenditure on a
yearly basis. In 2013, Fortum’s R&D
expenditure was EUR 49 million (2012: 41) or
0.8% (2012: 0.7%) of sales.

2013 2012 2011

R&D expenditure, EUR million 49 41 38

R&D expenditure, % of sales 0.8 0.7 0.6

SustainabilitySustainability
Fortum strives for balanced management of
economic, social and environmental
responsibility in the company’s operations.
Fortum's sustainability targets consist of
Group-level key indicators and division-level
indicators.

The Group-level sustainability targets
emphasise Fortum's role in society and
measure not only environmental and safety
targets, but also Fortum's reputation,
customer satisfaction, and the security of
supply of power and heat.

The achievement of the sustainability
targets is monitored through monthly,
quarterly and annual reporting. As of the
beginning of 2013, results of the
sustainability indicators have been regularly
reported to Fortum's Board of Directors. In
June 2013, the Board of Directors decided on

Annual Report 2013 Operating and financial review

This is an automatically generated PDF document of Fortum's online Annual Report and may not be as comprehensive as the complete Annual Report, which is available at http://annualreport2013.fortum.com/
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that are not subject to the tax. If
implemented, the estimated impact on
Fortum would be approximately EUR 25
million annually.

HedgingHedging

At the end of December 2013, approximately
60% of the Power Division's estimated Nordic
power sales volume was hedged at
approximately EUR 43 per MWh for the
calendar year 2014. The corresponding
figures for the calendar year 2015 were about
20% at approximately EUR 41 per MWh.

The hedge price for the Power Division's
Nordic generation excludes hedging of the
condensing power margin. In addition, the
hedge ratio excludes the financial hedges and
physical volume of Fortum's coal-condensing
generation as well as the division’s imports
from Russia.

The reported hedge ratios may vary
significantly, depending on Fortum's actions
on the electricity derivatives markets. Hedges
are mainly financial contracts, most of them
Nord Pool forwards.

Research and developmentResearch and development
Sustainability is at the core of Fortum’s
strategy, and Fortum's research and
development activities promote
environmentally-benign energy solutions.
Investments in the development of renewable
energy production, like wave and solar power,
are an important part of Fortum’s strategy
implementation.

In 2013, Fortum decided to participate in the
Sustainable Bioenergy Solutions for
Tomorrow (BEST) research programme
established by two Strategic Centres for
Science, Technology and Innovation (SHOK),
CLEEN Oy and FIBIC Oy, in Finland and India.
The programme's goal is to encompass a
completely new kind of collaboration
between forestry and energy know-how.

Fortum is also a co-signer along with DCNS
and AW-Energy of a development agreement

in wave power research and development
with the support of La Région Bretagne. As
part of the agreement, the companies will
develop a joint 1.5-MW wave power
demonstration project. Fortum will be
responsible for project development and will
be the owner of the demonstration park. The
agreement is an extension to the wave power
research and development collaboration
initiated in 2011 by DCNS and Fortum.

In addition, Fortum received a special award
for innovation from the Global District Energy
Climate Awards organisation. The prize was
awarded to Fortum for its investment project
using fast pyrolysis technology to produce
bio-oil in connection with existing district
heating production and a combined heat and
power plant. Commissioned at the end of the
year, the commercial plant is the first of its
kind in the world and integrated with

Fortum’s Joensuu CHP plant. The use of bio-
oil has significant positive environmental
impacts because energy produced with bio-
oil reduces greenhouse gas emissions by as
much as 90% or more compared to fossil
fuels.

Fortum acquired a solar power plant in the
state of Rajasthan, in north-western India.
The company's short-term ambition is to
build a small photo-voltaic (PV) solar portfolio
in order to gain further experience in different
solar technologies.

The Group reports its R&D expenditure on a
yearly basis. In 2013, Fortum’s R&D
expenditure was EUR 49 million (2012: 41) or
0.8% (2012: 0.7%) of sales.

2013 2012 2011

R&D expenditure, EUR million 49 41 38

R&D expenditure, % of sales 0.8 0.7 0.6

SustainabilitySustainability
Fortum strives for balanced management of
economic, social and environmental
responsibility in the company’s operations.
Fortum's sustainability targets consist of
Group-level key indicators and division-level
indicators.

The Group-level sustainability targets
emphasise Fortum's role in society and
measure not only environmental and safety
targets, but also Fortum's reputation,
customer satisfaction, and the security of
supply of power and heat.

The achievement of the sustainability
targets is monitored through monthly,
quarterly and annual reporting. As of the
beginning of 2013, results of the
sustainability indicators have been regularly
reported to Fortum's Board of Directors. In
June 2013, the Board of Directors decided on
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a more systematic handling of sustainability
issues and supplemented their working order
with the approval of Fortum Corporation's
Sustainability Policy, sustainability target
setting as well as follow-up and the review of
Fortum's Sustainability Report.

The company is listed on the STOXX Global
ESG Leaders, the NASDAQ OMX and OMX
GES Sustainability Finland indices. In October
2013, Fortum was awarded as the best
Nordic company in the Nordic Climate
Disclosure Leadership Index focusing on
management and reporting of climate issues.

Fortum received its all-time high score – a full
100/100. In December Fortum was listed in
ECPI® Indices.

Sustainability indicators at the Group level

Target 2013
Five-year
average

Specific CO2 emission from power generation in the EU (g/kWh), 5-year average < 80 70 66

Specific CO2 emission from total energy production (g/kWh), 5-year average < 200 196 186

Overall efficiency of fuel use as a five-year average, % > 70 61 66

Environmental incidents < 40 51

Energy availability of CHP plants in the EU, % > 92 94

SAIDI*, minutes in 2013 < 110 220

Lost workday injury frequency (LWIF) for own personnel < 1.0 1.1

* System Average Interruption Duration Index

Targets for reputation and customer
satisfaction are monitored annually. In the
One Fortum Survey for 2013 the result was
69.8 (target for 2013 was 69.6) and the
company’s reputation among the key
stakeholders was good. Customer
satisfaction improved in all divisions.

Economic responsibilityEconomic responsibility

In the area of economic responsibility, the
focus is on competitiveness, performance
excellence and market-driven production. The
aim is to create long-term economic value
and enable profitable growth and added value
for shareholders, customers, employees,
suppliers, and other key stakeholders in the
company's operating areas. Fortum's goal is
to achieve excellent financial performance in
strategically selected core areas through
strong competence and responsible ways of
operating. The key figures by which Fortum
measures its financial success include return
on capital employed (target: 12%), return on
shareholders' equity (target: 14%) and capital
structure (target: comparable net debt/
EBITDA around 3). In addition, Fortum also
uses the applicable Global Reporting Initiative
(GRI) G3.1 indicators for reporting economic
responsibility.

Fortum as a tax payerFortum as a tax payer

Fortum supports social development and
well-being of the areas of operations by e.g.
paying taxes. The tax benefits Fortum
produces to society include not only

corporate income taxes EUR 220 million
(2012: 74) but also several other taxes. In
2013, Fortum’s taxes borne were EUR 644
million (2012: 565). Taxes borne include
corporate income taxes, production taxes,
employment taxes, taxes on property and
cost of indirect taxes. Production taxes
include also production taxes and taxes on
property paid through electricity purchased
from associated companies.

Fortum's effective tax rate (ETR) was 14.7%
(4.7% in 2012) and total tax rate (TTR) 33.8%
(2012: 29.0%). See also note 14 Income tax
expense.

In addition, Fortum administers and collects
different taxes on behalf of governments and
authorities. Such taxes include e.g. VAT,
excise taxes on power consumed by
customers, payroll taxes and withholding
taxes. The amount of taxes collected by
Fortum was EUR 834 million (2012: 749). In
2012 Fortum reported VAT as a gross
amount for input and output VAT. The gross
amount of taxes collected was EUR 3,918
million in 2012.

Environmental responsibilityEnvironmental responsibility

Fortum's environmental responsibility
emphasises mitigation of climate change,
efficient use of resources as well as
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a more systematic handling of sustainability
issues and supplemented their working order
with the approval of Fortum Corporation's
Sustainability Policy, sustainability target
setting as well as follow-up and the review of
Fortum's Sustainability Report.

The company is listed on the STOXX Global
ESG Leaders, the NASDAQ OMX and OMX
GES Sustainability Finland indices. In October
2013, Fortum was awarded as the best
Nordic company in the Nordic Climate
Disclosure Leadership Index focusing on
management and reporting of climate issues.

Fortum received its all-time high score – a full
100/100. In December Fortum was listed in
ECPI® Indices.

Sustainability indicators at the Group level

Target 2013
Five-year
average

Specific CO2 emission from power generation in the EU (g/kWh), 5-year average < 80 70 66

Specific CO2 emission from total energy production (g/kWh), 5-year average < 200 196 186

Overall efficiency of fuel use as a five-year average, % > 70 61 66

Environmental incidents < 40 51

Energy availability of CHP plants in the EU, % > 92 94

SAIDI*, minutes in 2013 < 110 220

Lost workday injury frequency (LWIF) for own personnel < 1.0 1.1

* System Average Interruption Duration Index

Targets for reputation and customer
satisfaction are monitored annually. In the
One Fortum Survey for 2013 the result was
69.8 (target for 2013 was 69.6) and the
company’s reputation among the key
stakeholders was good. Customer
satisfaction improved in all divisions.

Economic responsibilityEconomic responsibility

In the area of economic responsibility, the
focus is on competitiveness, performance
excellence and market-driven production. The
aim is to create long-term economic value
and enable profitable growth and added value
for shareholders, customers, employees,
suppliers, and other key stakeholders in the
company's operating areas. Fortum's goal is
to achieve excellent financial performance in
strategically selected core areas through
strong competence and responsible ways of
operating. The key figures by which Fortum
measures its financial success include return
on capital employed (target: 12%), return on
shareholders' equity (target: 14%) and capital
structure (target: comparable net debt/
EBITDA around 3). In addition, Fortum also
uses the applicable Global Reporting Initiative
(GRI) G3.1 indicators for reporting economic
responsibility.

Fortum as a tax payerFortum as a tax payer

Fortum supports social development and
well-being of the areas of operations by e.g.
paying taxes. The tax benefits Fortum
produces to society include not only

corporate income taxes EUR 220 million
(2012: 74) but also several other taxes. In
2013, Fortum’s taxes borne were EUR 644
million (2012: 565). Taxes borne include
corporate income taxes, production taxes,
employment taxes, taxes on property and
cost of indirect taxes. Production taxes
include also production taxes and taxes on
property paid through electricity purchased
from associated companies.

Fortum's effective tax rate (ETR) was 14.7%
(4.7% in 2012) and total tax rate (TTR) 33.8%
(2012: 29.0%). See also note 14 Income tax
expense.

In addition, Fortum administers and collects
different taxes on behalf of governments and
authorities. Such taxes include e.g. VAT,
excise taxes on power consumed by
customers, payroll taxes and withholding
taxes. The amount of taxes collected by
Fortum was EUR 834 million (2012: 749). In
2012 Fortum reported VAT as a gross
amount for input and output VAT. The gross
amount of taxes collected was EUR 3,918
million in 2012.

Environmental responsibilityEnvironmental responsibility

Fortum's environmental responsibility
emphasises mitigation of climate change,
efficient use of resources as well as
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a more systematic handling of sustainability
issues and supplemented their working order
with the approval of Fortum Corporation's
Sustainability Policy, sustainability target
setting as well as follow-up and the review of
Fortum's Sustainability Report.

The company is listed on the STOXX Global
ESG Leaders, the NASDAQ OMX and OMX
GES Sustainability Finland indices. In October
2013, Fortum was awarded as the best
Nordic company in the Nordic Climate
Disclosure Leadership Index focusing on
management and reporting of climate issues.

Fortum received its all-time high score – a full
100/100. In December Fortum was listed in
ECPI® Indices.

Sustainability indicators at the Group level

Target 2013
Five-year
average

Specific CO2 emission from power generation in the EU (g/kWh), 5-year average < 80 70 66

Specific CO2 emission from total energy production (g/kWh), 5-year average < 200 196 186

Overall efficiency of fuel use as a five-year average, % > 70 61 66

Environmental incidents < 40 51

Energy availability of CHP plants in the EU, % > 92 94

SAIDI*, minutes in 2013 < 110 220

Lost workday injury frequency (LWIF) for own personnel < 1.0 1.1

* System Average Interruption Duration Index

Targets for reputation and customer
satisfaction are monitored annually. In the
One Fortum Survey for 2013 the result was
69.8 (target for 2013 was 69.6) and the
company’s reputation among the key
stakeholders was good. Customer
satisfaction improved in all divisions.

Economic responsibilityEconomic responsibility

In the area of economic responsibility, the
focus is on competitiveness, performance
excellence and market-driven production. The
aim is to create long-term economic value
and enable profitable growth and added value
for shareholders, customers, employees,
suppliers, and other key stakeholders in the
company's operating areas. Fortum's goal is
to achieve excellent financial performance in
strategically selected core areas through
strong competence and responsible ways of
operating. The key figures by which Fortum
measures its financial success include return
on capital employed (target: 12%), return on
shareholders' equity (target: 14%) and capital
structure (target: comparable net debt/
EBITDA around 3). In addition, Fortum also
uses the applicable Global Reporting Initiative
(GRI) G3.1 indicators for reporting economic
responsibility.

Fortum as a tax payerFortum as a tax payer

Fortum supports social development and
well-being of the areas of operations by e.g.
paying taxes. The tax benefits Fortum
produces to society include not only

corporate income taxes EUR 220 million
(2012: 74) but also several other taxes. In
2013, Fortum’s taxes borne were EUR 644
million (2012: 565). Taxes borne include
corporate income taxes, production taxes,
employment taxes, taxes on property and
cost of indirect taxes. Production taxes
include also production taxes and taxes on
property paid through electricity purchased
from associated companies.

Fortum's effective tax rate (ETR) was 14.7%
(4.7% in 2012) and total tax rate (TTR) 33.8%
(2012: 29.0%). See also note 14 Income tax
expense.

In addition, Fortum administers and collects
different taxes on behalf of governments and
authorities. Such taxes include e.g. VAT,
excise taxes on power consumed by
customers, payroll taxes and withholding
taxes. The amount of taxes collected by
Fortum was EUR 834 million (2012: 749). In
2012 Fortum reported VAT as a gross
amount for input and output VAT. The gross
amount of taxes collected was EUR 3,918
million in 2012.

Environmental responsibilityEnvironmental responsibility

Fortum's environmental responsibility
emphasises mitigation of climate change,
efficient use of resources as well as
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a more systematic handling of sustainability
issues and supplemented their working order
with the approval of Fortum Corporation's
Sustainability Policy, sustainability target
setting as well as follow-up and the review of
Fortum's Sustainability Report.

The company is listed on the STOXX Global
ESG Leaders, the NASDAQ OMX and OMX
GES Sustainability Finland indices. In October
2013, Fortum was awarded as the best
Nordic company in the Nordic Climate
Disclosure Leadership Index focusing on
management and reporting of climate issues.

Fortum received its all-time high score – a full
100/100. In December Fortum was listed in
ECPI® Indices.

Sustainability indicators at the Group level

Target 2013
Five-year
average

Specific CO2 emission from power generation in the EU (g/kWh), 5-year average < 80 70 66

Specific CO2 emission from total energy production (g/kWh), 5-year average < 200 196 186

Overall efficiency of fuel use as a five-year average, % > 70 61 66

Environmental incidents < 40 51

Energy availability of CHP plants in the EU, % > 92 94

SAIDI*, minutes in 2013 < 110 220

Lost workday injury frequency (LWIF) for own personnel < 1.0 1.1

* System Average Interruption Duration Index

Targets for reputation and customer
satisfaction are monitored annually. In the
One Fortum Survey for 2013 the result was
69.8 (target for 2013 was 69.6) and the
company’s reputation among the key
stakeholders was good. Customer
satisfaction improved in all divisions.

Economic responsibilityEconomic responsibility

In the area of economic responsibility, the
focus is on competitiveness, performance
excellence and market-driven production. The
aim is to create long-term economic value
and enable profitable growth and added value
for shareholders, customers, employees,
suppliers, and other key stakeholders in the
company's operating areas. Fortum's goal is
to achieve excellent financial performance in
strategically selected core areas through
strong competence and responsible ways of
operating. The key figures by which Fortum
measures its financial success include return
on capital employed (target: 12%), return on
shareholders' equity (target: 14%) and capital
structure (target: comparable net debt/
EBITDA around 3). In addition, Fortum also
uses the applicable Global Reporting Initiative
(GRI) G3.1 indicators for reporting economic
responsibility.

Fortum as a tax payerFortum as a tax payer

Fortum supports social development and
well-being of the areas of operations by e.g.
paying taxes. The tax benefits Fortum
produces to society include not only

corporate income taxes EUR 220 million
(2012: 74) but also several other taxes. In
2013, Fortum’s taxes borne were EUR 644
million (2012: 565). Taxes borne include
corporate income taxes, production taxes,
employment taxes, taxes on property and
cost of indirect taxes. Production taxes
include also production taxes and taxes on
property paid through electricity purchased
from associated companies.

Fortum's effective tax rate (ETR) was 14.7%
(4.7% in 2012) and total tax rate (TTR) 33.8%
(2012: 29.0%). See also note 14 Income tax
expense.

In addition, Fortum administers and collects
different taxes on behalf of governments and
authorities. Such taxes include e.g. VAT,
excise taxes on power consumed by
customers, payroll taxes and withholding
taxes. The amount of taxes collected by
Fortum was EUR 834 million (2012: 749). In
2012 Fortum reported VAT as a gross
amount for input and output VAT. The gross
amount of taxes collected was EUR 3,918
million in 2012.

Environmental responsibilityEnvironmental responsibility

Fortum's environmental responsibility
emphasises mitigation of climate change,
efficient use of resources as well as
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a more systematic handling of sustainability
issues and supplemented their working order
with the approval of Fortum Corporation's
Sustainability Policy, sustainability target
setting as well as follow-up and the review of
Fortum's Sustainability Report.

The company is listed on the STOXX Global
ESG Leaders, the NASDAQ OMX and OMX
GES Sustainability Finland indices. In October
2013, Fortum was awarded as the best
Nordic company in the Nordic Climate
Disclosure Leadership Index focusing on
management and reporting of climate issues.

Fortum received its all-time high score – a full
100/100. In December Fortum was listed in
ECPI® Indices.

Sustainability indicators at the Group level

Target 2013
Five-year
average

Specific CO2 emission from power generation in the EU (g/kWh), 5-year average < 80 70 66

Specific CO2 emission from total energy production (g/kWh), 5-year average < 200 196 186

Overall efficiency of fuel use as a five-year average, % > 70 61 66

Environmental incidents < 40 51

Energy availability of CHP plants in the EU, % > 92 94

SAIDI*, minutes in 2013 < 110 220

Lost workday injury frequency (LWIF) for own personnel < 1.0 1.1

* System Average Interruption Duration Index

Targets for reputation and customer
satisfaction are monitored annually. In the
One Fortum Survey for 2013 the result was
69.8 (target for 2013 was 69.6) and the
company’s reputation among the key
stakeholders was good. Customer
satisfaction improved in all divisions.

Economic responsibilityEconomic responsibility

In the area of economic responsibility, the
focus is on competitiveness, performance
excellence and market-driven production. The
aim is to create long-term economic value
and enable profitable growth and added value
for shareholders, customers, employees,
suppliers, and other key stakeholders in the
company's operating areas. Fortum's goal is
to achieve excellent financial performance in
strategically selected core areas through
strong competence and responsible ways of
operating. The key figures by which Fortum
measures its financial success include return
on capital employed (target: 12%), return on
shareholders' equity (target: 14%) and capital
structure (target: comparable net debt/
EBITDA around 3). In addition, Fortum also
uses the applicable Global Reporting Initiative
(GRI) G3.1 indicators for reporting economic
responsibility.

Fortum as a tax payerFortum as a tax payer

Fortum supports social development and
well-being of the areas of operations by e.g.
paying taxes. The tax benefits Fortum
produces to society include not only

corporate income taxes EUR 220 million
(2012: 74) but also several other taxes. In
2013, Fortum’s taxes borne were EUR 644
million (2012: 565). Taxes borne include
corporate income taxes, production taxes,
employment taxes, taxes on property and
cost of indirect taxes. Production taxes
include also production taxes and taxes on
property paid through electricity purchased
from associated companies.

Fortum's effective tax rate (ETR) was 14.7%
(4.7% in 2012) and total tax rate (TTR) 33.8%
(2012: 29.0%). See also note 14 Income tax
expense.

In addition, Fortum administers and collects
different taxes on behalf of governments and
authorities. Such taxes include e.g. VAT,
excise taxes on power consumed by
customers, payroll taxes and withholding
taxes. The amount of taxes collected by
Fortum was EUR 834 million (2012: 749). In
2012 Fortum reported VAT as a gross
amount for input and output VAT. The gross
amount of taxes collected was EUR 3,918
million in 2012.

Environmental responsibilityEnvironmental responsibility

Fortum's environmental responsibility
emphasises mitigation of climate change,
efficient use of resources as well as
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51December 2014

Ten years of Total Tax Contribution
2014 Total Tax Contribution survey for the 
100 Group
2014 marks the tenth year of the PwC Total Tax Contribution survey of the 100 Group. 
The survey collects data on taxes borne and collected by the 100 Group, looking beyond 
corporation tax, at the 25 business taxes in the UK.

The charts below show the taxes borne and collected by the 103 participants in the 
2014 survey.

Taxes borne by percentage 2014

Corporation tax
23.4%

Business 
rates
19.6%

Employer's NIC
28.2%

Irrecoverable 
VAT

15.0%

Bank levy
5.9%

Other
7.9%

Taxes collected by percentage 2014

Tax deducted at source
5.0%

PAYE 
24.8%

Fuel duties
26.7%

Tobacco duty
10.3%

Alcohol duty
4.9%

Other
3.3%

Net VAT
18.1%

Employee's 
NIC
6.9%

The PwC Total Tax Contribution Framework is simple and well understood. 
Taxes borne by a company are those that represent a cost to the company 
and which are reflected in its financial results e.g. corporation tax, 
employer’s NIC and business rates etc. Taxes collected are those which are 
generated by a company’s operations, but do not impact its results, e.g. 
income tax deducted under PAYE and net VAT etc. The company generates 
the commercial activity giving rise to the taxes and then collects and 
administers them on behalf of HMRC. 

For further details of the survey please see http://www.pwc.co.uk/100Group



52 PwC – Tax Transparency

Recent publications 

Paying Taxes 
2015

Paying Taxes 2015: The global picture. 
The changing face of tax compliance in 189 
economies worldwide.

www.pwc.com/payingtaxes

www.pwc.co.uk/100group

November 2014: There was record participation in the
10th Total Tax Contribution survey with 103 companies
providing data. Total Tax Contribution  

of UK Financial Services
Sixth Edition
RESEARCH REPORT CITY OF LONDON CORPORATION

www.cityoflondon.gov.uk/economicresearch

Report prepared for the City of London Corporation by PwC 

Tax Transparency
What are the UK’s
biggest listed
companies reporting?

A review of the FTSE100 for 2013 year-ends

www.pwc.co.uk/tax/tax-transparency.jhtml

May 2014

Launch

www.pwc.com/totalimpact

By valuing social, environmental, tax and economic impacts, 
business is now able to compare the total impacts of their strategies 
and investment choices and manage the trade-offs

Measuring and managing 
total impact: A new language 
for business decisions



Key contacts:

PwC has a strong network of people who can advise you on how to develop your reporting to 
best meet the needs of your business, the board and external stakeholders. To discuss reporting 
insights for your organisation, please speak to your usual contact or one of these people:

Andrew Packman 
T: +44 (0) 1895 522104 
E: andrew.packman@uk.pwc.com

Janet Kerr 
T: + 44 (0) 20 7804 7134 
E: janet.kerr@uk.pwc.com

PwC UK helps organisations and individuals create the value they’re looking for. We’re a member of the PwC network of firms in 157 countries with more than 195,000 people 
committed to delivering quality in assurance, tax and advisory services. Find out more and tell us what matters to you by visiting us at www.pwc.com/uk.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained 
in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information 
contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents do not accept or assume any liability, 
responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision 
based on it. 

© 2014 PricewaterhouseCoopers LLP. All rights reserved. In this document, “PwC” refers to the UK member firm, and may sometimes refer to the PwC network. Each member firm 
is a separate legal entity. Please see www.pwc.com/structure for further details.

Design Services 28858 (11/14).

Mary Monfries 
T: +44 (0) 20 7212 7927 
E: mary.c.monfries@uk.pwc.com 

Neville Howlett 
T: +44 (0) 20 7212 7964
E: neville.howlett@uk.pwc.com

The 2014 Building Public Trust 
Awards Tax Team are:

Janet Kerr
Shuli Levy
James Pan
Lauren Sparks
Kristy Qin
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