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Tax Transparency Framework

Tax strategy and risk management should include:
a clear discussion of the company’s tax strategy and objectives;

full details of how the company’s tax strategy and function is
managed and who in the organisation has responsibility for
governance and oversight; and

clear disclosure of the material tax risks faced by the company.

Tax numbers and performance should include:

a clear explanation as to why the current tax charge is not equivalent
to the accounting profit at the statutory rate of tax;

a transparent reconciliation of the company’s cash tax payments to
the tax charge included in the income statement; and

disclosure of forward looking measures for tax, including forecast
accounting and cash tax rate.

Total Tax Contribution and the wider impact of taxes should
include:

detail as to how tax impacts the wider business strategy and results
of the company;

disclosure of the impact of tax on shareholder value; and

clear communication of the economic contribution of all taxes paid by
the company.

What is the issue?

The PricewaterhouseCoopers Tax Transparency Framework was
developed in discussions with different stakeholder groups with an
interest in tax. We suggest that companies may wish to consider
providing information on their tax affairs across nine criteria which are
grouped into three areas. We view tax communications as a developing
area and invite views and input on our suggested framework to assist its
future development. We do not advocate a change to financial
accounting standards but hope to stimulate discussion on a subject
which is rapidly rising up investor and boardroom agendas.
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This publication at a glance

A wide range of stakeholders are looking for more and clearer
information on tax — their view is tax can no longer hide behind
technical complexity.

Companies are responding to this by publishing more information on
tax, beyond that required by accounting standards.

Stakeholders told us they wanted high quality tax information in three
broad areas, tax strategy and risk management, tax numbers and
performance and Total Tax Contribution and the wider impact of
taxes.

From our discussions with different stakeholders and users of
financial reports, we summarised the information they are looking for
in a simple Tax Transparency Framework and published a discussion
paper earlier this year.

We reviewed the 350 largest listed companies in the UK against our
framework as part of the Tax Reporting award for the 2007 Building
Public Trust Awards (BPTAS).

We found a relatively small number of companies that provide high
quality information on their tax strategy and risk management.

Most companies provided good numerical tax information with the
leaders in tax communications providing greater clarity and additional
useful information such as estimates of future accounting and cash
tax rates.

A number of companies, particularly in certain industry sectors,
considered the wider impact of taxes and provided excellent
information on their Total Tax Contribution and the wider impact of
taxes.

We found a noticeable improvement in the quantity and quality of the
tax information provided by the companies reviewed compared to a
year ago. We expect the rate of change to increase. We have
included good practice extracts in each of our key reporting areas.

Our conclusion and summary

Overall, this is still an emerging and developing area. We anticipate
more innovation in tax communications as more companies conclude
there is a business benefit of providing better information to their
stakeholders.
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Dear reader

| do hope you will find this publication useful in summarising how the largest UK listed companies are
communicating about tax in their published information. This is in response to the increasing demands from
their stakeholders for them to say more in this area.

Earlier this year we published a discussion paper suggesting a Tax Transparency Framework for companies
to use as a basis for their tax communications. Our aim in this publication is to provide an easy to read
summary of what we found on reviewing the tax communications of the largest UK listed companies against
this framework.

We were struck by the marked increase and improvement in the quality and volume of useful tax information
provided this year compared with what we found a year ago. This clearly is a developing and dynamic area,
as companies explore what additional information best meets their business and stakeholder needs in
adding value through better communications. It has been useful to repeat our first review and we are now
able to see trends emerging.

Though we focused our attention on large UK listed companies, we believe the framework can apply to the
tax communications of all companies whether or not listed and wherever based. We also suggest that the
benefits of providing better information on tax can more than out weigh any potential drawbacks.

I would like to take the opportunity to congratulate Vodafone plc on winning the 2007 Building Public Trust
Award for Tax Reporting, and also acknowledge Anglo American plc and Diageo plc as highly recommended
runners up.

| do hope you will find this review helpful in assessing your own tax disclosures and communication.
Please do get in touch with me, or any of the team, if you would like to discuss this developing area further.

Yours sincerely

L s

Susan Symons
Tax partner
Total Tax Contribution

susan.symons@uk.pwc.com
+44 (0)207 804 6744
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Tax Transparency Framework

1 Executive summary

Review of tax communications

We performed a high level review to find out the number of references to tax in the
communications of the largest 350 listed companies in the UK. We looked at their
annual report, their corporate responsibility report and any other relevant documents.

We chose the 60 companies saying the most about tax from our initial sift to review in
greater detail against our Tax Transparency Framework.

There was a general improvement in the quality and quantity of disclosures compared
to last year’s review. However, there is still a gap between the best companies and the
rest.

Tax communications remains an emerging area. Only a very small number of
companies are addressing all three areas of the Tax Transparency Framework.

The final stages of our work involved producing a short list for the judging panel for the
Building Public Trust Awards.

Tax strategy and risk management

Overall we saw a definite improvement in the number of companies providing useful
information in this area, and in the amount of detail that is being disclosed.

The quality of the information provided by those companies leading in this area has
improved, resulting in an increasing gap between the best companies and the rest.

We saw a marked increase, admittedly from a low base, in the number of companies
discussing their tax strategy and attitude to tax planning.

We found only a minority of companies set out who was responsible for tax strategy
and the governance of tax.

We noted an improvement in the level of detail supplied by companies in relation to
major risks, the companies’ measurement and view on the likely outcome and the
impact on the financial statements.

Tax numbers and performance

Overall this was the area of least movement from what we saw in our review last year.

Almost all of the companies reviewed gave a satisfactory explanation as to why their
tax charge is not equivalent to the accounting profit at the statutory rate of tax.

However much of this reporting remains somewhat opaque, as tax technical
descriptions continued to be used.

Very few companies are acknowledging the importance of cash tax as a measurement
of performance in tax.

Only a handful of companies offer any forward looking statements on tax performance.



Total Tax Contribution and the wider impact of tax

Overall, the leaders in this area further improved, widening the gap with many of the
rest.

We found more companies this year discussing tax in a wider context of their business
strategy and results. This tended to be concentrated in certain industry sectors.

Very few companies linked tax to shareholder value, similar to our findings last year.

Almost one third of companies referred in some way to their economic contribution
through paying taxes, often in their corporate responsibility report.

Some companies used the PricewaterhouseCoopers Total Tax Contribution framework
as a way of expressing this.

Looking forward

Our review has shown that a few companies are leading and that many companies have
some way to go.

We intend to carry out a similar review in a year’s time and anticipate further
development. We again expect to see much of the discussion in companies’ corporate
responsibility reports, as well as in their annual reports and financial statements.

In addition to the broader push from stakeholders for more tax information, the
introduction of new US reporting requirements on uncertain tax positions is likely to have
an impact on tax reporting.

Our review focused on the tax communications of the largest UK listed companies.
However, we believe the principles of our Tax Transparency Framework apply to all
companies.

Tax reporting is an evolving area. We believe the benefits of greater transparency
outweigh the potential downside and there is scope for companies to lead the way and
help define best practice. We welcome comments and further contributions to the
development of the Tax Transparency Framework.
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2 Review of tax communications

In May 2007 we published a discussion paper setting out what we believe is a helpful
framework for the tax information that should be set out in published company
documents . In developing the framework we met with companies and stakeholders to
discuss their views. A summary of these discussions against each area of our framework
are included in sections 3-6.

Over recent years there has been a great deal of change in the tax environment and a
diverse range of stakeholders have become increasingly interested in tax in the corporate
sector. We believe that increased transparency on tax serves both companies’ and their
stakeholders' needs.

Between June and August 2007 we used the Tax Transparency Framework to carry out a
review of the tax communications of the 350 largest listed companies in the UK. The
review was part of the judging process for the PricewaterhouseCoopers 2007 Building
Public Trust Award for Tax Reporting (for more information on the Building Public Trust
Awards see Appendix Il).

Our review was carried out in stages (see diagram) and further information on what we
did and what we found out are summarised below. As we carried out a similar exercise a
year ago for the 2006 Building Public Trust inaugural award for Tax Reporting, we have
been able to begin identifying trends and developments in this area.

Further details of our findings, including examples of good practice in each of the nine
criteria of our Tax Transparency Framework are in sections 3-6.

Outline of our process

Stage 1: Quantitative

Initial electronic sift of the largest 350 UK listed companies,
searching for references to tax

Stage 2: Qualitative and quantitative

Detailed review of the 60 companies with most references to tax
against the Tax Transparency Framework

Stage 3: Qualitative

Further review and discussion of the 12 leading
companies by PwC subject matter experts

Stage 4

Building Public Trust Award judges
evaluated the short listed
companies to decide the

winner

Vodafone winner
of 2007 Building
Public Trust
Award for Tax
Reporting

" For full discussion of the framework see: Tax Transparency Framework. A suggested
framework for communicating your Total Tax Contribution May 2007.



Our review looked at companies’ communications which would be widely available to
stakeholders at that time. We looked at annual reports for years ending between

1 April 2006 and 31 March 2007 and the most recent corporate responsibility reports
available on the companies’ websites. Additionally, we briefly reviewed the group’s
corporate website to identify any other reports which would be relevant (such as
corporate governance documents and any codes of conduct). We looked at the 350
largest companies listed in the UK at 31 December 2006 (referred to throughout this
report as the FTSE350). From this we excluded investment trusts and a small number of
companies that did not report in the period due to takeovers or new listings. This left
311 companies to be reviewed.

Stage 1 — Initial sift

Process

The first stage of our review involved an electronic search of the documents found for
each company. The purpose of this first sift was to identify those companies which are
saying most about tax. This sift involved searching the documents for the word ‘tax’, but
excluded common phrases such as ‘profit before tax’, ‘profit after tax’ and similar
wording. The result of this search is termed ‘total references to tax’.

Although simple, this first stage phase of work was successful in reducing the number of
companies for more detailed review. It identified 60 companies which included all those
which we expected to see based on our knowledge and experience in this area. We also
carried out a random sample check of the tax communications of companies outside
these 60, but did not identify any further companies which should have been included in
the next stage.

Results
Total references to tax in the FTSE350
600
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200

References to tax
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This chart shows the number of references to tax from our initial electronic search of
relevant company documents. There is a steep increase from a tipping point of
approximately 180 references to tax up to the highest number of close to 600 references.
Companies above this threshold of approximately 180 references were generally those
who provided more information about tax than the minimum required by the accounting
standards. The 60 companies saying most about tax were reviewed in more detail in
stage 2.
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B 2006 review
I 2007 review
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This chart shows the 60 companies with highest number of references to tax in 2007,
compared with our similar review in 2006. As can be seen, there is a significant increase
for those companies already mentioning tax most often. The number of references to tax
for the majority of companies has remained fairly constant. However, these companies
saying most have stretched further away.

Results by sector

The majority of companies in the 60 companies identified for further review were from the
FTSE100. This is in line with last year’s findings and our expectations. Companies within
the FTSE100 are likely to be saying more in their reports about tax; potentially this is an
indicator of greater complexity in the affairs of larger multinationals.

The charts show the breakdown of the 60 companies by industry sector, compared to a
breakdown of the FTSE350.

Distribution of 60
companies reviewed
in Stage 2 by sector*

Distribution of
FTSE350 by sector*

*PwC
classifications

It is interesting to note that certain industry sectors, such as extractive industries,
consumer products, pharmaceuticals and chemicals, and technology and media have
better representation in the 60 companies reviewed in stage 2 than their representation in
the FTSE350 would suggest. This may indicate that these industries have more to say
about tax in their reporting. Conversely other sectors such as travel and leisure, support
services, and property and retail have significantly lower representation in the 60
companies than their representation in the FTSE350.



Stage 2 — Detailed review

Process

In stage 2 of our work the 60 companies with the most references to tax were reviewed in
detail against our Tax Transparency Framework. The framework includes nine criteria
grouped into three areas. We looked at what criteria each company was covering, and
what they were saying. The results of this stage of our review were a score for each
company against the framework.

Results
The chart shows the distribution of scores of the sixty companies we reviewed in stage 2.

Company scores against Tax Transparency Framework criteria

All criteria covered well

First
tier

Second
tier

Each bar represents a company

‘Coverage
gap’

~—— Qverall score —>»

No criteria covered

The distribution of scores shows that there is a very marked difference between the
majority of these companies, even in this group, and the leaders, and that there is room
for further development. The company at the top of this chart achieved two-thirds of the
total score available.

The companies in the first tier tend to have a coordinated approach to their tax
communications. There may be a particular driver for communicating in one area of the
framework but this seems to increase the awareness of the value of good tax reporting
generally. These companies generally cover all three areas of the framework well, with the
leaders excelling in particular areas.

There is also a second tier of companies that stand out from the majority in certain areas.
They often deal well with a particular area of the framework, but lack the synchronised
approach of the companies in the first tier.

The next chart shows how many of the nine criteria of our Tax Transparency Framework
are covered by each company. As can be seen there has been an increase in coverage
compared to our 2006 review. The average is 4.5 criteria, with a range of one to eight. No
company covered all nine criteria.
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I 2007 Average 4.5
I 2006 Average 4.3

The number of criteria covered by companies reviewed in stage 2
— 2007 compared to 2006
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Stage 3 - Further review and discussion

Process

Stage 3 was entirely a qualitative review and involved a round table discussion by a
group of PwC partners with expertise in tax, corporate reporting and corporate
responsibility. The group looked at all the leading companies from stage 2, plus a number
of other companies from the 60 companies reviewed in detail.

Results

The discussions in stage 3 identified a short list of companies to be reviewed by the
independent panel of judges for the Building Public Trust Awards.

Stage 4 — Building Public Trust Award judging panel

Process

Finally the shortlist of companies was presented to an external panel of judges for the
2007 Building Public Trust Award for Tax Reporting. Details of the panel are in
Appendix Il.

Results

Our congratulations go to the winner, Vodafone Plc, and the highly commended
runners-up Anglo American plc and Diageo plc.



Best practice

Our assessment of the quality of tax communications against
the Tax Transparency Framework

Tax numbers
and performance

Wider impact
of taxes

Tax strategy
and risk

Companies reviewed

Tax numbers and performance Tax strategy and risk Wider impact of taxes
[ 2008 [ 2008 2006
B 2007 B 2007 B 2007

The graph shows the results of stage 2 of our review broken down into the three areas
of our framework. The distribution is similar to last years in that, overall, companies do
best in the area of tax numbers and performance, followed by the wider impact of
taxes, with the weakest area of disclosure being the area of tax strategy and risk.

There is however an improvement in all areas compared with last year. The biggest
improvement was found in the area of tax strategy and risk with a number of companies
addressing this area for the first time this year. Also of note is the improvement among
the leaders in the area of the wider impact of taxes.

We suggest these improvements are noteworthy and will develop further over time. Our
review has shown that, overall, tax reporting remains an emerging area. Whilst there are
many good examples, only a very small group of companies are addressing all three
areas suggested in our framework.
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3 Tax strategy and risk management

Tax Transparency Framework
criteria:

Key observations:

¢ Almost one in five companies
disclose details of what their tax
strategy is; a significant
improvement on last year.

® A clear discussion of the
company’s tax strategy and
objectives.

Full details of how the
company’s tax strategy and

Approximately one in four
companies disclose who is
responsible for governance of
tax function, which is on a par
with last year.

function is managed and who
in the organisation has
responsibility for governance

and oversight. . : .
Four in ten companies disclose

details on specific tax risks, an
increase on last year’s findings.

Clear disclosure of the material
tax risks faced by the company.

What stakeholders want

Stakeholders want to understand what a company’s tax strategy is and how that strategy
is managed by the board and executive management. Understanding the company’s tax
strategy and objectives is a key first step to understanding how a company approaches
tax, its attitude to tax planning and tax compliance and the way it balances the pressures
of minimising taxes to enhance shareholder returns whilst managing reputational risk.

A number of stakeholders were clear in their view that without the framework of a tax
strategy putting the company’s approach to tax into perspective, the other information on
tax loses a significant portion of its value.

Our discussions with companies suggest that not all companies have a written tax
strategy in place. Some companies have a strategy but do not communicate the details
in their external corporate communications.

Once the strategy is set, the next step is to understand the corporate governance
procedures which have been put in place to ensure the strategy is implemented in
accordance with the agreed policy. Stakeholders are very keen to see that strategy is
monitored and evaluated, so as to be confident that what goes on in practice is
consistent with the strategy.

Stakeholders also want a clear explanation of the tax risks that a company faces. They
want to know where material tax exposures lie, whether tax provisions are adequate, and,
perhaps more importantly, will more cash tax be payable in the future.



1 Clear discussion of the company’s tax strategy and objectives

Stakeholders are very interested in understanding a company’s overall strategy and tax
strategy is no different. The coherent disclosure of a tax strategy is considered to be vital;
without which, it is difficult to put the other disclosures about tax into context. Investors
and others who value companies want to see a clear explanation of what the strategy is,
how that strategy was devised and the potential impact of following the strategy.

A clear strategy is the basis on which all other elements of tax reporting are built.

We saw a marked increase in the number of companies providing details of their tax
strategy and attitude to tax planning. A number of companies mentioned tax strategy for
the first time this year. However, a willingness to discuss tax strategy was still only seen in
the minority of companies reviewed.

The quality of the disclosures has improved from those companies already disclosing
their procedures and issues last year, resulting in an increased gap between the best
companies and the majority.

More companies are discussing their tax strategy in their corporate responsibility reports
than in their financial statements. Interestingly, this appears to indicate that companies
see tax as part of the developing corporate responsibility and sustainability agenda. This
appears particularly true of companies in the extractive industries who are under pressure
to demonstrate where and how they add economic value and that they put an adequate
return back into the communities where they operate.

A number of extracts are set out below, illustrating how companies give information on
their tax strategies and objectives and their attitude to tax risk and planning.

Source: Tomkins Annual Report, 31 December 2006

‘W have baen successiul in miremising ihe cash sax oost of 1he Tom k I ns
Grosip. However, o courines around the world ncraazsa their foons
an tazation as 2 means of r2isng evenuz for their locel economies,
tha tz cash cost of multinational corparations slikely to increase
ower timia, W vallsontinue to plan the Groups t=x affairs efidenthly
to mminirmise the fae cash cost but a gredual increase s likeky,
WE manage e Group's e g1rams -anG P cns Tar unoetan
bax poscicres, i st oirdan e wills e Grops best ecimate of the
ey o of o chaleroe By the sothontes
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vodafone

Wodafione paid €25 ballian in Daxes arnos s e Counires inwhich it operates
in the 2007 fnanclzl year, We helleve b s mpartast bo state clearty and
precigely aur viess on Lanin the context of corporats responsibility.

‘e cosrate within a clesrly defined Group Tas Cods of Conduct. This sets oot
the principles, eepersiziiies. corduct and approach towarking relatizrsnips
of all tax professicnals working in dand sth) Yodalone,

W helievs our obligetion s to pay the amours of Sae legally dus ard to chserie
all anplicable sotes and regulations in all of the peritales in which e apesats.
Atthe same time, we have an ohligatian to marimess sharsholdervalue and tn
manage financiz, andmepulatiansl righ, This il‘lﬂ.l.ﬂEE.r'I“['il't'lii'n'lg ared n:mrn:l.l.ing
ourtax costs. We 2ccept that some maynict share Biswview and beliewe that
CramEparancy e dirs] cur positicn s the el palici.

Vodafare's Group Tae Code of Conduct requires its smplayess and advisars
taact with integrity and ma niainthe highest ethical standards inallof s tae
acbrities. Yodafone does not candare ta evasion (usng illegal means to
reduce baes pavahiel 0 ary drcumstances,

e gig Cormimied o Lrangparam] arnl accessible comimunicalion Do engble
ot hers ba undesandd aur fas strsegy and the economic impact of tacton on
ol business, Visdalone wes highly commenided by the 2006 Building Public
Trust Ewards fior (ks tax reposting in s Group dnnua] Report for the yearsnded
31 March 2006,

‘W aimita buitd apen and hanest relsdonships ir oo dag-ba-day inkeraction
with bae authariies ke LS, far esample vodafone 5 partiopating inan
initiative lauriched by Her Majesty's Beeenue £ Custems to buid relationships
with Cig comaanies bofhat 2n opersticns) and stratagic leval, Morethaless we
recayriss that there may b2 some 2ress thatare not free from daubd ar where
differing lngal intemeetations may be passhie, Czrsaquant iy shusticns anise
friem time to fime whese tas authositi=s may not Shane ouviews and may
fIBETIR oL nterprat ataon s,

Source: Vodafone Group plc, Corporate Responsibility Report, 31 March 2007

DIAGEO

With responsibilites Lo many groups of stakaholders including
impaEstos and Qovernments, we sinw Lo organse our fax affars
alficierdly within the lawe fs peat al this efod, we considar options
arailab'e ko us dor the kbcation of Diagens paotts and homoe t
limilties. Such decisions ame always based on a combination of
commencial srategy, oot and lewels of fmeation Howeaver our aporoech
inctpdss a strong preference S kaoating tex lakilities in temitories
whem Ciggeoabo bas signiicant cormmercial cperations,

Trarvsaciions Bobewesn -|iall,:||,"_\-':| sbaidinries inodifers® cortnes ane
carned ot according to the DECD doded Tax Comeenition. This stdios
that any goocs o sereoes transferred betwesn the e sabsdiaries
shiould b priced an an armis lergth basis as i they were onelated
Cormpaniss Corsegusnth the tax admiristrations i thie i couririss
rezies o R allocation of tae frorm the prolits imecivod in the tensacion
e the sarme pealit ' not g teice,

Source: Diageo Corporate Citizenship Report, 2006




2 Disclosure of how the company’s tax strategy and function is
managed and who in the organisation has responsibility for
governance and oversight

A clearly defined tax strategy is required to provide a framework and context for the rest
of the tax reporting. This strategy then has to be put into context by the governance and
management processes providing oversight of that strategy.

Tax is often one of the most material figures in a company’s income statement. Yet, if one
were to read the financial statements of many of the UK’s largest listed companies, it is
often difficult to determine to what extent the board is involved in setting the company’s
tax strategy or how, in many cases, tax comes within the scope of the wider risk
management policy. Experience suggests that, in reality, tax receives much more
attention from the boards of these companies than is apparent from reading external
corporate communications.

Despite the size of the numbers associated with tax, few details are typically disclosed on
the risk management processes surrounding tax. It seems reasonable for investors to
seek assurance that risks in this area, just as in any other, are being appropriately
identified, assessed and managed.

We found that only a minority of companies set out who was responsible for tax strategy
and that there was no significant improvement over last year in the number of companies
who explained how tax is managed. Some companies have begun to point to tax as a
specific responsibility within the remit of the CFO, which is helpful in reassuring
stakeholders that responsibility in this area was clearly assigned, rather than being
inferred or implied.

The following extracts provide good examples of disclosures in this area.

The Group has a tax strategy AMERICAN

wihich has baen revissd

and erddoesed] by te Board of
Cirgctars of Anglo Srernican.
eatral 1o this sretegy i that
the Group's "Cood Citizenship”
bugirkess prcipes ane folowed
n ;,Iﬁliﬁg Gt A F||arr|ing o
in deding with Lax authorities
ghebally, and that the tax
sirategy & diged with he
Groug s long-termn Susiness
sirateny,

Tax compliance and planning @ ﬁ.HG I-'u

Source: Anglo American Report to Society, 2006

12



Tax Transparency Framework

13

% BARCLAYS

The Greup fakes a responsble and transparent appreach tothe
manzgement and comtr of ts tax affairs and related tax rsk

® xS e assessed a8 part of the Sroup's formal gosemance
prooesses and are reviesed by the Baecutive Committes, Group
Finance [irector =ad the Bosad Bk Cammittee;

# thetas chargeis also reviewed by the Board Awdil Commiltes.

= thetas risks of proposed fransactions or new aneas of busiress ane
fully comsidered belore praceeding;

= the Croup bakes appropniate advice from reputabde professianal
firrra;

= the Croup mpleys Fgheouality ta prefessianals and provides
armcgHrg teshrical Irainirg;

®= the b professiorads understand ared wark closely with the differsnt
areas ol The busrseis,

®  the Croup ises e ffective, well-dacimented ang cordralled orocaesses
e ere corriiacce with Cas dsckesare and lilng shbgatios,

= whene disputes arise with 13 suthonties with mgars ta the
irilerprelaticn and apgilization of & s, e Groap s cammittad 1o
adifrrssing the matter proenpety and rasakdng the matter with the
tax Fatfodity inar cpen and consiruiive manner,

Source: Barclays Annual Report, 31 December 2006

Tomkins

Financial strategy

The firancial strategy includes zswesument of the major financoal
rigks relaiec o inferest rete exposung, foreign cumendy EXpOsUre
dent rmaturty 2nd lguidity. There B a comerehensive giobal
nsdrance pogramnme using the eaternal insvrance market and
somie limited i=enf &0 irtemal capive insufares company. Qoo
Ireeauy meaages hedong actvities, releting to financial risks, with
axterngl oower for net curmanoy transaction sxposares, The Group
lz= furction rranages tax comeliange and fax risks asociated with
ihe Group's adtieties. The Asdit Loenimittes owersees he firancial
strategy as well as the e sirsteqy and considers the associated
risks anad nsk matagerrant techiniques being used by the Groug

Source: Tomkins Annual Report, 31 December 2006




3 Clear disclosure of the material tax risks faced by the company

All companies face tax risks to a greater or lesser extent and stakeholders are keen to
see information on the quantum of the risk along with the likelihood of the risk
crystallising. Tax can give rise to material exposures and investors and others have an
interest in information on the significant tax risks that a company faces.

Material tax risks can often arise from differences with the tax authorities and companies
need to balance providing information to stakeholders with the concern of providing a
detailed road map on their assessment of the risk to the tax authorities. We do not
suggest that disclosure should include commercially sensitive information but rather that
the issues and risks are laid out. There were a number of good disclosure examples
where there were ongoing discussions with the tax authorities with details provided on
areas where the tax treatment of a particular transaction was being discussed.

We found an increasing number of companies disclosing information in relation to major
risks, the companies’ measurement and view on the likely outcome, and the impact on
the financial statements.

Although many companies have significant tax risks, there is a considerable variation in
the quality of disclosure around these issues. A number of companies disclose very basic
information about general issues, with few details on the likely outcome of specific issues
to help the user of the accounts.

The best companies give comprehensive detail, including summarising the specific
issues, a potential timescale, likely outcomes with a careful quantification of the risk. This
enables investors and analysts to better understand the future position and likely
potential cash tax impact.

Below are some examples of the kind of detail that companies are disclosing around their
material tax risks.
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4 Tax numbers and performance

Tax Transparency Framework
criteria:

¢ A clear explanation as to why
the current tax charge is not
equivalent to the accounting

profit at the statutory rate of tax.

¢ A transparent reconciliation of
the company’s cash tax

payments to the tax charge
included in the income

Key observations:

* More than nine out of ten

companies gave a good
explanation of why the tax
charge was not the accounting
profit at the statutory rate of tax.
However, the terminology used
was not always clear and easy
to follow.

Less than one in ten companies

statement.

gave any reconciliation of the
company’s cash tax payments

Disclosure of forward looking to the accounting tax charge.

measures for tax, including
forecast accounting and cash
tax rate.

Approximately one in five
companies discloses forecast
tax rates.

What stakeholders want

The second area stakeholders are interested in is clear and understandable numerical
information explaining why the actual accounting tax rate (now and in the future) is not
equivalent to the statutory rate of corporate income tax. Primarily there should be a clear,
detailed explanation why the tax charge is not at the statutory rate of corporate income
tax.

Additionally many stakeholders, including investors and the corporate responsibility
community, are keen to understand the cash impact of tax. Cash tax is unaffected by the
impact of accounting adjustments and deferred tax.

From an investor’s perspective, there is a desire for clear explanations as to the
differences between the accounting tax charge and the level of cash tax payments.
Investors are often more interested in the cash tax payments as the cash figures will feed
more readily into any present value modelling analysis. This also drives a demand for
disclosure of forward looking information on what the future effective cash tax rate is
estimated to be, and so the cash tax payable in future. In general, there is a desire for
disclosure to become less opaque.
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4 A clear explanation as to why the current tax charge is not
equivalent to the accounting profit at the statutory rate of tax

Stakeholders are looking for tax notes and disclosures that are easy to follow, without
technical complexity or ambiguity. Ideally, it should be clear to a non-tax specialist why a
company is not paying tax at the statutory tax rate of the parent company of the group.

The reconciliation of the actual tax charge to the charge on profits at the statutory rate

has long been included in the tax note to the financial statements as an accounting

standard requirement. This is a good medium for passing on detailed information on the

key tax issues affecting the company’s tax rate, but care should be taken in order to
explain rather than confuse.

Most companies (more than nine out of ten) reviewed gave a satisfactory explanation as
to why their tax charge is not simply the statutory rate of corporate income tax (currently
30% in the UK) as applied to the accounting profit in the income statement. However,

many companies use ambiguous terminology which often does not enlighten the reader.

Terms such as ‘other’, ‘non-deductible expenses’ and ‘non-chargeable items’ were
common and arguably do not aid understanding.

Additionally much of tax reporting remains somewhat opaque, with the use of complex

tax technical descriptions where perhaps, simpler, clearer language could be used.

The following extracts set out the tax reconciliation in a clear and helpful way.

Unilever reconciles their effective tax rate to their blended statutory rate in the countries

in which they operate.
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Anglo American uses sub headings to guide the reader and make their tax reconciliation

more understandable.
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BHP Billiton provides good detail on the drivers of their tax charge.
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5 A transparent reconciliation of the company’s cash tax payments
to the tax charge included in the income statement

Many stakeholders are keen to see a link between the accounting tax charge and the
cash tax payments a company actually makes.

For example, investors and analysts ideally wish to have an estimate of the future cash
tax rate to put into their valuation models. The impact cash tax can have on value means
investors are very interested in the drivers of the cash tax rate and further detail is
welcomed.

There is often a misunderstanding of the relationship between the accounting tax charge
and cash tax. Often the cash tax paid is lower than the accounting charge in the year due
to the impact of deferred tax or losses brought forward. This complication may lead to
stakeholders making inaccurate assumptions about the level of tax payments a company
will make in the future. Discussion of how and why the cash tax payments differ from the
accounting charge removes any risk of misinterpretation.

In this area, there was a positive trend with more companies acknowledging the
importance of cash tax as a measurement of performance in tax. However, it is still only a
small minority of companies (less than one in ten) that provide a direct reconciliation
between the cash tax payments made and the income statement tax charge.

Some useful examples of how the cash tax is disclosed are included below.

This example illustrates a simple way to graphically compare the accounting tax charge
to the cash tax cost. The company has a reduced tax charge due to a release of
provisions in the year.
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This extract demonstrates a clear reconciliation between EBITDA and free cash flow,
including the impact of taxation.

RECOBCILIATION OF EHITDA TO FREE CASH FLOW

Source: Kazakhmys Annual Report, 31 December 2006

This narrative describes how the impact on ungeared free cash flow (UFCF) differs
between the income statement tax charge and the actual cash tax paid.

In 2006, UFCF was €4.2 billion (2005: €4.0 billion). The reconciliation of UFCF to
the GAAP measures net profit and cash flow from operating activities is shown on
page 26. The tax charge used in determining UFCF can be either the income
statement tax charge or the actual cash taxes paid. Our consistently applied
definition uses the income statement tax charge in order to eliminate the impact of
volatility due to the variable timing of payments around the year end. For 2006 the
income statement tax charge on this basis is materially impacted by the tax effect
of non-cash charges for the provision for preference shares and certain other non-
cash items. UFCF based on actual cash tax paid would be €4.5 billion (2005: €3.7
billion).

Source: Unilever Annual Report, 31 December 2006
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6 Disclosure of forward looking measures for tax, including
forecast accounting and cash tax rate

Stakeholders are clear they want as much forward looking information from companies
as possible, and tax is no different.

There is a demand for disclosure of the forward looking measures used by a company to
manage tax and a demand for information on what the future effective cash tax rate is
expected to be. Similar to the link between the accounting tax charge and the cash tax
payments, stakeholders, particularly the analysts and investment community, want to see
forward looking statements on cash tax.

It is clear from discussions with companies that a number of them have a range of
management measures for tax. It is also clear that few publish these measures.

From this year’s review we found that only a minority of companies include forward
looking statements. However, there were more disclosures than last year of estimates of
the future tax rate. These range from a range of potential tax rates with no fixed time
scale to more specific estimates of the coming year’s rate.

Here are some interesting examples of how this can be approached.
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Taxation
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Source: Daily Mail and General Trust Annual Report, 1 October 2006
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5 Total Tax Contribution and the wider
impact of tax

Tax Transparency Framework
criteria:

Key observations:

¢ One in seven companies
discuss explicitly how tax
impacts their wider business
strategy.

e Detail as to how tax impacts the
wider business strategy and
results of the company.

Disclosure of the impact of tax
on shareholder value.

Consistent with last year, less
than one in ten companies
referred to tax in the context of

Clear communication of the shareholder value.

economic contribution of all
taxes paid by the company. Almost a third of companies
referred in some way to their

wider economic contribution.

What stakeholders want

Tax has moved up the boardroom agenda in recent years and stakeholders want to
understand the impact of a company’s taxes on its business and on the community. They
want to know how tax impacts the business strategy of the organisation, how tax
impacts shareholder value and the impact of taxes paid by companies as part of their
economic contribution to the communities in which they operate.

In certain industries tax can have a material impact on the overall business strategy of a
company. For example, the company’s business may depend partly on the tax treatment
of its products, as in the financial services industry, or the post tax return on business
activities is materially affected by additional taxes in certain jurisdictions, as in the
extractive industries sector. Stakeholders are looking for disclosure of these factors as an
aid to better understanding of the company’s business.

Leading on from this, tax paid is often a material amount and can have a significant effect
on shareholder value and returns. Information on the impact of tax on shareholder value
can be very useful.

There is also a desire for more information on the economic contribution of the taxes paid
by a company in the countries where it operates. The need here is for information on the
major taxes paid by the company, rather than on the corporate tax charge in the financial
statements, and we have seen this generally included in corporate responsibility
reporting. PricewaterhouseCoopers’ Total Tax Contribution provides a useful framework
for this reporting (see Appendix lI).
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7 Detail as to how tax impacts the wider business strategy and
results of the company

In certain industries, tax can have a material impact on the overall business strategy of a
company. Disclosure of information regarding this impact can help investors and others
gain a deeper understanding of the environment in which a company does business. We
would encourage companies to be more transparent about the potential impact on their
business of changes in fiscal policy and to disclose details of their own activism in this
area.

For example, property companies which have elected into the UK real estate investment
trust (REIT) regime have seen a significant change in the impact tax has on the business
(in that the shareholders, not the REIT, bear the tax on investment property returns). We
expected to and did see considerable discussion of the change in the reporting by
converting companies. This was generally handled well and shows that tax can be dealt
with in a transparent manner. We have included some examples in the extracts below.

Overall, however, only one in seven companies set out in a clear way how tax impacts
their wider business strategy. Certain industries where government fiscal policy can have
a particular impact, such as the extractive industries, alcoholic beverages and tobacco,
are most represented.

However, all companies feel the impact of tax policy in some way on their operations or
their products, and as governments around the world seek to increase tax revenues
raised, and change the shape of tax system, this impact is likely to intensify.

Here are some examples of how companies are disclosing the impact of tax on their
business.

Ready to Reap the REIT Dividend
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8 Disclosure of the impact of tax on shareholder value

Tax can have a material impact on shareholder value and stakeholders, particularly
investors, want to see this represented in a simple manner. However, our review found
only limited information being disclosed in this area. Only one in ten companies referred
to tax in the context of shareholder value, the same as last year.

The impact tax can have on a business is often veiled by the complexity of the legislation
or the explanations, but a clear statement of the influence tax can have on value can
highlight the beneficial effect of a clearly defined strategy.

In our discussions with external stakeholders, setting aside tax as a specific issue, their
key measure of a company’s reporting strategy is a logical and consistent approach to
the message. Linkage of tax to shareholder value, the key measure in the eyes of many
investors, can only enhance the overall standard of a company’s tax reporting.

Below are some examples of how companies have discussed the impact of tax on
shareholder value.

This extract demonstrates how the company’s tax structure is a central aspect in creating
shareholder value.

As a leader in its international markets, SEGRO SEG RO

seeks to achieve superior total returns for its SLOUGH ESTATES GROUP

shareholders by:

Source: SEGRO Annual Report, 31 December 2006
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This simple diagram shows the impact on embedded value per share (reduction or
increase) of various items, including tax.
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9 Clear communication of the economic contribution of all taxes
paid by the company

The increasing focus on corporate responsibility is encompassing tax payments and there
is a growing demand from some stakeholders for more information about what
companies pay. Campaign groups and non-governmental organisations are looking for
companies to pay a fair amount in tax, in return for a licence to operate from society.

We believe there should be better understanding and transparency of the impact of tax
on business and its stakeholders. Companies pay and collect many other business taxes
beyond corporate income tax. However, there is a lack of transparency about these
taxes. In many cases, the only information in the public domain is that disclosed in a
company’s financial statements within its annual report, which is often limited to
corporate income taxes and employee related social security contributions.

We saw a significant increase in the number of companies recognising and disclosing
their wider economic impact in all taxes. Almost a third now say something, an increase
over last year. Some companies use the PricewaterhouseCoopers Total Tax Contribution
Framework as a way of expressing their contribution, covering both taxes borne and
taxes collected (for further information see Appendix lll). Although there remains a range
in terms of quality of disclosures this is undoubtedly a rapidly developing area.

There are certain industries where reporting on the wider impact of taxes is significantly
more advanced. The UK Government’s Extractive Industries Transparency Initiative (EITI)
is a voluntary agreement within the extractive industries sectors, to encourage
disclosures including the economic impact of their operations. This economic impact
includes the taxes (in all forms) paid by the company in the country (or geographic area)
in question. The corporate supporters of EITI have broadly agreed to disclose the
quantum of the taxes they pay where those taxes make an economic contribution. The
current level of compliance by the adherents to the EITI to the issued guidelines varies,
with not all yet fully meeting the requirements. However, the additional information, even if
it does not meet the full EITI standard, has been welcomed.

There is clearly a link with tax payments to the wider development of the sustainability
agenda and pressure on companies to recognise their responsibility to the communities
in which they operate. We believe this pressure will result in an increase in the rate of
change in this area.



Here are several examples of how companies are disclosing their Total Tax Contribution

and their wider economic impact.
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6 Looking forward

Improved tax communications will continue to be an area of increasing focus. There has
been a definite improvement in both the amount and quality of tax information reported
over the two years that tax has been included in the Building Public Tax Awards. We
expect this to be the future direction of travel.

Our review showed a few companies are leading but many have some way to go. Some
key communication challenges for companies are:

¢ Do you have a tax strategy and, if so, are you communicating it to shareholders and
other stakeholders?

e What is the best way to communicate your major tax risks, who manages them and
how?

¢ |s the tax reconciliation clear and understandable, or is it rather technical and opaque?

e Have you disclosed forward looking management measures for tax? How will this affect
cash tax?

e How does the tax system impact the company’s business results? Are you engaged
with government on any potential changes to fiscal policy which may have a significant
impact?

e Do you know the total amount of taxes that you pay and collect? What is your Total Tax
Contribution?

e Have you thought about the potential reputational and business benefits from
communicating more information on tax to your stakeholders?

We intend to carry out a similar review in a year’s time and anticipate further development.
As with this year we expect a significant part of the discussions to take place in
companies corporate responsibility reports, as well as in their annual reports and financial
statements. This reflects the growing recognition of the link between tax and corporate
responsibility and the need for all stakeholders to have a good understanding of tax
strategy in order to put the amount of tax payments into context. We also expect
companies to increasingly discuss tax in their stakeholder engagement and informal
communications, as well as in their formal company documents.

In addition to the broader push for more tax information, the introduction of new US
reporting requirements (for periods beginning after 15 December 2006) requiring additional
disclosure and specific recognition and measurement of uncertain tax benefits is likely to
have a significant impact on tax reporting, with analysts using new measurement metrics
to determine exposure to tax risk. While this will have the greatest impact on groups that
report in the US, the consideration and presentation of major tax risks can only increase
the likelihood that companies will say more about their strategy, risk management and
wider tax impacts.

The resulting focus on tax risk management should increase the standard of
communication in this area, as groups are going to be under pressure to match the
standards of reporting by the best in class.

As risk processes come under more scrutiny, stakeholders will demand, and are likely to
see, more information about the group’s tax aims and how these fit with the wider
business strategy.

Our review has focused on the tax communications of the largest UK listed companies.
However, we believe that the principles of our Tax Transparency Framework apply to all
companies, wherever based, or whatever size and whether listed or not.

Tax reporting is an evolving area and one where increased disclosure and transparency is
not without its own costs and risks. But we believe that the potential gains to companies
from improving their tax reporting really do outweigh the possible downsides. It has to be
acknowledged that there is a risk that stakeholder pressure will lead to new requirements
being imposed; surely it is better for companies to anticipate and meet this demand?

We believe there is real scope for companies to lead the way and help define best practice
and would welcome further contributions to the development of the Tax Transparency
Framework.
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Appendix |
Stakeholders and tax communications

Over the past few years, there has been a great deal of change in the tax environment.
Tax has become vastly more complicated and specialised, as globalisation has
impacted local tax regimes and governments have become more aggressive to protect
their tax base, whilst imposing additional taxes to raise more revenues. High profile
corporate failures have fuelled increasing regulation, requiring stronger systems and
controls including over tax. All this has resulted in the corporate sector becoming more
sophisticated in its approach to tax, coupled with a requirement to allocate increased
resources to the oversight, management and regulation of tax.

At the same time as tax has become more complex and specialised, a diverse range of
external stakeholders has become more interested in tax in the corporate sector,
increasing the demands on companies to provide more information on tax. Investors,
analysts, non-governmental organisations (NGOs) and financial journalists are among
those now focused on tax. These stakeholders are very often not tax experts, and need
information that is readily understandable. Tax can no longer stand behind its
reputation as deeply complex, technical and accessible only to the expert.

This greater stakeholder interest can be difficult for companies to manage. What each
stakeholder group is looking for from the company’s tax position can be different and
sometimes conflicting. For example, investors will often want the lowest sustainable tax
charge because that will flow through to after tax returns. On the other hand,
governments are trying to maximise their tax take and get value for natural resources.
For some NGOs, just the terms ‘tax avoidance’ and ‘transfer pricing’ are emotive and
seen as contrary to corporate responsibility. Even stakeholders themselves may have
conflicting view points. For example, employees may want their company to be a good
corporate citizen and pay tax but, when they switch hats and become consumers, then
they may be focused on lower prices which imply lower taxes.

So, on the face of it this is a very difficult situation. How do companies manage the
reputational aspect of tax with such a diverse group of stakeholders each with very
different needs? Despite the conflicts, there is some common ground.

Companies and

employees
Optimise tax Manage tax/
charges  reputational risks
Maintain tax Un(;lerstgnd
regime sustainability of
competitiveness tax charge
Understand what
Finance public companies
services contribute
Investors
Governments )
and society



At the heart of all stakeholder needs is enhanced transparency. All stakeholders want
more and clearer information about the company’s tax on which to base their
decisions. In the past, tax has been seen as a deeply technical subject, best left to the
experts. Tax people have been cautious about providing information on their tax
strategy and tax numbers from the genuine and understandable concern that this might
be misunderstood, or lead to more and unwelcome questions. However, we are now in
a more transparent business environment and there is increasing pressure on
companies to say more about their tax position. The chart summarises some of the
potential risks and benefits of greater tax transparency.

Benefits

General awareness of the tax and Encourages greater board involvement in
economic contribution of business strategy

Encouraging a balanced view of tax Increased focus on risk issues around tax
contributions

Responding to information demands of Better-connected business decision
key stakeholders and transparency making

initiatives

Tailored stakeholder reporting and

communication

Longer-term reputation risk benefits

Conflicting stakeholder interests and Resource: time and cost
pressures

Scope for misunderstanding if poor or Lack of reporting mechanism
inconsistent reporting framework being

used

Confidentiality issues Quantification difficulties and uncertainties

Greater attention to lower payers Conflicting pressures — tax planning
versus tax transparency and reporting

Stakeholders are looking for more and better information on tax. They want to know
a company’s tax strategy and overall approach to tax. They want to understand the
numbers and why the tax charge is not the accounting profit at the statutory rate of
tax. They want to know what companies contribute in taxes. They want to be able to
do their own analysis and take informed decisions. Tax people are having to respond
and improve their communicating to non-tax specialists who have a different
perspective and approach.

Historically, the disclosures in a company’s annual report may have been the only
information on tax in the public domain. However, our work shows that companies
are responding to the need for a better understanding by their stakeholders and are
starting to say more in a variety of ways. Discussing these needs with stakeholders
and a number of companies led us to develop the Tax Transparency Framework
which was used as the basis for our review of the tax communications of the
FTSES350.
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Appendix Il

The 2007 Building Public Trust Awards

The PricewaterhouseCoopers Building Public Trust Awards celebrate the commitment of
the UK’s largest corporations and public sector bodies to build public trust through their
communication of the key building blocks of sustainable performance. The largest UK-
based companies (FTSE100 and 250) are eligible for one or more of the awards listed.

Awards

2007 is the fifth anniversary of the awards. In 2007, awards were made in the following
categories:

In the FTSE:

® Measures of Success

® Executive Remuneration

e Tax Reporting

* Pensions Reporting

e Building Public Trust Award “For Telling it How It Is” in the FTSE250

e Building Public Trust Award “For Telling it How It Is” in the FTSE100
There is also a Public Sector award:

e Building Public Trust Award “For Telling It How It Is” in the Public Sector
The judges

The awards are judged by an independent panel, who review a shortlist put forward by
PwC. In 2007 the Building Public Trust Award judging panel was made up of the following
leading business figures. Between them they cover a wide range of disciplines and hold
an array of knowledge about the key issues faced by businesses today.

e John Coombe (Chair), Non Executive Director of HSBC Holdings plc and Home
Retail Group plc, Chairman of Hogg Robinson Group plc and member of the
Supervisory Board of Siemens AG. (Formerly Chief Financial Officer of
GlaxoSmithKline plc)

e Nick Anderson — Head of Research, Insight Investment

e Professor David Begg — Principal, Tanaka Business School, Imperial College, London
e Sir John Bourn KCB - Comptroller and Auditor General, National Audit Office

e Peter Elwin — Head of Accounting and Valuation Research, Cazenove Equities

e Philippa Foster Back OBE - Director, Institute of Business Ethics

e Baroness Denise Kingsmill CBE

e Professor Sir Andrew Likierman — London Business School (formerly HM Treasury)

e Anita Skipper — Head of Corporate Governance, Morley Fund Management



The PwC corporate reporting framework

In drawing up the shortlist, PwC follows criteria based on its innovative approach to
assessing corporate reporting which has been codified in the PwC corporate reporting
framework. This framework was developed in response to the global emphasis on
greater corporate transparency and reporting of non-financial performance and its
purpose is to help companies provide clear, relevant, and comprehensive information to
investors and others. The framework was developed following a global research
program which surveyed the views of company executives, investors, and sell-side
analysts.

Our Tax Transparency Framework, which was used to review and short list companies
for the tax award, was similarly developed in discussions with companies and their
stakeholders and was based on the approach used in our corporate reporting
framework.

The corporate reporting framework consists of four broad categories of information,
shown in the chart below.

Market overview  Strategy and Managing for Performance
structure value
Competitive Goals and Financial assets Economic
environment objectives ) )
Physical assets Operating
Regulatory Governance
environment ) Customers Environmental,
) Risk framework social and ethical
Macro environment People
Organisational ' Segmental
design Innovation

Brands and
intellectual assets

Supply chain

The market overview serves as a logical starting point for assessing and understanding
a company’s performance because the dynamics of the external operating environment
typically exert significant influence over a company’s strategic options, current
performance, and future prospects. For the Tax Transparency Framework, we included
criteria covering the tax impacts of the business strategy and results.

A company should clearly communicate how its strategy and corporate structures
enable the company to compete and thrive. This area forms a key part of the Tax
Transparency Framework. Our criteria include: a clear discussion of the company’s tax
objectives and strategy; disclosure of how the company’s tax strategy and function is
managed; who in the organisation has responsibility for governance and oversight; and
clear disclosure of the material tax risks faced by the company.

Managing for value is an area where companies show how they have managed their
resources and relationships in order to create value. We included this in the Tax
Transparency Framework with the criteria on disclosure of the impact of tax on
shareholder value.
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The final area is performance, covering a number of different aspects. Our Tax
Transparency Framework criteria cover two separate areas within performance. First,
clear numerical information including a clear explanation as to why the current tax
charge is not at the statutory rate of tax; a transparent reconciliation of the company’s
cash tax payments to the tax charge included in the income statement; and disclosure
of the forward looking statements surrounding tax, including forecast accounting and
cash tax rates.

Second, performance also includes reporting on how well the company is meeting
environmental, social, and ethical responsibilities and our criteria includes clear
communication of the economic contribution of all taxes paid by the company.

The judges’ comments

The Tax Reporting award was introduced in 2006, recognising that tax is a key factor in
delivering shareholder value and managing reputational risk, as well as the growing
scrutiny from investors, revenue authorities, and other stakeholders. The judges were
looking for each company to provide clear disclosure in the areas of the framework.
This includes good discussion of tax strategy and risk management, clear and
understandable tax performance numbers, and an indication of the wider impact of tax
and the company'’s Total Tax Contribution.

In 2007, the judges were pleased with the overall improvement in tax reporting, whilst
recognising that this is an evolving area and that many companies have some way to
go. The judges felt the shortlisted companies were all well advanced in their tax
reporting and commented as follows.

Winner: Vodafone Group Plc

“Vodafone’s unique and publicly-available code of conduct on tax feeds through to its
reporting, with explicit information on tax strategy, extensive detail on tax risks, and
discussion of its wider economic impact. Its reporting also has a great sense of
honesty — Vodafone tackles head-on the dilemma of whether a company should pay a
fair amount of tax or that tax is a cost to be minimised.”

Highly commended (in alphabetical order):
Anglo American plc

“Anglo American highlights the importance of tax right up front in the chairman’s
statement and never lets it drop. It gives a clear account of its tax strategy linked to the
company’s business principles, and is a leader in disclosure of its Total Tax
Contribution, including detailed information about the impact on local communities
across the world.”

Diageo plc

“Diageo is balanced in its coverage of the three key areas — tax strategy, numbers and
total contribution. Diageo provides clear coverage of its tax risks and wider economic
impact, and treats tax as an integral part of the business rather than something
separate from its everyday operations.”



Appendix I

PricewaterhouseCoopers Total Tax
Contribution: an outline

The PricewaterhouseCoopers Total Tax Contribution Framework has been developed to
provide a methodology which enables companies to measure and communicate their
tax contribution in a consistent and easily understandable manner — with a view to
meeting the needs of various stakeholders and improving transparency. Governments
are a key stakeholder in what taxes companies pay, and generating total tax
information is proving to be of great interest to them in terms of having access to data
that is not otherwise available, and so helping inform the process of policy formation
and facilitating a more constructive conversation with business as part of this process.

Over the last two years PricewaterhouseCoopers has actively engaged with business
and a wide variety of these stakeholders, including governments in several countries,
international organisations, professional associations, academics and NGOs. This has
been undertaken with a view to securing a general understanding and consensus of the
Total Tax Contribution concept and to take on board views and comments to ensure
that we evolve the methodology to optimise how it can best be used.

The framework encompasses all the taxes that are paid by companies and includes, for
example, property taxes, labour taxes and contributions, sales taxes and other taxes;
as well as corporate income tax. It makes a fundamental distinction between two types
of taxes paid by companies; these are known as taxes borne and taxes collected. In
essence, taxes borne are those which are a cost to the company, such as property
taxes, employer social security and corporate income tax. Taxes collected are where
the company is collecting the tax on behalf of the authority, including taxes deducted
from employee’s salaries, sales taxes and excise duties?.

The framework also offers the capability of collecting data and reporting on tax
administration costs and on the wider contributions made to the community such as
infrastructure improvements or licence fees.

The Total Tax Contribution Framework is being used extensively to generate empirical
data on the tax contribution of companies.

In the UK, a survey is undertaken each year with the Hundred Group to collect data on
the taxes they pay®. The Hundred Group is a cross industry grouping representing more
or less the top hundred companies on the London Stock Exchange FTSE index. The
survey is now in its third year having focused on taxes borne to start with, adding taxes
collected in the second year and this year there will be significant additional information
around compliance time and cost, as our discussions with stakeholders have shown a
strong interest in this data. Governments and business have a common interest in
reducing complexity and the regulatory burden.

2 Total Tax Contribution Framework — What is your company'’s overall tax contribution?
— A PricewaterhouseCoopers discussion paper, April 2005.

8 Total Tax Contribution — PricewaterhouseCoopers LLP 2006 survey for the Hundred
Group, January 2007
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The survey achieves high participation with 78 companies providing data in 2006.
Some key themes that have been reported from the Hundred Group surveys include:

e There are 21 taxes in the UK that companies pay in addition to corporate income
tax.

e For every £1 of corporate income tax there is another £1 of tax borne by these
companies.

e For every £1 of corporate income tax borne there is also a further £3.70 in taxes
collected.

e Taxes borne and collected are equivalent in size to around 18% of these companies’
turnover.

® Taxes contributed by these companies to the UK Treasury increased by 16%
between 2005 and 2006.

The diagram below shows extracts from the survey results. The pie chart shows the
distribution of taxes borne by members of the Hundred Group participating in the
survey. Broadly speaking, for every £1 of corporate income tax paid by these
companies, they bear another £1 in other business taxes borne. This is generally a
hidden contribution, since these other business taxes are not reported in the financial
statements.

Taxes borne by survey participants in 2006 — by percentage

Vehicle excise duty 0.2%

Insurance premium tax
0.1%

Employers’
NICs 16.9%

Business
rates 12.6% Irrecoverable
VAT 8.3%

Stamp duty 1.7%
PAYE settlements 0.4%

Landfill tax 0.1%

etroleum
revenue tax 5.9%

Other 4.3%

Air passenger duty 0.1%
Customs duties 0.4%
Congestion charge 0%
Corporation tax 52.1% Climate change levy 0.2%
Aggregates levy 0.5%

Betting & gaming duty
0.5%

In addition to taxes borne, these Hundred Group members collected significant
business taxes on behalf of the UK Government. The columns in the diagram below
show that overall the amount of taxes collected was larger than taxes borne. Broadly
speaking, for every £1 of corporate income tax paid by these companies, they collect
another £3.70 in taxes collected. Altogether, in taxes borne and collected, the Hundred
Group accounts for 16% of UK Government tax revenues.



Total taxes collected to taxes borne for survey participants in 2006

Taxes collected are 1.9 times taxes borne

40 — Tax deducted
Alcohol duties at source

35 Tobacco duties

Fuel duties

£bn
N
[6)]

20 Employees’ NIC

Employers’ NIC

15 PAYE Business rates

Net VAT

Corporation tax

Taxes collected Taxes borne

A similar survey was also undertaken by the PwC firm in Australia in 2006 for the
Business Council of Australia and this attracted a high level of participation from large
companies operating in Australia’. Key messages were:

e Australia has a total of 56 taxes that companies pay. Some of these have different
rules and separate filing obligations in the different state territories, multiplying up to
182 taxing points.

e 35 territory and local taxes accounted for only 17% of the taxes paid by this group
of companies. This represents a great deal of complexity for very little tax take.

e On average, each company surveyed had the equivalent of 9.1 full time employees
dealing with compliance with Australian taxes.

The survey results stimulated a healthy discussion between Government and business
in Australia on the shape of the tax system.

Empirical work is also underway in other countries and we hope the results from these
will be published next year.

The methodology from the Total Tax Contribution Framework is also adopted by the
World Bank in its Paying Taxes study which is part of their Doing Business project. The
study looks at the ease of paying taxes in 178 countries around the world using a case
study company for the basis of generating the results. The study measures the tax cost
by calculating a Total Tax Rate for each country based on the Total Tax Contribution
methodology. The use of the methodology by the World Bank to generate the Total Tax
Rate provides a consistent way in which tax systems can be compared by reference to
the case study company. It has ensured that the full range of taxes borne by business
are considered rather than having a restricted focus on corporate income taxes which,
as the survey shows, represents only 36% of the tax bill of the case study company
overall.

¢ Tax Nation — Business Taxes and the Federal-State Divide, published by the Business
Council of Australia, April 2007.
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Related PricewaterhouseCoopers publications

Total Tax Contribution
Framework: What is your
company’s overall tax
contribution?

Published: April 2005
www.pwc.com/uk/ttc

Total Tax Contribution
PricewaterhouseCoopers LLP
2006 survey for The Hundred
Group

Published: January 2007
www.pwc.com/uki/ttc

Tax Transparency Framework: Tax Tran
A suggested framework for
communicating your total tax
contribution

A Sparency
Framews 1 <)

Published: May 2007
www.pwc.com/uk/ttc
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Tax Nation: Business Taxes and
the Federal-State Divide

Published jointly with the Business
Council of Australia: April 2007
Www.pwc.com/au/ttc

Paying Taxes 2008

Published jointly with the World Bank
Group: November 2007
www.doingbusiness.org/taxes
www.pwc.com/uki/ttc

Fayirgy Taxas 2008
e gqhodsal pictus
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Appendix V
PricewaterhouseCoopers team

If you would like further information about this report, please contact:

Susan Symons is a senior client tax partner and has led the development of
the PwC Total Tax Contribution Framework to enable companies to report on
their contribution in business taxes. Susan is one of PwC’s most experienced
partners and works with the Hundred Group to collate and publish data on
their total tax contribution. Prior to joining PwC she spent 16 years with the
Inland Revenue.

susan.symons@uk.pwc.com
Tel: +44 (0)20 7804 6744

David Clayton is a tax partner specialising in corporate and international tax
and led the development of the Tax Transparency Framework. His clients are
mainly in the energy and extractive industries sectors. During his 24 years with
PwC, David has developed a particular interest in corporate responsibility and
the contribution of the corporate sector to the wider community.

david.clayton@uk.pwc.com
Tel: +44 (0)20 7804 3634

Richard Faulkner is responsible for managing the BPTA Tax Reporting award
and the detailed analysis of the tax reporting in the FTSE 350. He is a senior
tax manager within the Financial Services tax team, specialising in the
provision of tax advice to property companies and property funds.

richard.faulkner@uk.pwc.com
Tel: +44 (0)20 7212 1474

Matthew Bess is a tax consultant, specialising in tax benchmarking. He has
worked with companies around the world, in a variety of industry sectors,
analysing and benchmarking the tax rate disclosures in their formal statements
against selected peer groups. This role has led to an increased interest and
involvement in the wider tax reporting agenda.

matthew.p.bess@uk.pwc.com
Tel: +44 (0)29 2080 2266
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