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Haven Indicator 1: Lowest Available
Corporate Income Tax Rate (LACIT)
What is measured?
The indicator measures the lowest available corporate income tax rate
(LACIT) for any large for-profit company that is tax resident in the
political subdivision or subnational authority with the lowest Corporate
Income Tax (CIT) rate, and which can be a subsidiary of a multinational
corporation.1 The scoring of Haven Indicator 1 is computed by scaling that
LACIT rate against the spillover risk reference rate of 35%, explained in
detail in Part 2 below.
Part 1: Assessing a jurisdiction’s LACIT
LACIT in a nutshell: 3 steps away from statutory rates
A jurisdiction’s LACIT is calculated differently from existing datasets of
statutory CIT rates because these tend to take the top statutory rate
reported by jurisdictions at face value. In contrast, LACIT is determined in
three steps, only the first of which relies on (top) statutory CIT rates as
reported in the OECD’s tax database.2
The first step consists of simply compiling the statutory rates for all
reviewed jurisdictions. In the second step, we review the statutory rates
and correct these if necessary. Corrections are made if there are different
CIT rates available depending on the size of business, on the economic
sector in which the business operates, or on the subnational regions
where the business is tax resident. In the third step, we analyse, and
adjust if necessary, the tax rates if tax treatment differs upon distribution
or retention of profits, upon selection of a particular type of company,
upon sourcing profits from inside or outside the jurisdiction (territorial tax
regimes), upon issuance of unilateral tax rulings, or if a country provides
loopholes in its tax residency rules. Each of the steps is explained in
more detail below and presented in Figure 1.1. Each of the steps is made
fully transparent and entirely documented, as detailed Table 1.4 in
Results Overview below (access the Excel file with all the steps in one
sheet here).3
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Step 1: statutory rates as a point of departure
To rank jurisdictions according to their tax rate, we relied on the OECD
statutory corporate income tax rates table,4 which covers OECD and nonOECD jurisdictions. For jurisdictions not covered by the OECD, we used
the KPMG Corporate Tax Rates Table5 or IBFD data6. IBFD data is used
only when the other sources are not available or when the IBFD data is
more up to date.7
Step 2: review of and corrections to statutory rates
The reported statutory rates are checked alongside three main
dimensions and corrected if deviating rates apply. We ask: are different
rates available depending on the size of businesses, on the economic
sector in which the business operates, or on subnational regions where
the business is tax resident?8 The corrections are made as follows.

First Correction – the size of business
CIT rates may differ depending on the size of the business. If this is the
case, the CIT applicable for the highest level of corporate turnover or
profit is analysed and chosen in this indicator. For example, the CIT rate
in France is sometimes reported as 33.33%, yet given that a social
surcharge of 3.3% applies to companies with a corporate income tax
liability exceeding €763,000, we consider the CIT rate to be 34.43%.9
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Second Correction – the sector in which the business operates
Sometimes CIT rates differ depending on the sector in which the business
operates. For this correction, we consider that if a lower rate is broadly
applicable across a wide range of economic sectors, then such rate is
indeed the lowest tax rate available in the jurisdiction. This is because a
jurisdiction can decide to “specialize” in a number of economic sectors,
and provide very aggressive tax exemptions in those sectors, while
formally keeping a higher tax rate for all other sectors. In effect, because
most economic activity may occur across exempt sectors, the lowest tax
rate that is broadly available is that applicable in such sectors.
In this assessment, we disregard tax exemptions that are temporary (10
years or less) and those that apply in specific economic zones, since
these are covered under haven indicator 6. We focus on sectoral
exemptions, as analysed in haven indicator 5. The latter indicator
analyses permanent exemptions (10+ years) across 13 “active income”
sectors, and the investment sector – a sector where the main income
streams are passive, such as dividends, interests and capital gains.10
Because the risks of aggressive tax policies in the investment sector are
covered, directly or indirectly, in indicators 2, 4, and 5; we do not
consider tax exemptions in the investment sector for the analysis of the
Lowest Available Corporate Income Tax.
For sectoral exemptions to be considered to apply across a “wide range
of economic sectors”, we only consider situations where a country offers
a high number of permanent tax exemptions: if a jurisdiction exempts
fully four or more active economic sectors, and/or partially exempts eight
or more active economic sectors, the lowest rate applicable to these
economic sectors will determine LACIT. One full exemption is considered
as equivalent to two partial exemptions. In these cases, economic sector
exemptions will be accounted for both in LACIT and in haven indicator 5
on sectoral exemptions. When a jurisdiction does not reach the threshold,
permanent tax exemptions are only covered in haven indicator 5.
For example, entities engaged in qualifying activities in Aruba can benefit
from imputation payment company status to access a lower 10% profit
tax rate, which would otherwise be 25%. Among the qualifying activities
are hotels, oil refineries, green energy projects, shipping companies,
captive insurance, financial activities and more.11 Given the tax rate for
imputation payment companies applies in more than eight sectors, we
consider the 10% tax rate applicable for imputation payment companies
as the lowest available in Aruba under the LACIT.

Third Correction – tax resident in a political subdivision or subnational
authority with lowest CIT rate
Sometimes CIT rates are in fact compound rates combining federal and
subnational CIT rates. Subnational CIT rates may vary across the territory
of a jurisdiction. Therefore, the lowest available compound CIT rate in a
3
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jurisdiction may differ depending on the subnational region chosen for
analysis (at state/cantonal level). For the computation of the compound
CIT rate of the jurisdiction, we assessed and chose the lowest rate
available in any of the subnational divisions (states/cantons/communes).
However, differing CIT regimes with lower rates which are available in a
specifically designated economic zone or in a subnational region are
disregarded for this indicator as these will be analysed and assessed in
another haven indicator (haven indicator 6).
Step 3: adjustments to CIT rates
After thorough, in-depth analysis of four main CIT policy dimensions in
each jurisdiction, we further adjust the CIT rates where necessary in
order to achieve the aim of the Corporate Tax Haven Index of indicating
tax spillover risks. We apply four main adjustments, as explained below.

First Adjustment – a lower rate upon distribution or retention of profits
Whenever a jurisdiction has an imputation system which enables
shareholders to claim a partial or full refund of the tax paid by the
distributing company, the LACIT for this indicator would be derived by
calculating the CIT rate after the imputation was made.
For example, Malta, with a statutory CIT ordinarily reported at 35%12
operates a full imputation system. This system ensures that almost all
tax paid is refunded upon distribution of profits and thus a much lower
CIT rate applies. KPMG notes on Malta:
Malta operates a full imputation system of taxation for both residents
and non-residents […]. On the distribution of taxed profits, the
shareholders may opt to claim a partial/full refund of the tax paid by
the distributing company. As a general rule, the tax refund amounts to
six-sevenths of the tax paid. […] The Malta tax suffered on distributed
profits hence ranges between 0% and 10%.13
As a result of Malta’s imputation system, we set Malta’s LACIT at 5% and
not at the often reported statutory rate of 35%.
A similar result can be achieved when the tax is imposed only upon
distribution. For example, in both Latvia14 and Estonia,15 the profits of
resident companies are taxed only upon distribution. Thus, given that a
company which chooses not to distribute its profits does not pay any CIT,
we assess Latvia’s and Estonia’s LACIT at zero.16

Second Adjustment – tax exempt specific types of companies
In cases where the tax system exempts a certain type of corporation
from tax, the indicator assesses the CIT rate for the whole jurisdiction
according to the provided tax exemption.
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For example, Mauritius is reported as levying a 15% CIT rate.17 Yet the
jurisdiction provides for the establishment of a variety of tax-exempt
companies. With Global Business License companies in the process of
being amended18, Mauritius now allows so-called authorised companies to
be effectively tax exempt.19 While authorised companies are not
technically tax exempt, they are considered non-resident for tax
purposes.20 Thus, as long as these Mauritius-incorporated companies are
only engaged in foreign operations, they are fully exempt from tax. These
companies are barred from undertaking certain economic activity,21 but
can otherwise operate in any economic sector.22 Hence, the indicator
would record Mauritius’ CIT rate at 0%.23

Third Adjustment – territorial tax system for active business income
In jurisdictions with a territorial CIT regime where some significant
portions of active business income are taxed only on a territorial basis,
regardless of a specific economic activity, the indicator assesses the CIT
rate for the whole jurisdiction at zero per cent. This is because if a
multinational company structures its corporate network appropriately, it
may reap huge profits through exclusive sales/turnover with foreign
customers only, and thus pay nil tax. For example, in Panama,24 Hong
Kong25 and Gibraltar26 foreign income received by companies is not taxed.
Similarly, countries which exclusively exempt the companies’ domesticsource income are also considered to have a territorial corporate income
tax regime for the purpose of this indicator. For example, Monaco’s CIT
rules determine that companies are only taxable if they derive more than
25% of their profits outside of Monaco. Otherwise, companies are not
taxable in Monaco. As a result, Monaco operates a sort of inverse
territorial corporate income tax base, and although 33% is the rate
usually reported as Monaco’s statutory tax rate,27 Monaco’s CIT rate
would accordingly be considered as zero for LACIT.28

Fourth Adjustment – documented unilateral tax rulings
Unilateral tax rulings issued by tax administrations in some jurisdictions
result in a fundamentally different and often much lower tax rate than
the statutory corporate tax rate. As evidenced through the LuxLeaks
revelations,29 multinational corporate groups often gain access to tax
administrations through specialist tax advisers. The subsequent European
Union investigation into state aid has revealed that tax rulings have been
used for large-scale tax avoidance in at least Belgium, Ireland,
Luxembourg and the Netherlands.30
Where details of cases have been thoroughly investigated and published,
allowing for an analysis of the tax outcomes of the rulings, including the
deviating CIT rate, the deviating CIT rate has been used in this indicator.
Because the ruling is a binding legal instrument or at least involves an
element of administrative consent, administrations should be held
5
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responsible and accountable to the legislature and the public over any
rate offered through a ruling. Considerations, such as whether the
available CIT rate results from a (discretionary) narrowing of the tax base,
an express alternative rate or method for computing the base or rate,
were ignored for this indicator. Rather, the adjustment identifies the
lowest rates offered through a documented tax ruling to a tax resident
company which can be supported by ample evidence available in the
public domain. Only official state aid investigations by the European
Commission31 into such rulings currently provide sufficiently ample and
in-depth evidence to determine a deviating LACIT based on unilateral tax
rulings.
These tax rulings result in tax avoidance risks in European Union member
states. Yet they are only the tip of the iceberg. Hundreds and thousands
of companies may never be investigated because of the sheer size and
growing number of rulings along with the incommensurate slow pace of
state aid investigations due to their resource-intense nature.32 As was
documented in Apple’s case, unilateral tax rulings made in the European
Union also affect countries outside the region, for example in Africa.33 Tax
rulings that imply tax avoidance risks only or mainly for non-European
Union members are unlikely ever to be investigated by the European
Commission because of a lack of mandate.34
Unilateral tax rulings continue to be available and are not yet a problem
of the past. While the tax rulings investigated by the European
Commission and assessed in this indicator were issued in the past, there
are no reliable indications that the ruling practice has changed in
substance since then. Rather to the contrary; not only have none of the
relevant European Union member states agreed that these unilateral tax
rulings constituted a violation of state aid rules, but also governments are
appealing the European Commission’s decision that these rulings were
illegal state aid.35 Jurisdictions that wish to challenge our assessment of
the continuing availability of such low tax rates are welcome to publish
any more recent tax rulings.
For each jurisdiction where the CIT was adjusted to the lowest rate
offered by a unilateral tax ruling, an explanation is provided in the notes
for the way the corresponding tax rate was calculated.

Fifth Adjustment – Deficient corporate tax residency scope
An important characteristic of multinational’s tax avoidance is the
circumvention of tax residency status. Various jurisdictions present clear
loopholes in their corporate tax residency scope. In these countries,
locally incorporated companies are not necessarily tax residents of the
jurisdiction under whose laws they have been created. This allows a
dangerous legal void, whereby companies may end up not being
considered tax residents of any jurisdiction.36,37 For instance, a company
created under Mauritius law that is managed from Macao may not be
considered a tax resident of neither of the two jurisdictions, potentially
6
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facilitating rampant tax avoidance.38 While we consider that both effective
management and place of incorporation should be independent triggers
of tax residency, we believe that the very minimum standard should be
that all locally incorporated companies are tax residents of a country. At
a minimum, a country should take responsibility for companies created
under its laws.
In this edition of the Corporate Tax Haven Index, we penalize countries
whose definition of tax residency does not include, at least, all companies
incorporated under its laws. Because the lowest tax applicable to nonresidents is often 0% (commonly for foreign income), we consider such
rate in the calculation of the Lowest Available Corporate Income Tax.
For example, in Montserrat, only companies with central management
and control in Montserrat are considered tax residents therein.
Montserrat-incorporated companies that do not have central
management and control in Montserrat are not considered tax residents.
Such non-residents are only taxed on their Montserrat-source income,
when the income is transferred outside Montserrat (by way of
withholding). For instance, a Montserrat-incorporate company with
effective place of management in the British Virgin Islands or Macao
would not be considered tax resident of either place, and (i) its foreign
income would not be taxed in Montserrat, and (ii) its Montserrat-source
income would only be taxed (WHT) in case of exit payment. 39
Part 2: Deriving the spillover risk reference rate
Cross-jurisdiction differentials in tax rates on corporate profits drive
profit shifting, and a race to the bottom in taxation. Without an
internationally agreed or harmonised CIT rate, the spillover risk reference
rate was determined by filtering a) all jurisdictions for democracies, and
b) sorting for the highest corporate income tax rates observed. A
hallmark of a functioning democracy is the right of citizens and the
electorate of a jurisdiction to determine the tax mix of that jurisdiction. A
jurisdiction’s decision for a high share of CIT in the tax mix and a high CIT
rate is particularly vulnerable to being undermined by any other
jurisdiction that implements lower rates. This is because under the
current conditions of free investment flows and the arm’s length
principle, profit shifting from high tax to low tax jurisdictions cannot be
prevented.
Therefore, all CIT rates applied by jurisdictions are scaled against that
highest observable CIT rate of a democracy in order to determine the
extent of tax avoidance risks which undermine democratic choices
elsewhere. Determining this spillover risk reference rate is a one-off
process to be carried out afresh every two years with each edition of
Corporate Tax Haven Index. The reference rate establishes the highest
CIT rates observable where the electorate can be assumed to have
exerted influence over the outcome of the tax mix and CIT rate, i.e. where
democratic principles are adhered to.
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To determine the spillover risk reference rate, we thus rely on two
different data sources. For identification of democracies, we rely on the
Polity Index and more specifically, the most commonly used Polity2
measure of 2018.40 With a few exceptions for small population
jurisdictions,41 this measure considers any jurisdiction on a spectrum
between full autocracy (-10) and full democracy (+10). In line with
widespread practice, we filter all jurisdictions for a Polity2 value of 7 or
more42 to arrive at a sample of jurisdictions where the electorate can be
assumed to influence the CIT rate.
Second, to rank jurisdictions according to their tax rate, we relied on the
OECD Stats table for statutory corporate income tax rates,43 the KPMG
Corporate Tax Rates Table,44 or information from the International Bureau
of Fiscal Documentation (IBFD) database45. In general, we derived
statutory CIT rates from OECD Stats database. When data from OECD
was not available, we used KPMG Corporate Tax Rates Online and when
this is not available, we use IBFD.
As a result of this analysis, the spillover risk reference rate is set at 35%.
In Pakistan46 and Brazil,47 capital gains are included in the corporate
income and are thus taxed equally at a rate of 35% and 34%,
respectively.48 The rate of 35% is also used a reference to calculate the
scores for haven indicator 4 on capital gains taxation, and haven indicator
18, on withholding taxes on dividends49. The full results of the filtering
and sorting exercise are shown in Table 1.1 below.
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Part 3: Calculating the haven score
A CIT rate of 35% results in a zero haven score while a zero tax rate
resolves to a haven score of 100. The following steps are taken to
calculate the haven score. First, we determine the jurisdiction’s lowest
available corporate income tax rate (LACIT) according to the corrections
and adjustments explained above. Second, we subtract the LACIT from
the spillover risk reference rate of 35%. Finally, we scale that differential
on values between 0 and 100 by dividing the differential by 35.
The data for this indicator was collected primarily from the following
source: 1) OECD database53 which is updated to 2020; 2) KPMG
database54; 3) the IBFD database (country analyses and country
surveys)55; 4) In some instances, we have also consulted additional
websites and reports of accountancy firms and other local websites.

All underlying data can be accessed in the Corporate Tax Haven Index
database56. To see the sources we are using for particular jurisdictions
please consult the assessment logic in Table 1.5 and search for the
corresponding info IDs (IDs 505-507 and 541-545) in the country profiles
of the respective jurisdiction.

Why is this important?
Corporate tax revenues make up about ten per cent of total tax revenues
in OECD countries, but in developing countries, conservatively measured,
they amount also to around 15 per cent.57 The CIT rates multinational
corporations end up paying, however, have been pushed downwards,
allowing multinationals increasingly to freeride on the public services that
everyone else pays for. In the last few decades, corporate tax rates have
been falling around the world, from an average of 50 per cent in OECD
countries in 1980 to an average of about half that.58
Revenue losses due to rate cuts have at times been claimed to be
(partially) compensated by a broadening of the tax base. Yet when the
profit share of GDP is increasing, or when the share of domestically
operating and/or of small and medium enterprises in total corporate tax
revenue is increasing and the share of large multinational companies
9
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decreasing, the tax rate cuts are contributing to rising inequalities even if
the share of corporate tax revenues in GDP is constant. Since smaller
domestic businesses tend to account for a disproportionate share of
employment, an unlevel tax playing field that disadvantages them not
only gives rise to undue industry concentration and the associated
problems of monopoly power, it is likely also to undermine inclusive
economic development.
Lowering CIT rates has negative impacts on society. The CIT is one of the
best ways to tax capital, and it can powerfully curb political and
economic inequalities. It helps to boost economic growth by, among other
things, raising trillions in revenue, which governments use as a basis for
providing essential public services. It also protects developing countries
by boosting their self-reliance and curbing their dependence on foreign
aid or on more regressive taxes such as VAT.59
Lowering CIT rates significantly or even abolishing the CIT entirely are
likely to result in decreasing personal income tax revenues. This is
because people would rather leave their earnings inside a company and
defer paying personal income tax on them indefinitely by handing out
fake loans instead of distributing profits, or until the corporation pays out
a dividend at a later stage, and taxing that dividend only at lower rates,
for example, in cross-border situations. Furthermore, given that most
corporate wealth is owned by wealthy people, in every country, CIT is
ultimately paid by them. Therefore, it is one of the most progressive
taxes a state can levy and a tool to reduce inequality within and between
countries.60 As it is usually easier to tax large companies than chasing
after large numbers of individuals or microbusinesses, CIT makes up a
much bigger share of taxes in developing countries (where tax
administrations lack funding and human resources the most)61 than in
rich countries. Hence, lowering CIT rates would be more harmful for
developing countries than for rich countries and would lead to a transfer
of wealth from poor countries to multinational corporations and their
shareholders in rich countries.
Furthermore, when a country cuts its CIT rate, it may lead countries to a
race to the bottom or to enter tax wars because other countries tend to
follow suit. By having lower statutory CIT rates than other states,
jurisdictions unwillingly enable or wittingly incite tax spillovers from other
countries. These spillovers are leading to an erosion of not only the tax
base in those other countries, but also the trust in democratic decisionmaking in those countries, as their tax policies adjust by shifting the tax
mix onto less mobile factors, hitting more vulnerable people harder.
Equality before the law is a fundamental principle in democracies, one
which unilateral tax rulings may undermine, especially if they are not
transparent. Any democratic society is entitled to know how their tax
administration deals with taxpayers and whether tax laws are abused.
Secrecy in unilateral tax rulings may also bypass the democratic rule
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where the law should be decided by representatives of people for the
common good.62 Finally, fiscal equity – which is also perceived as a
democratic rule63 – is one of the most important attributes of any
responsible tax system.64
One key shortcoming of the OECD’s Base Erosion and Profit Shifting
project is the lack of focus on corporate income tax rates. In the wording
of the project’s objectives, the goal of aligning “rights to tax” does not
require actual taxation – a jurisdiction’s choice not to tax or to tax at
zero percent is treated mostly as equivalent to full taxation. This implies
an endorsement, or at least condoning of, a continuous race to the
bottom in CIT rates as long as the base attracting zero tax would be
aligned to genuine economic activity or substantial activities. The decisive
challenge thus becomes defining and quantifying “genuine economic
activities” or substance.65 This is a highly contested endeavour currently
underway in OECD and European Union, with some European jurisdictions
proposing to legislate “substance tests” that require as little as €100,000
payroll cost to be treated as acceptable substance for certain tax rules.66
The indirect consequence of implicitly endorsing a race to the bottom in
CIT rates is an acceptance of related spillover effects on the CIT rates of
other jurisdictions elsewhere, and ultimately on their democratic choices
over the tax mix (the IMF calls this strategic rate spillovers: “the impact
on a country’s policy choices of tax changes abroad: tax competition, in
its broadest sense”67).
Another reason why it is important to establish a more credible
alternative to the statutory CIT rates through LACIT is related to the
integrity and robustness of research findings. The choice of data sources
to determine the CIT rate is relevant for studies on the magnitude of tax
avoidance. Broadly speaking, either statutory (nominal) corporate tax
rates can be used or some variant of effective tax rates, and both are
problematic. Between statutory and effective tax rates, there is often a
substantial gap, which, by some measures, is shown as significantly larger
on average for 28 European Union member states than for other
jurisdictions.68
As can be seen in Figure 1.2, statutory tax rates can be far removed from
reality as they usually take the jurisdiction’s “flat or top marginal”69 CIT
rates at face value. For example, for Malta, OECD corporate tax statistics
report a 35% CIT rate. Yet the note explains that for distributed profits,
the rate may be as low as 5%.70 A recent IMF meta study on tax
avoidance confirmed that researchers usually rely on statutory corporate
tax rates when estimating the extent of base erosion and profit shifting. 71
Their estimates may well be compromised by this reliance.
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For economic studies researching (in their dependent variable) race to
the bottom dynamics or the magnitude of tax avoidance, effective tax
rates measures are not suitable as independent or explanatory variables.
Jansky (2019) discusses thoroughly the various methodologies and data
sources used to derive effective tax rates.72 He differentiates between
law-based (or ex ante/forward looking) and data-based (ex post,
backward looking) approaches. As de Beer et al. (2016) note: “low levels
of reported profits after shifting imply a low [data-based] effective tax
rate, generating a spurious positive correlation between the two
variables”.73 LACIT is a novel contribution, deriving law-based CIT rates ex
post based on the transparent legal analysis of the CIT framework.
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Results Overview
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*Note: As per Table 1.5: Assessment Logic, INC refers to jurisdictions where at least all locally incorporated companies are considered tax resident,
and INC & MNG indicates that all locally incorporated companies are considered tax residents, and in addition, some foreign-incorporated
companies are considered tax resident (e.g. those with effective management and control in the jurisdiction).
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The data for all jurisdictions divided by each of the IDs with all the steps
in one sheet can be accessed fully in one Excel file available here).74
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